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Preface

Transposition is not enough -
Singing along with the Energy Community

“Transposition - it's not enough, not enough, not enough”:
the chorus of a song written by our colleague Peter Vajda on a
tune by Manic Street Preachers for the Secretariat’s occasional
camp fire retreats in the hills outside Vienna sums up nicely
the Secretariat’s work as well as this year’s reporting period.

Transposition was very much in the focus of last year. 2015
was determined by the race among Contracting Parties for
transposing the Third Energy Package by the deadline of 1
January. This race was won by Serbia, Albania and Ukraine (for
gas), victories which we celebrated already in last year’s Imple-
mentation Report. In the meantime, Montenegro, Moldova and
Kosovo*' crossed the finishing line as well. Congratulations to
those who made it possible. But then Bosnia and Herzegovina
as well as former Yugoslav Republic of Macedonia seem to
have dropped out of the race or even walk backwards. This
is an issue of serious concern for the Energy Community and
unfortunately, a general indicator for the lack of capability
and/or willingness in those countries to follow European rules.

Transposition may not be enough but it should not be under-
rated either. In those countries where the respect for the law
as the only acceptable guidance for relations among economic
and political actors exists, codified norms make all the differ-
ence. Without them there is no further elaboration of second-
ary legislation, no independent and proactive institutions and
no enforcement by private actors in front of authorities and
courts. Albania, for example, realized that it needed a Third
Package-compliant Gas Law as a prerequisite for the certifica-
tion of the Trans Adriatic Pipeline (TAP), a project clearly in the
national interest. In Serbia, the creation of a national power
exchange boosted the adoption of a new Energy Law, and in
Ukraine the international arbitration between Naftogaz and
Gazprom is motivating the country to strive for the highest
standards of compliance.

While transposition is thus sine qua non for changing the re-
alities in our countries in line with the internal energy market’s
visions and values, changing those realities requires additional
action and commitment. Once the sprint for transposition is
over the implementation marathon only starts. Unlike transpo-
sition, which describes the rather technical process of “trans-
lating” European law in a country’s domestic legal order, the
notion of implementation is fuzzy. Its success cannot be meas-
ured by simple correlation tables. It is thanks to the efforts
of two colleagues at the Secretariat, Andreas Pointvogl and
Borko Raicevic, that this Implementation Report for the first
time undertakes a systematic and structured approach to break

down the assessment into individual factors, and to compare
the relative success of our Contracting Parties in that respect.
The beautiful spider web (radar) on page 12 shows that imple-
mentation reporting has its aesthetical side as well.

During this reporting period, the Secretariat continued going
deeper below the surface of transposition, towards the inner
fabric of Contracting Parties’ energy sectors. This quest is re-
flected also in many of our practical initiatives. Enforcement, for
instance, is an ongoing attempt to fully understand implemen-
tation problems, to encourage countries to address them and at
the same time to grant individuals, associations and companies
the access to justice which international organisations often
deny them. Under the Third Energy Package’s unbundling pro-
visions, the Secretariat gets involved in the restructuring of the
incumbent utilities and system operators in each Contracting
Party, in many of which the energy sectors and the incumbents
are still synonymous to a large extent. In-depth audits of the
governance, independence and performance of energy reg-
ulatory authorities, impartial arbiters and staunch promoters
of liberalized energy markets in an ideal world, reveal a wide
gap between law on the books and reality. In the first of these
reviews concerning Moldova’s regulator ANRE, the Secretari-
at used novel techniques such as stakeholder interviews and
media analysis. Finally, the Secretariat used its involvement in
the Berlin Process and the CESEC initiative (more about those
immediately) also as instruments to get a truer and fairer view
of the energy sectors in the region, including the motivation
and interests driving their actors and the challenges they face.

At the same time, the Secretariat’s role in implementing the
acquis goes far beyond that of a passive and distant observer.
Implementation requires expertise and creativity in drafting
legislation which neither copy-pastes the acquis nor betrays its
key principles. The primary and secondary legislation drafted
by working groups involving the Secretariat are legion, many
of them at our premises in Vienna. But promoting implemen-
tation does not stop here. Projects need to be designed and
realized, be it infrastructure projects such as the pipeline con-
necting Romania and Moldova, or market projects such as the
creation of a power exchange in Albania, to name only two of
several flagship projects. And implementation may require the
resolution of disputes which often block further energy reform.
The Secretariat's facilitation of an amicable settlement of an
investment dispute between Gas Natural Fenosa of Spain and
the Government of Moldova in July this year was of paramount
importance for rebuilding the sector through better legislation,
infrastructure and financial support. Implementation in all its
facets is at least as political as it is technical, and it is no surprise
that in recent years the Secretariat became an actor in its own
right in the energy sector of many Contracting Parties.

* Throughout this Implementation Report, this designation is without prejudice to positions on status, and is in line with UNSCR 1244 and the ICJ Opinion on the

Kosovo declaration of independence.

1 Following an agreement between the Serbian and Kosovo* Governments reached under EU facilitation, Kosovo* is the only denomination to be used within the

framework of regional cooperation.
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Transposition is not enough,
but neither is implementation

The Energy Community’s third dimension is integration. Inte-
gration of energy markets on a regional level but also with the
wider European energy market may be the Energy Community’s
most noble objective as integrated markets translate into pros-
perity, peace and stability. Integration must go hand in hand
with domestic reform. The experience in South East Europe
shows that the creation of a regional wholesale market depends
on liquid national markets and vice versa. It also shows that
often the only true challenge to monopolistic national energy
markets will come from enlarging those markets and getting
foreign players in, which in turn depends on the creation of
supporting conditions for new market entrants on the national
level. This predicament is difficult to be overcome with the
limited means of the Energy Community. And integration has
even less friends than domestic reform. More than ten years
after the Community’s coming into existence, regional and
pan-European market integration is still in its infancy.

The past year has seen increased efforts to remove this thorn
in the side of the Energy Community. The Infrastructure Reg-
ulation (EU) 347/2013 incorporated last year by the Ministerial
Council triggered an intense process of project prioritization
in the electricity, gas and oil sectors. The Berlin or Western
Balkan 6 Process reinvigorated the work on creating regional
energy markets while making sure that this happens within the
framework of the Energy Community. The triangle of Member
States (political impetus), European Commission (financing in-
frastructure conditioned on the completion of a list of so-called
soft measures) and the Secretariat (designing the soft measures,
helping to see them through and monitoring progress) proved
to be effective. So successful in fact that CESEC, a regional
gas infrastructure initiative, would like to copy it and extend

Janez Kopac
Director

its activities beyond gas, infrastructure and its currently limit-
ed constituency. This will only work if a link with the Energy
Community governance is established, preferably under Title Il
of the Energy Community Treaty, the underused legal basis for
the creation of regionally integrated energy markets.

Energy in that sense goes beyond electricity, gas and oil. At the
Paris summit in July this year, the third annual summit under
the Berlin Process, the Western Balkan countries agreed on a
Regional Sustainability Charter, thus closing the gap between
energy market reforms and the efforts to increase energy ef-
ficiency, renewable energy production and the reduction of
greenhouse gas emissions. These latter areas may have been
neglected in the Energy Community’s first ten years. But as the
catching-up of our markets with those of the EU is well under-
way, they rightly demand the central place they deserve in the
regional and national energy policy. Another Paris summit, the
COP21 meeting in December 2015, saw our Contracting Parties
joining the rest of the world in its ambitious commitment to
reduce greenhouse gas emissions. This heralds an era also for
the Energy Community in which energy sector reform and inte-
gration will have to serve the fight against climate change just
as well as improving the efficiency and transparency of market
operation. We are deeply convinced that in this dawning era,
an Energy Community without a strong focus on sustainability
is an anachronism.

The Secretariat will strive to remain in the vanguard of these
developments, and to set the course for this inevitable change.
Its core strength is and remains the team of dedicated col-
leagues working hard on the reform chain from transposition
to implementation and integration. They wrote the texts which
you are now about to read but which would not have been con-
solidated into this great Implementation Report 2015 - 2016
without the tireless work of Barbora Poyner and Heli Lesjak.

Dirk Buschle
Deputy Director
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Contracting Parties’ Implementation Indicators Radar
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The radar chart provides a snapshot of the Contracting Parties’
performance in the implementation and transposition of the
Energy Community acquis as well as an overview of key factors
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influencing their capability to do so such as the rule of law and
transparency. A high-level description of the methodology used
for the implementation indicators is available on page 184.



The state of implementation in 2016 is marked by six of the
eight Contracting Parties having transposed the Third Energy
Package (albeit Ukraine still only in the gas sector). These coun-
tries are currently in various stages of its implementation. Bosnia
and Herzegovina and former Yugoslav Republic of Macedonia
continue to fail, more than one and a half years after the
transposition deadline set by the Ministerial Council. All Con-
tracting Parties with the exception of Serbia are yet to take steps
towards meeting the requirements of the Qil Stocks Directive.

Serbia and Montenegro are the leaders in transposition of the
sustainability acquis comprising energy efficiency, environment
and renewables. Transposition is the weakest in the sphere of
energy efficiency, where several Contracting Parties are yet
to transpose the Energy Performance of Buildings Directive
(Albania, Kosovo* and Ukraine) and Energy Services Direc-
tive (Albania and Ukraine). Transposition and implementation
of the statistics acquis is fairly high in all Energy Community
Contracting Parties.

The radar chart's 23 indicators allow the identification of trends
like the very heterogeneous results in all dimensions of Sustain-
ability, poor Transparency ratings, or a general room for im-
provement in institutional capacity (indicators in North-eastern
corner) for all countries. The radar also shows that in some areas
there are two speeds of implementation with clear frontrun-
ners, for example in promoting the Independence of NRAs, like
Montenegro, Serbia, Albania, or Kosovo*, or in the Transposi-
tion of Electricity laws, with Ukraine, former Yugoslav Republic
of Macedonia and Bosnia and Herzegovina lagging behind.

A closer look into the relative performance of countries reveals
that the newest members of the Energy Community, Ukraine
and Moldova, are lagging behind in nearly all implementa-
tion-related dimensions, but are on average not worse than the
Balkan members of the Energy Community in terms of transpo-

sition. The indicators also suggest that performance is poorer
where implementation gets more difficult (see the scorings in
the spheres of Transparency and General Rule of Law, where
all Contracting Partiers underperform as compared to Statistics
with good results in both transposition and implementation),
or that successful implementation naturally follows from com-
pliant transposition (compare for example the Transposition
Ratios with the Implementation Ratios for Competition & State
Aid, Electricity, or Gas).

