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ES 2 1998 SITUATION REVIEW AND ANALYSIS

ES.1 OBJECTIVES

Executive Summary

In June, 1997 the Mnustry of Economy (MOE) and Elektrostopanstvo na MakedomJa (ESM)
requested the assIstance of the Umted States Agency for Internattonal Development (USAID)
In vanous areas of updattng and 1IIlplementtng the recommendattons presented m the 1995
Bechtel!Arthur Andersen report, "AnalYSIS of Options for the Stmcture of the Power Sector of
Macedoma"

!
eSo1Update AnalysIS of Options for the Structure of the Power Sectorof Macedonia

Over a three week penod In July, 1998 a two person Bechtel Consulttng team conducted
numerous IntervIews WIth the management of ESM, VISIted power plants and other SItes
around Macedoma, and collected documents related to the study They observed SIgnIficant
changes compared to the SItuatIon In 1995, Includmg the followmg fmdIngs

• The Government ofMacedoma (GOM), the MOE, and ESM have made progress In
almost every aspect of the power sector Further steps are under way to connnue the
Improvements

• The power sector m Macedoma IS currently organIZed as a state-owned, verttcally
Integrated monopoly hI general tenns thIs has been ItS organIZation In the past also,
but the detaIls of Its organIZatlon have changed SInce the 1995 report

• The severe econonuc declIne In the RepublIc of Macedoma expenenced In the years
Immediately follOWing Independence has stabilized, prodUCIng cautIous optumsm
about future growth scenarIOS

• ESM's generatIon, system dispatch, and transIUlSSlon systems are In reasonably good
condItlon There are relatlvely hIgh losses In the dIstnbutIon system, suggesnng a
need for more Investlnent The key competItive Issue remams that Bltola's production
greatly dommates the sector and llImts the posslblhty ofcompetttton

• ESM's finanCIal conditton has Improved SInce 1994 It has a sound balance sheet and
substanttal net cash flow from operattng actIVlOes, although not enough to fully
support Its mvestment program

The objective of thIs study IS to update the 1995 report, WIth a specIal focus on the follOWing

• For eXISting orgamzatlons (at the Electnc Power Company ofMacedoma), IdentIfy
and charactenze changes m organIZatlOnal structure and/or polIcy/regulattons to
ensure thIrd party access, competltIon, and complIance WIth European Umon (EU)
reqUIrements

• For eXiSting organIZatIOns, IdentIfy and charactenze orgamzatlOnallmkages and
access reqUIrements to Improve orgamzatlonal effiCIency

• For eXiSting orgamzatlons, assess the potentIal for pnvatIzatton and/or mcreasmg
development and growth of pnvate enterpnse partICIpatton the specIfic areas of the
energy sector

• PrOVIde recommendattons for the establIshment of additional organIzattons to
Improve eXlstmg performance m energy sector acttvIty
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The Bechtel team defmed and evaluated three power sector structures based on theIr
conSIstency WIth the GOM's objectives for the power sector, and therr feaslbIltty and ease of
ImplementatIon We note that these Options are not the same as Opnons 1,2, and 3 as
defined ill the 1995 Report CIrcumstances have changed smce 1995, and the Opnons
presented m tins study are a better fit for today's SItuation
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Executive Summary

• The current tanff settlng system IS based on the pnnclple of reasonable cost based
pnces, mcludmg depreciatIon and a 10-13% rate of profit on fixed assets The
structure of the tanff system (pnce dIfferentiation) encourages the rational
consumptIon of electncIty

• European Umon (ED) Drrectlve 96/921EC, concenung common rules for the Internal
market m electnclty, carne Into force m February, 1997 IfMacedoma wIshes to
harmOnIZe With EU reqUIrements and eventuallyJom the EU, It wtll have to comply
WIth the provIsions of thIs DIrective, winch mclude providIng access to the
transrmsSIOn and dIstnbutIon gnds to mdependent power producers (IPPs) and
creating an Independent system operator (ISO) WIth the transnusslOn and system
dispatch functions

ES 3 STRUCTURAL OPTIONS

Macedoma's objectives for Its power sector mc1ude

• Comply WIth the reqUIrements of the European UnIon (ED) DIrectlve 96/92/EC
concemmg common rules for the mtemal market In electrICity as soon as practical m
order not to delay EU membershIp

• Attract pnvate (especIally foreIgn) capital

• Improve power sector performance by mamtammg or Improvmg technIcal proficIency,
effiCIency, rehablhty, and by mmImtzmg cost

• Introduce competltIon through mdependent power producers (IPPs)

• Create self-sustaInIng (self-financmg) orgamzatlons

• MaIntaIn the ability to pnvatlze power sector orgamzatlons If that eventually becomes
deSIrable

We also needed to conSIder

• The eXlsnng structure IS workIng reasonably well Over the last few years the GOM,
MOE, and ESM have nnplemented a number ofchanges to address problems that
eXIsted when the 1995 Report was prepared The motlvaUon to make radIcal changes
IS less acute than IS the case WIth the power sectors of many other translnonal
countnes

• Today's power sector structure ObVIously reqUIres the least change

• OpportunInes eXIst to Improve the performance of the power sector that do not
Involve substantial change to Its structure

• There IS a strong deSIre for MacedOnIa toJom the European UnIon and to harmomze
the power sector and Its operatIons Wlth the EU's reqwrements

Update AnalysIs of Options for the SlIUcture of the Power Sector 01 Macedoma ESo2



Execubve Summary

5) Meter Readmg Conduct meter readIng evenly over the course of the month

4) Asset AppraIsal Revalue ESM's fixed assets revalued through an appraIsal conducted
accordmg to InternatIonal AccountIng Standards

1) Investment In DlstnbutIon In the next long-term planmng process, devote addItIonal
effort to evaluatlng mstnbutIon system Improvements

Es-3Update AnalySIS ofOpbons for the Structure of the Power Sector of Macedonia

In order for the Macedoman power sector to comply WIth these reqUIrements, the followmg
would have to be accomphshed

Organzzatzonal

• In ESM's current organIzatIonal structure, TranSmISSIOn and DlstnbutIon are separate
but report to the same AsSIstant General Manager TranSmISSIOn must have
management autonomy, wluch as a mmnnum would seem to reqUIre that
TranSmISSIOn report to a separate new ASSIstant General Manager

• System DIspatch IS presently m the ProductIon orgamzatlon It would have to be
moved to the newly mdependent TransnussIOn orgamzatIon, or ISO

OptIon 2 EU ComplIance

ThIs mcorporates the structural changes needed as a ID1D1mum to comply WIth EU DIrectIve
96/92/EC FIgure ES-l summanzes the structure

6) DIspatch Autonomy GIve system dIspatch some hmIted authonty to engage In

mternatIonal purchases of electnclty based on Its own bestJudgment

2) Fmanclal Models And Long-term PlannIng Develop an mtegrated, Internally conSIstent
set ofphySIcal and finanCIal plannmg models for ESM wInch would hnk. the least cost to
a finanCIal module whIch would Incorporate details of future fmanclal structure and
calculate tarIff levels

3) IPP Pncmg Develop a system for calculatmg payments to IPPs sellmg to ESM that
relates the payments to the costs that ESM would aVOId If the IPP were boot

OptIon 1 EffiCIency Improvements

ThIs IS based on the structure of the power sector m Macedoma today We offer SIX
suggestIons for changes that mIght Improve efficIency These changes do not mvolve major
changes to today's power sector structure The changes Include

• A fully competItlve, msaggregated structure IS not appropnate for a system ofESM's
relatIvely small SIze, pamcularly where one generator (Bitola) exerts such dommance
over the market

• Nevertheless, steps beyond the ID1D1mum necessary to comply WIth EU power sector
reqwrements mIght provIde Important benefits PnvatlZatIOn of eXIstIng organIZatIons
WIthIn the power sector offers the potentIal of Improved efficIency and the other
benefits of pnvate ownershIp, along WIth fCUSIng money from the sale of govemment
owned assets
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executive Summary
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Figure ES·1 Structure For Option 2, EU Compliance

Accountzng

• Most of the accountIng features necessary to comply are In place The mam
reqwrements could be met by aggregatIng eXIStIng accounts In a dIfferent manner

• There needs to be separate accountIng for the generatIon, transDllsslon, and
dIstnbutIon functIons SInce all of these functIOns WIll have somewhat new
orgamzatIons, new accounts Will have to be establlshed

• The potennally most chfficult task will be to establlsh separate accountIng for the"
network-related funcnons of dIstnbutIon, and Its commercIal funcnons

Procedural

• Define the customer groups whIch will be prOVIded open access to the tranSmISSIOn
and dIstnbunon gnds

• Establlsh an authonzanon procedure at least for new IPPs and self-generatIon

• If there IS to be tendenng for new generatIon, estabhsh that process

• EstablIsh open access tranSmISSIOn and dIstnbutIon tanffs

• EstablIsh dIspatch cntena for generatIng plants
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ExecUbve Summary

• ReVISe the Statute and Regulations for ESM

The changes suggested to unprove effiCIency m OptIon 1 also should be mcorporated m
OptIon 2

Option 3 Privatization

TIns goes beyond the mmunum steps needed for ED complIance In tlus structure ESM would
be pnvatIzed as a vertIcally mtegrated utIlIty The pnmary structural changes would deal WIth
the GOM's relatIonslnp WIth ESM, and ESM's governance The functIonal orgamzatlon of
ESM would be the same as for OptIon 2, and the same features that provIde EU complIance
wouldremam

The specIfic changes that are enVISIoned mclude

• Pnvatlze ESM as a vertIcally mtegrated utIlIty

• Establtsh an mdependent regulatory agency to set tanffs, make rules govermng ESM's
operatIon, and m general balance the mterests of customers and owners

• ConsolIdate dIstnbutIon branches to Improve effiCIency and reportlng relatIonslnps

ES 4 EVALUATION AND RECOMMENDATIONS

We evaluated these three opnons WIth respect to therr conSIstency WIth the GOM's objectIves
and therr feasIbIlIty In summary, we recommend a transInon to Opnon 2, EV ComplIance, at
a pace conSIstent WIth the GOM's goals for jommg the European Vmon The basIS for tIns
reconunendanon IS

• Opnon 2 IS consIstent WIth the objectlves for the power sector

• There IS a clear objecnve ofJomrog the EU Opnon 2 achIeves tlus objecnve

• The structural changes to ESM are not great m Optlon 2

• The translnon costs should be moderate, occur over the tranSItIon penod, and are
small m companson to the benefits

• Optlon lIS not consIstent WIth the obJecnve of EU complIance

• Optlon 3 may offer more long term benefits, but It also has the certamty of more near
term costs

SpeCIfically tlus would mvolve unplementmg the Orgamzanonal, Accountmg, and Procedural
steps outlIned m the dIScussIon of Opnon 2 m Sectlon ES 3 above

Smce the SIX changes noted as effiCIency Improvements m the dISCUSSIon of Optlon 1 are part
ofOption 2, our recommendatIon mcludes Implementlng those changes mvolvmg
Investment In DIstnbutIon, Fmancial Models, lPP Pncmg, Asset AppraISal, Meter ReadIng,
and DIspatch Autonomy

We also recommend that senous conSIderatIon be gIven to consolIdatmg dIstnbunon
branches and havmg branch Managers report to AsSIStant General Managers, as descnbed m
the dISCUSSIOn ofOpnon 3

Update AnalYSiS of Opbons for the Structure of the Power Sector of Macedonia



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Execubve Summary

Implementation

Our recommendatIon would mvolve change m 16 specmc areas For most of the change areas
the techmcallssues are not a senous bamer For each area, the followmg steps would be
appropnate

• IdentIfy the deelSlon makmg person or group

• Prepare an analysIs of the potentIal change, Identlfymg the advantages and
dtsadvantages, the tmpacts on stakeholders, specific Implementation steps, hnks to the
other potential changes, the tlme frame for action, and other relevant factors

• As necessary, mvolve the stakeholders 10 the process

• Based on the analysIs, develop a specIfic proposal, mcludtng detal1ed ImplementatIon
steps

• Present the proposal for the decIsIon maker's approval

• Implement the approved proposal

We suggest an Implementation process over a two and a half year penod The techmcalissues
can be resolved WIthIn thIs tune frame The more Important question IS whether the GOM
would want to aIm to achJ.eve ED complIance for the power sector on a schedule perhaps well
10 advance of harmoruzmg WIth other ED requrrements We beheve that the changes
necessary for ED complIance are benefiCIal 10 themselves and worthy of tmplementatIon m
any event Nevertheless thJ.s IS an Issue that should be addressed m the decISIon-makIng
process

Update AnalYSiS of OplJons for the Structure of the PowerSectorof MacedonIa



The structure and operatIon of the power sector are cruCIal elements m the Energy Strategy
and m the least cost electncIty supply plan In June, 1997 the MOE and ESM Issued a
document, "DIrectIons for ElectrIc Power Restructunng In RepublIc of Macedoma", whtch
requested the assIstance of the Umted States Agency for InternatIonal Development (USAID)
In vanous areas of updatIng and unplementIng the recommendatIons presented In the 1995
Bechtel!Arthur Andersen report, "AnalYSIS of OptIons for the Structure of the Power Sector of
Macedoma"

Smce aclnevmg mdependence m 1991, the RepublIc of Macedoma has sought to reform and
restructure Its economy, mc1udmg Its power sector In September, 1997 a Law On Energy was
passed by the ParlIament wluch reqwres, among other tlungs, that the Government of the
RepublIc of Macedoma (GOM) establIsh an Energy Strategy The unplementatIon of the
Energy Strategy IS the responsIbility of the Mmtstry of Economy (MOE) Based on the
Energy Strategy, publIc utIlItIes, mcludIng the natIonal e1ectnc power utIhty,
Elektrostopanstvo na MakedomJa (ESM), are reqUIred to defme a long-term development
program In addttIon, as part of the covenants for a loan from the World Bank for power
sector Improvements, the GOM and ESM have agreed to prepare a least-cost eleCtrICIty
supply plan by the end of 1999

The objectIve of tlus study IS to update the 1995 report, WIth a SpecIal focus on the follOWIng

• For eXIstIng orgamzatIOns (at the Electnc Power Company ofMacedoma), IdentIfy
and charactenze changes In orgamzatIonal structure and/or polIcy/regulatIons to
ensure thtrd party access, competItIon, and complIance WIth European Dwon (EU)
reqwrements

Thts IS addressed In SectIon 3 3 2, whtch dtscusses the changes necessary to comply
WIth ED reqUIrements

• For eXIstIng orgamzatIons, IdentIfy and charactenze orgamzatIonallmkages and
access reqUIrements to Improve organIzatIonal effiCIency

Thts IS addressed m SectIon 3 3 1, wbtch dtscusses effiCIency Improvements
mcludIng some mvolvmg orgamzatIonallmkages

• For eXIStIng organIZatIOnS, assess the potentIal for pnvatlZatIon and/or Increasmg
development and growth ofpnvate enterpnse partICIpatIon the speCIfic areas of the
energy sector

SectIon 3 3 1 suggests Improvements to the Independent power producer (IPP) pncmg
approach Complymg WIth EU reqwrements should mcrease pnvate sector
partICIpatIon, as dtscussed m SectIon 3 3 2 SectIon 3 3 3 dtscusses full pnvatlZatIon
of the power sector

• PrOVIde recommendatIons for the establIshment of addItIonal orgamzatIons to
Improve eXIstIng performance m energy sector actIVIty

The structure of SectIon 332 reqUIres an Independent System Operator (ISO), whIch
WIll reqUIre a new orgamzatIon formed from two eXIstIng orgamzatIons Fully
pnvatIzmg the power sector (SectIon 3 3 3) would reqUIre a new regulatory
orgamzatIon
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SectIon 1

11 BACKGROUND AND OBJECTIVES
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sectlon 1 Introducbon

The project team WIshes to express Its smcere gratItude to ESM and the MOE for theIr
cooperatIon, candor, and assIstance In our performance of thIs study The level of support and
responsIveness was exceptIonal, makmg our work as effiCIent as pOSSIble Although we
worked closely and cooperatIvely WIth those orgamzanons, and thIs report has been reVIewed
and commented upon by them and USAID, Its contents represent Bechtel Consultmg's
mdependent professIOnal Judgment regardIng the appropnate dtrectIon for power sector
restructurIng In MacedOnIa.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1.2 OVERVIEW

Over a three week penod m July. 1998 a two person Bechtel Consultmg team conducted
numerous IntervIews WIth the management of ESM, vISited power plants and other sItes
around MacedOnIa. and collected documents related to the study After returnIng to the
UnIted States. the project team conducted Its analysIs and prepared thIs report

The balance of the report contaIns the followmg secnons

• SectIon 2 proVIdes a reVIew and analysIs of the current sItuanon In the Macedoman
power sector

• SectIon 3 develops and analyzes structural optIons for the power sector In Macedoma
and presents our recommendanons

• SectIon 4 descnbes the steps necessary to Implement our recommendations

• AppendIx A contams a copy of the Executive Summary of the 1995 report

• AppendIx B hsts our meetmgs WIth vanous organIZations and people

• AppendIX C summanzes ED DIrective 96/921EC of the European Parhament and of
the Council of 19 December 1996 concennng common rules for the Internal market In

electnclty

• AppendIx D prOVIdes a copy of EU DIrective 96/921EC

Update AnalysIS of Opbons for the Structure of the Power Sector of Macedoma 1-2



AppendiX A contams a copy of the ExecutIve Summary of the 1995 report

There have been lIDprovements In some areas dIscussed m the 1995 report, as noted below,
and In other areas as well

The objectIves of the techmcal asSIstance were

• PrOVIde a basIS for the GOM to deCIde the future structure of the power sector

• PrOVIde the basIS for developmg and unplementIng a detmled plan to carry out the
GOM deCISIon

The 1995 report "AnalYSIS of OptIons for the Structure of the Power Sector of MacedonIa"
was the product of a senes of meenngs between USAID, the MOE, ESM, and Bechtel
Consulnng As a result of the meetmgs It was agreed that USAID would proVIde technIcal
speCIalists m the area of electnc power sector restructunng to work cooperatIvely WIth the
MOE, ESM, and other mstItutIOns They would acquIre a better understandIng of the sector In
MacedOnIa and then develop optIons for restructunng the sector

q21

Situation Review And Analysis

Update AnalysIs of Opbons for the Structure of the Power Sector of MacedOnia

ESM's 1997 finanCIal statements showed net mcome of 45 nullIon denars (after 2,837 nullIon
denars m depreCIatIon and 705 nnllion denars provlSlon for doubtful debt) About 4,000
nulhon denars In debt was held agamst 46,000 nullIon denars of net assets Cash Increased to
510 millIon denars by the end of the year Doubtful debt of about 7% ofelectncIty revenues
and receIvables of about 32% of electncIty revenues were the most troublmg factors WIth Its
net profit and substantIal depreCIatIOn, ESM generated 2,571 mIllIon denars m net cash flow
from operanng actIvltIes m 1997 vs only 493 mIllIOn denars m 1995

Goal Improve Fmanclal Performance Through Prlcmg Measures

Result The 1995 report charactenzed ESM as "technIcally Insolvent", although
comprehensIve fInanCIal statements were not avmIable for detmIed reVIew SInce then tariffs
were mcreased by 15% In 1995 and by another 10% In 1996 Average revenues In US$/MWH
Increased from 358m 1994 to 427 m 1995 and 436 m 1996, before fallmg to 34 5$/MWH
In 1997 as the exchange rate dropped WIthout a tanff Increase

The 1995 report also noted that ESM had establIshed workmg groups to IdentIfy ways to
lDlprove Its performance As a result of that work, ESM was undertalang the follOWIng
actIons

• Improve finanCIal performance through pncIng measures

• Reduce techmcallosses by 2 percentage pOInts

• Reduce labor force by 1% per year

• Automate systems

• SpIn off unprofitable actIVItIes (mmnly hotels and restaurants)

• IdentIfy other ways to Improve operatIons

21 PROGRESS SINCE 1995
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Table 2-2
Size of Labor Force

Ideally the system would expand to keep pace wIth load lDcreases, and even faster than that to
reduce losses Tins has not happened

Table 2-'
System Losses

The tanff mcreases combmed With other factors such as cost control and mcreased kWh sales
led to Improved finanCIal performance

22
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System Total Total Projected
Losses, System Inputs, Losses, Losses,

Year GWH GWH ./. ~.

1994 6268 5,7380 1092% Base
1995 6865 5,8745 1169% 1145%
1996 7857 6,2757 1252% 1307%
1997 7978 6,4135 1244% 1365%

Goal Reduce LaborForce By 1% Per Year

Result Table 2-2 shows the SIZe of the labor force at the end of each year 1994-1997 The
overall labor force has declIned by an average of 3 6% per year SlDce 1994 When the
reductIons due to the spm-offs are accounted for, the declme sull amounts to 1 5% per year
smce 1994, wellm excess of the target

ESM has reduced the SIZe of ItS labor force lD two ways Frrst, It has spun off SIX non-core
bUSInesses Therr employees are no longer part of ESM's total Although spmnmg off non
core actIvIUes IS desrrable, part of the reason to reduce the sIze of the labor force IS to Increase
effiCIency IncludIng the reductIons due to the spm-offs probably overstates any mcreases m
labor force effiCIency

Employees
In Firms Number Of

Number Separated Employees
OfESM Yearly Rate Of Reduction, % That Anti Incl. Those In Yearly Rate Of Reduction, 'Y.