There are also big variances in many different indicators. The
scorings indicate that one cannot conclude that complying in
hard (i.e. costly) factors like Infrastructure Adequacy (Gas) or the
building of oil stocks (Implementation Ratio Oil) is structurally
more difficult than for those that can be considered softer,
like market development (Implementation Ratios Electricity
and Gas) and overall compliance with the Energy Community
laws (see the EnC rule of law indicator, or the heterogeneity
in Transposition of Energy Efficiency measures).

The ‘Overview of Implementation Performance by Contracting
Parties’ graph below provides a less granular view of the pro-
gress achieved by the Contracting Parties. There it becomes
clear who the overall frontrunners are and which sectors are
problematic. It also shows why the winners are doing well
(e.g. Montenegro in Sustainability, Albania in Electricity, Serbia
above average in all dimensions). Still, this overview also shows
that there is still a significant way to go in terms of implemen-
tation, even for the leaders.

More details on each Contracting Party’s performance can be
discovered in the national implementation graphs in the re-
spective country chapters. The graphs bring into view structural
deficits or qualities that hamper or promote the overall perfor-
mance of a Contracting Party in complying with its obligations
under the Energy Community Treaty.

lsla  Overview of Implementation Performance by Contracting Parties
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2 Introduction

a. The Energy Community

The Energy Community extends the European Union (EU) inter-
nal energy market to its neighbouring countries. The principle
objectives of the Energy Community are to create a regula-
tory and market framework which is capable of attracting
investments for a stable and continuous energy supply. This
paves the way for an integrated energy market, allowing for
cross-border trade and integration with the EU market. The
Energy Community strives to enhance security of supply and

Bosnia &
Herzegovina

8 Malta

Serbia

competition, and to improve the environmental situation in its
Contracting Parties.

The Treaty establishing the Energy Community was signed in
October 2005 in Athens. Following ratification by all Parties,
the Treaty entered into force on 1 July 2006. As of 1 September
2016, the Parties to the Treaty are the European Union, and
eight Contracting Parties, namely Albania, Bosnia and Herze-
govina, Kosovo*, former Yugoslav Republic of Macedonia,
Moldova, Montenegro, Serbia and Ukraine.

Energy Community
Members

. European Union

Observers

Contracting parties

Candidate

Ukraine

Georgia

Armenia

Cyprus

** 20 of the 28 EU Member States hold a Participant status according to Article 95 of the Energy Community Treaty.

Source: Energy Community Secretariat
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Pursuant to Article 95 of the Energy Community Treaty, the
European Union Member States can obtain the status of a Par-
ticipant to the Treaty. Currently 20 of the 28 EU Member States
are Participants to the Treaty, namely Austria, Bulgaria, Croatia,
Czech Republic, Cyprus, France, Finland, Germany, Greece,
Hungary, Italy, Latvia, Lithuania, the Netherlands, Poland, Ro-
mania, Slovakia, Slovenia, Sweden and the United Kingdom.
Lithuania was the last to acquire the status of a Participant on
16 October 2015.

Armenia, Georgia, Norway and Turkey are Observers under
Article 96 of the Treaty. Georgia has applied to join the Energy
Community as a full member.

Energy Community Institutional Setting

b. The Institutions

The implementation of the acquis is backed up by a strong
institutional setting. This includes the Ministerial Council, as
the supreme decision-making body, and the Permanent High
Level Group (PHLG), which prepares the work of the Ministe-
rial Council. The Energy Community Regulatory Board (ECRB)
and the Fora for electricity, gas, and oil have an advisory role
towards the decision-making bodies.

The neccessity to further strengthen the role of the institutions
to better support the achievements of the Energy Community
Treaty’s objectives was one of the key findings of the Ener-
gy Community High Level Reflection Group Report in 2014.
A process is currently under way to implement some of the
Group’s proposals.

MINISTERIAL FI)-IIEIEMHAL'EI\E/ELT REGULATORY ENERGY
COUNCIL CROUP BOARD COMMUNITY ELECTRICITY
(€:) SECRETARIAT GAS
(PHLG) o

Source: Energy Community Secretariat

c. The Secretariat

With its seat in Vienna, the Secretariat of the Energy Commu-
nity is the only permanent and independent institution under
the Treaty. In its threefold role, the Secretariat assists the Parties
and institutions of the Treaty, enforces the implementation of
the Treaty's acquis and monitors the state of implementation.

In accordance with Article 67(b) of the Treaty, the Secretariat is
to review the proper implementation by the Contracting Parties
of their Treaty obligations and submit Annual Implementation
Reports to the Ministerial Council of the Energy Community.

d. Dispute Settlement

The Energy Community Treaty envisages a dispute settlement
mechanism to enforce the acquis obligations assumed by the
Parties. The Ministerial Council adopted more detailed rules
on dispute settlement on 27 June 2008, which structure the
procedure and further define the roles of all participants. The
Dispute Settlement Rules were revised by the 13th Ministerial
Council in October 2015. Both sets of Dispute Settlement Rules
are applicable in parallel. Cases initiated before 16 October
2015 are dealt with in accordance with the 2008 rules, whereas
cases initiated after that date are dealt in line with the rules as
amended in 2015.

The rules provide for a preliminary procedure preceding the
submission of a case of non-compliance to the Ministerial
Council. This preliminary procedure is carried out by the Sec-
retariat as an independent institution being in a position to
clarify the factual and legal circumstances of each case. Under
such circumstances, the Secretariat initiates a case by way of
an Opening Letter to be followed, as the case may be, by a
Reasoned Opinion and a Reasoned Request to the Ministerial
Council.

A new fast-track procedure was introduced via the 2015
amendments for non-transposition and non-notification cas-
es, where the Secretariat shall submit a Reasoned Request to
the Ministerial Council directly without preliminary procedure.

The new Dispute Settlement Rules also introduce provisions
for the communication between national administrative au-
thorities and courts, on the one hand, and the Secretariat, on
the other hand. This option was used for the first time by the
Antimonopoly Committee of Ukraine in 2016.
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e. Acquis

The Energy Community acquis communautaire under Title I
of the Treaty comprises the core EU legislation in network
energy, environment, competition, renewable energy, energy
efficiency, oil and statistics. In the Energy Community context,
network energy consists of electricity, gas and oil.

As a response to the evolution of EU energy law, the Treaty
envisages the swift incorporation of new EU legislation to the
Energy Community upon proposal by the European Commis-

% Acquis on Electricity

sion. After entry into force of the Treaty, the Energy Community
acquis has been extended several times. At the 2015 Tirana
Ministerial Council a new area of acquis, infrastructure, was
added to the Contracting Parties’ obligations.

The tables below display the Energy Community acquis com-
munautaire presently in force. The implementation deadlines
have been set by respective Ministerial Council decisions. Due to
their later accession, the implementation deadlines may differ
for Moldova and Ukraine.

Title of Document

Directive 2009/72/EC concerning common rules for the internal market in electricity and repealing Directive

2003/54/EC

Regulation (EC) 714/2009 on conditions for access to the network for cross-border exchanges in electricity

and repealing Regulation (EC) 1228/2003

Regulation (EU) 838/2010 on laying down guidelines relating to the inter-transmission system operator
compensation mechanism and a common regulatory approach to transmission charging

Regulation (EU) 543/2013 on submission and publication of data in electricity markets and amending Annex

| to Regulation (EC) 714/2009

Directive 2005/89/EC concerning measures to safeguard security of electricity supply and infrastructure

investment

The electricity acquis sets minimum requirements for the es-
tablishment of competitive electricity markets, including the
development of coherent, transparent and non-discriminato-
ry security of supply policies. Decision 2011/02/MC-EnC sets
separate deadlines for Article 9 of Directive 2009/72/EC on
the unbundling of transmission system operations, namely of

General Implementation = Implementation Deadline

Deadline Moldova / Ukraine
1Jan 2015 1Jan 2015

1Jan 2015 1Jan 2015

1Jan 2014 1Jan 2014

24 Dec 2015 24 Dec 2015

31 Dec 2009 Moldova: 31 Dec 2010

Ukraine: 1 Jan 2012

1 June 2016 and 1 June 2017 for Article 9(1) and Article 9(4)
respectively. Article 11 on certification in relation to third parties
is to be implemented no later than 1 January 2017.

The PHLG adopted Regulation (EU) 543/2013 on transparency
of electricity markets at its June 2015 meeting.

Increasing Electricity Market Transparency

The PHLG's decision adopting Transparency Regulation
543/2013 foresees a transposition date of 24 Decem-

N ber 2015 and an implementation date of 24 December
2016 for the Contracting Parties. Until the time of publi-
cation of this Report, no Contracting Party has managed
to successfully transpose this regulation governing the

F submission and publication of fundamental electricity
market data.

(0] As regards implementation, the state of play is very
heterogeneous with those countries whose transmission

C system operators are members of European Network for
Transmission System Operators for Electricity (ENTSO-E)

U leading and all others lagging behind. This is partly due
to the regulation’s concept of centrally publishing data

S via a platform operated by ENTSO-E. Another explana-

tion is that transparency is an element of every legislative
package since the beginning of market liberalisation,
resulting in those countries that lead in implementing
the older acquis also leading in implementing the Trans-
parency Regulation.

Transparency is a necessary precondition for market
functioning. With the experience gained during the
development of cross-border wholesale markets in the
EU, awareness for the need for a harmonised and com-
prehensive set of rules for transparency in electricity
markets rose. Accordingly, the new regulation needs
to be translated into reality, aiming to move towards a
level playing field in the pan-European electricity market,
reducing transaction costs and providing legal certainty.
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Title of Document

Directive 2009/73/EC concerning common rules for the internal market in natural gas and repealing

Directive 2003/55/EC

Directive 2009/73/EC concerning common rules for the internal market in natural gas and repealing

Directive 2003/55/EC

Regulation (EC) 715/2009 on conditions for access to the natural gas transmission networks and repealing

Requlation (EC) 1775/2005

Directive 2004/67/EC concerning measures to safeguard security of natural gas supply

The gas acquis establishes the main principles of gas market
liberalisation. Decision 2011/02/MC-EnC sets separate dead-
lines for Article 9 of Directive 2009/73/EC on the unbundling
of transmission system operations, namely of 1 June 2016 and
1 June 2017 for Article 9(1) and Article 9(4) respectively. Article
11 on certification in relation to third parties is to be imple-
mented no later than 1 January 2017.

In view of the unique characteristics of its gas market, the Min-
isterial Council Decision 2012/05/MC-EnC granted Moldova an
extended implementation deadline. As regards the provisions
of Article 9 of Directive 2009/73/EC, the deadline of 1 January
2020 applies for Moldova.

General Implementation = Implementation Deadline
Deadline Moldova / Ukraine

Moldova: Article 9:

1Jan 2015 1 Jan 2020
1Jan 2015 1Jan 2015
1Jan 2015 1Jan 2015
31 Dec 2009 Moldova: 31 Dec 2010

Ukraine: 1 Jan 2012

The discussion on the adoption of Regulation (EU) 994/2010 of
20 October 2010 Concerning Measures to Safeguard Security
of Gas Supply has been ongoing in the Energy Community since
2013. In parallel, the revision of the regulation has started at
the EU level. At the March 2016 PHLG, the European Com-
mission presented its proposal on a new security of gas supply
regulation that would incorporate the Contracting Parties and
repeal Regulation (EU) 994/2010. The Commission is to make a
legislative proposal for the Joint Act on Security of Gas Supply
once the revised regulation is adopted at the EU level.

Network codes are operational documents enabling
practical implementation of the Third Energy Package in
the European Union, by supplementing Regulation (EC)
715/2009 on Conditions for Access to the Natural Gas
Transmission Network with more detailed rules. By their
legal nature, network codes are regulations approved by
the European Commission, which ensures their direct
applicability in the EU Member States. For the other half
of the Energy Community, the Contracting Parties, this
direct applicability is not possible and legal obligation
can be ensured only via institutional adaptations and
decisions. Although the Third Energy Package has been
adopted by the Ministerial Council and is legally binding
for the Contracting Parties from January 2015, this is
not yet the case for the network codes.

Following the conclusions of the PHLG in March 2016,
the Secretariat, together with the European Commis-
sion, developed an implementation concept. The con-

cept, discussed with European Network for Transmission
System Operators for Gas (ENTSOG) and Agency for the
Cooperation of Energy Requlators (ACER) and presented
to the PHLG in June, strongly emphasises cooperation
between the Contracting Parties and neighbouring EU
Member States ex ante and ex post network code imple-
mentation. Transmission system operators and national
regulatory authorities have started to discuss the net-
work codes one by one, with the aim to define the key
steps and deadlines in which different provisions can be
implemented at the interconnection points.

The first dedicated meeting took place at the beginning
of July 2016 in Budapest. Additional meetings are fore-
seen to take place during the autumn with the final aim
to clarify the adaptations to the EU network codes texts
as well as the deadlines and steps for their future imple-
mentation in the Energy Community Contracting Parties
in due time for the PHLG meeting in December 2016.
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& Acquis on Infrastructure

Title of Document

Regulation (EU) 347/2013 on guidelines for trans-European energy infrastructure

The purpose of the regulation is to streamline the permitting
procedure and facilitate investments in energy infrastructure
in order to achieve the Energy Community’s energy and envi-
ronment policy objectives. The regulation as adapted for the
Energy Community establishes rules for identifying projects of
Energy Community significance. The identification of potential
projects is to follow within the categories of electricity, gas
and oil infrastructure, as well as the thematic area ‘smart grid
deployment’.

General Implementation Deadline

1Jan 2017

When adopted, these projects will benefit from streamlined
permitting procedures within Contracting Parties and where
applicable from cross-border cost allocation. They may also be
eligible for European Union technical and financial assistance
from the Instrument for Pre-Accession Assistance (IPA) and the
Neighbourhood Investment Facility (NIF).

Due to the still ongoing transposition, the Implementation Re-
port 2016 does not assess the Contracting Parties’ compliance
with the regulation.

Selection of Priority Infrastructure Projects

| Following the Ministerial Council Decision 2015/09/
MC-EnC regarding the adaptation and adoption of

N Regulation 347/2013 in the Energy Community, the
first selection of Projects of Energy Community Interest
(PECI) and Projects of Mutual Interest (PMI) in electricity,
gas and oil infrastructure was performed in 2016.

The methodology for selecting the electricity and gas

F projects was in line with the EU process of selecting Pro-
jects of Common Interest, including net present value
(0] based market modelling and monetizing the societal
costs and benefits of each project. This analysis was
C supplemented with a multi-criteria analysis in order to

incorporate non-monetizable impacts and conditions of
the projects into the assessment, such as market inte-

u gration, system flexibility or maturity of the project. The
European Commission coordinated the process, which
S was assisted by a consultancy consortium.

The proposal for a preliminary list of projects was made
by electricity and gas groups, made of representatives of
ministries, regulators and transmission system operators
of the Contracting Parties, the European Commission
and the Energy Community Secretariat. In cooperation
with ACER, the Energy Community Regulatory Board
provided its opinion on the proposed project list. The
final list of Projects of Energy Community Interest and
Projects of Mutual Interest is expected to be approved
by the Ministerial Council in October 2016.

The projects having received the PMI status are pro-
posed to be treated as PECIs within the corresponding
host countries in accordance with Recommendation of
the Ministerial Council.
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Acquis on Environment

Title of Document

Directive 85/337/EEC on the assessment of the effects of certain public and private projects on the

General Implementation = Implementation Deadline
Deadline Moldova / Ukraine

Moldova: 31 Dec 2010

environment, as amended by Directives 97/11/EC and 2003/35/EC 1Jul 2006 Ukraine: 1 Jan 2013
Directive 1999/32/EC relating to a reduction in the sulphur content of certain liquid fuels and amending 31 Dec 2011 Moldova: 31 Dec 2014
Directive 93/12/EEC Ukraine: 1 Jan 2012
Directive 2001/80/EC on the limitation of emissions of certain pollutants into the air from large Moldova: 31 Dec 2017

. 31 Dec 2017 .
combustion plants Ukraine: 1 Jan 2018
Directive 2010/75/EU on industrial emissions (integrated pollution prevention and control) - for new plants 1Jan 2018 1Jan 2018
Directive 2010/75/EU on industrial emissions (integrated pollution prevention and control) - for existing 1 Jan 2029 Ukraine: SO, and dust:
plants 1Jan 2029 NO,: 1 Jan 2034
Article 4(2) of Directive 79/409/EEC on the conservation of wild birds 1 Jul 2006 Moldova: 31 Dec 2010

Directive 85/337/EEC aims at identifying and assessing environ-
mental consequences of projects before a building or operation
permit is granted. The key objective of the Sulphur in Fuels
Directive 1999/32/EC is to ensure effective protection from
the risks resulting from SO, emissions, by imposing thresholds
meant to prevent sulphur deposition exceeding critical loads
and levels. Article 13 of the Treaty invites the Contracting Par-
ties to accede to the Kyoto Protocol, which all Contracting
Parties with the exception of Kosovo* have already done, the
majority, however, without emission reductions commitments.

The overall aim of the Large Combustion Plants Directive
2001/80/EC is to reduce emissions of acidifying pollutants,
particles, and ozone precursors. By Decision 2013/05/MC-EnC,
Article 4(6) of Directive 2001/80/EC was adapted for the specific
purposes of the Energy Community, including the period for
using National Emission Reduction Plans which will expire on
31 December 2027.

oo Acquis on Competition

Ukraine: 1 Jan 2015

Based on Ministerial Council Decision 2013/06/MC-EnC, the
provisions of Chapter lll, Annex V, and Article 72(3)-(4) of the
Industrial Emission Directive 2010/75/EU are applicable to new
plants as from 2018 onwards. According to Ministerial Council
Decision 2015/06/MC-EnC, Contracting Parties shall implement
those provisions in the case of existing plants by 1 January
2028 at the latest. Prior to that date, they shall endeavour to
implement the provisions of Chapter Ill and Annex V within
the shortest possible timeframe, in particular in the case of
retrofitting existing plants. For Ukraine, the implementation
deadlines for existing plants are set at 1 January 2029 for SO,
and dust and 1 January 2034 for NO, by Ministerial Council
Decision 2015/07/MC-EnC.

The acquis on competition (Articles 18 and 19 of the Treaty)
rests on three pillars:

1. The prohibition of anticompetitive agreements established
by Article 101 of the Treaty on the Functioning of the Eu-
ropean Union (TFEU);

2. The prohibition of abuse of a dominant position provided
for in Article 102 of the TFEU; and

3. The prohibition of State aid granted in violation of Article
107 of the TFEU.

With reference to Article 106 of the TFEU, public undertakings,
including undertakings providing services of general economic
interest, must also comply with the above rules.

The Contracting Parties are under an obligation to introduce,
to the extent the trade of network energy between the Con-
tracting Parties may be affected, rules prohibiting cartels
(agreements between undertakings, decisions by associations
of undertakings and concerted practices), abuses of a dominant
position, and rules prohibiting State aid. Moldova and Ukraine
are under the same obligation from May 2010 and February
2011 respectively. The respective prohibitions are to be applied
to public undertakings and undertakings to which special or
exclusive rights have been granted by virtue of Article 19 of
the Treaty.
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83 Acquis on Renewable Energy

Title of Document

General Implementation
Deadline

Implementation Deadline
Moldova / Ukraine

‘ Directive 2009/28/EC on the promotion of the use of energy from renewable sources

1Jan 2014 1Jan 2014

By Decision 2012/03/MC-EnC, the Ministerial Council adopted
Directive 2009/28/EC and determined the Contracting Parties’
binding national targets to be achieved through the use of

Energy Community Renewable Energy 2020 Targets
Albania
Bosnia and Herzegovina
Kosovo*
FYR of Macedonia
Moldova
Montenegro
Serbia
Ukraine

0% 5%

10% 15%

[ 2009 RES share

Acquis on Energy Efficiency

M Additional Effort to 2020 RES Target | 2014 RES share

renewable energy in the electricity, heating and cooling, and
transport sectors by 2020. For determining the targets, a similar
methodology as for the EU Member States was applied.