Year Employees This Year Since 1~~~ ~revlous Years Separated Firms ThiS Year Smce 1~~...
1994 8757 Base Base 0 8757 Base Base
1995 8784 -031% -031% 0 8784 -031% -031%
1996 7949 951% 460% 493 8442 389% 179%
1997 7884 082% 366% 493 8377 077% 150%

SeetJon2

Goal Reduce Techmcal Losses By 2 Percentage Pomts

Result Table 2-1 summanzes loss results smce 1994 Overall losses clearly have mcreased.
not decreased However. part of thIs IS due to the lDcrease m load The column labeled
"Projected Losses. %" esUmates what losses would be If there were no changes to the
configurauon of the networks and load lDcreased from the 1994 values In propornon to the
ratIO of loads squared (Electncallosses roughly Increase With the square of load on a gIven
pIece of eqUIpment)
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22 TODAY'S POWER SECTOR STRUCTURE

Second, It has reduced staff In general, pnmanly by attntIon and WIth very lIttle replacement
hmng As such, ESM fInds Itself WIth an IncreasIngly older work force, the VIrtual absence of
"new hIres" may become problematIc over the next 5-10 years

Goal Spm Off Unprofitable Activities (Mamly Hotels AndRestaurants)

In 1996 ESM spun off SIX orgarnzatIons perfOrmIng non-core functIons and havmg a total of
493 employees

The power sector m Macedoma IS currently orgamzed as a state-owned, vertIcally mtegrated
monopoly In general tenns thIs has been Its organIZatlOn In the past also, but the details of Its
orgamzatIon have changed SInce the 1995 report ESM IS the mam power sector organIZatIon,
other organIZatIOns play only mmor roles

2-3

Situation ReView And AnalysIs

Update AnalYSiS of Opbons for the Structure of the Power Sector of Macedoma

Summary

The GOM, the MOE, and ESM have made progress In almost every aspect of the power
sector Further steps are under way to contmue the Improvements When the Methodology on
Pnces and the Tanff Structure System are Implemented (thIs IS expected to occur by early
1999), another SIgnIficant step WIll have occurred Helped by pnces that recover tIUe costs of
servIce, ESM's finanCIal condItIon IS likely to contInue Its trend over the last few years
ForeIgn financmg has been found for Improvements to many parts of the electnc system The
KozJak hydro faCUlty WIll add 82 MW of peakmg capacIty In summary, the power sector has
Improved substantIally and contInues to move m the nght dIrectIon

Goal Identify Other Ways To Improve Operations

ESM and the power sector III general have Improved m other ways, some of whIch are noted
below These Items apply to all aspects of the power sector, not Just Its operatIons

• Passage of the Energy Law

• Approval of ESM's Statute and RegulatIons

• Reorgarnzation ofESM

• Acqwnng a World Bank loan for hydro rehabIlItatIon and other Improvements

• CompletIng a 400 kV loop from Bitoia to SkOPJe

• Progress on the KozJak hydro project and Its fmancIng

• Progress towards rationalIZed tanffs and tanff structures

• AggreSSIve efforts to reduce commerCIal losses and Improve payments

Goal Automate Systems.

The Bechtel team dId not survey the orgarnzatlOn as a whole regardmg 1D1proved automatIon
We dId learn that the system used to collect accountIng and financIal data at the branch level
was put In place III 1995 and 1996 System DIspatch IS also In the process of 1D1provmg Its
automated control of the system, as are the TranSmISSIOn branch and some DIstnbutlOn
branches

Secbon2
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The GOM also appoInts ESM's General Manager, who IS Its cmef executlve and operatlng
manager The current General Manager has held that posItIon sInce 1996

Each of the DIne productIon branches IS responSIble for the operatIon and maIntenance of a
power plant and, 10 the case of the two mme-mouth coal plants, the assOCIated mme (In the
case of KozJak, the hydro plant IS under construcnon )

The TranSmISSIOn branch IS responSIble for the operanon and mamtenance of the high voltage
transIDlSSIon system, IncludIng most of the 110 kV system and all of the lugher voltage
eqUIpment

ESM's matenal and finanCial transactIons are also subject to the review and approval of a five
member ControllIng Board appomted by the GOM The Managmg Board can not adopt Its
annual accounts before It gets a pOSltlVe opInIon from the Controlling Board

2-4
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Update AnalySIS of Opbons for the Structure of the Power Sector of Macedoma

The SIX chvlSlons are responsible for headquarters functions such as coorchnatlng, reporting,
and Investment planmng The Productlon chvision has some overSIght responSIbilIty for the
nIne producnon branches, and System DIspatch reSIdes WithIn the Producnon DIVISIOn The
TranSmISSion and DIstnbunon chvision has some oversIght responsIbIlIty for the one
TranSmISSIon branch and the 28 DIstnbutIon branches The 38 branches commumcate WIth
other headquarters mVlSlons as necessary regardIng Issues In those fields

The mam elements of ESM's organlzatlon are SIX headquarters diVISIons led by ASSIstant
General Managers, and 38 operatIng branches led by local Managers All 44 positlons report
to the General Manager, but the 38 local branches also have reportIng responSIbIlItles through
two of the ASSistant General Managers Figure 3-1 (shown m Section 3) summanzes ESM's
organIzatlon

GOM controls over the power sector are achieved 10 several ways

• The GOM appoInts or approves the Managmg Board, the Controllmg Board, and the
General Manager It also approves the major Investment plan and sets electnclty
pnces

• The MOE has pnmary oversight responSIbilIty for the power sector In addition to thIs
general role, It reVIews and approves ESM's development and mvestment plans,
proposes tanffs, and has a role In selectIng ESM's top management

• The MImstry of Development reVIews and comments on major mvestment plans It
can also reVIew and comment on pncmg proposals

• The MImstry of Fmance reVIews and comments on pncmg proposals, and on
Investments when GOM guarantees are requrred for finanCIng

The Law on PublIc Enterpnses, passed 31 July 1996, governs the orgamzatlon and operatIon
ofESM and other busIness entItles dOIng actlvitIes In the publIc Interest Pursuant to that law,
ESM's managmg body IS a mne member ManagIng Board The GOM appoInts 6 of the
members The ESM Employees CouncIl proposes for GOM approval the other 3 members
from among ESM's employees The current board was appoInted In March, 1997

5ectJon 2
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23 GENERAL ECONOMIC CONDITIONS IN MACEDONIA

Table 2·3
Macedoman Gross Domestic Product

As shown below, gross domestic product, whIch was US$2, 165 mIllIon In 1990 declmed by
27% to US$I,581 mIllIon m 1996, but has been relatIvely stable at that level over the penod
1995-96

The DIStrIbUtion branches vary greatly 10 SIZe There are some servIce centers that cover
several branches The TranSmISSIon branch also prOVIdes some asSIstance In mamtenance for
some DIStrIbution branch eqUIpment

2-5

Srtuabon ReVIew And AnalysIs

Gross Domestic Change From
Product, US$ Previous Year,

Year Millions ~.

1990 2,165 N/A
1991 2,000 -76%
1992 1,832 -84%
1993 1,659 -94%
1994 1,618 -25%
1995 1,583 -22%
1996 1,581 -01%

Update AnalysIs of OptIons for the Structure of the Power Sector of MacedOnia

Macro-eCOnOlTIlC polICIes are expected to promote the development of a fully-funcnonmg
market economy and the Macedoman government IS seekIng structural reforms that WIll come
from large-scale pnvauzatIon These measures are bemg Implemented WIthIn the context of
future acceSSIon to the European Umon

The RepublIc of Macedoma IS a tranSItIonal economy and has been SInce the collapse of the
Yugoslav federanon 10 1991 Nonetheless the severe econOmIC declIne expenenced 10 the
years Immediately follOWIng mdependence has stabIlIzed, producmg cautIous optImIsm about
future growth scenanos

SeclJon2

DependIng on therr SIze and functIon, the branches have departments dealIng WIth [mancIal,
commerCIal, and legal/general Issues For example, each branch has a finanCIal department
whIch coordmates closely WIth the headquarters Fmance diVISIon

SImIlarly, Macedoma expenenced hypennflatIon m the early years of Its mdependence
However, as mdIcated by mdIces of retail pnces and cost of lIvmg, mflanon has effectIvely
been curbed

Each of the 28 DIstrIbutIon branches IS responsIble for the operation and maIntenance of the
low voltage system wIthIn Its geographIcal area Each IS also responsible m Its area for the
commerCIal aspects of sellIng power to low voltage customers and servICIng them
(Substantial load IS served directly from the hIgh voltage network The CommerCIal dIVISIon
handles the commerCIal aspects of these customers)
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2.4 1 Generation

2.4 THE EXISTING SYSTEM

Although the generatIng system IS m relatIvely good condtnon and has prospects for good
performance m the future, the key competItIve Issue remaIns that BItola's productIon greatly
dOmInates the sector and hmIts the poSSIbility of competItIon

By the mId-1990's a stable Macedoman currency was exertlng pOSItIve mfluences upon the
longer-term development of the economy and a recovery from the effects of recent blockades
to the north (WIth the former YugoslavIa) and to the south (Greece)

ILl
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, Retail Prices Cost Of Living
Relative Index, Relative Index,

Year 1996 = 100 1996 = 100
1990 06 05
1991 106 80
1992 434 370
1993 904 845
1994 981 978
1995 1000 1000
1996 1006 1026

Table 2-4
Macedoman Retail Price and Cost of LIving Indices

Update AnalysIs of Options for the Structure 01 the Power Sector of Macedoma

The largest hydro faCIlIty 1S the three plant TItO (also called Mavrovo) facility Its 182 MW IS
not qUIte half the mstalled hydro capacIty The plants are well maIntamed and achteve htgh
aVaIlabIltty They and the other major hydro plants wtll be rehabilitated as part of a recent
loan from the InternatIonal Bank for ReconstructIon and Development (IBRD) Thts WIll
mcrease theIr effiCIency, capacIty, and annual energy delIvery, help mamtaIn hIgh avatlability,
and extend the hfe of the umts

There are three major thermal and four major hydro power plants There are a number of
smaller hydro plants, some WIth non-ESM ownershIp, some thermal self-generatIon, and
recently a 27 MW thermal plant assocIated wIth an mdustnal facIhty was transferred to ESM
as payment for the facIlIty's electncIty bIll Exports and Imports have not played a major role
In Macedoma

The BItola power plant dOmInates the generatIon mIX Its three, 225 MW coal-fIred umts
account for nearly half the total mstalled capacIty m Macedoma, and the plant deltvers about
70% of the annual electncal energy supply The plant IS m good condItIon, well mamtamed,
and achteves hIgh aVaIlab1ltty The key Issues WIth respect to BItola are (a) whether Its fuel
supply can be extended beyond the 15-20 years remammg, and (b) whether addttIonal fuel
supply could be arranged for a fourth umt there
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25 PLANNING

24 4 Distribution

section 2 Situation ReView And AnalysIs

27Update AnalysiS of Opllons for the Structure of the Power5ector of MacedOnia

The d1stnbuuon system and the dlstnbuuon branches have two Important Issues FIrst. from a
technIcal standpomt, losses are too lngh (see Figure 2-1) Second, unpaId bIlls are a senous
finanCIal problem CommercIal losses (theft) no doubt contnbute to the lngh techrucallosses

The major development and planmng actlvltles take place m the headquarters Development
and Investment d1vlslon The process starts WIth an understanding of the eXlsung system and
current loads They also get mformatIon on and requests for unprovements to eXistIng
faClhtIes from the branches and the other headquarters diVISIons The current mId-term plan
covers the penod through the year 2005

The Dlstnbutlon branches have been takIng actlve and productIve steps to reduce unpaid bills
and address commercIal losses Reducmg techmcallosses reqwres mvestment. so a key Issue
for ESM IS how mvestment m d1stnbutlon wI11 be analyzed and pnontlzed compared to
mvestments m generauon and tranSmlSSlon

The percentages are calculated as losses/(mputs to relevant system) The d1stnbuuon system
has smaller mputs than transIIllSSlon or the total system, because substanualload IS served at
transIIllSSlon voltages and that power never becomes an mput to d1stnbuuon Therefore It can
(and does) have bIgherpercentage losses than the total system. even though Its losses m
MWH are obViously less than total system MWH losses

With compleuon of the 400 kV loop through Bltola, the transIIllSSlon system IS m acceptable
condInon WIth respect to configuranon, performance. and condInon of the eqUIpment Losses
m recent years have averaged about 3%, a reasonable level Some of the 110 kV system IS old
and needs to be replaced A program for the phased upgradmg of that eqUIpment IS bemg
developed

The focus of System DIspatch appears to be on the phYSICal operanon of the system, whIch It
accomplIshes effectlvely Most cross-border transacnons are exchanges, not purchases or
sales, and purchase/sale arrangements need the pnor approval of the General Manager There
does not appear to be a formal econOIDlC dIspatch, but consldenng the SIZe of the system and
ObVIOUS cost charactensucs of the plants, somethmg close to optlmal econoIIllCs IS probably
achIeved m any event

The System DIspatch center, located In SkoPJe, IS currently part of the Productlon dIVIsIon It
operates the Macedoruan system m effect as a control area, as part of a voluntary regIOnal
group coordmated out ofBelgrade The same IBRD loan that IS supportIng hydro plant
rehablhtanon also will fund addInonal software, hardware, and telecommurucanons to
lInprove system control and commurucatlons

242 System DIspatch
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A load forecast IS developed based on estlInates of future demograplucs and econOmIC
aCtIVIty by sector m Macedoma. adjusted for speCIal clfcumstances For example, the last
forecast (completed m 1994) accounted for the Impact of expected mdustnal restarts m 1995
2000, wInch contnbute to growth It also accounted for the Impact of electrIcIty pnce
mcreases 2000-2005, wluch tend to reduce growth

There was a dechne m mdustnal demand assocIated WIth the breakup of the fonner
YugoslavIa, wluch led to an eIght-year mterruptIon m overall demand growth - total
consumptIon m 1986 was greater than m 1994 ThIs has left generatIon and transIDlSSIon m
reasonable balance WIth demand For example, there IS 1,441 MW of Installed capacIty, most
of It operatmg WIth lugh avmlabIhty, and the possIbility of Imports If the need anses Tlus IS
more than adequate to meet demands such as the 1997 peak load of 1,121 MW Low voltage
demand mcreased throughout the penod, however, puttIng addIUonal stress on the
dIstrIbutIon network

The forecast was for average growth of 1 7% from 1995 through 2000, and 13% from 2000
through 2005 For 1997, the forecast showed 6433 GWh Actual consumptIon m 1997 was
6,329 GWh, a dIfference of 16% compared to the forecast Htstoncal growth from 1990
through 1997 averaged 2 7%, but only 1 1% for the penod 1986-1997 FIgure 2-2 dIsplays
Instoncal and forecast loads The forecast IS somewhat below recent year growth but above
recent year loads and long-tenn load growth, wluch however was senously affected by
changes to the polItIcal and econonuc clImate In Macedoma Overall the forecast seems
reasonable, but the SItuatIOn IS somewhat uncertaIn gIven the changmg nature of the
economy

2-8
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Dlstnbutlon
Total System

Transmission

1997

Figure 2·1 Electrical Losses In the Networks

Update AnalySIS of Opbons for the Structure of the Power Sector of MacedOnia
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Each year a short-tenn plan for the next year IS created, based on the pnontIes of the lD1d
term plan but takIng mto account the abIlIty of ESM to provIde funds for the projects As
noted above, In order to Implement the current plan It will be necessary to take steps outsIde

Based on current finanCIal results, thIs cannot be supported by mtemal cash generatIon alone,
whIch was eqUIvalent to about 47 mIllIon US$ m 1997 Tanffmcreases and/or actions such as
ISSUIng debt and bUYIng from IPPs (who make the generatIon mvestment themselves) will be
needed

The major Investments planned (or under constructIon, such as the 82 MW KozJak plant) are
hydro facIlItIes, pnmanly for peakmg servIce OptIons for the expanSIon of the tranSmISSIOn
system focus on mterconnectIons rather than Internal expansIon These are In a sense strategIc
Investments to gam access to other resources (and loads, for possIble sales) more SImIlar to
generatIon chOIces than tranSmISSIOn mf111 and upgrade Investments The Increase In low
voltage demand and the relatIvely hIgh losses m that network suggests that a hIgher level of
Investment m the dIstrIbutIon network mIght be JustIfied

The next step IS to develop an expansIOn plan to meet that load Resources are added
approXImately In econOmIC order as needed to maIntaIn relIabIlIty based on a cost of unserved
energy of three to five tImes the tanff level Rehabl1ItatIon of eXIstIng plants and transIDlSSlon
and dIstrIbUtlon network expansIOn and rehabIlItatIon IS also mcluded The plan developed,
however, IS not dIrectly hnked to a financIal plan that assures that there WIll be suffiCIent
funds to Implement the Investments The current plan's Investment requl!ements average 139
mIllIon US$ per year from 1995 through 2000, and 73 mIllIon US$ per year from 2001
through 2005 Of the total, 53% IS for new generatIon, 12% IS for generatIon rehabIlItatIon,
and 35% for network expansIon and rehabIlItatIOn
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2 6 FINANCIAL ISSUES

ESM's dIrect control Thus the mId-term plan IS not chrectly lmked to the financIal plan, m
that together they do not represent a consistent and realIstIc plan for the future

WIth ItS net profit and substantlal depreCIatlOn, ESM generated 2,571 nullIon denars 10 net
cash flow from operatmg actlvltIes m 1997 vs only 493 million denars m 1995 With a 579
mIllIon denars mcrease m net long-tenn debt and 314 nullion denars m Interest received, over
3,400 nulhon denars were avaIlable to fund capItal projects and other mvestment actIvItIes

ReflectIng a concern that ESM does not have a least cost electnclty supply plan, for capital
budgetlng purposes and to deternune long run margInal costs, the World Bank and the GOM
and ESM agreed to have such a plan developed by 31 December 1999 Steps are In progress
to complete the study by or before that tIme

J~
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Update AnalysIs of Options for the Structureof the Power Sector of MacedOnia

WIth respect to ESM's 1996 and 1997 fmanclal statements, ESM's aud1tor (DelOltte &
Touche) was unwIllIng to offer an opIIDon For the 1997 statements, the sole reason noted by
the aud1tor that prevented It from offenng an 0plIDon was that ESM's fixed assets have not
yet been revalued at appraIsed value ESM has agreed WIth the World Bank to revalue Its
fixed assets and to work WIth Its auchtors to the extent reqUIred that they can express an
0pIIDon on ESM's 1998 finanCIal statements

The World Bank and ESM Internal forecasts are for contInued good cash flow from
operatIons The trend of Improvement m collectIons and a GOMIESM COmmItment to the
World Bank to mamtam average tanffs at 7 5 pfenmgslkWh or more suggest a hIgh
probability of achIeVIng those results In add1tIon, ESM's solId balance sheet leaves room for
borrowmg to fmance ItS capItal program, Ifnecessary

ESM's finanCIal condItIOn has Improved substantIally smce 1994, when It was "technIcally
Insolvent" accordmg to the 1995 report Several factors have contnbuted to thIs unprovement

• Increased tariffs that reflect the cost of service

• Increased sales m kWh

• Cost control

• Improved collectIons

ESM has also made Improvements In Its mternal finanCial operatIons

• WorkIng towards achIevmg lASB standards and a posItIve opInIOn of mtematIonal
accountIng for 1997 results

• Improved systems and commUIDcaUon for reportIng from branches

As a result of these changes ESM's current finanCial cond1tlon IS sound As noted In Sectlon
21, ESM reported net mcome of 45 mIllIon denars m 1997 (vs a loss of 424 mIllIOn denars
In 1995) ThIs was after depreCIatlon of2,837 nullIOn denars and wntIng off bad debts of 705
1Dl1hon denars ESM's balance sheet shows debt of only 4,067 nulllOn denars vs net assets of
over 46,000 nullIon denars Cash and cash eqwvalents of 510 nulhon denars md1cates
adequate hqwd1ty

Secbon2
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7 SubmISSion ofdata to the MOE

Seebon 2 Sltuabon ReVIeW And AnalysIs

2.7 LEGAL ISSUES

1 Force majeure

211Update AnalysIs of Opbons for the Structure of the Power Sector of Macedoma

3 The use of tender for large subcontracts

5 PrOVISions regardmg labor stnkes.

2 The nght to subcontract certain functions of that actiVIty With government approval for
slgmficant subcontracts

1 The nght to perform the lIcensed actiVity

3 Separate accounting practIces

Each of the three hcenses contam a number of common prOVISions, such as complIance WIth
certain techmcal and qualIty requrrements, access to the company's books and records, a fixed
term for the lIcense, a non-transferabilIty provlSlon except With government approval, and
revocation of the lIcense under lImIted circumstances

6 EnVIronmental complIance

4 Insurance requIrements

These draft lIcenses and contracts Will undergo further review and reVISions before bemg
presented to the Pnme Mmlster The review process IS expected to mclude reVIew by (1)
experts from the MOE, (2) experts from ESM, (3) the Chamber of Commerce, and (4) the
MImstry of JustIce for legal review

2 A lIcense holder's subcontracts for Its responSIbilitieS

A number of Issues continue to be under dISCUSSion, one of whIch IS whIch provIsions should
be m the lIcense as opposed to the contract In partIcular, the prOVISIOns under conSIderatIOn
are

SlImlarly, each of the draft contracts that accompany the lIcense contain common terms, such
as

By the end of August, 1998, the MOE, With the assistance of Bechtel ConsultIng, had
completed "final draft" lIcenses for each of the electric UtIlity sectors - generatIon,
tranSmISSIOn, and dIstnbutIon Under the Energy Law enacted last year, each lIcense must be
accompanied by a contract between the bcensee and the Macedoman government Each "final
draft" bcense mc1udes a draft contract that IS mtended to address the specifics of the lIcensed
functIOn and IS subject to negottatIon With the lIcensee

As noted above, Macedoma adopted an Energy Law m 1997 and IS acttvely m the process of
Implementmg It Early m 1998 a cost-based tanffmethodology was prepared by the MOE, It
IS expected that tlus methodology wIll be mplace by 1January 1999
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28 TARIFFS

10 ProvlSlons dealIng WIth tenmnatIon of the contract under defined Inmted CIrcumstances

8 ComplIance WIth certaIn laws and envIronmental oblIgations

9 CertaIn reportmg reqwrements, mcludmg an annual report by March 31st of each year

212
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4 A program to mamtam quahty assurance

Presently, the MOE proposes tanff changes to the GOM, usually supported by calculanons
made by ESM The GOM then approves (or demes) the request, talang mto conslderauon Its
agreements WIth mtematIonallendmg lDsutuUons

7 ProvIsIon of Insurance to ensure a safe and contmuous operanon of the facI1Iues

6 A more detaIled explanatIon and hnutatlon on transfer of the company's assets or sale of
a controlling mterest m the company

5 A transparent system of accountmg to expose any cross-subSIdIzatIon

Histoncally tanffs were estabhshed for YugoslavIa as a whole Upon Independence,
Macedoma reduced tanffs substantially to reflect local conditIons SInce then the GOM has
Increased tanffs several Urnes, as shown In FIgure 2-3

The Energy Law speCIfies that pnces be set according to a Methodology on Pncmg that was
passed by the Macedoman Parbament In August 1998 and WIll take effect on 1 January 1999
The Methodology IS based on the pnnciple of reasonable cost based pnces, Inc1udmg
depreCIatIon and a 10-13% rate of profit on fixed assets The Methodology IS at a mgh level
of summary, WIth many detaIls to be worked out Nevertheless, It IS conSIstent WIth the
appropnate pnnciples for establIshIng tanffs for monopoly orgamzauons If Implemented In
accordance WIth those pnnciples, It would give addIuonal confidence to potentIal Investors
that they would be treated farrly

SectIon 2

The Methodology on Pncmg deals WIth the overall level of tanffs The Energy Law also
speCIfies that resolUtlons on a Tanff Structure System, defmIng the tanffs for dIfferent
categones ofconsumers, be passed by March, 1998 These resolutions have not yet been
passed The current draft states that Its Tanff System encourages the rauonal consumpnon of
power Based on our reVIew, tills appears to be the case "Rational consumpnon" should be
based on reasonable lInks between cost causatIon and cost responSIbIlIty, m other words on
sound econOmIC pnncipies In the Tanff System tanffs are dIfferennated accordmg to voltage
level, type of metenng, season, and time of day They mclude charges for energy, peak
demand, and reactive power, and proVIde pOSSIble discounts based on econOmlC analySIS for
large consumers who can manage therr loads In every case the dlfferennauon asSIgn pnces to
customers based on the reasonably probable costs they Impose on the system For example,
low, mIddle, and hIgh seasonal rates would be set In the propomon 1 0 1 6 2 0 Power (1 e ,
charges related to peak demand) accounts for 55% of costs at hIgh voltage and 30% at low
voltage The relanve pnce ranos for consumers at 110 kV and households at 04 kV would be
10 18
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29 OTHER COUNTRIES IN TRANSITION

Figure 2·3 Historical Average Tariff Levels
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BUlgaria

The NatIonal Electnc Company IS still a state-owned, vertIcally mtegrated entity There IS no
mdependent COIDlDlSSlon at present, proposed legIslatIon provIdes for a part of a newly
created MInIstry of Energy to perlorm vanous functIons related to the regulatIon and control
of the energy sector IncludIng pncmg, lIcensmg, and EU harmoruzatIon

Macedorua IS not alone m the process of transItIon from a command to a market economy
ThIs sub-sectIon outlmes the progress that other countnes have made In transformIng therr
electncity sectors and makIng provIsIon for an Independent regulatory authonty

Czech Republic

The Munstry of Industry and Trade's Department ofEnergy Regulation and Pohcy IS IS not an
Independent COIDlDlSSIon, rather It IS a part of the MIrustry of Industry and Trade and
performs mIwstenal functions related to the regulatIon and control of the energy sector WIth
the exception of final declSlons on energy pnces The MImstry of FInance controls pncmg

The Tanff System also provIdes for payments to mdependent power producers The basIC
payment IS what the tanff for consumptIon would charge, less a dIscount (for example, a 10%
dIscount for delIvery at 35 kV) to account for losses and ESM dIrect costs assocIated wIth the
transactIon

SectJon2

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Poland

The mISSIOn of the Energy Regulatory Office (ERO) IS to regulate energy compames (gas,
electncity and dIstnct heatIng) who have monopoly pOSItIOnS In the market, and to promote
competItIon In all energy sub-sectors TheIr authonty Includes

• LIcenSIng energy actIVItIes (productIon. storage. transnusslOnldIstnbullon, and trade)

Hungary

The functIon of the Hunganan Energy Office IS the regulatIon and supervIsIon of energy
actIvioes of gas and electncity compames enjoYing natural monopobes, and the protectIon of
consumer Interests, through (a) lIcenSIng, (b) preparatIon ofpnces and condltlons for pnce
appltcatlOn. as well as the rules of calculatIon, and (c) assIstance In the preparatIon of legal
and OffiCIal regulatory enVIronment of the companIes

Llthuama

The NatIonal Control COmmISSIOn of Pnces for Energy Resources and of Energy ACtIVItIes In
LIthuarna (NCe) has five COIIl1IllSSlOners for a 5-year term approved by the Government of
Lithuarna The NCC has the responsIbility of establIshIng pnncipies of energy pnce-fixIng.
establIshmg the rules for calculatIng pnces and tanffs. and checlang and approvIng
calculatIons of pnces and tanffs of electnc and thermal energy and natural gas for
confirmatIon by the Government ofLIthuanIa The NCC IS given the nght to control the
quahty of energy, Its confOrmIty to standards, and to Inspect the trade In energy raw matenals
and energy products

LatvIa

The Energy Regulatory CouncIl (ERC) was formed In July 1996 to regulate electncity and
natural gas It IS "a state InstItutIOn" supervIsed by the MImstry ofEconomy The ERC also
regulates dIstnct-heatIng pnces In Riga OutSIde Riga, It has responsibIltty for deterrmmng
the methodology for settIng dIstnct-heatIng pnces. whIch are the responSIbIlItIes of the
mumcipalItIes In thIs regard, the ERC has the folloWIng authontIes

• Issues all lIcenses for energy supply enterpnses

• Develops methodology for calculatIOn of energy tanffs

• Approves retail tanffs for natural gas and electncity for the country and the dIstnct
heatIng tanffs In Riga

• Promotes effiCIent operatIon ofenergy supply companIes and efficIent use of energy
supplted to customers

• Encourages the use of indIgenous renewable energy resources

• Develops regulatIons on energy productIon and supply

• Promotes competItIon In energy supply

• Protects the Interests of energy consumers

• ReVIews dIsputes between energy customers and supplIers and make bIndIng
deCISIons (can be appealed to court)

2·14
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210 AGREEMENTS WITH INTERNATIONAL LENDING INSTITUTIONS

Slovakia

WIth the passage of the Energy Law, the Department of Energy RegulatIon IS responSIble for
lIcenSIng all electncIty, gas, and heat entItIes, EU complIance m the energy sector, and the
recommendatIon of a pncmg methodology to the MImstry ofFmance

The World Bank (actIng 10 asSOCIatIon WIth the mRD loan) and the European Bank for
ReconstructIon and Development (EBRD) have negotIated agreements WIth the GOM and
ESM as condItIons for therr loans to ESM The pnmary objectIve of these loan condItIons
appears to be to prOVIde assurance that ESM wIll have the necessary resources to servIce Its
loans The World Bank condItIons are noted below

The GOM agreed

• To adopt regulatIons acceptable to the World Bank govermng the operatIons ofIPPs
by 31 December 1999

• To set electncity pnces at an average level of at least 7 5 pfenmgs/kWh WIthIn one
year of first dIsbursement under the loan
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The GOM and ESM agreed

• To prepare a least-cost electnclty supply plan by 31 December 1999

ESM agreed (among others)

• ApprovIng tanffs (pnce regulatIons) and controls

• Concumng WIth development plans

• ControllIng qUalIty customer servIce standards

• Resolvmg chsputes

• ImPOSIng finanCIal fines

• CooperatIng m counteractIng monopolIstIc practIces

• PublIshmg mfonnatIon on energy effiCIency

• CollectIng and processmg mfonnatIon on energy economy

• ControllIng qualIficatIons

Romania

In July 1998, the NatIonal Electncity Authonty (RENEL) was restructured mto a holdmg
company structure WIth separate operatIng companIes for generatIon, transrmSSIon, and
dIstrIbutIon The modalIty of thIs separatIon IS stIll under debate, but the eventual system IS
lIkely to mclude separate, competIng generators and dIstrIbutIon companIes Presently there IS
no mdependent COmmISSIOn However, legIslatIOn and a draft government ordInance IS
pendIng whIch would create a COmmISSIOn WIthIn the Mnustry ofIndustry and Trade (MOIT)
Currently, the MOIT IS overseemg the regulatIon and control of the energy sector

Secbon2
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Some of the condItions are already met Steps are under way to meet others All appear to be
achIevable Two of the more dIfficult are dIscussed below

ESM's accounts receIvable at the end of 1997 were 3,107 mIllion denars compared to
revenues from sales of electncIty of 9,772 mIllIon denars, glvmg a rauo of 32% However,
accounts receIvable IS the sum of hIstoncal btlls not yet patd less bad debts wntten off Ifbad
debts have not been wntten off as rapIdly as they were Incurred, accounts receIvable may not
prOVIde an accurate measure of current perfonnance m collections Furthermore, ESM
charges Interest on overdue accounts, mItigating the Impact of late payments

The average realIzed tanff In 1997 was 1 802 denarslkWh, and tanff levels have not changed
At current exchange rates of 55 denars per US dollar and I 80 Deutschmarks per US dollar,
the average tanff IS eqUIvalent to 3 28 US cents per kWh or 5 90 pfenmgs per kWh To reach
7 5 pfenmgslkWh would reqwre an Increase of 27% of the current level ImPOSIng such an
mcrease may be a dIfficult step for the GOM to take and IS probably the most challengmg of
the condItions to meet Nevertheless, the GOM has taken dIfficult steps before, and has
already agreed to thIs one

At 9,802 millIon denars, cash receIpts from customers, whIch Includes some Interest and
some payments related to own-use eqUIpment, were slIghtly larger than the revenues of 9,772
nnllIon denars Bad debt wntten off was 705 mIllton denars, the Increase In accounts
receIvable was 65 millIon denars, and the sum of the two was 770 mIllIon denars, or 8% of
revenues For the fITst SIX months of 1998 ESM bIlled 5,786 mIllIon denars and was paId
4,718 mIllIon denars, or 82% All these figures suggest that redUCIng the ratio to 18% by 2002
IS reasonably achIevable
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• To undertake vanous phYSICal, financIal, and project management actlvlues assocIated
WIth the ffiRD loan and the projects It funds

• To reduce each year the rauo of Its accounts receIvable to revenues from sales so that
It attaIns a target level of 18% of annual revenues by 31 December 2002

• To lnmt payments to ESM for electnclty m the fonn of shares to no more than 5% of
ESM's revenues from sales

• To achIeve certaIn financIal ratios startIng In 1998

- Funds generated from Internal sources at least 30% of Investments

- Funds generated from operations at least 150% of debt servIce

- Current ratIo no less than I 2

• To revalue Its fixed assets and work wIth mternational accountants so they can express
an opImon on ESM's 1998 finanCIal statements

• Not to undertake any large new projects before Koz]ak IS complete unless It can
prOVIde eVIdence satisfactory to the World Bank that It would continue to meet the
speCIfied finanCIal ratios

Secbon2
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3 1 OBJECTIVES FOR RESTRUCTURING

All around the world, reform and restructunng are reshapIng the electnc power mdustry A
vanety of motIves dnves the desrre to reform

• hnprove power sector performance effiCIency, cost, customer servIce

• Create more competItIve power sector busmesses

• Improve econoIDlc effiCIency by ratIonahzmg pnces

• Attract needed mvestment

• Ralse money from the sale of government-owned assets

Restructunng and reform are mtended to address these Issues The chrectIon of reform IS
based on several fundamental behefs

• Free, competItIve markets maxnDlze econonuc benefits

• The role of government IS to set polley, not operate bUSInesses

• Pnvate ownershlp provIdes the most effectIve IncentIves for effiCIent operatlon and
Investment

• In the power sector, generatIOn and supply (sales to end-use customers) are potentlally
competltlve functlons TranSmISSIOn and wstnbutlon (ownershJ.p and operatlon of the
phYSICal low-voltage system) are natural monopolIes

• Monopoly functlons should be regulated In an evenhanded manner

• Pnces should be at an econOmIC level, not too hJ.gh or low, and WIth mIDlIDal
subsiwes and cross subSIdIes

Each country's sItuatlon IS ofcourse umque Macedoma has Its own set of objectIves

• Comply WIth the requrrements of ED DIrectIve 96/92JEC concermng common rules
for the Internal market m electncIty as soon as practlcal 10 order not to delay ED
membershJ.p

• Attract pnvate (espeCIally foreIgn) capItal

• Improve power sector performance by mamtalmng or Improv1Og technIcal profiCIency,
effiCIency, rellabIhty, and mImmIZlng cost

• Introduce competltlon through IPPs

• Create self-sustalDlng (self-fmancmg) organIZatlons

• Mamtam the ability to pnvatlZe power sector orgarnzatlons If that eventually becomes
desrrable

There are also other obJectlves not drrectly connected to refonn and restructunng maIntaIn
secunty of supply by dtversifyIng supply sources and maxImIZIng hydro development,
partICIpate m UCPTE, and numnuze envlfonmental damage

Update AnalYSIS of Opnons for the Structure 01 the Power Sectorof Macedonia 3-1
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Our general approach was to define a range ofoptIons based on the amount of change
reqUIred for theIr Implementatlon Several factors contnbuted to our approach Perhaps most
sIgmficant, the eXIStIng structure IS working reasonably well The GOM, the MOE, and ESM
all appear to be cOmmItted to creatIng and supportIng an effiCIent, cost-effectIve, fmancially
strong power sector Over the last few years they have nnplemented a number of changes to
address problems that eXIsted when the 1995 Report was prepared AccordIngly, the
motIvatIon to make radIcal changes IS less acute than IS the case WIth the power sectors of
many other transitlonal countnes Wltlnn that framework, we also needed to conSIder

• Today's power sector structure ObVIously requIres the least change

• OpportumtIes eXIst to Improve the perfonnance of the power sector that do not
Involve substantlal change to Its structure

• There IS a strong desrre for Macedoma to Jom the European Dmon and to harmomze
the power sector and Its operatIons WIth the EU's reqUIrements

WIth respect to both questIons, we need to consIder therr consIstency wIth the GaM's
objectlves for the power sector In dOIng that we should evaluate therr feasIbIhty and ease of
nnplementatIon

The objectIve of thIs study IS to detemune wlnch power sector structure would be best for
Macedoma Two questtons anse from dIfferent aspects of tlus Issue and need to be addressed

• FIrst, what structures should be consIdered for further analysIS?

• Second, how should one evaluate the advantages and chsadvantages of the chfferent
structures consIdered?

Macedoma's obJectlves for Its power sector are summanzed m the SIX bullet pOInts noted In

SectIon 3 1 above

There are also other objectIves not dIrectly connected to reform and restructunng maIntam
secunty of supply by chversIfymg supply sources and maxmuzmg hydro development,
partIcIpate m UCPTE, and lDlmffilze envIronmental damage

321 Consistency With Oblectlves for Power Sector

In general more radICal changes can offer the prospect of greater benefits, as Inchcated by the
degree to wlnch they acmeve the objectlves noted m SectIon 3 1, but carry WIth them the
lIkelIhood of greater costs We measure the costs by the follOWIng

• The amount of change reqUIred compared to today's structure

• The tranSItIon costs assocIated WIth the changes

• The need for changes m laws
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331 EffiCiency Improvements

We note that these options are not the same as Optlons 1,2, and 3 as defined In the 1995
Report Crrcumstances have changed smce 1995, and the options presented In tlus study are a
better fit for today's sltuatlon

ThIs IS based on the structure of the power sector In Macedoma today, as descnbed 10 SectIon
2 2 Its basIC form IS a state-owned vertIcally mtegrated monopoly ESM generates nearly all
the power 10 Macedorna, dtspatches and operates the system, buys any power sold by
mdependent producers, and prOVIdes all sales to customers Figure 3-1 summarIZes thIs
structure, WIth a focus on ESM's orgarnzatIon and relatIonshIp With the GOM

As noted above, the eXlstlng power sector In Macedorna seems to be worlang reasonably
well The key orgarnzatlons all appear to be COmmItted to creatIng and SUppOrtIng an
effiCient, cost-effectlve, f10ancially strong power sector, and have been tiling actIve steps to
make needed changes The focus of our work was to IdentIfy structural and orgarnzatlonal
Issues, not to conduct a comprehenSive performance evaluatlon of ESM Nevertheless, durmg
the course of the situatlon reVIew reported 10 Sectlon 2, we IdentIfied several areas where It
appears that addttIonal changes mIght lead to lDlprovements In performance

3-3
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• A fully competltlve, dtsaggregated structure IS not appropnate for a system of ESM's
relatively smaIl SIZe, partIcularly where one generator (Bltola) exerts such donunance
over the market

• Nevertheless, steps beyond the Inlmmum necessary to comply With ED power sector
reqwrements mlght prOVIde Important benefits

• Although to date the GOM has acted responSIbly, the current level of GOM drrect
control of the power sector offers the potential for mefficlency or for use of the power
sector to achIeve SOCial polICies, thus weaken10g the sector

• PnvatlzatIon of eXIStIng orgaDlzatlons wItbJn the power sector offers the potentIal of
Improved effiCiency and the other benefits of pnvate ownershIp, along With raIs10g
money from the sale of government-owned assets

The follow1Og optlons are dIscussed WIthIn the context of these factors

• OptIon 1- EffiCiency Improvements We offer several suggestIons for changes that
Inlght Improve effiCIency These changes do not 1Ovolve major changes to today's
power sector structure

• OptIon 2 - EU ComplIance ThIs Incorporates the structural changes needed as a
mIDlmum to comply WIth ED Drrectlve 96/92IEC

• OptIon 3 - PnvatlZatIon ThIs goes beyond the mInImUm steps needed for EU
complIance However, It IS stlll assumed that ESM IS pnvatIzed as a vertIcally
10tegrated utlbty

Section 3
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FmanclalModels and Long-term Planning

Although suffiCIent modelIng IS done to serve the needs at hand, there does not appear to be a
formal and comprehenSIve approach that lInks fmanclal models, the development and

3-4

ASSLGM
Legal &
General

ReView and Approve
Annual Accounts

AsstGM
CommercIal

Structural Opbons and Recommendabons

28 Dlstnbutlon Branches

AssLGM
Transmission
&Dlstnbutlon

General
Manager

Coordmatlon, Not
Direct Reporting

AsstGM
Finance

9Producbon
Branches

I PolICY, General
: Oversight

Update AnalySIS of OpbOns for the Sirueture of the Power sector of MacedOnia

Approves Tanffs, EJ ApPOintmentInvestment Plans " GOM _

c:J
,,// I I I

", I
MOE -------' M financialI ana9ln9

I Board SUperviSOry
I I Board

I

AsstGM
Generatron&

Dispatch

~ - - -- - - - - - - -- - - --- --
ReView/Comment on Investment Plans and
Pnclng

MIOIstnes of
Development,

Finance

AsslGM
Development
& Investment

Investment In DIstribution

Throughout the world, the chstnbutlon functIOn tends to be neglected where power sectors
have lIDllted funds for Investment GeneratIon tends to be the pnmary focus In Macedoma,
the generatlon and transIDlsSIon systems generally are m good condItlon and adequate to
perform theIr functlon The dIstnbutIon system losses of 13% ofmput energy m 1997 are
htgh

Figure 3-1 Structure for Option 1, EffiCiency Improvements

We suggest that In the next long-term plannmg process addItlonal effort be devoted to
evaluattng dlstnbutlon system lDlprovements They are pOSSIbly more cost effectlve chOIces
for llIlllted Investment funds than some generatlon or transmISSIOn mterconnectlon
alternatlves We expect that the result of thIs evaluatlon WIll be more mvestment dIrected to
the dlstnbutlon system
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The finanCIal module would produce pro fonna finanCIal statements, mcludmg balance sheet,
mcome statement, cash flows statement, and notes as necessary

A thrrd problem IS that the tanff-based payments do not proVIde for any competItIve benefits,
such as could be gamed If there were a competItIve bIddmg process

mvestment plans, and tanffs The need for MOE approval to show any tanff mcrease In future
financIal plans IS at least an l1l1portant constramt

A second problem IS that tanffs mclude components for transmISSIOn and dIstnbutIon, but the
Impact of a power plant on those systems may not reduce costs assocIated WIth those systems
and may even mcrease them

3-5
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Suppose that a new power plant costs 1000 US$ per kW, but the average cost new of eXIstmg
eqUIpment IS 500 USSIkW, and on average the eXIStIng eqUIpment IS half depreCIated
Payments based on tanffs calculated usmg the 500 $/kW as a basIS probably would be too
low for the plant to be bUIlt, but whoever else (ESM, for example) bUIlt such a plant would
have to spend the 1,000 $/kW

One fundamental reason IS that tanffs m a cost-based pncmg system are calculated usmg
hIstoncal costs New eqwpment may cost more (or less, but usually more) than the average
cost new of sImtlar eXIstIng assets, and because eXIStIng assets have been depreCIated to some
extent theIr capItal-related costs are lower than those for new eqUIpment even If the cost has
not changed

The objectIve IS to produce a realIStIc, mternally conSIstent pIcture of the condItIon of ESM
over the next 20 or 30 years It should asSIst m IdentIfymg problems, the consequences of not
addressmg them, and the steps necessary to resolve them It would also asSIst m evaluatIng
the senSItIVIty of the results to changmg assumptIons or other parameters

5ecbon3

ThIs least cost plan would lInk to a finanCIal module whIch would mcorporate details of
future finanCIal structure and the costs (such as mterest on debt, return on eqwty, and mcome
taxes) assocIated WIth capItal mvestments It would calculate the tanfflevels necessary to
cover the costs of the plan, and assume that they would be approved

We suggest that ESM develop an mtegrated, mternally conSIstent set of planmng models The
foundatIon would be a long-term least cost plan covenng all aspects of the organIzatIon's
functIons, mcludmg mvestments All cost categones would be mcluded, such as assumptIons
for energy dehvenes from and payments to IPPs

IPPPflcmg

In the proposed Tanff System the pnces paId to IPPs WIll be based on the tanff for sales to
SImIlarly SItuated customers (voltage, season, tIme of day, etc) Tills IS a reasonable approach
because It captures many of the benefits (and costs) of an IPP's unpact on the electnc system,
and It IS very SImple and easy to l1l1plement However, there IS probably room for
unprovement There are several reasons for thIs

,-

I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Update AnalysiS of Opllons for the Structure of the Power Seelor of MacedOnia

Estabhslnng these procedures mvolves some effort and expense Accordmgly, sImpler
methods could be used for sellers below some nummum size

We suggest that system dIspatch be given some lmuted authonty to engage m mtemanonal
purchases of electncity based on Its own best Judgment

The reasons offered for tlns schedule do not seem compellIng When tanffs change In AprIl
and October, readlng close to the last day of the pncmg penod prOVIdes the best accuracy
However, not all meters can be read on the last day m any event

Structural Opbons and Recommendabons

DIspatch Autonomy

We understand that the mternanonal purchases of electncity must have the approval of the
General Manager on a case by case basIS ThIs appears to mterfere WIth system dIspatch's
fleXIbIlIty to mInImIZe cost or mamtaIn relIabIlIty m response to changmg cIrcumstances, and
pOSSIbly dIstract the General Manager and AsSIstant General Manager for Productlon WIth
mmorissues

We suggest that meter readmg be done evenly over the course of the month When tanffs
change, metered use can be pro-rated mto the pncmg penods accordIng to the number of days
m each pncmg penod, or some other s11llple algontbm InaccuracIes WIll tend to balance out
m the long run In any event