20% 25% 30% 35% 40% 45%

Interim target (2013-2014)
Source: EUROSTAT

| ¢4
Title of Document General Implementation Deadline
Directive 2012/27/EU on energy efficiency, amending Directives 2009/125/EC and 2010/30/EU and repealing Directives 2004/8/ 15 Oct 2017
EC and 2006/32/EC
Directive 2006/32/EC on energy end-use efficiency and energy services and repealing Council Directive 93/76/EEC 31 Dec 2011
Directive 2010/30/EU on the indication by labelling and standard product information of the consumption of energy and other 31 Dec 2011
resources by energy-related products
Directive 2010/31/EU on the energy performance of buildings 30 Sep 2012

Directive 2010/31/EU provides the legal framework for setting
minimum energy performance requirements for new and ex-
isting buildings. Directive 2010/30/ EU and the corresponding
implementing legislation establish the legal framework for la-
belling and consumer information regarding energy consump-
tion for energy-related products.

With the Decision 2015/08/MC-EnC, the Energy Efficiency Direc-
tive 2012/27/EU was incorporated into the acquis on 16 October
2015. The Contracting Parties have two years to transpose the
new directive. Until that date, the ‘old’ Directive 2006/32/EC
remains in force. In this Report, the Secretariat assesses the
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Parties’ compliance with Directive 2006/32/EC only.

Subject to some adaptations, Directive 2012/27/EU establishes
a common framework of measures for the promotion of en-
ergy efficiency within the Energy Community. It sets a binding
20% energy efficiency target by 2020 and paves the way for
further energy efficiency improvements beyond that date. As in
the EU, the directive requires the Contracting Parties to adopt
energy savings obligation schemes for energy distribution and
retail companies, promote efficiency in heating and cooling
and cogeneration and apply yearly targets for the renovation
of central government buildings.



Energy Intensity in the Energy Community

Energy efficiency is often perceived as a tool to save
energy and nothing more. The charts below prove that
energy efficiency brings increased competitiveness and
enables wealth formation, without increasing energy
consumption.

This is a clear message from the Western Balkans and
Moldova where GDP growth decoupled from the use
of energy resources, starting in 2009. This is mainly due
to the large number of investment programmes in both
the private and public sector financed by International
Financing Institutions (European Bank for Reconstruc-

Energy Intensity in Western Balkans and Moldova

GDP in billion USD

tion and Development (EBRD), World Bank, Kreditanstalt
fur Wiederaufbau (KfW) and European Investment Bank
(EIB)) with the technical support and incentives offered
by the European Commission.

In Ukraine, energy consumption remained fairly stable
from 2009 to 2013 while GDP grew steeply. However,
in 2014, the use of energy resources did not follow the
contraction of GDP growth in 2013 and 2014. This may
indicate that Ukraine’s economy is not “elastic” enough
to adjust, and the GDP structure is still dominated by
large, energy intensive industries.
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ﬁ Acquis on Oil

Title of Document

Council Directive 2009/119/EC imposing an obligation on Member States to maintain minimum stocks of crude oil and/or petroleum

products

Aiming to maintain a high level of security of oil supply, the
directive requires stockholding for 90 days of net imports or 61
days of inland consumption in the preceding year. Moreover the

[ala

Title of Document

Acquis on Statistics

Directive 2008/92/EC concerning a Community procedure to improve the transparency of gas and electricity prices charged to

industrial end-users

Regulation (EU) 431/2014 amending Regulation (EC) 1099/2008 on energy statistics, as regards the implementation of annual

statistics on energy consumption in households

Regulation (EU) 147/2013 amending Regulation (EC) 1099/2008 on energy statistics, as regards the implementation of updates

for the monthly and annual energy statistics

Regulation (EC) 1099/2008 on energy statistics

The Ministerial Council’s 2013 Decision 2013/02/MC-EnC to
include statistical acquis aims to ensure the collection, compi-
lation and dissemination of consistent, accurate and coherent
energy related data. A year later, the Ministerial Council ad-
opted Regulation (EU) 147/2013 in order to keep pace with
developments in the European Union. By Decision 2015/02/
MC-EnC, the Ministerial Council adopted Regulation (EU)
431/2014, amending Regulation (EC) 1099/2008 as regards
the implementation of annual statistics on energy consumption
in households.

General Implementation
Deadline

1Jan 2023
competent authorities are to be in a position to release quickly,

effectively and transparently some or all of their stocks in the
event of a major supply disruption.

General Implementation Deadline

31 Dec 2013
31 Dec 2016

31 Dec 2013

31 Dec 2013

The Contracting Parties’ annual and monthly statistics are to fol-
low the harmonized methodology developed by the Statistical
Office of the European Union (EUROSTAT) and the International
Energy Agency (IEA). Price statistics shall follow EUROSTAT rules
and methodology. With the amendments in Regulation (EU)
431/2014, the Parties are additionally required to generate
detailed statistics on final energy consumption and ensure their
gradual integration into the statistical scope.
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Energy Statistics — Tools for Energy Policy

Since the incorporation of the acquis on energy statistics
in the Energy Community legal order, the Contracting
Parties have developed a statistical system which allows
their energy statistics to be integrated in the EUROSTAT
reporting and dissemination system.

During the reporting period, all Contracting Parties have
proved that their annual energy statistics were estab-
lished in accordance with the applicable EU regulation
and transmitted the required data in the prescribed for-

mat to EUROSTAT. Annual energy statistics of all Con-
tracting Parties are publicly available in the EUROSTAT
database and their annual energy balances, compiled
in the standardized EU format, can be downloaded free
of charge by all interested users.

In addition, all Contracting Parties have started to com-
pile data on gas and electricity prices and to transmit
it to EUROSTAT in order to implement the acquis on
price statistics.

The chart below shows half annual electricity prices charged to final customers in 2" semester 2015, as reported

to EUROSTAT.

Electricity Prices Charged in the Energy Community in 2" Semester 2015 (in EUR/kWh)

0,16

0,12

0,08 |
Thalll *
0,00 I I -

Albania Bosniaand  Kosovo* FYR of Moldova Montenegro  Serbia Ukraine EU

Herzegovina Macedonia

(28 countries)

Industrial consumers Band IC (Ukraine: average for all bands)
500 MWh < annual consumption < 2 000 MWh

M Domestic consumers Band DC
2 500 kWh < annual consumption < 5 000 kWh

Source: EUROSTAT and State Statistics Service of Ukraine

Data provided by the Contracting Parties and compiled by the Secretariat show increasing volumes of sales in
the competitive market reaching 26 TWh in 2015 (four times more than in 2013) as shown in the chart below.

Share of Electricity Supplied to Final Customers from Competitive Market
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Albania  Bosniaand  Kosovo* FYR of
Herzegovina Macedonia
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* Data for 2013 n/a
Source: Compiled by the Energy Community Secretariat
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3 Albania

Albania is living up to its commitments to implement the Third  penetration via the Trans Adriatic Pipeline. Nevertheless, the
Energy Package by having adopted the new electricity market  sustainability dimension of Albania’s energy sector must not
model in July 2016. The country had the first transmission  be forgotten. Albania must rectify the two breaches of Energy
system operator, TAP AG, certified under Third Energy Package ~ Community energy efficiency acquis without delay.
procedures, which laid the groundwork for future gas market

Implementation Performance of Albania

Electricity
66%

oil
44%

€ Rule of Law
@ Institutions
Sustainability @ Transposition

?‘) 64%

Implementation

Source: Compiled by the Energy Community Secretariat
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Albania

3.1 Electricity

ALBANIA

Description of data [unit] 2014 2015
Electricity production [GWh] 4.726 5.865
Net imports [GWh] 3.356 2.355
Net exports [GWh] 288 956
Gross electricity consumption [GWh] 7.815 7.265
Losses in transmission [%)] 21% 2,0%
Losses in distribution [%] 37.8% 31,3%
Consumption of energy sector [GWh] 21 24
Final consumption of electricity [GWh] 5.011 5.069
Consumption structure [GWh] Industrial, transport, services and other non-residential sectors 2.509 2.547
Households (residential customers) 2.502 2.522
Net maximum electrical capacity of power plants [MW] 1.824 1.895
of which: oil-fired 98 98
hydro, total 1726 1797
Horizontal transmission network [km] Substation capacity [MVA] 3.846 4.026
Number of interconnectors 5 5
Electricity customers Total number of customers 1.218.000 1.244.716
out of which: non-households 159.655 164.653
Eligible customers under national legislation 7 1.244.716
Active eligible customers 7 7
Internal market Electricity supplied to active eligible customers [MWh] 697.000 610.207
Share of final consumption [%] 13,91% 12,04%

Source: ERE and INSTAT

a. Sector Overview

The new Power Sector Law transposing the Third Energy Pack-
age in the electricity sector was adopted in April 2015 and
entered into force on 13 June 2015. Following the obligations
stipulated therein, the Energy Regulatory Entity (ERE) and the
Ministry of Energy and Industry started the process of harmo-
nizing the secondary legislation required for the reforms and
liberalization of the electricity market.

No less than 56 new or amended acts of secondary legislation
addressing virtually all segments of Albania‘s electricity sector
were scheduled for adoption in the course of the 12 months
following the law’s entry into force. Most of these acts are not
yet adopted by ERE.

In July 2016, the Council of Ministers adopted the market
model for the regulation of Albania’s electricity market. To-
gether with this decision, the Council also adopted a plan
on the phasing out price regulation and enabling all market
participants to freely trade on the market. An action plan for
setting up a power exchange, which envisages the go-live of
an organised day-ahead market in the second half of 2017,
was also part of this package. The market model envisages

the coupling of the Albanian market with the markets of the
neighbouring countries.

By commissioning the new 400 kV interconnection line with
Kosovo* in June 2016, Albania took a further step towards
its regional electricity market integration. The two system op-
erators have already developed and tested a mechanism for
procurement of reserve capacity for secondary regulation.

Albania participates in the Coordinated Auction Office in South
East Europe (SEE CAO) since April 2015 for its border with
Montenegro, and since November 2015 for its borders with
Greece. In October 2015, the transmission system operator OST
signed a Memorandum of Understanding on a regional security
coordination initiative with the transmission system operators
of Kosovo*, Greece, Bulgaria, former Yugoslav Republic of
Macedonia and Turkey. The initiative will introduce a service
for coordinated capacity calculation for day-ahead allocations
based on regionally coordinated congestion forecasts.

b. State of Compliance

The Power Sector Law of 2015 is in line with the Third Energy
Package and transposes Directive 2009/72/EC and Regulation
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Albania’s Electricity Market Scheme

Producer with PSO

KESH-Gen 2

Cross-border flows ,
(import / export) )

Independent power
producers

I

- Tariff customers

— Energy flow  e——e Commercial relation

Source: Compiled by the Energy Community Secretariat

Refer to the market schemes legends on page 191 for a more detailed description.