Meter Readmg

The dlstnbutlOn branches have a goal of readIng theIr meters dunng the last 5 days of the
month TIns leads to a crush of work durmg those days, then slow penods later on dunng
winch the meter readers are asSIgned to other tasks TIus Wide vanatIOn m work load
undoubtedly causes mefficiencies

Asset AppraIsal

The sole reason that DelOltte & Touche were unable to offer an OpInIOn on ESM's 1997
financial statements was that Its eXistIng assets were revalued based on general mflanon
rather than appraIsed value We suggest that ESM have ItS fixed assets revalued through an
appraisal conducted accordmg to Internanonal Accountmg Standards, as has been agreed WIth
the World Bank

We suggest that payments to IPPs sellIng to ESM be based on a system that mcorporates
some or all of the followmg features

• Relates the payments to the costs that ESM would avoId If the IPP were bUIlt, such as
the cost of other new generatmg plants, If any are needed

• Incorporates the actual expected 11llpact of the plant on costs m the tranSmISSIOn and
dIstrIbutIon systems

• ProvIdes for competItIve pncmg such as through a tendenng system, at least m some
CIrcumstances

Sectlon 3
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332 EU Compliance· Competition In Generation

FIgure 3-3 compares the levelIzed cost of power from ESM's plants, m 1997 US$/kW-year,
to IPP plants that nught be bUIlt FIgure 3-3 shows that the total cost of power from eXIstmg
ESM plants IS lower than that from new gas turbme and combmed cycle IPP plants That
mdIcates that ESM should be able to charge Its full cost, mcludIng costs asSOCIated WIth ItS
mvested capItal such as depreCIatIon, mterest, and return on eqUIty, WIthOUt bemg undersold

However, With Its generatIon mIX, ESM will be the lowest cost supplIer (compared to new
plants) for at least Its eXIStIng load It should be able to bUy power from new entrants and stIll
sell at an average cost below therr cost IndiVIdual customers probably wIll be better off to
buy from ESM than the IPPs that they may be allowed to deal WIth GIven tIns, ESM can
mamtam Its pOSItIon as the pnmary supplIer of energy to customers

37Update AnalysIs of Opbons forthe Structure 01 the Power sector of MacedOnia

FIgure 3-2 summanzes the structure whIch results from meetIng the nummum reqUIrements
noted above ESM IS stIll vertIcally mtegrated, but has a monopoly only on System DIspatch,
TransnussIOn, and the phYSICal DlstnbutIon network Some consumers and all IPPs must be
able to make transactIons WIth each other, usmg ESM's network but not sellIng to ESM or
(for the customer) buymg from ESM IfESM were a hIgh-cost utIlIty, thIs would put therr
market share at nsk, pOSSIbly creatIng an Issue of stranded assets (whose costs are above what
can be collected m revenues m a free market)

Appendix C summanzes the requrrements of EU DIrectIve 96/921WC, whIch IS presented III

Its entIrety In Appendix D

• Non-mscnmmatory access to the transnussIOn and dlstnbutIon systems must be
proVIded to customers consummg at least 25% of the annual energy consumptIon
(ThIs fractIOn wIll grow to perhaps 35-40% by 2005 )

• Access may be provIded on the basIS of publIshed cost-reflectIve tanffs, or by
negotIatIons whIch must also be related to the costs of proVIding the servIce

• There must be a transnussIOn system operator mdependent at least In management
terms from generatIon and wstnbutIon We refer to tIns organIZatIon as the
mdependent system operator, or ISO

• ThIs ISO IS also responsIble for dispatch of generatIon

• The ISO must use obJectIve, non-wscnmmatory pUblIshed cntena for the dIspatch of
generation

• There must be an authonzatIon procedure for new generators, and there may also be a
tendenng procedure A vertIcally mtegrated entIty's generatIOn must not be favored m
eIther event

• There must be separate accountmg for the generatIon, tranSmISSIOn, and mstnbutIon
functIons

• In the wstnbution functIon, separate accounts should be establIshed for 1) the costs of
operatIng, mamtammg, and developmg the network, and 2) the costs assoclated WIth
the commerCIal aspects of the dIstnbutIon functIon (sellIng, bIllmg, etc)
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These CIrcumstances permIt Implementmg a structure m complIance WIth the ED dIrecnve
With the least tmpact on the eXIsnng power sector

by competItors For low capacIty factor operatIon, even Negotmo IS less costly than new
plants When only operatIng costs are consIdered, ESM's posItIon IS even more favorable

Accountlng

• Most of the accountIng features necessary to comply are In place The mam
reqUIrements could be met by aggregatIng eXIstIng accounts m a dIfferent manner

• There needs to be separate accountIng for the generatIon, tranSmISSIOn, and
dIstrIbutIon functIons SInce all of these functIons wIll have somewhat new
organIZanons, new accounts WIll have to be establIshed

• The potennally most difficult task will be to establIsh separate accountmg for the
network-related functIons ofdistrIbutIon, and Its commerCIal functIons

The calculatIons are based on 1997 cost data for ESM plants The remaInIng net (after
depreCIatIOn) capItal IS converted to annual costs over 20 years for the thermal plants and 30
years for the hydro plants USIng rates of 11 6% for the thermal and 103% for the hydro,
assumIng ESM must produce a 12% real return on eqUIty but pays no taxes The IPPs have
Ingher annualIzatIon rates (16 3% for the gas turbIne and 147% for the combIned cycle)
pnmanly because of taxes The gas turbIne costs $300IkW and uses dIstIllate 011 costIng
$500/GJ The combmed cycle costs $600IkW and uses natural gas costIng $2 50/GJ In
companson, ESM's net capItal Investment In itS eXIstIng major plants IS $4671kW for the
hydro plants and $470/kW for the thermal plants

3-9
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Procedural

• DefIne the customer groups whIch w111 be prOVided open access to the transnussIOn
and distrIbutIon gnds

• EstablIsh an authonzanon procedure at least for new IPP and self-generatIOn

• If there IS to be tendenng for new generatIon, establIsh that process

• EstablIsh open access tranSmISSion and dIstnbutlon tanffs

• Estabbsh dispatch cntena for generanng plants

• ReVise the Statute and Regulatlons for ESM

In order for the Macedowan power sector to comply With these reqwrements, the followmg
would have to be accomplIshed

Orgamzatlonal

• In ESM's current organIZatIOnal structure, TranSmISSIOn and DIstnbutIon are separate
but report to the same ASSIstant General Manager TranSmISSIOn must have
management autonomy, wlnch as a mIwmum would seem to requIre that
TranSmISSion report to a separate new ASSIstant General Manager

• System DIspatch IS presently m the ProductIon organIZatIon It would have to be
moved to the newly mdependent Transnussion organIzatIon, or ISO

Secbon3
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Figure 3-4 summanzes the PnvatlzatlOn structure From the vlewpomt of IPPs and customers,
the structure IS SImIlar to that of Optlon 2

The changes suggested to Improve efficiency m Option 1 also should be mcorporated m
OptIon 2

3 3 3 PrIvatIzatIon

There are potentIal benefits to gomg beyond the mIDImum requIrements of EU complIance In
partIcular, pnvatlZatIon and mdependent regulatlon offer the prospect of mcreased efficiency,
reduced governmental control, and generatlon of funds from the sale of government-owned
assets

In tlus structure ESM would be pnvatlzed as a vemcally Integrated utIlIty The pnmary
structural changes would deal With the GaM's relatIonslup WIth ESM, and ESM's
governance The functIonal orgarnzatIon of ESM would be the same as for OptIon 2, and the
same features that prOVIde EU complIance would remam

3·10
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The PreSIdent's reportIng relatlonslups would also Improve With OptIon 3 On paper at least,
today the General Manager has 44 pOSItIons reportmg drrectly to mm 28 dIstnbutlon
branches, one transnnSSIOn branch, nme productlon branches, and SIX ASSistant General
Managers It appears that Informal reportmg relatIonshIps through the ASSistant General
Managers mItIgate the pOSSIble problem today OptIon 3 formalizes these relatIonshIps

Consohdaoon would Improve repomng relatlonshIps by reducmg the number of dIstnbutIon
branch managers reportmg to the Vice PreSident from 28 to seven Havmg too many dIrect
reports can have negatlve consequences It can dIstract the manager from concentratIng on the
most Important Issues, and It can prevent the dIrect reports from gettIng adequate drrectlon,
adVice, and general support by lImItlng their opportumty for drrect contact WIth theIr
manager

Table 3-1 Illustrates a pOSSible consolIdatIon of the dIstnbutlon branches mto seven larger
branches The effiCiency Improvements would come from ehmInatmg duplIcated functIons In

the consolIdated branches For example, there would be seven branch managers rather than
28 It also would be easier to mamtam consistent polICies and a lugher level of expemse m
the larger branches

The speCific changes that are enVIsioned mclude

• Pnvatlze ESM as a vemcally mtegrated utIlIty

• EstablIsh an mdependent regulatory agency to set tarIffs, make rules governmg ESM's
operatIon, and m general balance the mterests of customers and owners

• ConsolIdate dIstnbutlon branches to Improve effiCIency and reportIng relatIonslups
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Number Of 1!l!l7
Branch Or Employees Number Of Customers 1!l!7 Expenses, 1000 Denars Allocated

~ 01-Jul-!l1 HV LV Total Labor Materials Total Revenue
SkoDle 790 284 181 517 181 801 175384 144397 320771 598728

North Central 790 284 181 517 181 801 175384 144 397 320771 598728

Bnola 218 52 46602 46654 50448 39674 90.122 141712
Resen 62 71 8435 8506 14005 10207 24212 35813
Ohnd 142 72 28513 28585 32691 37896 70587 132.067
Struoa 96 38 19825 19863 21709 19065 40774 69383

Southwest 518 233 103375 103608 118853 106842 225695 378975

Pnleo 181 58 36349 36407 42358 31800 74158 135,881
Mak. Brad 36 3 4491 4494 7780 12964 20744 27081

Veles 129 57 22707 22764 29729 26246 55975 84614
Central 346 118 63547 63665 79867 71010 150877 247576

Gostlvar 110 31 25483 25514 24290 30122 54412 76318
Tetova 196 35 42975 43010 40580 104 383 144963 204554
Debar 45 19 9141 9160 10115 15137 25252 40679

Klchevo 98 18 17408 17426 22766 16824 39590 60462
Northwest 449 103 95007 95110 97751 166466 264217 382013

Kumanovo 180 82 39660 39742 40147 65432 105579 151004
Svetl Nlkole 50 23 7:119 7142 10853 6.704 17557 24105

Kratovo 33 11 4212 4223 7817 4777 12594 18117
Kr Palanka 56 8 9150 9158 12903 9315 22218 32386
ProblshtlD 52 7 5583 5590 12074 5218 17292 32799
Northeast 371 131 65724 65855 83794 91446 175240 258.411

ShtlD 104 56 18174 18230 24684 31043 55727 102417
Radovlsh 46 16 8615 8631 9354 10149 19503 28235
Delchevo 66 19 8397 8416 16098 5619 21717 41046

Vlnlca 31 33 5951 5984 7512 4021 11533 18272
Kochan! 114 57 15376 15433 24403 23341 47744 81322
Berovo 39 24 7420 7444 8736 6753 15489 21960

East 400 205 63933 64138 90787 80926 171.713 293252

Neootlno 61 31 7510 7541 14315 7039 21354 39022
Kavadarci 63 24 14672 14696 14856 12085 26941 41971
Gevaellca 79 58 13220 13278 17939 13373 31312 66892
Valandovo 29 7 3639 3646 6371 1678 8049 18794
Strumlca 104 42 26482 26524 23745 38441 62.186 105609
Southeast 336 162 65523 65685 77226 72616 149842 272288

North Central 790 284 181 517 181 801 175384 144397 320771 598728
Southwest 518 233 103375 103608 118853 106842 225695 378975

Central 346 118 63547 63665 79867 71010 150877 247576
Northwest 449 103 95007 95110 97751 166466 264 217 382013
Northeast 371 131 65724 65855 83794 91446 175240 258411

East 400 205 63933 64138 90787 80926 171713 293.252
Southeast 336 162 65523 65685 77226 72616 149842 272288

Total 3210 1236 638626 639862 723662 733703 1458355 2431243
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.. -... . ... III ... III

: • : • ,

- • • . • • .
SkoPJe 1527400 085 1658 435 246 517 048

North Central 1527,400 085 1658 435 246 517 048

Bltola 198760 081 1723 467 242 1097 013
Resen 85922 089 678 729 256 722 009
Ohrrd 214195 079 904 497 201 663 016
Struaa 169136 082 775 483 235 568 012

Southwest 668013 081 4134 500 230 775 013

PnieD 366870 087 2369 497 244 493 008
Mak Brod 108725 079 474 801 174 331 008

Veles 145897 085 1292 567 230 884 010
Central 621492 086 4264 543 229 557 008

Gostlvar 217547 080 1206 431 202 506 009
Tetova 790303 092 947 456 135 248 021
Debar 70991 074 388 491 178 634 012

Klchevo 168132 084 1077 562 248 583 009
Northwest 1246,973 086 3445 472 170 360 013

Kumanovo 417779 074 904 453 170 431 020
Sveb Nlkole 155898 087 517 700 285 321 010

Kratovo 157867 083 215 781 262 209 015
Kr Palanka 139894 069 592 611 252 400 009
ProblshtlP 97279 036 269 930 301 535 019
Northeast 968,717 069 2412 563 212 383 015

ShtlD 229,079 083 1034 570 187 454 010
Radovlsh 40400 078 345 533 236 1139 013
Delchevo 203,629 061 388 784 304 324 017

Vmlca 55051 087 345 518 269 563 009
Kocham 132587 072 345 739 239 860 033
Berovo 57886 085 323 524 252 674 012

East 718632 076 2713 624 233 557 015

Neeotlno 128022 082 646 809 286 476 009
Kavadarcl 90385 080 969 429 234 697 007
Gevcehca 246028 065 807 595 252 321 010
Valandovo 38479 050 161 795 360 754 018
Strumlca 182047 088 1292 392 167 571 008
Southeast 684961 078 3919 512 224 491 009

North Central 1527400 085 1658 435 246 517 048
Southwest 668013 081 4134 500 230 775 013

Central 621492 086 4264 543 229 557 008
Northwest 1246973 086 3445 472 170 360 013
Northeast 968717 069 2412 563 212 383 015

East 718632 076 2713 624 233 557 015
Southeast 684 961 078 3919 512 224 491 009

Total 6436188 082 22545 502 220 499 014
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3 3 4 Evaluation

However, the CruCIal advantage of OptIons 2 and 3 IS that they comply WIth the EU DIrectIve
There IS no doubt that OptIon 1 does not

Table 3-2 summanzes how the three OptIons compare In theIr abilIty to aclneve the
objectIves for the power sector, and m theIr ImplementatIon Issues We compare them agamst
today's power sector structure as a base

Table 3-2 shows that the results for OptIon 1 are qUIte sIImlar to the Base, whIch IS not
surpnsmg smce they have essentIally the same structure We assume that the changes we have
suggested for OptIon I WIll Improve effiCIency slIghtly, but there WIll also be some small
assocIated cost For example, some effort would be reqUIred to reorganIze the meter readIng
process

3-14
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The structural changes assocIated WIth OptIon 2 are not great TranSlll1SSIOn IS a separate
branch at present Havmg It report to a dIfferent, new AsSIstant General Manager for the ISO
would be a small change Perhaps more Important from a cost standpOInt IS addmg another
ASSIStant General Manager and the support staff needed for that System DIspatch IS already a
relauvely autonomous orgamzatIon WIthIn the ProductIon area, and movmg It to the new ISO
would mvolve lIttle organIzatIonal dIsruptlon, although eXIStIng organIZatIons usually reSIst
losmg Important parts of theIr functIons

In Opuon 1 compeutIon and IPPs are permItted, but not mandated lPPs and supply from
foreIgn sources WIll appear only to the extent that the MOE and ESM allow them In OptIons
2 and 3 competItIon IS mandatory Therefore there should be JItore IPP development and more
pnvate capItalmvested In the power sector The presence of competItIon tends to Improve
efficIency, so OptIons 2 and 3 rate better by that measure as well By beIng more effiCIent,
organIzatIons are also more lIkely to be self-sustaInmg

secbon3

The pnncIples used to create the consolldatlon were sImple SkoPJe IS the largest dIstnbutIon
branch by many measures number ofemployees, number ofcustomers, expenses, revenues,
and assets It also appears to be operatIng well, indIcatIng that Its SIze IS not a partIcular
problem We consolIdated neIghbonng branches such that the resultIng larger branch would
stIll be smaller than SkopJe In all the measures noted above They would be larger than
SkOPJe In geographIcal area It would be pOSSIble to consolIdate further, prodUCIng perhaps
five larger branches rather than seven, WIthOUt VIolating these pnncIples

IfESM IS to be pnvatIzed, one Issue IS whether It should be dIsaggregated and pnvattzed as
one or more generatIon firms, a tranSInlSSIonlsystem dIspatch firm, and one or more
dIstnbutlon finns ESM IS a small electnc Utlhty compared to most around the world Some
econOmles of scale would be lost In sphrung It mto three separate organIZatIons For example,
havmg three or more development and mvestment groups and three or more finance groups
would mean eIther more total personnel or a lower overall level of expertlse m each group In
any event the resultIng organIZatIOnS would be weaker m some respects For thIs reason we
thInk It would be best to pnvauze ESM as a vertlcally Integrated utIlIty
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The ED DIrectIve Imposes reqUIrements on the authonzanon procedure for new generatIon,
the tendenng process for new generatIon, and the dIspatch cntena for generatIng plants
These all must be obJectIve, transparent, and non-dIscnnunatory TIns means that In each case
one must thInk of the different crrcumstances that nught anse and conSIder how to resolve
them consistent With those requrrements Developmg open access transnusslon and
dIstnbutIon tanffs mvolves techmcallssues as well

The procedural Issues are more complex and potentially will requrre that dIfferent groups
come to agreement ThIs suggests that some time and assocIated cost WIll be needed to
develop and Implement them For example, although It IS not necessanly an advantage to be
ehglble for open access, It cannot be a dIsadvantage ESM remaIns the suppher If an elIgIble
customer chooses not to buy from an IPP Ifnot all customers are to be ehgIble for open
access, deCIdIng whIch groups are to be ehglble could be an argumentatIve process

The larger part of the transItIon costs would be In creatIng the necessary accountIng and
procedural features In accountmg, eXIsting accounts would have to be aggregated dIfferently,
some new accounts would have to be estabhshed, and pnncIples and procedures would have
to be developed for separating the costs of the network-related functIons of DlstnbutIon from
the commerCIal functions, and accountIng for them The level of effort requrred to make these
changes appears to be manageable

Optton 1 Option 3
Base Efficiency OptJon2 Independent

Criteria Today's Structure Improvements EU Comphance DIVIsions
Objectives
Complies with EU Directive No No Yes Yes
96/921EC
Attracts pnvate (especially Good, depending Same as Base Better than Option 1 Best
foreign) capital on Implementation

MalntaJnslimproves power sector Base Slightly better Better than Option 1 Best
effiCiency and/or minimiZeS cost than Base
Introduces competJtJon through LImited Same as Base Better than Option 1 Best
IPPs
Creates self-sustaining (self Base Slightly better Better than Option 1 Possibly same
finanCing) organizations than Base as Option 2
Maintains the ability to pnvatlze Base Same as Base Slightly better than Best - sector IS

power sector organIZations Option 1 entirely
prIVatized

Implementation Issues
Changes required compared to No changes No structural or Modest structural Greatest
today's structure competitive changes, Significant

changes competrtJve changes
Transition costs None Small Moderate Greatest
Need for changes In laws No changes In law Same as Base Yes - open access More than

Option 2

3-15

Structural Opbons and Recommendabons

Table 3·2
Evaluation Of Structural Options
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3 3.5 RecommendatIon

The Energy Law prOVIdes for pnvate ownershIp of publIc utIlItIes, but IS sIlent regardIng
pnvatIzatIon of eXIStIng GaM-owned pubhc utIlItIes For pnvatIzatIon of ESM to occur
changes to law would be deSIrable and probably mandatory

However, OptIon 3'StranSItIon costs would be hIgher than those of OptIon 2 The structural
changes are substantIally greater than for OptIon 2 An new regulatory body would have to be
created The GaM and the MOE would have to adjust to a changed and reduced role m the
sector

The relatIve attractIveness of Option 3 would Increase If the GOM were comnutted to near
term pnvatIzatIon of ESM, or If ESM were operatIng poorly today NeIther of these appear to
be the case Therefore, It seems lIkely that 10 the near term the dIsruptIon and tranSItIon costs
would outweIgh the pOSSIble benefits compared to OptIon 2

3-16

Structural Opbons and Recommendabons
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The major potentIal benefits of OptIon 3 compared to OptIon 2 would be reduced state
control of the power sector, the effiCIencIes m Investment and operatIons that can accompany
pnvate ownershIp, and the funds that would come to the GaM from the sale of ESM to
pnvate owners Thus OptIon 3 rates hIgher than OptIon 2 In the categones related to those
aspects

The Energy Law does not address the Issue of open access It does not provIde for, or
prohIbIt, the procedures necessary for EU comphance Thus a change 10 law 15 not absolutely
necessary HaVIng a speCIfic legal basIS would demonstrate the GaM's COmmItment to EU
complIance and prOVIde a firmer basIS for potentIal Investors to conSIder projects In
Macedoma

Secbon3

In summary, we recommend a tranSItIon to OptIon 2, EU ComplIance, at a pace conSIstent
WIth the GDM's goals for JOInmg the European Umon The basIS for thIs recommendatIon IS

• OptIon 2 IS conSIstent WIth the objectIves for the power sector

• There IS a clear objectIve ofJOlmng the EU OptIon 2 achIeves thIs objectIve

• The structural changes to ESM are not great In OptIon 2

• The tranSItIon costs should be moderate, occur over the tranSItIon penod, and are
smallm companson to the benefits

• OptIon 1 IS not consIstent WIth the objectIve of EU complIance

• OptIon 3 may offer more long term benefits, but It also has the certamty of more near
term costs

In all cases, however, If the will to create the procedure eXIsts, the tIme and cost should be
moderate Somethmg workable can be developed and modIfied and Improved accordmg to
expenence Moreover, the Energy Law appears to reqUIre some of these procedures In any
event For example, ArtIcle 50 of the Energy Law appears to requIre that a lIcense be granted
for a generatmg plant (among others) If It has ensured In advance Its nght to use the energy
resources
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We also recommend that senous conslderatlon be gIven to consolIdatlng dlstnbUtlon
branches and havmg branch managers report to ASSIstant General Managers, as descnbed In

the chscussIOn of Optlon 3 We belIeve these changes would be benefiCial We chd not Include
them In Optlon 2 because they may be controversIal and we chd not want to dIstract from the
clear need to move to Optlon 2

We note that the descnptlon of OptIon 2 Includes the changes suggested to unprove the
efficIency of today's structure We also note that Opnon 2's structure IS enmely consistent
With a later nngratlon to Optlon 3 ESM's functlOnal orgarnzatlon would change very lIttle m
movIng from OptIon 2 to Option 3 StartIng the process of gomg to Opaon 2 now WIll only
make It easIer to move to Optlon 3 later, If that becomes attractlve at a later date

Structural Opbons and Recommendations
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Sectlon 4 chscusses the Issues assocIated WIth Implementlng these recommendanons
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41 SPECIFIC CHANGES RECOMMENDED

5) Meter Readzng Conduct meter readIng evenly over the course of the month

_S_ec_t_lo_n_4 lm......plementation

8) Move System DIspatch Move System DIspatch from the Productton orgaruzanon to the
newly formed ISO DIVISIon

4-1Update AnalysiS of Opbons for the Structure of the Power Sector of Macedorna

6) DIspatch Autonomy GIve system dispatch be gIven some lImIted authonty to engage In
Internattonal purchases ofelectncity based on ItS own bestJudgment

12) Establzsh Tendenng Procedure If there IS to be tendenng for new generatIon, define that
process

11) Establzsh IPP Authonzatzon Procedure Define the procedures through wluch potentIal
IPPs can gam authonzatton to bwld and operate therr plants

10) Define Open Access Elzglbzlzty Groups Define the customer groups whIch will be elIgible
for open access to the transmISSIOn and dIstnbutIon gnds

9) Establzsh Separate Accounts Create separate accounttng for the generatton, tranSmISSIOn,
and dIstnbutton functlons, lOcludIng separate accounttng for the network-related functIons
of dIstnbutIon, and Its commercIal functIOns

2) Fznanczal Models And Long-term Plannzng Develop an lOtegrated, lOtemally conSIstent
set of phYSICal and financIal plannmg models for ESM wluch would hnk the least cost
plan to a finanCIal module wluch would lOcorporate detaIls of future fmancial structure
and calculate tanff levels

1) Investment In D,stnbutlon In the next long-term plannmg process, devote addIttonal
effort to evaluatmg dIstnbutton system Improvements

3) IPP Pnczng Develop a system for calculatmg payments to IPPs selling to ESM that
relates the payments to the costs that ESM would aVOId If the IPP were bUIlt

4) AssetAppraIsal Revalue ESM's fixed assets revalued through an appraIsal conducted
accordmg to Internattonal AccountIng Standards

7) Create Independent System Operator (ISO) Dzvlszon Create a new Independent System
Operator DIVISIon, WIth a new ASSIStant General Manager, and move the TranSmISSIOn
Branch to thIs diVISIon The former DIstnbutton and TranSmISSIOn DIVISIon becomes the
DIstnbutton DIVISIon

SectIon 3 recommends a transItIon to OptIon 2, ED Comphance, at a pace consIstent WIth the
GOM's goals JOIDlOg the European Umon Tlus mcorporates the efficIency Improvements
proposed for OptIOn 1, and we also suggest gIvmg senous conSIderatIon to consolIdatIng
dIstnbutIOn branches and havmg branch Managers report to AsSIStant General Managers, as
descnbed m the dIScussIon of OptIon 3 In summary we suggest specIfic changes m 16 areas,
as noted below
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42 IMPLEMENTATION PROCESS

43 TIME FRAME FOR ACTION

13) Estabbsh Open Access Tanffs Create open access tranSII11SSIOn and dIstnbutIon tarIffs

Implementation

FIgure 4-1 presents a pOSSIble schedule for proceedIng WIth the recommendatIons The tIme
scale IS gIven m three month "Quarters", the entIre process IS shown as takmg 10 quarters, or
two and a half years The techmcallssues can be resolved WIthIn thts tIme frame The more
Important questIon IS whether the GOM would want to a.un to achIeve EU ComplIance for the
power sector on a schedule perhaps well m advance of harmonIZmg WIth other EU
requrrements We beheve that the changes necessary for EU Comphance are benefiCIal In

For each area, the followmg steps would be appropnate

• IdentIfy the deCISIon makmg person or group

• Prepare an analySIS of the potentIal change, IdentIfyIng the advantages and
dIsadvantages, the Impacts on stakeholders, specIfic ImplementatIon steps, lInks to the
other potentIal changes, the tIme frame for actIon, and other relevant factors

• As necessary, mvolve the stakeholders m the process

• Based on the analySIS, develop a speCIfic proposal, IncludIng detalled ImplementatIon
steps

• Present the proposal for the declSlon maker's approval

• Implement the approved proposal

14) Estabbsh Dzspatch Cntena EstablIsh dIspatch cntena for generatIng plants that would
apply to ESM plants and pnvately-owned faCIlItIes on a non-dIscnmInatory basIS

For most of the change areas the techmcalIssues are not a senous bamer The more dIfficult
Issue IS the process of decIdmg whether to proceed and then gettIng approval for the
suggested change The first questIon IS who should make the deCISIon m each case For
example, ESM probably has suffiCIent authonty to deCIde to Implement DIspatch Autonomy
Itself, but the deCISIon to proceed on the path to ED complIance (areas 7 through 14) probably
would mvolve the MOE and the GOM

15) Consolulate Dzstnbutwn Branches Combme the eXIstIng 28 DIstrIbutIon Branches mto
about five to seven larger branches

16) Streamlzne Repornng Relatzonshzps Rather than have all the Branch Managers report to
the General Manager, have the Branch Managers report to the correspondmg AssIstant
General Managers

Some of these possIble changes are hnked to each other, some requrre changes to ESM's
Statute and RegulatIons, and some appear to requrre changes to the Energy Law Table 4-1
shows these factors Although change areas 7-14 are not all dIrectly hoked to each other ill the
sense that they cannot be Implemented mdependently, they all are requrred for ED
comphance AccordIngly, they all must be done If that IS a goal

Secbon4
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Linked To Need Revise
Other ESM's Statute Need ReVise

No Change Area Changes & Regulations Energy Law

ImplementatIon Issues
1 Investment In No No No MOE approves development and Investment

DlstnbutIon plans, coordination WIth least cost planmng
studv

2 FinanCial Modelsf No No No MOE approves development and Investment
Long-term Planning plans. MOE must approve plans shOWIng tanff

Increases
3 IPP Pnclng 12 No No Consistency WIth links, must reVISe Tanff

Structure Svstem
4 Asset Appraisal No No No Technrcal, potenballmpact on tanffs
5 Meter Reading No No No Job redefimtlons, customer perceptions
6 DIspatch Autonomy No No No
7 Independent 8 Yes No Establishing new dMSlOn, old dIVISIons

System Operator become smaller

8 Move System 7 Yes No Establishing new dIVISion. old dIVISions
DISpatch become smaller

9 Separate Accounts 7,8,13 No No Separate accounbng for network and
commercial functions of DlstnbutJon Branches

10 Open Access No No Yes Some groups will be gIVen abenefit, others
Eligibility Groups may feel disadvantaged

11 IPP Authonzallon No No Yes Technrcal questIons, Energy Law IS vague on
Procedure thIS ISSue

12 Tendenng 3 No Yes ConsIStency WIth links. technrca/ questIons,
Procedure Energy Law IS vague on thIS Issue

13 Open Access Tanffs 7·10 No Yes ConSistency WIth links, techmcal questIons,
Energy Law IS silent on thIS ISSue

14 Dispatch Colena 3,1113 No Yes Consistency WIth links, techmcal quesbons
15 Consolidate No Yes No Impact on employees

DlStnbutlon
Branches

16 Reporting No Yes No Impact on employees
Relallonshfps

Implemenfabon
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themselves and worthy of tmplementatton In any event Nevertheless tlus IS an Issue that
should be addressed m the declSlon-makmg process

Table 4-1
Change Area Factors

We conSidered several factors m preparmg Figure 4-1

• The EffiCiency Improvements (change areas 1- 6) can be analyzed and 1I1lplemented
almost nnmechately. mdependent from each other and the other pOSSIble changes

• The areas associated With EU Comphance (change areas 7 - 14) should proceed
together

• Areas where the change IS lIkely to be controversial wlll take longer to get approval

Update AnalysiS of OplJons for the Structure of the Power Sectorof Macedonia 4-3



FIgure 4-1 was created WIth these as gwdelInes, and beanng m mmd the lInks between the
areas

• The key decIsIon IS whether to proceed WIth ED ComplIance PresentIng the decIsIon
to consolIdate the d1stnbullon branches at the same tIme mlght confuse the Issues
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No Change Area
1 Investment In DlstnbutJon
2 FinanCial Models I Long lenn Plannmg
3 IPP Pncmg
4 Asset AppraJsal
5 Meter Reading
6 Dispatch Autonomy
7 Independent System Operator
8 Move System Dispatch
9 Separate Accounts
10 Open Access ElIgibility Groups
11 IPP Authonzabon Procedure
12 Tendenng Procedure
13 Open Access Tanffs
14 DIspatch Cntena

15 Consohdate DlslnbutJon Branches
16 Reporting Relatlonshlps

Develop Proposal

Approval

Implementatlon

Figure 4-1 Possible Schedule

Update AnalYSIS of Optlons forthe Structure of the Power Sector of Macedoma
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ENERGY SITUATION

LEGAL AND REGULATORY FRAMEWORK

Executive Summary

There are two key proposed laws affecting the power sector They are the Energy Law and the
Law on PublIc Enterpnses ThIS legIslatIon WIll prOVIde the framework for the structure and
orgamzatIon of the power sector

ES-1

The power sector IS compnsed of Elektrostopanstvo na Makedom]a (ESM), the state-owned
vemcally Integrated power company, a small amount ofhydro capaCIty owned by the Water
Resources Department, and about 70 MW of captIve generatIon ESM has approXImately 1,400
MW of Installed capaCIty, of winch 70 percent IS thermal and 30 percent IS hydro The thermal
capacIty IS coal WhIch IS supplIed by ESM's coal mmes

Macedoma has lmnted domesnc resources and consequently lIIlpons approXImately 45 percent of
Its energy supplIes. most of winch IS crude 011 and petroleum products The country does not have
access to supplIes of natural gas, although plans have been Implemented to bnng gas from RUSSIa
VIa a new pIpelme through Bulgana Large volumes of natural gas will not be aval1able unnI the
year 2000

The purpose ofdus repon IS to evaluate and present optIons for restructunng the power sector of
Macedoma. TIns analysIs Wl11 proVIde a basIS for the Government of Macedoma (GOM) to decIde
on the future strupture of the power sector and develop the appropnate unplementatton plan

The resttuctunng models dIscussed In thIS report have been Implemented m vanous countnes only
after careful consIderatIon has been gIven to the electric mdustry In the context of the econolDlc and
InstItutIonal semng of the country ThIs process also needs to be followed m Macedoma wlule
also talang mto consIderatIon the fact that GaM IS currently formulatmg a masterplan for the
energy sector

Energy Law

Under the proposed Energy Law, the energy sector and related acttVltIes WIll be regulated,
mcludmg the management of the compames. the nature of the contracts. and the pnces charged. It
also requIres GaM to develop a comprehensIve energy plan that mcludes the development.
financmg, and constructton of new faCIlItIes to meet projected energy needs Electrlc power.
natural gas. heat. and geothennal energy are deSIgnated aCtIVItIeS of publIc mterest and are
therefore to be organIzed as state compames In partIcular. electnc power and natural gas
companIes WIll be owned by GaM, whIle the others WIll be mumcIpally owned ForeIgn
Investors wIll be allowed to own generatIon companIes WhIch WIll be oblIgated to sell the power
to the Government-owned dIstnbutIon companIes

Macedonia - Power Sector Restructunng Options
95 1139c 0121lW/ROr-

I I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Executive Summary

RESTRUCTURING THE ELECTRIC INDUSTRY

ECONOMIC CONDITIONS

Accorchngly, very modest econOmIC growth IS unhkely before 1996, at WhICh pomt the annual
level of InflatIon should declme to apprOXImately 15 percent

ES-2

The country IS also confrontIng a sIgmficant external debt problem whIch amounted to
approXImately $18 bIlhon In 1994 GOM IS undertakIng efforts to renegonate and reschedule the
debt WIth the pnncIpallenders The results of these negotIatIons will have a sIgmficant unpact on
the country's borroWIng capaCIty as well as Its fInanCIal stature

On a worldWIde baSIS there are several mdustty models that are dOmInanng the restruetunng
approach The model that IS chosen by a country IS deemed to fit WIthIn the SOCIal, pohtIcal and
economIC context of that country Two pnmary models come out of the strategIc transformatIon
ofa country's electnc mdustry vertIcally Integrated generatIon, transllllsSlon, and chstnbutIon
compames. and chsaggregated segments WIth multIple generatIon and dlstnbutIon companIes WIth
some fonn of a common tranSmISSIon gnd EIther of these models can allow Independent power
producers (IPPs) to fJ.lI the needs for addItIonal generatIon capaCIty However, thIS IFP VarIatIon
on the models reqUIreS a well thought out regulatory framework that WIll protect the mterests of the
consumers. the pnvate Investors and the owners DependIng on the obJectIves, there are
arguments to be gIven for each model The vertIcally mtegrated model WIth pnvate ownerslup
eXISts In the Umted States. Japan, SpaIn, and MalaySIa. Italy appears to be leanIng m that d1rectJ.on
m Its pnvatIzatlon The dIssaggregated model was fIrst developed m Chl1e and then It was
Implemented In the Umted KIngdom. Argennna. and Peru However, It has been sIgmficantly
modIfied to address the speCIal requIrements of the econOmIes and SOCIal structures of South
Amenca

Macedoma has SIgnIficant econoIIllc problems, whIch have been aggravated by the Greek embargo
and the UN sanctIons on SerbIa For 1994, mflatIon was on the order of 45 percent per year, whIle
GSP IS esumated at $1 5 bIllion, a dechne of 10 percent from 1993 While GOM has embarked
on a ngorous fiscal and monetary regune, these measures will take some tIme to have effect

Law on Public Enterprises

Tlus lawestabhshes the legal basIs for the formanon, management and orgamzatIon of pubhc
enterpnses The yOM-owned publIc enterpnses will be consIdered legal entItles that will be
finanCIally Independent WIth no government appropnanon AccordIng to the Energy Law, a pubhc
enterpnse will not be subject to bankruptcy procedures but the contInuatIon of the publIc enterpnse
will be the responsIbIlIty of the Munstry of FInance In the event that It becomes fInanCIally
Insolvent

Macedonia - Power Sector Restructuring Options
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Executive Summary

The pUIpose In evaluatIng alternatIve models IS to estabhsh a reference pomt based upon lessons
leamed and past success factors The goal In applymg cntena IS to IdentIfy and select those
components of these models which prOVIde the most appropnate fit to the needs and reqw.rements
of the Macedoman power sector The cntena used In thIS analySIS Include both macro-level and
operatIonal level

In balancmg the reqwrements of the mternatIonallendmg agenCles, the econOIDlC goals of the
GOM, and the SOCIal and pohtIcal objectIves aSSOCIated "WIth the electnc power sector It IS

appropnate to have an overall long tenn VlSlon ofwhere the electnc energy sector will be In the
I

next 10 years TIns would mclude realIstIc expectatIons for Idennfymg the reqmred capItal needed
for the expansion of the system. while maIntammg tanffs that are SOCIally and pohncally
acceptable These objectIves may be mconfuct WIth creatmg a VIable commerClally onented
elecrnc company

Macro-Level Criteria

These cntena reflect the polIcy and mstItutIonal enVIronment 10 the country They explICitly
recogmze the evolutIonary nature of power sector development as a funcnon of the country's
economy and Its 1OstItutIons ThIs mcludes

• CapaCIty of the economy and the InstItunons In the country to suppon vanous
restrllctunng approaches

• Pohcy objectIves WIth respect to market reform 10 general

• PolIcy objectIves WIth respect to power sector reform

• CapabilIty of eXIstIng legislatIon to accommodate alternanve structures

ES-3

Operational Criteria

These cntena reflect the speCific charactenstIcs and needs of the power sector Relevant cntena
mclude

• Techmcal- conslderanon of specIfic system requIrements for effiCIent operatIon and
rehabulty as well as ability to suppon a compennve enVtronment

• Econonuc - conSIderatIon of the VIabIlIty of competInon, the Impact effiCIent pnCIng
mechanIsms, and the proper allocatIon of resources

• FinancIal- conslderauon of the commercIal operanon of the company whIch 10cludes
maIntalmng ItS credIt worthmess through adequate cash flow and prompt debt
repayments

MacedOnia - Power Sector Restructurmg Options
95 1139c 0121LW/ROr
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SUMMARY OF ANALYSIS FOR MACEDONIA

Executive Summary

Understandmg the objectives of the energy and power sectors and recogmzmg the macroeconoIDlc
unpacts ofcurrent events, the pnnclpal mfluencmg factors for GOM Include

ES-4

• Low econonuc growth, dependent In part on exogenous factors

• FledglIng finanCIal markets

• Inadequate commercIal laws

• LImIted Institutional capaCIty WhIch mcludes a lumted legal and regulatory
framework

• Lack of finanCial markets

• Lack of a well-defmed energy polley

• InabIlity of ESM to cash flow ItS operatIons

• The command-control governance system unposed by the Law on Pubhc Enterpnses
whIch does not prOVIde for operational autonomy

• Orgaruzatlonal- conSIderation of the effective governance, management capabIhty,
and management systems

• Insntunonal- conSlderanon of the appropnate legal and regulatory framework

Macedoma has not fonnally estabhshed specIfic obJecnves for the energy or the power sectors
However, through a senes ofmeenngs m Macedoma, the followmg pnncIpal objectives were
Idenofied for the energy and power sectors

GOM's objectlves for econonnc growth and development cannot be dIsasSOCIated from the
dlsposltton of the power sector The economy of Macedoma 15 undergomg slgmficant structural
changes Wlth Its performance negallvely unpacted by exogenous factors

95-1139c 0121LW/RO
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• MaximIZe development of hydro • Insutute compeuuon through pnvate power development
resources

• Diversify supply sources • Attract pnvate mvestment

• Mmlmlze environmental damage • EstablIsh self-sustaInmg, effICIent orgamzabon

• Attract pnvate Investors • EstablISh and operate techmcally profiCIent and relIable
systems

• Encourage compebuve pncmg

• MaIntam secunty of supplIes

• Jam UCYTE
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Executive Summary

RELEVANT LONG TERM OPTIONS

IMPORTANCE OF REGULATION

In lIght of these conSIderatIons. there have been several optIons IdentIfied that may be appropnate
for the Macedoman power sector The pnnClpal concerns m IdentIfymg these optlons were 1)
hnnted market potennal, 2) need to attract capital. 3) VIability ofcompentlon, and 4) msntunonal
bamers

ES-S

These factors suggest that m the short tenn, the potentlal for attracnng outsIde mvestors IS lmnted.
It also suggests that perhaps a staged development program for the power sector may be
appropnate TIu~ would mclude

• Improve the performance of the eXIStIng system wlnle the economy IS stl1l m
transtnon

• Encourage greater dIversIty as the economy stabuIZes

• Promote VIgorous competltlon when the economy reaches full potentlal

Any restructurIng plan must recognIze these Issues It IS Important to note that these factors will
not be as bmdIng over tlme therefore opemng up a WIder range of opnons It must be emphasIzed
that thts IS a dynannc process Accorchngly. our focus was on IdentIfymg opnons that will
reahstIcally aclueve slgmficant mcremental Improvements and therefore set the stage for more
conSIderations The options mclude

• Option 1 Verncally mtegrated utIhty

• Opnon 2 GeneratIon and tranSmISSIOn company WIth separate dIsttlbutors

• Option 3 Holchng company or chVlslon-based enuty

The restructurIng of the electrIc power sector mto vanous components ofownershIp can be most
successful when conSIderatIon IS gIven to the legal and regulatory framework: that IS requIred to
successfully Implement any structural change The goal of transparent regulanon IS to take the
regulatIon of the electnc company out of the polItIcal enVIronment to suppon and promote the
operatIon of an effiCIent and effectIve energy sector In the electnc power sector, attentIon should
be focused on substantive econOmIC and procedural Issues mcludmg

• Industry structure (1 e , the desIred degree of vertical mtegranon and those segments of
the subject mdusttles that will be subject to regulatIon)

• Scope of regulatory JUTlsdICtIOn, the composItIon of the regulatory body, ServIces
subject to regulatIon, franchIse regulatIon, and serVIce oblIgatIon of regulated enntIes

95-1 139c: 0121LWfRO
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CONCLUSIONS

ExeculJve Summary

Any rules and regulanons that are adopted are mtended to reflect the authonty conferred upon the
regulatory body by the energy sector regulatIon

All the opoons, In varyIng degrees, create an OpportunIty for ImproVIng perfonnance, mcreasmg
compeunon, and somulanng pnvate mvestment. The end result Will make the mdustry more
responSIve to the needs of both customers and employees, whIle proVIdIng adequate eleCtrICIty
supply at the lowest cost, thereby benefinng both the consumer and the economy

ES-6

• Legal standard by WhICh regulatIon must set rates (1 e , balanClIlg the mterests of
ratepayers and mvestors) and the degree of fleXlbIhty necessary to peront the use of
effiCIent pncmg mechamsms (e g , cost, perfonnance, or market-based rates)

• Needs deternunaoons, system plannmg, and certIficatIon ofnew facIlltIes IncludIng
enVIrOnmental restrIctIons and Impacts

• JunsdIctlon over corporate transactlons (e g , Issuance ofsecunnes, mergers, and the
dISpOSItIOn of assets), finanCIal repornng, and accountIng standards

• AdmInistratIve and enforcement authonty ofregulators

• Due process for mterested parnes and appellate reVIew ofactlons made by deClsIon
makIng body

The followmg conclUSIons emerge from our assessment of the opuons

• Opnon lIS the most unmechate path to ImproVIng perfonnance of the power sector
under the current econonuc and pohocal enVIronments

• Opuons 2 and 3 would be more lIkely to mtroduce market pnnClples and compenoon
m the power sector, but addItIonal study would be requIred to detenmne the nmmg
and Impact of these opnons