(EC) 714/2009. The secondary legislation in force is yet to be
adjusted, thus delaying the implementation of the Third Energy
Package.

1. Unbundling

The Power Sector Law transposes the provisions of the Third
Energy Package for unbundling of the transmission and distri-
bution operators.

A law enabling the ownership unbundling of OST was adopt-
ed in January 2016. According to the law, the deadline for
completion of its ownership unbundling is at the end of 2017.
According to a decision of the Council of Ministers in April
2016, the Ministry of Economy shall be responsible for the
management of OST, while the Ministry of Energy and Industry
shall be responsible for operation of state-owned generation
and supply companies (KESh and OShEE). In December 2015,
ERE approved the Rules for Certification of OST and opened
the certification procedure in summer 2016.

The distribution system operator and supplier OShEE still has
a fully integrated structure, with no legal division whatsoever
and no unbundled accounts as required by Articles 26 and 31
of Directive 2009/72/EC. The provisions on the adoption of
a compliance programme and appointment of a compliance
officer according to Articles 21 and 26 of Directive 2009/72/
EC still need to be implemented.
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2. Third Party Access

The legal provisions for third party access to the transmission
and distribution systems, including treatment of exemptions as
required by Article 32 of the Directive 2009/72/EC, are trans-
posed in the Power Sector Law. The law also transposes the
provisions on congestion management as required by Regula-
tion (EC) 714/2009 and its Annex. ERE is developing new tariff
methodologies.

3. Eligibility

The new law explicitly grants supplier switching rights to all
customers, as required by Article 33 of Directive 2009/72/EC,
including those connected to the low voltage (0.4 kV) network.

However, the conditions for supplier switching have yet to
be implemented in practice. The applied distribution network
tariffs are not fully cost-reflective relative to voltage level. ERE
adopted switching rules as a first step in building the switching
platform.

4. Market Opening and Price Regulation

The Power Sector Law transposes the provisions required for
liberalization of the electricity market in Albania.

The new law imposes an obligation to switch to competitive



supply for the customers connected to the 110 kV voltage net-
work and customers with an annual consumption of more than
50 million kWh and, since 30 June 2016, for those customers
connected to the 35 kV voltage network. The deadline for
switching to competitive supply for lower voltage levels is the
end of 2016 for those connected to a 10 kV voltage network
and the end of 2017 for the 6.0 kV voltage network. An action
plan for phasing out price regulation for low voltage (0.4 kV)
customers until 2019 is defined by the market model.

Albania’s electricity market is still overregulated. The wholesale
market is dominated by the state-owned, regulated generation
company KESh, which supplies to OShEE the electricity needed
for captive customers under regulated “full supply” condition,
and the electricity to cover losses under market prices. The
competitive wholesale environment consists of independent
producers and a small number of large customers supplied
through bilateral contracts. OShEE provides supply services to
all captive customers under regulated prices.

Rules and methodologies for operations under a public service
obligation still need to be adopted and implemented by ERE.

5. Balancing

The requirements of Article 15 of Directive 2009/72/EC are
fully transposed in the law. Balancing market and balance
responsibility are outlined in their basic terms in the Market
Model adopted by the Cabinet of Ministers on 13 July 2015.
Further details are to be specified in the new Transmission
Network Code.

The conditions for real-time balancing and balance responsi-
bility are neither market-based nor compliant with the acquis.
KESh provides OST with balancing energy for the system. Bal-
ancing services of OShEE are provided through its contract for
regulated wholesale supply. Cost-reflectivity applies only to
the balancing services provided to eligible customers who have
switched their supplier.
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6. Customer Protection and Protection of Vulnerable Customers

The law transposes basic requirements for contractual obli-
gations with customers and their rights as provided in Article
3 of the Directive 2009/72/EC. The law addresses vulnerable
customers and imposes an obligation on the government to
adopt a definition of vulnerable customers as required by the
directive. The rules on conditions for termination of the supply
to vulnerable customers are currently being developed by ERE.

The identification of the vulnerable customers is a competence
of the Ministry for Social Affairs. The vulnerable customers are
partially supported through a mechanism financed from the
state budget.

c. Conclusions and Priorities

The development of a comprehensive set of secondary leg-
islation, as prescribed by the Power Sector Law, is delayed.
The market structure is only outlined by the adopted Market
Model but detailed rules governing the electricity market are
not developed yet. The same applies for switching rules. Actions
for unbundling of OShEE or deregulation of KESh generation
prices are yet to take place.

The first priority remains the development and adoption of
the secondary legislation enforced by the law. The acts which
are drafted by ERE in cooperation with the Secretariat need to
be adopted as soon as their preparation is complete, without
further delay.

Albania‘s market structure needs to be established and organ-
ized taking into account all the required segments. The ongoing
project to establish an organized electricity market and power
exchange needs to be completed within the agreed timeline.
At the same time, the rules for supplier switching and the
framework for deregulation of prices in generation and supply
and the conditions for access to competitive supply need to be
applied without additional delay.

Another priority is the unbundling of the distribution activities

of OShEE. The obligations defined in the law for corporate,
functional and legal restructuring need to be implemented.
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Albania currently has no gas sector. During the reporting pe-
riod, Albania continued to focus on the development of the
Gas Master Plan of Albania, financed by the Western Balkans
Investment Framework (WBIF).

In September 2015, the Albanian Parliament adopted a new
Law on Natural Gas Sector, which transposes the Third Energy
Package and establishes a general legal framework for further
developing the gas market in compliance with the acquis.

Based on ERE’s decision, TAP AG was certified
pursuant to the tailor-made Independent Trans-
mission Operator (ITO) model elaborated under
the Final Joint Opinion of the Energy Regulators
on TAP AG’s Exemption Application of June
2013. TAP AG will have to finalise and prove its
full compliance with the ITO rules under Directive
2009/73/EC in a new procedure prior to the start
of TAP’s commercial operation, which is currently
scheduled to take place by 31 December 2020.
The Secretariat issued its Opinion on the certifi-
cation of TAP AG on 3 February 2016.

The Ministry of Energy and Industry and the national regulatory
authority ERE agreed on an extensive list and timetable for
the preparation of gas market secondary legislation. Following
requirements stipulated in the new law, legal reforms enabling
a fully functioning gas market are to be finished by May 2017.

In cooperation with the Secretariat, ERE certified Trans Adriatic
Pipeline (TAP AG) as an independent transmission operator (ITO)
for natural gas on 31 March 2016. TAP AG is foreseen as the
future transmission system operator of the TAP AG, which will
link Albania with the European gas market.

The most significant development during this reporting period
is the adoption of the new Law on Natural Gas Sector, which
to a large extent ensures compliance of Albania‘s gas market
regulation with the Third Energy Package.
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1. Unbundling

The new Law on Natural Gas Sector establishes requirements
for (ownership) unbundling of natural gas transmission, distri-
bution and storage system operators as well as for certification
of transmission system operators, in compliance with the Third
Energy Package. The state-owned Albpetrol remains a vertically
integrated undertaking with transmission operations not un-
bundled from natural gas production and supply activities. In
this respect, Albania is not compliant.

An exemption from unbundling requirements is envisaged by
the new law for distribution system operators serving less than
10,000 customers.

2. Third Party Access

The requirements for unrestricted and non-discriminatory ac-
cess to the transmission and distribution networks as well as
storage and liquefied natural gas (LNG) facilities are established
by the new Law on Natural Gas Sector in compliance with the
Third Energy Package. Obligations of the operators in charge,
including their services, and conditions for refusal of access are
aligned with the gas acquis. Access is granted pursuant to the
rules and tariffs approved by ERE.

By enactment of the new law, a number of previous shortcom-
ings were eliminated, including different treatment of national
and cross-border gas transmission, absence of obligatory provi-
sions to establish a separate tariff for each entry and exit point
to/from the transmission grid, lack of principles for capacity
allocation and congestion management and failure to empower
ERE with adequate tariff-setting competences. However, prac-
tical application of the general requirements stipulated in the
law is yet to be developed through secondary legislation and
tariff systems are yet to be adopted.

The new law requires a transmission system operator to adopt,
subject to ERE’s approval, the Transmission Grid Code which
would inter alia elaborate the terms and conditions for third
party access services, capacity allocation, congestion manage-
ment and transparency in transmission operations. Albpetrol
has failed to adopt such a code. The development of the Dis-
tribution Grid Code is also pending.



3. Eligibility

Under the new Law on Natural Gas Sector, all customers are
eligible and therefore allowed to freely choose and switch their
gas supplier. However, practical application of the customers’
rights is yet to be developed through secondary legislation.

4. Market Opening and Price Regulation

The new Law on Natural Gas Sector provides for an open natu-
ral gas market where the trade in natural gas is organised pursu-
ant to market-based principles. However, household customers
and small enterprises are permitted to benefit from regulated
gas supplies by the supplier under public service obligations. In
cases where ERE regulates the final consumer gas price, it must
justify such regulation as a public service obligation pursuant
to the requirements equal to those of Directive 2009/73/EC.

5. Balancing

The new law, in compliance with Regulation (EC) 715/2009, re-
quires the adoption of market based balancing rules designed in
a fair, non-discriminatory and transparent manner and applied
in line with objective criteria. It is understood that balancing
rules have to be adopted by the transmission system operator
subject to ERE's approval and may be an integral part of the
Transmission Grid Code. To date, Albpetrol has failed to adopt
balancing rules and imbalance charges.

6. Security of Supply

The new law transposes the general provisions of Directive
2004/67/EC and Directive 2009/73/EC on security of gas supply,
including on national monitoring competences, reporting obli-
gations and safeguard measures. Furthermore, it requires that
the government adopts an emergency plan which shall specify
adequate minimum security of supply standards and regulate
provisions for securing reliable and efficient gas supplies. A
draft emergency plan was developed by the Secretariat and
submitted to the ministry in January 2016.
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7. Customer Protection and Protection of Vulnerable Customers

The new law transposed the majority of requirements under Di-
rective 2009/73/EC with regard to customer protection. Missing
provisions, such as establishment of single points of contact,
should be elaborated through secondary legislation.

In addition to the general customer protection provisions, the
new law allows customers to benefit from supplies under public
service obligations (household customers and small enterprises),
supplies by multiple suppliers (large non-household customers)
and supply of last resort.