• RegulatIon W1l1 need to be exphcItIy addressed under any optIon addressed

95 1139<: o121LW/RO
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The Bechtel project team consIsted ofRobert Borgstrom and Peter HIndley One or both of
them attended the meenngs shown In Table B-1 MIhaJlo TrpkoskI was our lnlt1al contact and
Jelena Graseska-Sekennska was our pnmary counterpart for the meenngs held In July WIth
ESM personnel One or both of them accompanIed the project team to most meenngs WIth
other ESM staff and partIcIpated In the dJscusslons Table B-2 lIsts the mam documents that
were revIewed by the project team In many cases the document has no formal name, In those
cases the name gIven descnbes the subject of the document

Date And
Location Oraamzatlon orSubJect Attendees

8July, SkOPJe ESM -Inmal Meeting MlhaJlo Trpkoskl, Assistant General Manager - Legal and General
Jelena Graseska-Sekennska, Head of Office In Department for
Developmenl and Investments

9July, GostIVar ESM - Hydro Power Plant Too Jefremovskl Mlodrag, Director
(Mavrova) Ivan KukovskJ, Head of Production

Jelena Graseska-Sekennska
10 July, Bltola ESM - MlnrnglEnergy Combine Mile Dukovsla, Manager of MJnlnglEnergy Combine

Brtola Ljupco Trajkovskl, Managerof Power Plant
Jelena Graseska Sekennska

13 July, SkOPJe ESM - Assistant General Nlkola Mart/nosla, Assistant General Manager for Developmenl
Managers (technical onentatlon) and Investment

Stojko MOJancevskl, Assistant General Manager for Production
Stefan Hadzl-Koslov, Assistant General Manager for DIstribution
and TransmISSion
MlhaJlo Trpkoskl
Jelena Graseska Sekennska

13 July, SkOPje ESM - Assistant General Dobnla Stefanoska, Assistant General Manager for Finance
Managers (non technical Glovanm AssISSI, Assistant General Manager for Commercial
orientation) MlhaJlo Trpkoskl

Jelena Graseska-Sekennska
14 JUly, SkOPje ESM - Dlstnbunon Branch SkOPJe emil Arsov, Manager

Vladimir KocovskJ, Assistant for Law and Rnance
Jelena Graseska-5ekennska

14 July, SkOPje ESM - Transmission Branch Afeksandar SekennskJ, Manager
Jelena Graseska Sekennska

15 July, Tetava ESM • DIstribution Branch Telova, Risto Janevskl, Tetova Manager
Hvdro Plant Matka Jelena Graseska Sekennska

16 JUly, Skopje ESM - Counterpart Meeting MlhaJlo TrpkoskJ
Jelena Graseska-Sekennska
Peter Borgo (Electrolek Conceots)

17 July, Skopje ESM - Development and Nlkola MarnnoskJ
Investment Jelena Graseska Sekennska

20 JLlly, Skopje ESM-Tanffs TraJan Matkov, Advisor In Commercial Sector
Jelena Graseska Sekennska

20 July, SkOPJe ESM - Finance Dobnla Stefanoska
Jelena Graseska Sekennska

List of Meetings Held and Documents Reviewed
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21 July, SkoPJe ESM - General Manager Pande Lazarov, General Manager
Sonja Petrova, Semor Officer
Mlhajlo TrpkoskJ
Jelena Graseska Sekennska

21 July. SkoPle ESM - Counterpart MeetlnQ Jelena Graseska Sekennska
22 July. SkOPJe ESM - Finance Dobnla Stefanoska
23 Julv SkOPJe ESM -International Affairs SonJa Petrova
23 July, Skopje ESM - Counterpart Meeting Mlhajlo Trpkoskl

Jelena Graseska Sekennska
23 July. Skopje ESM - EU Directive ~eksandarSekennskJ

MihaJlo Trpkoskl
Jelena Graseska Sekennska

24 Julv. SkoOle ESM - Counteroart Meetlna Jelena Graseska-8ekennska
5August, MInistry of Economy - General Nicola CerepnaJkovskl, Assistant MInister of Economy (Energy)
SkOPJe DISCUSSion
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Document or SUbJect
Final Report - Analvsls of Options for the Structure of the Power Sector of Macedonia (1995)
Viewaraphs from workshop on Final Report (1995)
1997 ESM Annual Report
1996 ESM Annual Report
Booklet of summary information on ESM (1997)
1997 ESM Techmcal OperatIons Results
ESM Production Investment Projects (1998)
Current organization chart for ESM (1998)
Middle term consumptIon forecast of electncltv In the penod 1995 In GWh (1994)
Past and forecasted electncltV demand 1990-2020 In GWh (1998)
H1stoncal demand 1990·1997 In GWh and MW (1994)
Costs of new Investments In the development plan 1995-2005 (1994)
Information package on Mavrovo hydropower system (1998)
Reaulatlons for the Internal organization of the public company ESM - SkoPle (October 1996)
Statute of the Public Company for the generation, transmIssIon, and dlstnbutlon of electnc
power ESM - SkoPJe (October 1996)
Directions For electnc Power Restructunna In Republic Of MacedOnia (June 1997)
Tanff system On Electnc Power Sales (dated November 1995, Includes reVISions since then)
Law On Energy (September 1997)
Information sheets giVing dates of appomtment of ESM General Manager and Managing
Board, number of ESM employees at year end 1994-1997, number of ESM employees by branch 1July
1998, and list of organizatIons separated from ESM with dates and number of employees (1998)
1996 ESM FinanCial Statements
1997 ESM Financial Statements
Staff Appraisal Report, Former Yugoslav RepUblic Of MacedOnia, Power System Improvement ProJect,
January 23, 1998
Bases In Defining The Methodology On Electncrty Pnclng (February 1998)
Current tanffs as of July 1998, effective sInce 1October 1996
Information sheet descnblng tanff changes since 1994 (1998)
Graph show,"o yearly averaae realIZed pnces 1985-1997 (199B)
Information sheet shOWing average forecast pnces bv customer class for 1997/1998 (1996)
Information sheet shOWing average realized pnces by customer class for 1995, 1996 and 1997/1998 (1998)
Information sheet shOWIng average pnce to the final consumer for the years 1990-1997 In dinars, denars, and
US cents (1998)
Information sheet shOWIng end-of-year customer receivables and yearly bad debt wntten off for the years
1994·1997 (1998)
InformatIon sheet shOWing inVOiced and paid bIlls to customers for the first SIX months of 1997, by dlstnbunon
branch (1998)
Information sheet shOWing the number of employees as of 1July 1998 for the 38 branches of ESM, and ESM
headquarters (1998)
InformatIon sheet shOWing the pnces paid to non·ESM generators for power delIVered to ESM (1998)
Information sheet shOWing, for each of the 38 branches In 1997, labor costs, matenal costs, and total costs,
allocated revenues, and oross assets, depreciatIon, and net assets,
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Although the Drrectlve prOVIdes for some devIa.tlon from Its reqUIrements, It IS Important to
recogmze that the overall mtent IS to achIeve the obJectlves of the Drrectlve SIgnIficant
deVlatlon IS not lIkely to be tolerated For example, BelgIum, Greece, and Ireland were given
extenSIons of the tlme allowed to apply the obhgatlons of the DlIectlve, but only for penods
of one or two years PublIc semce oblIgatIons can be used to hmIt apphcatIon of the
competltIve prOVISIons of the Treaty, but only If a proposed restrIctIon IS the only way to

The Treaty of Rome IS a foundauon document for the European CommunIty and ultImately
the European Vwon (EU) Part One of the Treaty of Rome outlmes the PnncIples guIdIng the
document The pnncIples mclude

• ArtIcle 3 (c) an mternal market charactenzed by the abolItIon, as between Member
States, of obstacles to the free movement ofgoods, persons, servIces, and capItal,

• ArtIcle 3a 1 the actIVItIes of the Member States and the Commumty shall mclude
the adoptIon of an econOmIC polIcy whIch IS conducted m accordance WIth the

pnncIple of an open market economy WIth free competItIon

"DlI'ectIve 96/92fEC of the European ParlIament and of the Councd of 19 December 1996
concernmg common rules for the mternal market m electncIty" (DrrectIve) IS an Important
step In ImplementIng those pnncIples

The DIrectIve ImplICItly mcorporates certam assumptIons regardIng the feasIbIlIty of
competItIon

• The phySIcal tranSmISSIOn and dIstnbutIon networks are natural monopolIes As such,
they should operate under obJectIve, transparent, and non-dIscnmmatory procedures,
and be subject to regulatIon to ensure that they do not favor one party over another

• Generauon and the sale of electnctty are potentIally competItIve funcuons The
orgamzatIon of the power sector must prOVIde for free competItIon for those functIons
for at least a SIgnIficant fractIon of the market

Based on these pnncIples and assumpuons, the DrrectIve Imposes certam reqUIrements on the
organIzatIon of electnc power sectors of each Member State

• The relevant market IS the EU, not an mdIvIdual Member State CompetItors from
other countnes must be able to partICIpate on an equal footIng WIth the domestIc
electrIc system

• Independent generators and other electrIc systems must be able to compete for sales to
the domestIc electnc system and some of Its customers

• A SIgnIficant and mcreasmg fractIon of the domesuc customer market (25% based on
1997 statIstIcs) must be able to buy freely from partIes other than the domestIc electnc
system These customers are referred to as "elIgIble" customers

• Access must be prOVIded to the tranSmISSIOn and dIstnbutlon gnds so that ehgIble
customers and generators can complete transactIons WIth each other

• Steps must be taken to assure that all partIes will be treated In an obJectIve,
transparent, and non-dtscnmmatory manner

C1 BACKGROUND

Co1

Summary Of EU Directive 96/921EC
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The DIrectIve establIshes common rules for the generauon, tranSmISSIOn, and wstnbutIon of
electncIty It lays down rules relatIng to the orgamzatIon and functIomng of the electncIty
sector, access to the market, the cntena and procedures applIcable to calls for tender and the
grantIng of authonzatlons and the operatIon ofsystems (ArtIcle 1)

Throughout the DIrectIve there are numerous references to the reqUIrement for obJecuve,
transparent, and non-wscnmInatory procedures TIns means that they should be based on
facts relevant to the Issues at hand, that the procedures should be known to the partIes
mvolved, and that they should not favor or dIscTIIDlDate agmnst any party, espeCIally favor a
subSIchary or shareholder of an orgamzatIon m a dommant pOSIuon

aclueve the objectIve of the pubhc servIce oblIgatIon, and even then the restnctIon IS allowed
only up to a POInt Plants USIng domestIc fuel can be gIven a pnonty In the dIspatch of
generatIon, but only up to a maxImum m any calendar year of "15% of the overall pnmary
energy necessary to produce the electnclty consumed m the Member State concerned"
(ArtIcle 8 4)

The DrreC!lve does not prescnbe a SIngle structure for the electnc power sector Member
States are free to adopt any mdustry structure whIch meets the cntena outlIned m the
DIrectIve The basIC structure of the mdustry m Macedoma today IS a state-owned, vertIcally
mtegrated monopoly State-owned vertIcal mtegratIon 15 not by Itself mcompatIble WIth the
DIrectIve What IS mcompatIble IS a monopoly, eIther m generatIon or m sales to customers
Accordmgly, as a mmunum there must be provlSlon for

• CompetItIon m generatIon

• EllgIble customers to be free to buy from mdependent generators

• If vertIcalmtegratIon remams, the orgamzatIon's generatIon, tranSmISSIOn, and
wstnbutIon functIons must be unbundled to an extent, WIth a separatIon of accounts
and managenal mdependence for the tranSmISSIOn system operator

0.2

Summary Of EU Dlrectlve 96/92/EC

Update AnalysiS of Opnons for the StnJcIure of the PowerSector of MacedOnia

The DIrectIve conSISts of a preamble summarlZlng the obJectIves, assumptIons, and lustory
leadIng up to the DIrecuve, and 29 ArtIcles organIZed mto the eIght Chapters lIsted below
The remmnmg sectIons of tlus Appendlx will summanze the key elements and therr
ImpllcatIons on the orgamzatIon of the electnc power sector m Macedoma.

• Chapter 1 Scope and defImtIons

• Chapter II General rules for the orgamzatIon of the sector

• Chapterm Generauon

• Chapter IV TranSmISSIOn system operatIon

• Chapter V DIstnbutIon system operatIon

• Chapter VI Unbundlmg and transparency of accounts

• Chapter VII OrganIZatIon of access to the system

• Chapter VDI Fmal prOVISIons

AppendlXC
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Appendix C Summary Of EU Directive 961921EC

C2 CHAPTER" GENERAL RULES FOR THE ORGANIZATION OF THE SECTOR

ArtIcle 3 1 prOVIdes that "Member States shall ensure that electrIcIty undertakIngs (1 e ,
firms or other orgamzatIons) are operated In accordance With the pnncipies of thIs DIrectIve,
With a VIew to achIeVing a competItive market ill electnclty, and shall not wscnnunate
between those undertakIngs as regards eIther nghts or oblIgatlons "

Artlcle 3 2 permIts Member States to Impose publIc servIce oblIgatIons on electnc sector
undertaIangs Such obhgatlons must be clearly defined, transparent, non-wscnnunatory, and
venfiable, and must be publIshed ArtIcle 3 3 pemuts Member States to decIde not to apply
certam proVISIons of the Dliectlve relatlng to competltlon m generation and open access to
the transIDlSSlon gnd However, such exceptlons must not Impede competltlon With respect
to ehgtble customers

Imphcatlons The power sector must be desIgned to achteve a competltlve market In
electrICity It must be non-wscnmmatory Regardless of publIc servIce oblIgatlons lIIlposed
on undertakIngs, there must be effectlve competltlon for at least the elIgible customers

C3 CHAPTER III GENERATION

For the constructIon of new generatlng capaCIty, Member States must prOVIde an
authonzatlon procedure at least for autoproducers and Independent producers (Such
facilities would serve therr owners' needs, or sell to ehgible customers) They may also
choose an authonzatlon procedure to prOVide for new capacity In general, or may opt for a
tendenng procedure

The authonzatlon procedure must be conducted m accordance With obJectlve, transparent, and
non-wscnmmatory cntena whIch are made pubhc ApplIcants must be mformed of the
reasons for any refusal to grant an authonzatlon, wluch must be well founded and duly
substantlated Appeal procedures must be aVaIlable to the applIcant

The concept underlymg the authonzauon procedure IS that any party who can meet the cntena
should be able to bUIld new generating capaCIty Presumably such partIes would act m theIr
own econOmIC Interest, and a competltlve market would develop

The tendenng procedure must also be conducted In accordance WIth obJectlve, transparent,
and non-wscnnunatory cntena A body mdependent of electrICIty generatlon, tranSmISSIOn,
and dtstnbutlon actlvitles must be responsible for the organIZation, momtonng, and control of
the tendenng procedure

The concept underlymg the tendenng procedure IS that a competltlve market would develop
among partIes tryIng to Win the tenders

ImplIcations There must be an authonzatlon procedure for new generators, and there may
also be a tendenng procedure A vertIcally mtegrated entity's generatlon must not be favored
In eIther event

Update AnalYSIS of Opllons for the Structure of the Power Sector of MacedOnia
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AppendIx C Summary Of EU Dlrecbve 961'921EC

C4 CHAPTER IV TRANSMISSION SYSTEM OPERATION

There has to be a system operator for the tranSmISSion system. responsible for Its operation.
mamtenance. and development Tills mcludes managmg energy flows. ensunng a secure,
relIable. and effiCIent eleCtrICIty system. ensurmg the availability of all necessary ancillary
servIces. and commumcatmg and coordInatmg WIth mterconnected systems

The system operator must not dIscnmmate between system users or classes of users.
partIcularly In favor ofIts subsidIanes or shareholders Unless It IS already mdependent form
generation and dIstrIbution actiVIties. the system operator must be mdependent at least In
management terms from other actiVIties not relatIng to the tranSmISSion system (Thus we
refer to thIs entIty as the mdependent system operator, or ISO )

The ISO must be responSIble for dispatchIng the generatIng InStallations m Its area and
detefIDlDlDg the use ofmterconnectIons With other systems Dispatch must be on the basiS of
obJectIve, non-dIscflIDlnatory publIshed cntena A Member State may requue the ISO to
give pnonty m dispatch to generators usmg renewable energy sources, waste. or cogeneration
(combmed heat and power) The ISO may also be reqwred to give pnonty to generators
USIng domestIc energy fuel sources, but only up to a maXImum of 15% of annual pnmary
energy needs

The ISO must preserve the confidennahty of commercIally senSItIve mformatIon

ImplIcations There must be a tranSmISSIOn system operator 10dependent at least 10
management terms from generation and distrIbutIon Thts ISO IS also responSible for
dispatch ofgeneratIon, and must use obJectIve, non-dIscnmmatory pubhshed cntena for that
purpose

C.S CHAPTER V DISTRIBUTION SYSTEM OPERATION

Member States may Impose on dIstnbutIon compames an oblIgatIon to serve customers m a
given service temtory The dIstnbutlon system operator has responslbIhtles for the
distrIbutIon system that are smnlar to those that the ISO has for the tranSmISSIOn system It
also must not dIscnmmate between users, and must preserve the confidentIahty of
commerCially senSItive mformatIon

C6 CHAPTER VI UNBUNDLING AND TRANSPARENCY OF ACCOUNTS

Electnclty undertakIngs must draw up, submIt to audit, and publIsh (or otherwise make
avatlable to the publIc) therr annual accounts Integrated electncity undertakmgs must, m
therr Internal accountIng, keep separate accounts for therr generatIon, tranSmISSIOn,
distrIbutIon, and other (If any) actIVItIeS, as tfthe actIVItIeS were carned out by separate
undertalangs, With a VIew to aVOIdIng dIscnIDIDatIon. cross-subsullzatIon, and distortIon of
competItIon Each activity must have a balance sheet and profit and loss account

ImplIcatIons There must be separate accountIng for the generation, tranSmISSIOn, and
dIstnbutlon functions

Update AnalYSiS of Opbons for the Structure of the Power5ector of MacedOnia
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C7 CHAPTER VII ORGANIZATION OF ACCESS TO THE SYSTEM

Tlus refers to the access to the transnnSSlOn and chstnbutlOn systems that IS necessary for
ehglble customers and mdependent generators to conduct transactlons The chapter refers to
two separate procedures, the negotIated access and smgle buyer procedures However, both
have the same pracncal effect Both must operate m accordance With ob]ecnve, transparent,
and non-wscnnnnatory cntena

WIth negotIated access, electncIty producers and ehglble customers eIther mSIde or outsIde
the service temtory covered by the transIDlSSIon and wstnbunon systems must be able to
negotIate access to the systems so as to conclude supply contracts WIth each other on the basIS
of voluntary commerCIal agreements Access may be obtamed on the basIS ofpubhshed
tarIffs or on negotIatIons

Access may be refused If there IS a shortage of necessary capaCIty, m whIch case duly
substantIated reasons must be given

The smgle buyer procedure IS deSIgned to operate m a situanon where there IS a smgle entIty
responsIble for all purchasmg ofelectnc power from producers, and all sales of electnc power
at wholesale to dIstnbutors or ehglble customers ThIs IS a pOSSIble power sector structure
mtermechate between vertIcally Integrated monopoly and full competItIon WIth the smgle
buyer procedure, there must be pubhshed tarIffs for the use of the transnnSSIon and
chstnbunon systems EhgIble customers and electncIty producers must be able to conclude
supply contracts WIth each other However, the smgle buyer IS the smgle ennty responsIble
for all purchasmg of electnc power from producers In thIs case the SIngle buyer may be
obhged m effect to purchase the electncIty contracted by the ehgIble customer at a pnce that
leaves both the customer and the electncIty producer econoITllcally equal to the sItuanon
where the smgle buyer was not mvolved In other words, the result IS the same as If they had
negotIated access

ArtIcle 19 reqUIres a progressIve opemng of the market to customers ehgIble to transact WIth
mdependent electncity producers The ID1tIal share open to competInon must be at least equal
to the fractIon (averaged throughout the ED) used by final consumers consUIDlng at least 40
GWh per year In 1997 thIs fractlon was 25% Three years after the DrrectIve enters mto
force the share WIll be based on the fractIon usmg at least 20 GWh per year, after SIX years the
share WIll be based on the fractIon usmg at least 9 GWh per year

Member States can estabhsh the cntena for defimng ehglble customers Such cntena need
not be based on the annual consumptIon amounts noted m the paragraph above, but In any
event [mal consumers consummg at least 100 GWh per year must be made ehglble

In adchtIon, mdependent producers and autoproducers must be able to negotIate access to the
system to supply therr own preInlses and those of therr subslchanes Such parnes must also be
able to construct drrect lmes to serve theIr own needs

Member States must create appropnate and effiCIent mechamsms for regulatIon, control, and
transparency so as to aVOId any abuse of dommant pOSItIon

Update AnalysIS of Opbons for the Struclure of the PowerSector of Macedoma
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C9 SUMMARY OF IMPLICATIONS REGARDING POWER SECTOR STRUCTURE

C8 CHAPTER VIII FINAL PROVISIONS

Several ArtIcles proVide that the reqUIrements of the Drrecnve need not be followed In
hIDlted crrcumstances, IncludIng emergencies, pre-eXlsnng cOffiIDltments, and for smaIl
Isolated systems (Macedoma does not qualIfy as a smaIl Isolated system)

Summary Of EU Dlrecbve 96/92/EC

Member States must bnng mto force laws, regulanons, and adIDImstranve procedures
necessary to comply WIth the Drrecnve no later than 19 February 1999 The Drrecnve came
mto force m February, 1997,20 days after Its publIcanon In the OffiCial Journal

General

• The power sector must be deSigned to achIeve a compennve market m electnclty

• In general, Its procedures must be obJecnve, transparent, and non-dlscrumnatory

• Regardless of publIc servIce obhganons Imposed on undertakIngs, there must be
effecnve competltlon for at least the ehgIble customers

SpeCIfic

• Access to the transIDlSSlon and dIstnbunon systems must be proVIded to customers
consummg at least 25% of the annual energy consumpnon (ThIs fracnon w111 grow to
perhaps 35-40% by 2005 )

• Access may be proVIded on the basiS of publIshed cost-reflecnve tarIffs, or by
negonatIons, whIch must also be related to the costs ofprovldmg the service

• There must be a tranSmISSIOn system operator mdependent at least m management
terms from generatIon and dIstnbunon

• TIns ISO IS also responSIble for dispatch of generatIon

• The ISO must use obJectlve, non-dIscnmmatory publIshed cntena for the dIspatch of
generatIon

• There must be an autbonzatIon procedure for new generators, and there may also be a
tendenng procedure A verncally Integrated entlty's generatIon must not be favored m
eIther event

Smce some transactIons may use the chstrIbutIon system, the tanffs for use wIll probably be
based on the costs ofoperatIng, mamtaInIng, and developmg the network In thIs case the
costs assocIated WIth the commercIal aspects of the chstrIbutIOn functIon (sellIng, bIllIng,
etc) would not be mcluded ThIs ImplIes that separate accounts for these two functIons
should be establIshed

AppendlxC

Imphcanons Access to the tranSmISSIOn and dIstnbutIon systems must be prOVIded to
customers consuIDlng at least 25% of the annual energy consumpnon Access may be
prOVIded on the basIS ofpublIshed cost-reflecnve tanffs, or on negotIatIons also related to the
costs of providIng the service
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• There must be separate accountIng for the generatIon, transnussIon, and dIstnbutIon
functlons

• In the dlstnbutlon functlon, separate accounts should be estabhshed for 1) the costs of
operatlng, lIla1ntaImng, and developmg the network, and 2) the costs associated With
the commercIal aspects of the dIstnbutIon functIon (sellmg, bl1hng, etc)
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The followmg document IS a copy of DIrectIve 96/92IEC of the European ParlIament and of
the CouncIl of 19 December 1996 concenung common rules for the mternal market In

electncIty

EU Directive 96/921EC
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THE EUROPEAN PARUAMENT AND THE COUNCn.. OF THE EUROPEAN UNION,

ActIng In accordance wIth the procedure lald down In ArtIcle 189b of the Treaty (3),

HaVIng regard to the proposal from the ComnusslOn (1),

HaVIng regard to the opiIDon of the Econonuc and SOCIal Comnnttee (2),

D-2

EU DIrective 96192fEC

(7) Whereas Councll DIrectlve 90/5471EEC of 29 October 1990 on the tranSIt of electncity
through transnussion gnds (4) and Councll DIrective 90/377IEEC of 29 June 1990

Update AnalYSIS of OpbOns for the Structure of the Power Seelor of Macedonia

(6) Whereas the estabhshment of the mternal market In the electncity sector must favour the
InterconnectIOn and Interoperabllity of systems,

(4) Whereas estabhshment of the Internal market In electncity IS partIcularly nnportant In
order to Increase effiCIency m the productIon, transnnssion and mstrlbutlon of thts product,
whtle remforcIng secUIlty of supply and the competltlveness of the European economy and
respectIng envIronmental protectIon,

(3) Whereas the provISIons of thts DIrecUve should not affect the full apphcatlon of the
Treaty, In partIcular the provISIons concemmg the Internal market and competltlon,

(2) Whereas the completIon of a competlUve electncity market IS an nnportant step towards
completlon of the Internal energy market,

(I) Whereas It IS Important to adopt measures to ensure the smooth runmng of the Internal
market, whereas the mternal market IS to compnse an area WIthOut mternal fronuers In whIch
the free movement of goods, persons, servIces and capItal IS ensured,

of the European Parliament and of the Conncd of 19 December 1996

-----~--------,---,

concermng common rules for the mternal market III electricity

(5) Whereas the Internal market In electncity needs to be estabhshed gradually, In order to
enable the Industry to adjust In a fleXible and ordered manner to Its new enVIronment and to
take account of the dIfferent ways m whIch electncity systems are orgamzed at present,

Directive 96/92JEC

HavIng regard to the Treaty estabhshmg the European Commumty, and In partIcular Artlcle
57 (2), ArtIcle 66 and ArtIcle 100a thereof,

AppendlxD

(Publzshed m the OfficUlI Journal Only the published text IS authentu:
OJ L 27, 30 011997, P 20)
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Update AnalYSIS of OplJons for the Structure of the PowerSector of Macedonia

(14) Whereas long-term planmng may be one means of carrymg out those publIc servIce
oblIgatIons,

(15) Whereas the Treaty lays down speCIfic rules WIth regard to restnctlons on the free
movement of goods and on competItIon,

(17) Whereas ArtIcle 90 (2) of the Treaty subjects undertakmgs entrusted WIth the operatIon
of servIces of general econOmIC mterest to these rules, under speCIfic condItIons,

EU Olrecbve 96/92/EC

(11) Whereas, In accordance WIth the pnncIple of subsidIanty, general pnnclples prOVIdIng
for a framework must be establIshed at Commumty level, but theIr detaIled ImplementatIon
should be left to Member States, thus allowmg each Member State to choose the regime
winch corresponds best to Its partIcular SItuatIon,

(13) Whereas for some Member States the ImpOSItIon ofpublIC servIce oblIgatIons may be
necessary to ensure secunty of supply and consumer and envIronmental protectIon, which, m
therr VIew, free competItIon, left to Itself, cannot necessanly guarantee,

(16) Whereas ArtIcle 90 (1) of the Treaty, m pamcular, oblIges the Member States to respect
these rules WIth regard to publIc undertakmgs and undertakmgs which have been granted
speCIal or exclUSIve nghts,

(12) Whereas, whatever the nature of the preVaIlIng market orgamzatlon, access to the system
must be open m accordance WIth tins DIrectIve and must lead to eqUIvalent econOIIl1C results
m the States and hence to a drrectly comparable level ofopemng-up of markets and to a
dIrectly comparable degree of access to electncity markets,

(10) Whereas Member States, because of the structural dIfferences In the Member States,
currently have dIfferent systems for regulatIng the electnclty sector,

(19) Whereas the Member States, when Imposmg publIc servIce oblIgatIons on the
undertakIngs of the electncity sector, must therefore respect the relevant rules of the Treaty as
mterpreted by the Court of JustIce,

(18) Whereas the unplementatIon ofthls DIrectIve will have an lDlpact on the actIvitles of
such undertakIngs.

(9) Whereas, In the mternal market, electnclty undertalangs must be able to operate, WIthout
prejudIce to complIance WIth publIc servIce oblIgatIons, WIth a VIew to achIevmg a
competItIve market In electnclty,

(8) Whereas It IS now necessary to take further measures WIth a VIew to estabbslung the
mternal market m electnclty,

AppendlXD

concennng a Commumty procedure to lDlprove the transparency of gas and electnclty pnces
charged to mdustnal end-users (5), provIde for a frrst phase for the completIOn of the mtemal
market m electnclty,
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Update AnalysIS of OpbOOS for the SlJUcture of the Power Sector of Macedonla

(24) Whereas the pOSItIon of autoproducers and Independent producers needs to be taken Into
conSIderatIon WIthIn tins framework,

(26) Whereas the techmcal rules for the operatIon of tranSmISSIOn systems and dIrect Imes
must be transparent and must ensure mteroperabIhty,

(28) Whereas, for reasons of envIronmental protectIon, pnonty may be given to the
producuon ofeleCtrICIty from renewable sources,

EU Dlrecbve 961921EC

(31) Whereas a sIngle buyer must operate separately from the generatIon and dIstnbutIon
actIvItles of vertIcally mtegrated undertakmgs, whereas the flow of InformatIon between the
smgle buyer acuvItIes and these generatIon and dtstnbutIon actIVItIeS needs to be resmcted,

(30) Whereas, In order to ensure transparency and non-dtscnmmatIon, the tranSmISSIon
functIon of vertIcally mtegrated undertakmgs should be operated Independently from the
other actIVItIes,

(29) Whereas, at the dIstnbutIon level, customers located In a gIven area may be granted
supply nghts and a manager must be deSIgnated to manage, mamtaIn and, If necessary,
develop each dIstnbutIon system,

(27) Whereas objecuve and non-dtscnnunatory cntena must be establIshed for the
dtspatchIng of power statIons,

(25) Whereas each tranSmISSIOn system must be subject to central management and control In
order to ensure the secunty, relIabIlIty and effiCIency of the system In the Interests of
producers and theIr customers, whereas a tranSmISSIOn system operator should therefore be
deSIgnated and entrusted WIth the operatIon, maIntenance, and, If necessary, development of
the system, whereas the tranSmISSIOn system operator must behave In an obJectIve,
transparent and non-dtscnmInatory manner,

(22) Whereas It IS therefore necessary to establIsh common rules for the producuon of
electrICIty and the operatIon ofelectncIty tranSmISSIOn and dtstnbutIon systems,

(21) Whereas DecIsIon No 1254/96IEC of the European ParlIament and of the Council of 5
June 1996laymg down a senes of guIdelInes for trans-European energy networks (6) has
contrIbuted to the development of Integrated Infrastructures for the tranSmISSIOn of electrICIty,

(23) Whereas there are two systems winch may be applIed for openmg up the productIon
market, an authonzatIon procedure or a tendenng procedure, and these must operate In
accordance WIth obJectIve, transparent and non-dIscrumnatory cntena,

(20) Whereas, 10 establIshIng the Internal market 10 eleCtrICIty, full account should be taken of
the Commumty objecuve of econOmIC and SOCIal coheSIon, partIcularly 10 sectors such as the
mfrastructures, natIonal or mtra-Commumty, winch are used for the tranSmISSIOn of
electncIty,

AppendlXD
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Update AnalYSiS of Opbons forthe Structure of the Power Seelorof Macedonia

ArtIcle 1

HAVB ADOPTED TInS DIRECTIVE

CHAPTER I

EU DIrective 96/92/EC

(37) Whereas any abuse of a dommant pOSItIon or any predatory behavIOur should be
aVOided,

(39) Whereas thIs Drrecnve consntutes a further phase of I1berahzatIon, whereas, once It has
been put mto effect, some obstacles to trade m electncIty between Member States WIll
nevertheless remaIn m place, whereas, therefore, proposals for lIDprovmg the operation of the
mternal market m electnclty may be made m the lIght of expenence, whereas the
ComnusslOn should therefore report to the CounCIl and the European Parhament on the
applIcanon of thIs DrrectIve,

(38) Whereas, as some Member States are hable to expenence SpeCIal dIfficultIes In adJusung
thelT systems, prOVISIon should be made for recourse to transltlonal regimes or derogations,
especIally for the operanon of small Isolated systems,

(35) Whereas provIsion should be made for authonzIng the construction and use ofdIrect
lmes,

(36) Whereas provlSlon must be made for safeguards and dispute settlement procedures,

ThIs Drrecnve establIshes common rules for the generatIon, tranSmISSIon and dIstnbunon of
electnclty It lays down the rules relanng to the orgamzanon and funcnomng of the electnclty
sector, access to the market, the cntena and procedures applIcable to calls for tender and the
grantmg of authonzanons and the operanon of systems

(32) Whereas the accounts of all mtegrated electncity undertakIngs should provide for
maxImum transparency, In partIcular to IdentIfy possible abuses of a dommant posltlon,
conSiStIng for example In abnormally hIgh or low tanffs or m dIscnmmatory pracnces relatIng
to eqUlvalent transacnons, whereas, to tlus end, the accounts must be separate for each
actlV1ty,

(34) Whereas, owmg to the dIversIty of structures and the specIal charactenstIcs of systems In
Member States, there should be dIfferent optlons for system access operaung m accordance
WIth obJectIve, transparent and non-dIscnmmatory cntena,

(33) Whereas It IS also necessary to provIde for access by the competent authonnes to the
Internal accounts of undertakIngs WIth due regard for confidentIalIty,

Scope and defimnons

AppendlxD
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Update AnalysiS of Opbons for the Structure of the Power Sector of MacecioOla

9 'final customer' shall mean a customer buymg electrICity for IDS own use,

12 'dIrect !me' shall mean an electrICity hne complementary to the mterconnected system,

10 'mterconnectors' shall mean eqwpment used to hnk electrIcity systems,

EU DIrective 961921EC

15 'system user' shall mean any natural or legal person supplymg to, or bemg supphed by, a
transIDlSSlon or dIstrIbutIon system,

14 'ancillary services' shall mean all services necessary for the operatIon of a tranSmISSIon or
dIstrIbutIon system,

13 'economIc precedence' shall mean the rankmg of sources ofelectrICity supply m
accordance With econOmIC cntena,

11 'mterconnected system' shall mean a number of tranSmISSion and wstrIbutton systems
hnked together by means of one or more mterconnectors,

8 'wholesale customers' shall mean any natural or legal persons, If the Member States
recognIze theIr eXistence, who purchase or sell electrICity and who do not carry out
tranSmISSiOn, generauon or dIstrIbutIon functtons mSlde or outside the system where they are
estabhshed,

7 'customers' shall mean wholesale or fmal customers of electnclty and distrIbutIOn
companIes,

6 'dIstrIbutIon' shall mean the transport of electnclty on medIum-voltage and low-voltage
dIstrIbutIon systems With a view to Its dehvery to customers,

2 'producer' shall mean a natural or legal person generatlng electrICity,

5 'transmIssion' shall mean the transport of electrICity on the IDgh-voltage mterconnected
system With a view to Its dehvery to final customers or to dIstrIbutors,

4 'mdependent producer' shall mean (a) a producer who does not carry out electrICity
tranSmISSion or dIstrIbutIon functIons m the temtory covered by the system where he IS
estabhshed, (b) m Member States m wIDch vertIcally mtegrated undertalangs do not eXIst and
where a tendermg procedure IS used, a producer correspondIng to the deflDltIon of pomt (a),
who may not be exclusively subject to the econOmIC precedence of the mterconnected system,

3 'autoproducer' shall mean a natural or legal person generatIng electrIcity essentIally for IDS
own use,

For the purposes ofthts Drrecuve 1 'generauon' shall mean the producuon of electrIcity,

ArtIcle 2

AppendlxD
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Update AnalySIS of Options for the Structure of the PowerSector of MacedonIa

ArtIcle 3

CHAPTERll

General rules for the organIZatIon of the sector

EU DIrective 96J92IEC

2 Havmg full regard to the relevant prOVISIons of the Treaty, m partIcular ArtIcle 90, Member
States may Impose on undertakIngs operatIng 10 the electncity sector, 10 the general econOmIC
mterest, publIc semce oblIgatIons whIch may relate to secunty, mcludmg secunty of supply,
regulanty, qualIty and pnce of supplIes and to envIronmental protectton Such oblIgatlons

1 Member States shall ensure, on the basIS of theIr mstItutlonal orgamzatton and WIth due
regard for the pnnciple of subsllilanty, that, WIthOut preJud!ce to paragraph 2, electncity
undertakIngs are operated m accordance WIth the prmcipies ofthIs DIrectIve, WIth a VIew to
achIevmg a competItlve market m electrICIty, and shall not dIscnmmate between these
undertakIngs as regards eIther nghts or oblIgatIons The two approaches to system access
referred to m ArtIcles 17 and 18 must lead to eqwvalent econoIDlc results and hence to a
chrectly comparable level of openmg-up of markets and to a dJrectly comparable degree of
access to electncity markets

23 'small Isolated system' shall mean any system WIth consumptton of less than 2500 GWh
m the year 1996, where less than 5 % ofannual consumptlon IS obtamed through
Interconnectlon WIth other systems

22 'SIngle buyer' shall mean any legal person who, WIthIn the system where he IS estabhshed,
IS responsIble for the umfied management of the transnussIon system and/or for centralIzed
electncity purchasmg and sellmg,

20 'tendenng procedure' shall mean the procedure through whIch planned addItIonal
reqUIrements and replacement capaCIty are covered by supplIes from new or eXIstmg
generattng capaCIty,

21 'long-term plannmg' shall mean the planmng of the need for mvestment In generatIon and
tranSID1SSIOn capaCIty on a long-term basIS, wIth a vIew to meettng the demand for eleCtrICIty
of the system and secunng supplIes to customers,

19 'honzontally Integrated undertakmg' shall mean an undertakmg performmg at least one of
the functIons of generatIon for sale, or transnusslon or dIstnbutIon ofelectncIty, and another
non-electncIty actIVIty,

17 'Integrated electncIty undenalang' shall mean a vertIcally or honzontally mtegrated
undertakIng,

18 'vertIcally Integrated undertakmg' shall mean an undertakIng perfornung two or more of
the functlons ofgeneratIon, tranSID1SSIOn and d!stnbutIon of electncIty,

16 'supply' shall mean the delIvery and/or sale ofelectncity to customers,

AppendlxD
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ArtIcleS

ArtIcle 4

GeneratIon

EU Dlrecbve 96/92/EC

2 The detaIled cntena and procedures shall be made publIc

(h) the prOVISIons of Artlcle 3

(g) charactenstIcs particular to the applIcant, such as technical, econOmIC and fInanCIal
capabilItIes,

(t) the nature of the pnmary sources,

(e) energy efficiency,

(d) use ofpubhc ground,

(c) land use and SitIng,

(b) protectIon of the envIronment,

(a) the safety and secunty of the electnclty system, InstallatIons and assocIated eqwpment,

CHAPTERm

1 Where they opt for the authonzatIon procedure, Member States shall lay down the cntena
for the grant of authonzauons for the constructIon of generatIng capacity m theIr temtory
These cntena may relate to

For the constructIon of new generatIng capaCity, Member States may choose between an
authonzatIon procedure andlor a tendenng procedure AuthonzatIon and tendenng must be
conducted In accordance With obJectIve, transparent and non-dIscnIDlDatory cntena

AppendlxD

must be clearly defmed, transparent, non-chscnnunatory and venfiable, they, and any reVISIon
thereof, shall be published and noufied to the ComnusslOn by Member States WIthout delay
As a means of carryIng out the abovementloned public service obhgatlons, Member States
whIch so WIsh may Introduce the lffiplementatlon of long-term planmng

3 Member States may decide not to apply the provIsions of ArtIcles 5,6,17, 18 and 21
Insofar as the applIcatlon of these prOVISions would obstruct the performance, In law or In
fact, of the oblIgatlons Imposed on electnclty undertakIngs In the general econOmIC Interest
and Insofar as the development of trade would not be affected to such an extent as would be
contrary to the mterests of the CommunIty The mterests of the CommunIty mclude, mter aha,
competluon With regard to ehglble customers m accordance With thIs Dlrecnve and Artlcle 90
of the Treaty
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Update Analysis of Options for the Structure of the Power Sectorof Macedonia

ArtIcle 6

CHAPTER IV

TranS1lllSSIOn system operanon

EU DIrectIVe 961921EC

6 However, It must be pOSSible for autoproducers and mdependent producers to obtam
authonzatIOn, on the basIS of obJectIve, transparent and non-chscnmmatory cntena as laId
down m ArtIcles 4 and 5, m Member States whIch have opted for the tendenng procedure

5 Member States shall deSIgnate an authonty or a pub11c body or a pnvate body mdependent
of electncIty generatIon, tranSll1lSSIOn and chstnbunon acttvInes to be responSIble for the
orgamzanon, momtonng and control of the tendenng procedure ThIs authonty or body shall
take all necessary steps to ensure confidentIality of the mformanon contamed m the tenders

4 In mVltanons to tender for the reqUIsIte generat10g capacIty, conSIderatIon must also be
gIven to electncIty supply offers WIth long-tenn guarantees from eXlstmg generanng umts,
prOVIded that adchttonal reqUIrements can be met 10 thIs way

1 Where they opt for the tendenng procedure, Member States or any competent body
desIgnated by the Member State concerned shall draw up an mventory of new means of
productIon, mcludmg replacement capacIty, on the basIS of the regular estlmate referred to 10

paragraph 2 The mventory shall take account of the need for mterconnecnon of systems The
reqUISIte capacIty shall be allocated by means of a tendenng procedure m accordance WIth the
procedure laId down m thIs ArtIcle

2 The transnnsslon system operator or any other competent authonty deSIgnated by the
Member State concerned shall draw up and publIsh under State supervIsIon, at least every two
years, a regular esnmate of the generatIng and transnnSSIOn capacIty whIch IS lIkely to be
connected to the system, of the need for mterconnectors WIth other systems, ofpotential
transnnssIOn capacIty and of the demand for electncity The estunate shall cover a penod
defined by each Member State

3 DetaIls of the tendenng procedure for means of producnon shall be publIshed In the
OffiCIal Journal of the European Commumtles at least SIX months pnor to the closmg date for
tenders The tender speclficattons shall be made avaIlable to any mterested undertakIng
estab11shed m the temtory of a Member State so that It has suffiCIent tune In whIch to sub1lllt
a tender The tender specIficatIOns shall contaIn a detaIled descnpnon of the contract
speCIfications and of the procedure to be followed by all tenderers and an exhaustlve 11st of
cntena governmg the selectton of tenderers and the award of the contract These
speCIficatIons may also relate to the fields referred to In ArtIcles 5 (1)

3 ApplIcants shall be mfonned of the reasons, wluch must be objectIve and non
chscmmnatory, for any refusal to grant an authonzanon, the reasons must be well founded
and duly substantIated, they shall be forwarded to the COmmIssIon for mformanon Appeal
procedures must be made aVaIlable to the apphcant

AppendlxD
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ArtIcleS

1 The transIDlSSIon system operator shall be responSIble for dlspatchmg the generatlng
mstallatlons 10 Its area and for detemumng the use of mterconnectors WIth other systems

5 The system operator shall not dIscnmmate between system users or classes of system users,
partIcularly 10 favour of Its subsIdIanes or shareholders

6 Unless the transnussIOn system IS already mdependent from generatIon and dIstnbutIon
actlvItIeS, the system operator shall be mdependent at least m management terms from other
actlvItles not relatlng to the transIDlSSIon system

DolO

EU Dlrecbve 961921EC

Update AnalysIs of Opbons for the Structure of the Power Seelorof Macedonia

2 WIthout prejudIce to the supply of electncity on the basIS of contractual oblIgatIons,
mcludlng those whIch denve from the tendenng speCIficatIons, the dIspatchIng of generatlng
InstallatIons and the use of1Oterconnectors shall be determmed on the basIS ofcntena wluch
may be approved by the Member State and whIch must be obJectIve, publIshed and apphed 10

a non-dIscnmmatory manner whIch ensures the proper functIonmg of the mtemal market 10

electnclty They shall take mto account the econonuc precedence of electnclty from avaIlable
generatIng mstallatIons of mterconnector transfers and the technIcal constramts on the system

2 Member States shall ensure that technIcal rules establIshIng the mmImUIn technIcal deSIgn
and operatIonal reqUIrements for the connectlon to the system ofgeneratIng mstallatlons,
dIstnbutlon systems, dIrectly connected consumers' eqwpment, mterconnector crrcwts and
dIrect lmes are developed and publIshed. These reqUIrements shall ensure the 1Oteroperability
of systems and shall be obJectlve and non-dlscnnunatory They shall be notIfied to the
COmmISSIOn 10 accordance With ArtIcle 8 of CouncIl DIrectIve 831189IEEC of 28 March
1983 laymg down a procedure for the prOVISIOn of mformatIon 10 the field of technIcal
standards and regulatIons (7)