The new Law on Natural Gas Sector defines a vulnerable cus-
tomer as a customer that due to his or her social position
retains certain special rights concerning the guaranteed supply
of natural gas in exceptional cases. It also sets the general
principles for the protection of vulnerable customers. However,
the criteria and procedures for determining who qualifies as a
vulnerable customer are yet to be developed and adopted by
the government.

Albania achieved the key priority set out in the previous Imple-
mentation Report successfully by adopting the Law on Natural
Gas Sector which is compliant with the Third Energy Package. Its
regulatory authority gained independence and certified TAP, as
the first transmission system operator in the Energy Communi-
ty. Albania’s authorities expressed commitments to develop all
necessary secondary legislation in line with the law’s deadlines.

Following the adoption of the new Law on Natural Gas Sector,
it is now important to ensure adequate capacity building of
the authorities in charge of decision-making in the gas sector,
including ERE. The unbundling of Albpetrol must be enforced
without delay.
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3.3 Regulatory Authority

a. Compliance with Independence Criteria and Competences

The Energy Regulatory Entity (ERE) is the single authority for
nationwide regulation of the gas and electricity sector of Al-
bania. ERE is by law set up as an institution legally distinct and
functionally independent from any other public entity. The
regulatory authority cannot be liquidated by an act of another
public institution as its establishment is exclusively based on
legislation. ERE is headed by a board of five commissioners. The
term of board members is limited to five years, renewable once.

ERE's organisation complies with all independence criteria
stipulated by Directives 2009/72/EC and 2009/73/EC. A ro-
tation scheme for board members is not defined by law but
is applied in practice. Management is independent in relation
to staff appointments and the organisation of the regulatory
authority’s internal structure, including autonomy in setting
of staff and board member salaries. There is an explicit legal
requirement for the board to orientate salaries towards those
of the regulated business.

ERE has autonomy in defining its annual work programme
as well as setting up and managing its annual budget. ERE is
held accountable for its activities by being obliged to present
its annual report to parliament.

ERE is equipped with all gas and electricity sector related com-
petences required by the Third Energy Package, albeit with a
few exceptions. The obligation of ERE to comply with legally
binding Energy Community Regulatory Board decisions, publish
recommendations in relation to compliance of supply prices
with public service obligation limits, impose measures to pro-
mote competition and, most importantly, require transmission

and distribution system operators to change their terms and
conditions have not been transposed explicitly by the law. Also,
the level of penalties that ERE can impose is lower than the
Third Energy Package requires. This constitutes a breach of the
gas and electricity directives.

b. Performance

ERE cooperates well with the Secretariat. Yet it must prove its
ability to live up to the independence and powers granted to
it by law. In particular, de facto independence from political
interventions is not always guaranteed to the extent neces-
sary. In the electricity sector ERE failed to eliminate the risk of
cross-subsidisation between smaller customers connected to
the electricity distribution grid, upholding a single tariff for all
voltage levels below 35 kV.

On the regional level, ERE is relatively active in the ECRB.

c. Conclusions and Priorities

Except for a few lacking competences, among which first and
foremost the power to impose penalties up to the limit required
by the Third Energy Package, ERE’s legal set up is in line with
the acquis. The Natural Gas Sector Law and the Power Sector
Law need to be amended to rectify the existing breaches.

The most evident challenge is for ERE to prove its independence
also in practical terms and further develop as an independent
institution of sufficient expertise. The newly defined right of the
management to align staff salaries with those of the regulated
industry should facilitate this process.
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a. Sector Overview

Albania is the largest exporter of crude oil in the Energy Com-
munity. In 2015 exports increased by 9,37% compared to 2014
(1.156 kt compared to 1.057 kt) whereas crude oil production
decreased by 7% (1,278 kt compared to 1,368 kt).

As regards the production of refined petroleum products, the
volume of 256 kt processed in 2015 constitutes a decrease by
10% compared to 2014. The volume of exported petroleum
products increased by 53% to 206 kt. The same goes for the
import of petroleum products which increased by 8% to a
level of around 1.250 kt in 2015. The overall consumption of
petroleum products in 2015 is estimated at 1.300 kt.

The state-owned Albpetrol is active in the development, pro-
duction and trade of crude oil. The Albanian Government was
planning to privatize Albpetrol in 2016. However, it has put
these plans on hold due to a lack in foreign investor interest.

b. State of Compliance

Albania’s current emergency oil stockholding system is based on
legislation from 1999 (amended in 2004) and governmental de-
crees from 2004 and 2007, where the entire emergency stock-
holding obligation is assigned to the oil industry. Monitoring
and control mechanisms for ensuring that the industry meets
emergency stockholding requirements are formally in place
and efforts have been made to strengthen their enforcement.
However, the current system is not compliant with Directive
2009/119/EC.

Albania prepared a draft Law on Emergency Oil Stockholding in
2015, which foresees the creation of a central stockholding en-
tity (CSE) fully responsible for Albania‘s stockholding obligation
under the directive as of 1 January 2023. The intention of the
Ministry of Energy and Industry is to change the stockholding
obligation on industry, starting in 2017, to 30 days, and begin
progressively building emergency stocks of the CSE. However,
a decision on the oil stockholding model has not been taken.

c. Conclusions and Priorities

No real progress has been achieved with regard to priorities
identified in last year's Implementation Report. None of the
suggested actions have been followed up.

Albania’s main priorities should be to take a decision on the oil
stock holding model and establish an independent, dedicated
entity responsible for the establishment of national emergency
oil stocks. In particular, the following actions should be taken:

¢ Approve the final Law on Emergency Oil Stockholding;

¢ Approve the action plan for building up emergency oil stocks
to 90/61 days;

¢ Draft relevant secondary legislation; and

e Establish and begin operation of a monthly data collection
process necessary for operating the emergency oil stock-
holding system and meeting reporting requirements under
Directive 2009/119/EC.
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3.5 Renewable Energy

2014 2015
Total capacities of renewable energy (MW) 1.726 1.797
Hydropower, out of which: 1.726 1.797

- small hydropower (<10 MW) 134 177

Source: ERE and INSTAT

a. Sector Overview

Albania has committed to a binding 38% target of energy
from renewable sources in gross final energy consumption in
2020, starting with 31,2% in 2009. In 2014, according to the
energy balance published by EUROSTAT, Albania achieved a
33,1% share of energy from renewable sources, in line with
the second indicative trajectory of 33,2%.

The 2013 Law on Renewable Energy that partly transposed
Directive 2009/28/EC is currently being amended. The new
law is expected to be adopted by autumn 2016. A draft law
on renewables in transport which would transpose the require-
ments of Directive 2009/28/EC with respect to sustainability
criteria and certification of biofuels was developed a year ago
but never adopted.

2014 and 2015 were marked by a series of changes affecting
the support given to (existing) renewable energy producers.
Producers have started complaining to the Secretariat.

b. State of Compliance

Despite progress in increasing the share of energy from re-
newable sources and newly added generation capacities un-
der concession agreements in the last years, Albania remains
largely non-compliant with the acquis on renewable energy.
Its compliance record will be boosted once the revised Law on

Promotion of the Use of Energy from Renewable Sources is
adopted and implemented.

1. National Renewable Energy Action Plan

Albania finally adopted the National Renewable Energy Action
Plan (NREAP) in January 2016 and submitted it to the Secretar-
iat, thus closing the case initiated by the Secretariat for failure
to submit the NREAP.

The second progress report on the promotion of renewable
energy for the years 2014 - 2015 is expected to be submitted
by Albania by the end of 2016.

Rectification of Failure to Adopt the
National Renewable Energy Action Plan

| Following Albania’s submission of its National
N Renewable Energy Action Plan to the Secretari-
at, Case ECS-3/14 was closed in January 2016.
The submission of the plan followed a decision
adopted by the Ministerial Council on 16 Octo-
ber 2015 establishing that Albania failed to fulfil
its obligations under Article 20 of the Treaty
read in conjunction with Article 4(1) and Article
4(2) of Directive 2009/28/EC.

m-—-Cvw-—-—0
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2. Support Schemes

Currently, there is no support scheme for the promotion of
energy from renewable sources, with the exception of hydro-
power, due to the fact that the Law on Renewable Energy is
not applied. To ensure compliance with the State Aid Guidelines
2014 - 2020, the new draft Law on Promotion of the Use of
Energy from Renewable Sources aims at introducing a support
scheme based on “contracts for difference” which are equiv-
alent to a sliding feed-in premium system. The total support
available will be determined by auctions. The renewable energy
producers will sell the electricity in the market and receive the
variable premium as the difference between the auction price
and the electricity market price.

3. Cooperation Mechanisms

The provisions related to possible cooperation mechanisms
between Albania and other Contracting Parties or EU Member
States to reach the 2020 targets have not been transposed.
They are envisaged in the new draft law on promotion of the
use of energy from renewable sources.

4. Administrative Procedures

The timeframe for handling applications and the coordination
between different institutions was improved by the designa-
tion of the National Centre for Energy Applications as a one-
stop shop for renewable energy projects. The future will show
whether its establishment will really benefit investors. Albania
still has to increase compliance with the requirements of Arti-
cle 13 of the Renewable Energy Directive for streamlined and
simplified procedures.

5. Access to and Operation of the Grids

The Law on Power Sector provides for priority and guaranteed
access of renewables to the network and priority dispatch of
electricity from renewable sources. However, secondary legis-
lation is incomplete. In practical terms, transmission and dis-
tribution system operators have to improve the methodology
determining the costs of connection to the grid or grid re-
inforcements and transparency towards investors. Currently,
Albania fails to implement the requirements related to grid
access detailed in Article 16 of Directive 2009/28/EC.

6. Guarantees of Origin

The regulation on the issue, transfer and cancellation of guaran-
tees of origin remains to be adopted by the regulatory authority
as the designated body. Currently, there is no compliance with
this requirement.

7. Renewable Energy in Heating and Cooling

There is a low level of compliance with respect to policy meas-
ures to promote the use of energy from renewable sources in

ALBANIA

the heating and cooling sector, since it is only marginally ad-
dressed in the 2013 Law on Renewable Energy. More progress
in this area is expected with the adoption of the new Law on
Energy Performance of Buildings, which includes provisions for
incorporating renewable energy technologies in newly built or
renovated buildings to transform them into nearly zero-energy
buildings. The establishment of an energy efficiency fund would
also contribute to financing renewable energy projects in the
heating and cooling sector.