4 The system operator shall prOVIde to the operator of any other system WIth whIch Its system
IS mterconnected suffiCIent mformatlon to ensure the secure and effiCIent operatIon,
coordInated development and mteroperabIhty of the mterconnected system

3 The system operator shall be responSIble for managmg energy flows on the system, takIng
mto account exchanges WIth other mterconnected systems To that end, the system operator
shall be responSIble for ensunng a secure, rehable and effiCIent electncIty system and, In that
context, for ensunng the avaIlabIlIty of all necessary ancillary servIces

AppendIX 0

1 Member States shall desIgnate or shall reqwre undertakIngs wluch own transnusslOo
systems to desIgnate, for a penod of tIme to be deternuned by Member States havmg regard
to consideratlons of efficIency and econOIDlC balance, a system operator to be responsIble for
operatlng, ensunng the mamtenance of, and, Ifnecessary, developmg the transIDlsSlon system
10 a given area and Its mterconnectors With other systems, 10 order to guarantee secunty of
supply

Article 7
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CHAPTER V

Article 10

Article 11

ArtIcle 9
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Article 12

3 A Member state may reqUIre the dlstnbutIon system operator, when dIspatchIng generatIng
mstallatIons, to gIve pnonty to generatIng mstallatIons usmg renewable energy sources or
waste or prodUCIng combmed heat and power

2 In any event, It must not dlscnmmate between system users or classes of system users,
partIcularly m favour of ItS subsldlanes or shareholders

1 The dlstnbutIon system operator shall mamtaIn a secure, relIable and effiCIent electncity
dlstnbutIon system In Its area, WIth due regard for the enVIronment

3 Member States shall ensure that the system operator acts In accordance WIth Arttcles 11
and 12

2 Member States shall deSIgnate or shall reqwre undertakIngs whIch own or are responsIble
for dIstnbutIon systems to deSIgnate a system operator to be responsIble for operatIng,
ensurmg the mamtenance of and, If necessary, developIng the dlstnbutIon system m a gIven
area and Its mterconnectors WIth other systems

1 Member States may Impose on dIstnbutIon companIes an oblIgatIon to supply customers
located In a gIven area The tanff for such supplIes may be regulated, for Instance to ensure
equal treatment of the customers concerned

Dlstnbuuon system operatIon

The transnusslOn system operator must preserve the confidentIalIty ofcommercIally sensItIve
mformanon obtaIned In the course of carrymg out Its bUSIness

3 A Member State may reqwre the system operator, when dIspatclnng generatIng
InstallatIons, to glve pnonty to generattng InstallatIons USIng renewable energy sources or
waste or producmg combmed heat and power

4 A Member State may, for reasons of secunty of supply, chrect that pnonty be given to the
dIspatch of generatIng mstallatIons usmg mdIgenous pnmary energy fuel sources, to an extent
not exceedIng m any calendar year 15 % of the overall pnmary energy necessary to produce
the electncIty consumed In the Member State concerned

Appendix 0
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ArtIcle 14

ArtIcle 13

UnbundlIng and transparency of accounts
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ArtIcle 15

5 The annual accounts shall Indicate In notes any transactlon of a certaIn SIZe conducted WIth
affilIated undertakmgs, wItlnn the meanmg of ArtIcle 41 of the seventh CouncIl DIreCtIve
83/349IEEC of 13 June 1983 based on ArtIcle 54 (3) (g) of the Treaty on consolIdated
accounts (9), or WIth assocIated undertakIngs, WIthIn the meanmg of ArtIcle 33 (1) thereof,
or, With undertakmgs wInch belong to the same shareholders

3 Integrated electrICity undertak10gs shall, m therr mtemal accountlng, keep separate
accounts for therr generatlon, translDlssion and dIstnbuuon acuVItles, and, where appropnate,
consolIdated accounts for other, non-electnclty actIVItIes, as they would be reqUIred to do If
the actIVItIes m questlon were earned out by separate undertakmgs, WIth a VIew to avoIdmg
dIscnmmatIon, cross-subSIdizatIon and distortIon of competltlon They shall mclude a
balance sheet and a profit and loss account for each aCtlVIty m notes to theIr accounts

2 Electncity undertakings, whatever therr system of ownerslnp or legal form, shall draw up,
submIt to audIt and pubhsh therr annual accounts m accordance WIth the rules of natIOnal law
concernIng the annual accounts of hooted lIabIlIty compames adopted pursuant to the fourth
CouncIl Drrectlve 78/660lEEC of 25 July 1978 based on ArtIcle 54 (3) (g) of the Treaty on
the annual accounts ofcertan types of compames (8) Undertakings wInch are not legally
oblIged to pubhsh therr annual accounts shall keep a copy of these at the disposal of the
publIc m therr head office

I Member States shall take the necessary steps to ensure that the accounts of electncity
undertakings are kept m accordance WIth paragraphs 2 to 5

4 Undertakings shall specIfy m notes to the annual accounts the rules for the allocatIOn of
assets and lIabilitIes and expenditure and mcome whIch they follow In drawmg up the
separate accounts referred to In paragraph 3 These rules may be amended only In exceptlonal
cases Such amendments must be mentIoned In the notes and must be duly substantIated

Member States or any competent authonty they deSIgnate as well as the dIspute settlement
authontles referred to In Artlcle 20 (3) shall have nght of access to the accounts of
generatIon, tranSmISSIOn or dIstnbutlon undertakings wInch they need to consult In carrymg
out therr checks

CHAPTER VI (Note - ongmal showed Chapter IV by oostake)

The dIstnbutlon system operator must preserve the confidentlality of commercIally sensItIve
mfonnatlon obtamed 10 the course of carrymg out Its busmess

AppendIX 0
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Article 16

ArtIcle 17

CHAPTERVD

OrganIZatIOn of access to the system

I
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5 The operator of the tranSIIl1SSIOn or dIstnbutIon system concerned may refuse access where
he lacks the necessary capacIty Duly substantIated reasons must be given for such refusal, m
partIcular havmg regard to ArtIcle 3

3 To promote transparency and facilitate negotIatIons for access to the system, system
operators must publIsh, m the first year followmg ImplementatIon of thIs DIrectIve, an
mdIcatIve range of pnces for use of the tranSIIl1SSIOn and dIstnbutIon systems As far as
pOSSIble, the mdIcanve pnces publIshed for subsequent years should be based on the average
pnce agreed m negotIatIons m the preVIOUS 12-month penod

2 Where an elIgible customer IS connected to the dIstnbutIon system, access to the system
must be the subject ofnegotIatIon WIth the relevant dIstnbutIon system operator and, If
necessary, WIth the tranSIIl1SSI0n system operator concerned

1 In the case of negotIated access to the system, Member States shall take the necessary
measures for electncity producers and, where Member States authonze theIr eXistence, supply
undertakIngs and elIgible customers eIther mSIde or outSIde the temtory covered by the
system to be able to negotIate access to the system so as to conclude supply contracts WIth
each other on the basIS of voluntary commerCIal agreements

4 Member States may also opt for a regulated system of access procedure, gIvmg elIgible
customers a nght of access, on the basIS of publIshed tariffs for the use of translDlSSIon and
dIstnbutIon systems, that IS at least eqwvalent, m terms of access to the system, to the other
procedures for access referred to m thIs Chapter

For the organIZatIon of access to the system, Member States may choose between the
procedures referred to m ArtIcle 17 andlor m ArtIcle 18 Both sets ofprocedure shall operate
m accordance With obJectIve, transparent and non-dIscnmmatory cntena.

2 Member States shall ensure that there IS no flow ofmformatIon between the smgle buyer
actIvItIes of vertically mtegrated electncity undertakmgs and theIr generatIon and dIstnbutIon
actIVitIes, except for the mformatIon necessary to conduct the smgle buyer responSIbIlItIes

AppendIX 0

1 Member States whIch desIgnate as a smgle buyer a vertIcally mtegrated electnclty
undertakIng or part of a vertIcally mtegrated electnclty undertakIng shall lay down provIsIons
requmng the smgle buyer to operate separately from the generatIon and dIstnbutIon actIvItIes
of the mtegrated undertakIng
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ArtIcle 19

(m) elIgible customers to be free to conclude supply contracts to cover therr own needs WIth
producers mSIde the temtory covered by the system,

(1) the publIcatIon of a non-dIscnnunatory tanff for the use of the transnussion and
dIstnbutIon system,

(IV) mdependent producers to negotIate access to the system WIth the tranSmISSIOn and
dIstnbutIon systems operators so.as to conclude supply contracts WIth elIgIble customers
outsIde the system, on the basIS of a voluntary commercIal agreement
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The share of the natIonal market shall be calculated on the basIS of the Commumty share of
electncity consumed by fmal consumers consummg more than 40 OWh per year (on a
consumptIon SIte basIS and mcludmg autoproductIon) The average Commumty share shall be

1 Member States shall take the necessary measures to ensure an openmg of therr electncity
markets, so that contracts under the condItIons stated 1D ArtIcles 17 and 18 can be concluded
at least up to a SIgnIficant level, to be nOtified to the COIDIDlssion on an annual basIS

4 The smgle buyer may refuse access to the system and may refuse to purchase electncity
from elIgIble customers where he lacks the necessary tranSmISSIOn or chstnbutIon capacIty
Duly substantIated reasons must be given for such refusal, m partIcular havmg regard to
ArtIcle 3

3 If the purchase oblIgatIOn under paragraph 2 IS not Imposed on the smgle buyer, Member
States shall take the necessary measures to ensure that the supply contracts referred to m
paragraph I (n) and (m) are Implemented eIther VIa access to the system on the basIS of the
publIshed tanff referred to m paragraph 1 (1) or Via negotIated access to the system accorrlmg
to the conditIons of ArtIcle 17 In the latter case, there would be no obhgatIon for the smgle
buyer to publIsh a non~dIscmmnatory tanff for the use of the transnnSSIon and dIstnbutIon
system •

2 The smgle buyer may be oblIged to purchase the electnclty contracted by an elIgIble
customer from a producer mSIde or outsIde the temtory covered by the system at a pnce
wInch IS equal to the sale pnce offered by the smgle buyer to elIgible customers mmus the
pnce of the publIshed tanff referred to m paragraph 1 (1)

(n) elIgible customers to be free to conclude supply contracts to cover theIr own needs WIth
producers and, where Member States authonze theIr eXistence, WIth supply undertalangs
outsIde the temtory covered by the system,

1 In the case of the smgle buyer procedure, Member States shall desIgnate a legal person to
be the smgle buyer wIthm the temtory covered by the system operator Member States shall
take the necessary measures for

ArtIcle 18

AppendlxD

I
I
I
I
I
I
I
I
I
I,

I
I
I
I
I
I
I
II I

I

I



5 To aVOId Imbalance m the opemng of electncity markets dunng the penod refered to m
ArtIcle 26

(a) contracts for the supply of electncity under the prOViSions of ArtIcles 17 and 18 With an
el1glble customer m the system of another Member State shall not be prolublted If the
customer IS conSIdered as ehgIble m both systems mvolved,

calculated by the COmmIssion on the basis ofmfonnatlOn regularly provided to It by Member
States The Comnusslon shall publIsh flus average Commumty share definmg the degree of
market opemng m the Official Journal of the European Commumtles before November each
year, With all appropnate mformatlon c1anfymg the calculanon

4 Member States shall publ1sh by 31 January each year the cntena for the defimtton of
ehgIble customers whIch are able to conclude contracts under the cOn<httons stated m ArtIcles
17 and 18 ThIs mfonnanon, together WIth all other appropnate mformatlOn to JUStify the
fulfilment ofmarket opemng under paragraph 1, shall be sent to the Comnusslon to be
pubhshed m the OffiCial Journal of the European Commumnes
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(b) m cases where transactlons as descnbed 10 subparagraph (a) are refused because of the
customer bemg ehglble only In one of the two systems, the Comnusslon may obhge, takmg
mto account the situatlon In the market and the common mterest, the refusmg party to execute
the requested electnclty supply at the request of the Member State where the elIgible
customer IS located In parallel With the procedure and the tnnetable proVided for m ArtIcle

The COI1lIlllSSIOn may request a Member State to modIfy Its speclficatlons, as mentioned m
paragraph 3, If they create obstacles to the correct apphcatlon oftins Dl!ecnve as regards the
smooth functlonmg of the mtemal market m electncity If the Member State concerned does
not comply WIth tlus request WithIn a penod of three months, a final decISion shall be taken m
accordance WIth Procedure I of ArtIcle 2 of Councll DeciSion 87/373IEEC of 13 July 1987
laymg down the procedures for the exercise of Implementlng powers conferred on the
ComnusslOn (10)

3 Member States shall SpeCify those customers mSlde thel! temtory representtng the shares as
specified m paragraphs 1 and 2 winch have the legal capacity to contract electnclty m
accordance With ArtIcles 17 and 18, given that all final consumers consummg more than 100
GWh per year (on a consumpnon site basiS and mc1udmg autoproductton) must be mc1uded
m the above category Dlstnbutton companIes, If not already specified as el1gIble customers
under thIs paragraph, shall have the legal capacIty to contract under the condlnons of ArtIcles
17 and 18 for the volume ofelectnclty bemg consumed by thel! customers deSignated as
ehglble wIthIn theIr dlstnbutlon system, m order to supply those customers

2 The share of the natIonal market referred to m paragraph 1wIll be mcreased progresslVely
over a penod of SIX years ThIs mcrease wIll be calculated by reducmg the Commumty
consumptton threshold of 40 GWh, referred to m paragraph 1 from 40 GWh to a level of 20
GWh annual electnclty consumptIon three years after the entry mto force of tlus DIrectIve and
to a level of 9 GWh annual electnclty consumpnon SIX years after the entry mto force of tins
Dl!ecttve

AppendlxD
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ArtIcle 20

ArtIcle 21

1 Member States shall take the necessary measures to enable

1 Member States shall take measures under the procedures and nghts referred to In Arttcles
17 and 18 to enable
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- any elIgtble customer Withm therr temtory to be supplIed through a dIrect hne by a producer
and supply undertakIngs, where such supplIers are authonzed by Member States

- all electnclty producers and electnclty supply undertakmgs, where Member States authonze
therr eXIstence, estabhshed WIthIn therr temtory to supply therr own premIses, subsidIanes
and ehgtble customers through a dtrect lme,

4 In the event of cross-border dIsputes, the dIspute settlement authonty shall be the dIspute
settlement authonty covenng the system of the smgle buyer or the system operator whtch
refuses use of, or access to, the system

3 Member States shall deSIgnate a competent authonty, whtch must be mdependent of the
partIes, to settle dIsputes relatmg to the contracts and negouatIons In questIon In partIcular,
thts authonty must settle dIsputes concemmg contracts, negotIauons and refusal of access or
refusal to purchase

2 Member States shall ensure that the partIes negotIate m good faIth and that none of them
abuses Its negotIatIng pOSItIon by preventIng the successful outcome of negotIatIons

(11) producers located outSIde the temtory covered by the system to conclude a supply
contract followmg a call for tender for new generatlng capaCIty, and to have access to the
system to perform the contract

(1) mdependent producers and autoproducers to negotlate access to the system so as to supply
therr own premIses and subsidanes m the same Member State or In another Member State by
means of the Interconnected system,

5 Recourse to thIs authonty shall be WIthout prejudIce to the exerCIce of nghts of appeal
under CommuDIty law

Appendix D

26, and not later than after half of the penod proVIded for m that ArtIcle, the ConumssIOn
shall reVIew the applIcanon of subparagraph (b) of the [lIst subparagraph on the basIS of
market developments takmg mto account the common mterest In the hght of expenence
gamed, the Comrmsslon shall evaluate thts situatlon and report on possIble Imbalance m the
opemng ofelectncIty markets With regard to thIs paragraph
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ArtIcle 23

ArtIcle 22

ArtIcle 24

CHAPTER VIII
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1 Those Member States In whIch COmmItments or guarantees of operatIon gIven before the
entry Into force of thIs Dll'ectlve may not be honoured on account of the prOVISIons of thIs
Dll'ectIve may apply for a tranSItional regIme whIch may be granted to them by the
ConumssIOn, takIng mto account, amongst other thIngs, the SIze of the system concerned, the
level of mterconnecnon of the system and the structure of Its electnclty mdustry The
COmmISSIOn shall Inform the Member States of those applIcations before It takes a deCISIon,

The Member State concerned shall Without delay notify these measures to the other Member
States, and to the COmmISSIOn, whIch may decIde that the Member State concerned must
amend or abolIsh such measures, Insofar as they chstort competltlon and adversely affect trade
In a manner whIch IS at vanance WIth the common Interest

Fmal proVISIOns

Member States shall create appropnate and effiCIent mechamsms for regulatIon, control and
transparency so as to aVOId any abuse of domInant pOSItion, m partlcular to the detnment of
consumers, and any predatory behavIOur These mechamsms shall take account of the
prOVISIOns of the Treaty, and m particular ArtIcle 86 thereof

4 Member States may make authonzanon to construct a chrect lme subject eIther to the
refusal of system access on the basIS, as appropnate, of ArtIcle 17 (5) or ArtIcle 18 (4) or to
the opemng of a chspute settlement procedure under ArtIcle 20

5 Member States may refuse to authonze a d.rrect hne If the grannng of such an authonzatIon
would obstruct the prOVISIOns of Art:1cle 3 Duly substannated reasons must be gIven for such
refusal

AppendlxD

3 The posslbIhty of supplYIng electnclty through a chrect lme as referred to In paragraph 1
shall not affect the possIbIlIty of contractIng electncIty In accordance WIth ArtIcles 17 and 18

In the event of a sudden cnSIS In the energy market and where the phYSICal safety or secunty
of persons, apparatus or Installations or system Integnty IS threatened, a Member State may
temporanly take the necessary safeguard measures Such measures must cause the least
pOSSIble dIsturbance m the functIonmg of the Internal market and must not be WIder m SCOpe
than IS stnctly necessary to remedy the sudden chfficultIes whIch have ansen

2 Member States shall lay down the cntena for the grant of authonzatlons for the
construcuon of direct hnes In thel! temtory These cntena must be objectIve and non
dlscnmmatory
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Article 26

ArtIcle 27

Article 25

2 The Council and the European Parhament shall gIVe theIr VIews on such proposals WIthIn
two years of theIr SUbmISSIOn
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1 Member States shall bnng Into force the laws, regulatlons and adrmmstranve prOVISions
necessary to comply With thIs DIrecnve not later than 19 February 1999 They shall fOrthWIth
Inform the COmmISSIOn thereof
2 BelgIum, Greece and Ireland may, due to the specIfic techmcal charaetensncs of theIr
electnclty systems, have an addtnonal penod of respectIvely 1 year. 2 years and 1 year to
apply the obhganons enswng from thIs DrreCllve These Member States, when makIng use of
thIs optlon, shaliinform the COmmIssion thereof

The Comnnssion shall reVIew the apphcanon of thIs DIrectIve and submIt a report on the
expenence gamed on the functIonmg of the mternal market In electnclty and the
lmplementanon of the general rules mentIoned In ArtIcle 3 In order to allow the European
ParlIament and the CouncIl, m the hgbt of expenence gamed, to conSIder, In due tIme, the
pOSSibIlity of a further opemng of the market winch would be effective nme years after the
entry mto force of the DIrecnve takIng Into account the coeXIstence of systems referred to In
Artlcles 17 and 18

1 The COmmISSIOn shall submIt a report to the Council and the European Parhament, before
the end of the flIst year follOWing entry tnto force of thIs DIrectIve, on harmomzatlon
reqUIrements wInch are not lInked to the prOVIsIOns of thIs DIrecnve Ifnecessary, the
COmmISSIOn shall attach to the report any harmoruzatlon proposals necessary for the effecnve
operatIon of the Internal market In electncIty

3 Member States winch can demonstrate, after the DIrective has been brought Into force, that
there are substantIal problems for the operanon of theIr small Isolated systems, may apply for
deroganons from the relevant proVISIons of Chapter IV, V, VI, VII, whIch may be granted to
them by the COlDIDlsslon The latter shall Inform the Member States of those apphcanons
pnor to takIng a deCISIon, takIng mto account respect for confidentlahty ThIs decISIon shall
be publIshed m the OffiCIal Journal of the European Commumnes TIns paragraph shall also
be applIcable to Luxembourg

2 The tranSItlOnal regIme shall be of llIIllted duratlon and shall be lInked to exprry of the
COmmItments or guarantees referred to In paragraph 1 The transItional regune may cover
deroganons from Chapter IV, VI and VII of thIs Drrecnve Apphcanons for a transItIonal
regIme must be notlfied to the ComnnSSIon no later than one year after the entry Into force of
thIs DrrectIve

takIng Into account respect for confidennahty TIns decIsIon shall be pubhshed In the OffiCIal
Journal of the European Commumties
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(9) OJ No L 193. 18 7 1983, P I DIrectIve as last amended by the 1994 Act of AcceSSIon

(8) OJ No L 222, 14 8 1978, P 11 DIrect1ve as last amended by the 1994 Act of AcceSSIOn

(7) OJ No L 109,26 4 1983, P 8 DIrectIve as last amended by the 1994 Act of AcceSSIon

(3) Oplffion of the European ParlIament of 17 November 1993 (OJ No C 329, 6 12 1993, P
150) CaUDell common pOSltlon of 25 July 1996 (OJ No C 315, 24 10 1996, P 18) and
DeclSlon of the European Parhament of 11 December 1996 (not yet publIshed In the OffiCial
Journal) Council DecISIon of 19 December 1996
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(10) OJ No L 197, 18 7 1987, P 33

For the Council

(4) OJ No L 313,13 11 1990, p 30 DIrectlve as last amended by Comnusslon DeclSlon
951162IEC (OJ No L 107,12 5 1995, P 53)

The PreSIdent S BARRETT
(1) OJ No C 65, 14 3 1992, p 4 and OJ No C 123,4 5 1994, P 1

(2) OJ No C 73,15 3 1993, P 31

(5) OJ No L 185,17 7 1990, P 16 DIrectlve as last amended by COmmIssion DIrectlve
93/87IEEC (OJ No L 277, 10 11 1993, P 32)

(6) OJ No L 161,29 6 1996, P 147

For the European ParlIament

The PreSIdent K HAENSCH

Done at Brussels, 19 December 1996

ThIs Drrectlve IS addressed to the Member States

Article 29

ThIs DIrectlve shall enter Into force on the 20th day folloWIng that of Its publIcatIOn In the
OffiCIal Journal of the European Commumtles

Article 28

3 When Member States adopt these prOVISIons, they shall contaIn a reference to thIs
Drrecuve or shall be accompamed by such reference on the occasIon of therr OffiCIal
publIcatlon The methods of makIng such reference shall be laid down by Member States
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