8. Renewable Energy in Transport

The 2013 Law on Renewable Energy transposed the 10% re-
newables target by 2020 in the transport sector from Directive
2009/28/EC, as confirmed by the country’s NREAP. Beyond
mere target transposition, other requirements with regard to
biofuels have not been complied with. The existing Law on the
Production, Transport and Trade of Biofuels and other Renew-
able Fuels in Transport of 2008 is not compliant with Direc-
tive 2009/28/EC and was actually never enforced. It has to be
amended to transpose the requirements for the sustainability
regime and to establish a certification scheme and the relevant
verification body as required by Article 18 of Directive 2009/28/
EC, and as announced by the NREAP.

In this reporting period, the adoption of the NREAP was the
main step towards ensuring compliance with the Renewable
Energy Directive and formulating the policy measures needed
to reach the 2020 targets.

Immediate adoption of the draft Law on Promotion of the Use
of Energy from Renewable Sources must be the top priority
to ensure compliance with the renewable energy acquis. Set-
tlement of the open disputes between Albania and producers
of electricity from renewable sources is necessary to regain
investor interest in the domestic renewable energy market.

Network operators have to adapt their grid development plans
to accommodate more renewable energy and increase trans-
parency towards potential investors regarding connection and
access to the grids. After the adoption of the new law, the
national regulatory authority must review the regulation on the
implementation of the system for certifying energy produced
from renewable sources based on guarantees of origin, thus re-
moving the confusion between guarantees of origin certificates
and “green tradable certificates” existing in the regulation.

Adoption of the law transposing requirements of Directive
2009/28/EC in the transport sector is of utmost priority to boost
the very low share of biofuels on the fuel market (1.63% in
2015 according to NREAP). Without a certification scheme in
place, biofuel consumption cannot be counted towards meet-
ing the renewable energy targets.
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3.6 Energy Efficiency

Energy Efficiency Action Plan (EEAP)*
Period covered by EEAP

Overall energy savings target - Directive 2006/32/EC (ktoe / % / year)
EEAP status
Achieved energy savings (ktoe / % / year)

Key institution(s) in charge

2010 - 2018 (1*t EEAP)
2010 - 2020 (draft 2" EEAP)

168/9/2018

Last draft of 2" and 3 EEAP submitted in March 2016 (still not finalised and adopted)
Under preparation (to be reported as part of the 2" EEAP)
Ministry of Energy and Industry (MEI)

Main data and energy efficiency indicators** 2011 2012 2013 2014 ***

Total primary energy supply (TPES) ktoe 2.238 1.989 2.319 2.319
Energy Intensity (TPES/GDP) toe / 1.000 USD 0,20 0,18 0,20 0,21
TPES/Population toe/capita 0,77 0,69 0,80 0,80
Total final energy consumption (TFEC) ktoe 1.992 1.820 2.098 2.144
Residential 25% 28% 28% 27%

Services 8% 9% 10% 9%

Share of TFEC by Industry % 19% 15% 13% 13%
sector Transport 38% 40% 38% 39%

Others 7% 6% 4% 5%

Non-energy use 2% 2% 7% 7%

* Source: 15t EEAP of Albania, 2"/ 3 EEAP still not adopted
** Source: International Energy Agency (May 2016)

*** Indicators calculated by the Energy Community Secretariat based on EUROSTAT energy balances for 2014

a. Sector Overview

The final energy consumption of Albania increased during 2013
and 2014, after having contracted in 2012 due to the eco-
nomic crisis. While Albania’s energy intensity is still lower than
the Contracting Party average (mainly due to its predominant
share of efficient hydropower generation and low share of
energy intensive industry in the overall economy), the trend
in 2014 was upwards instead of downwards. Transport and
residential sectors have the highest share in total final energy
consumption (39% and 27% respectively). This indicates the
need to improve energy efficiency policy and implement en-
ergy efficiency measures to utilize the high energy efficiency
potential available in the country.

During this reporting period, concrete legislative progress was
achieved with the adoption of the Law on Energy Efficiency
in November 2015, which was prepared in close cooperation
with the Secretariat.

The Ministry of Energy and Industry is currently drafting second-
ary legislation on the promotion of energy audits, the market
for energy services and strengthening the national institutional
and financial framework for energy efficiency. A national tech-
nical working group supported by the EBRD’s Regional Energy
Efficiency Programme in cooperation with the Secretariat de-
veloped a new Energy Efficiency Action Plan (EEAP) which will
cover the reporting obligations of the 2" and 3 EEAP. The
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new EEAP, due by 30 June 2016, is expected to also include
a roadmap with policy measures for transposition of Directive
2012/27/EU. However, its adoption is still pending.

The Ministry of Energy and Industry (Directorate for Renewa-
ble Energy Sources and Energy Efficiency) is currently the key
body responsible for the development and implementation of
energy efficiency policy and the overall control and monitoring
of EEAP implementation.

b. State of Compliance

Despite the recent progress marked by the adoption of the Law
on Energy Efficiency and drafting of other energy efficiency
legislation, Albania remains non-compliant in many areas.

1. Energy Services Directive 2006/32/EC

Albania adopted the Law on Energy Efficiency in November
2015, replacing the outdated Law on Energy Efficiency of 2005
and transposing the provisions of Directive 2006/32/EC. The law
is in line with the requirements of Directive 2006/32/EC and
some key provisions of Directive 2012/27/EU, including setting
of the 2020 indicative energy savings target, EEAP and its moni-
toring, the exemplary role of the public sector, energy audits and
promotion of the market for energy services. It also envisages
institutional and financial reinforcement, i.e. the establishment
of an energy efficiency agency and an energy efficiency fund.


https://www.energy-community.org/portal/page/portal/0633975AB4E57B9CE053C92FA8C06338

Non-transposition of the

Energy Services Directive

| In Case ECS-10/13 initiated on 25 November
2013, the Secretariat challenged the lack of

N
transposition and implementation of Energy
Services Directive 2006/32/EC in Albania. In
D close cooperation with the Secretariat, Alba-

nia developed and adopted the Law on Energy
! Efficiency in November 2015, thus transposing
S requirements of Directive 2006/32/EC. Howev-
er, despite having it prepared and reviewed by
the Secretariat, Albania has not yet adopted
U the 2" Energy Efficiency Action Plan required
to implement the law. Pending its adoption and
notification to the Secretariat, Case ECS-10/13
E remains open.

However, Albania is still working on the finalization of the
2" and the 3 EEAP and the set of secondary legislation to
implement the law. The country thus fails to fully comply with
Directive 2006/32/EC.

2. Energy Labelling Directive 2010/30/EU

The Law on Information of the Consumption of Energy and
Other Resources by Energy-Related Products of January 2013
transposed Energy Labelling Directive 2010/30/EU. However,
the development of secondary legislation for energy labelling
of specific products is still pending, including those transposing
the EU regulations adopted by the Ministerial Council Decision
of September 2014. Therefore Albania is still not in compliance
with the Labelling Delegated Acts.

Lack of Transposition of the Directive

on Energy Performance of Buildings

On 13 May 2016, the Secretariat submitted a
Reasoned Request to the Ministerial Council
for failure to transpose Directive 2010/31/EU
on the Energy Performance of Buildings (Case
ECS-10/16). The case follows an expedited pro-
cedure for non-transposition of the acquis pur-
suant to Article 11(3) of the amended Dispute
Settlement Rules.

2 —
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3. Energy Performance of Buildings Directive 2010/31/EU

With regard to energy efficiency in buildings, the adoption of
the Law on the Energy Performance of Buildings is still pending,
and thus compliance with Directive 2010/31/EU still needs to
be achieved. The non-transposition of the directive is subject
to a dispute settlement case.

c. Conclusions and Priorities

Albania achieved progress compared to the previous reporting
period with the adoption of the Law on Energy Efficiency and
the drafting of other energy efficiency legislation.

However, the adoption of the 2" and the 3 EEAP and the Law
on Energy Performance of Buildings as well as the set of by-laws
to implement the new legislation are essential for Albania’s
compliance with the energy efficiency acquis.

Furthermore, the implementation of energy efficiency policy in
Albania will require a strong institutional and financial frame-
work. The Secretariat supports the setting up of a dedicated
energy efficiency agency and fund, which will enable the ef-
fective implementation and financing of measures and projects
in the field of energy efficiency in Albania.

Another priority should be the adoption of technical regulations
dealing with labelling of energy-related products.
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3.7 Environment

1. Environmental Impact Assessment Directive

The Law on Environmental Protection of 2011 lays down the
basic principles of the procedure. The Laws on Environmen-
tal Impact Assessment and on Environmental Permits are in
force since February 2013. In terms of secondary legislation,
environmental impact assessment is regulated by the Decision
Establishing Rules, Procedures and Deadlines for Environmental
Impact Assessment (2013, amended in 2015), the Decision
on the Determination of Rules for the Organization and Func-
tioning of the National Environmental Agency of the Regional
Environment Agencies (2014) and the Decision on the Approval
of Rules, Requirements and Procedures for Informing and In-
volving the Public in Environmental Decision-Making (2014).
Furthermore, the Decision on Establishing the Rules and Pro-
cedures for the Assessment of Transboundary Environmental
Impact was adopted in 2015.

The environmental impact assessments for three Projects of En-
ergy Community Interest (PECIs) (Wind Park Dajc-Velipoje, 400
kV OHL Tirana (AL) and Trans Adriatic Pipeline) were concluded
during this reporting period. As regards the three other PECls
(400 kV OHL SS Bitola (MA) — SS Elbasan (AL), lonian Adriatic
Pipeline and EAGLE LNG terminal), the environmental impact
assessment processes have not started yet.

2. Sulphur in Fuels Directive

Albania has two refineries, located in the municipalities of Ballsh
and Fier. Currently, only the refinery in Fier is operational and
produces, among other products, heavy fuel oil and gas oil.

The Decision on the Quality of Some Liquid Fuels for Civil and
Industrial Thermal Usage and for the Use in Marine Trans-
port (seas, rivers and lakes) transposed the requirements of
the directive into national law. The General Directorate for
Standardization has aligned the applicable Albanian standards
to the standards required for the sampling and analysis of fuels
covered by the scope of the directive.

3. Large Combustion Plants Directive

The Law on Environmental Permits adopted in 2011 transposes
the requirements of the Large Combustion Plants Directive into
national law and the emission limit values are fully aligned with
those of the directive. The law requires continuous monitoring
for plants with a rated thermal input of 100 MW or more,
which is also in line with the directive’s requirements. The law
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establishes a three-level environmental permitting system (type
A, B and C) based on the size of the installation, its activity and
its potential to cause environmental pollution and to threaten
human health. All activities referred to in Annex | to the In-
dustrial Emissions Directive, including large combustion plants,
belong to type A activities (with the highest potential to cause
harm to human health or the environment).

Albania‘s currently non-operational thermal power plant Vlora
is capable of meeting the requirements of the Industrial Emis-
sions Directive.

Albania has reached a high level of transposition of the Energy
Community environmental acquis.

1. Environmental Impact Assessment Directive

With the current legislative framework in place, Albania has
transposed the provisions of the Environmental Impact Assess-
ment Directive.

2. Sulphur in Fuels Directive

The breach of Article 3(1) and 6(2) of the Sulphur in Fuels
Directive was rectified by the Decision on the Quality of some
Liquid Fuels for Civil and Industrial Thermal Usage and for the
Use in Marine Transport (seas, rivers and lakes) and the deci-
sions of the General Directorate for Standardization. With those
amendments in place, Albania has transposed the Sulphur in
Fuels Directive.

Rectification of Breach

of the Sulphur in Fuels Directive

| In June 2016, the Secretariat closed Case ECS-
N 1/13 against Albania for failure to transpose
and implement the requirements of Sulphur in
Fuels Directive 1999/32/EC initiated in 2013.
The legal requirements limiting sulphur content
of heavy fuel oil and gas oil to 1% entered into
force as from 1 January 2015, and the stand-
ards required by the directive for sampling and
analysis of petroleum products were updated
in September 2015.
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3. Large Combustion Plants Directive

With regard to the Large Combustion Plants and Industrial
Emissions Directives, Albania is already in the position to fully
implement the provisions of both Directives.

Albania has completed the full transposition of the Sulphur in
Fuels Directive, indicated as a priority in last year’s Implemen-

Albania

3.8 Competition

a. Sector Overview

The body in charge of enforcing competition law is the Albanian
Competition Authority (ACA), which consists of a commission
and a secretariat.

Following an investigation into the purchase of energy for cov-
ering losses in the distribution system, ACA concluded in Janu-
ary 2016 that there was no direct evidence of anticompetitive
conduct. ACA also extended until June 2016 the exemption
granted under an agreement between the distribution system
operator OSHEE and the state-owned electricity production
company KESH. Under the agreement, OSHEE buys energy for
covering losses in the distribution system primarily from KESH
without conducting a tendering procedure. Furthermore, ACA
is preparing opinions on all draft regulations submitted by ERE
related to the completion of the legal framework under the
Law on Electricity.

The State Aid Enforcement Authority in Albania consists of the
State Aid Commission (SAC), responsible for decision-making,
and the State Aid Control Unit (SACU), which provides technical
and administrative support to SAC.

The Law on State Aid was amended in April 2016 with regard to
provisions on services of general economic interest, de minimis
aid and specific categories of horizontal aid. Furthermore, the
Council of Ministers drafted a decision on de minimis aid and
aid for services of general economic interest.

b. State of Compliance

1. Competition Law

The Law on Competition Protection contains provisions cor-
responding to Articles 101, 102 and 106 of the Treaty on the
Functioning of the European Union (TFEU).

ALBANIA

tation Report. Efforts should be focused on the practical imple-
mentation of the provisions of the environmental directives as
well as on capacity building of the authorities responsible for
their implementation. In particular, the National Environmental
Agency shall be adequately staffed to handle all requests for en-
vironmental impact assessment and the authorities responsible
for the testing and sampling of liquid fuels shall be equipped
with the necessary human and technical resources to carry out
inspections verifying that the limits of the sulphur content of
heavy fuel oil and gas oil are met in practice.

ACA's in-depth investigation into potential anticompetitive con-
duct relates to complaints alleging agreements between OSHEE
and two participants in the tender procedure for the purchase
of electricity for covering distribution system losses with the
purpose of manipulating prices and quantities by sharing con-
fidential information about the best final bid. The investigation
has not revealed direct evidence of such conduct. Therefore,
ACA closed the investigation and recommended to the Ministry
of Energy and Industry and OSHEE to take into account ACA's
recommendations when reviewing the regulatory framework.

ACA's exemption decision regarding the agreement between
OSHEE and KESH resulted in a decision by OSHEE to cancel the
tendering procedure and buy the entire quantity of electricity
for covering losses in the distribution network exclusively from
KESH without any tendering procedure. The Secretariat was
approached by a complainant alleging that this agreement
leads to the competitive foreclosure of the market for trade in
electricity for covering distribution system losses. The Secretariat
is currently reviewing this complaint.

The Secretariat appreciates ACA's opinion on the draft regula-
tion on procedures for purchasing electrical energy from OSHEE
to licensed undertakings for trade in electricity, which takes due
account of the Secretariat's recommendations.

2. State Aid Law

The State aid acquis has been correctly transposed into Alba-
nian legislation. The recent amendments and decisions by the
Council of Ministers further align Albanian legislation with the
EU acquis, transposing Commission Regulation (EU) 1407/2013
of 18 December 2013 on the application of Articles 107 and
108 TFEU to de minimis aid and Commission Regulation (EU)
360/2012 of 25 April 2012 on the application of Articles 107
and 108 TFEU to de minimis aid granted to undertakings pro-
viding services of general economic interest and Commission
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Decision of 20 December 2011 on the application of Article
106(2) TFEU to State aid in the form of public service com-
pensation granted to certain undertakings entrusted with the
operation of services of general economic interest.

The institutional structure and the enforcement mechanism,
however, continue to be a cause of concern. The independence
of SAC and SACU is questionable as they are both strongly
connected to the Ministry of Economy. SAC is chaired by the
ministry, which is the largest grantor of State aid. The rest of
the members of SAC are appointed by a decision of the gov-
ernment. SACU is established within the ministry and is not
adequately equipped with staff as it has only two employees.
In addition, the fact that the decisions of the State aid en-
forcement authority are not publicly available contributes to
its potential partiality.

c. Conclusions and Priorities

ACA is an active national enforcement authority which has
investigated competition concerns in the structure of the energy
markets in the country. However, there is still no progress with
regard to issuing binding decisions on violations of competition
law. Since ACA is already well established in Albania and enjoys
credibility as an independent institution, it is recommended, as
in last year's Implementation Report, that the competence in the
area of State aid should be transferred to it in order to guar-
antee the independence of the State aid authority. Reforming
the institutional setting of the State aid authority should be a
priority in the near future.
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3.9 Statistics

a. Sector Overview

According to the Law on Statistics of 2004, the Institute of
Statistics (INSTAT) is responsible for the publication of statis-
tical data and for the collection of price data. By way of the
government’s 2007 decision, the National Agency of Natural
Resources (AKBN) is authorized to collect information about the
use of natural resources, including annual and monthly data on
energy products. An agreement between AKBN and INSTAT is
required to clearly separate the tasks and responsibilities related
to energy data collection.

In addition, the Ministry of Energy and Industry is mandated
by several sector laws to monitor security of supply (including
collection of short-term data), emissions of pollutants, energy
efficiency and other indicators and provide inputs for projec-
tions and modelling of energy supply and demand. According
to the Law on Refining, Transportation and Trading of Qil, Gas
and their By-Products, importers of oil products are obliged to
report to the Ministry of Energy and Industry.

Under the sector-specific laws, the regulatory authority ERE
is responsible for monitoring of energy markets and prices in
the regulated electricity and gas sectors, generation of energy
from renewable sources and cogeneration.

b. State of Compliance

ALBANIA

2. Monthly Energy Statistics

The obligations related to the preparation and dissemination
of monthly statistics are assigned to AKBN. Implementation
started in March 2014 through a pilot survey, but still only
monthly electricity data are available. The necessary question-
naires and methodologies for collection of oil statistics have
not been developed yet.

The acquis is currently not adequately implemented by Albania.
This is largely due to the lack of human and financial resources.

3. Price Statistics

Price statistics fall in principle under the responsibility of INSTAT.
In the absence of a clear separation of duties between AKBN
and INSTAT, the former began collecting data in cooperation
with ERE. AKBN is collecting and disseminating data on elec-
tricity prices charged to households.

However, the set of compiled data is still incomplete. Prices
charged to industrial end-users are not available yet. In addition,
reporting of price systems and breakdown of electricity prices
into main components are still missing.

In this respect, Albania fails to comply with the acquis.

Compilation of monthly energy statistics and price statistics
is still not adequate to achieve compliance with the acquis.

1. Annual Energy Statistics

AKBN compiles an annual energy balance and questionnaires
as defined by Regulation (EC) 1099/2008. Since 2015, Albania
has been submitting annual questionnaires to EUROSTAT. As
regards quality, AKBN is working on improving its method-
ologies and procedures, primarily on surveying consumption
and renewable energy. The implementation of Regulation (EU)
431/2014 will pose serious challenges to AKBN.

c. Conclusions and Priorities

Little was done during the reporting period to improve the
level of compliance with the acquis on statistics. The current
administrative and legislative framework fails to clearly assign
responsibilities for the collection of short-term statistics and
price statistics.

It is highly recommended that Albania develops secondary leg-

islation which would provide the necessary resources for the
designated institutions to fulfil their tasks.
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Bosnia and Herzegovina

Despite the sanctions adopted against the country by the 2015  There is no doubt that Bosnia and Herzegovina is a victim of
Ministerial Council and the Secretariat’s repeated efforts, energy  its own constitutional framework and the lack of political will
sector reform in Bosnia and Herzegovina remains deadlocked.  which prevents progress from taking off the ground.

Implementation Performance of Bosnia and Herzegovina

Electricity
59%

Oil
23%

@ Rule of Law
@ Institutions

" Sustainability @ Transposition
54% .
‘) Implementation

Source: Compiled by the Energy Community Secretariat
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BOSNIA AND HERZEGOVINA

Bosnia and Herzegovina

4.1 Electricity

Description of data [unit] 2014 2015
Electricity production [GWh] 15.030 14.408
Net imports [GWh] 3.178 3.747
Net exports [GWh] 5.998 5.884
Gross electricity consumption [GWh] 12.210 12.606
Losses in transmission [%] 1,7% 2,0%
Losses in distribution [%] 10,7% 10,4%
Consumption of energy sector [GWh] 14,12 27,86
Final consumption of electricity [GWh] 10.873 11.183
Consumption structure [GWh] Industrial, transport, services and other non-residential sectors 6.268 6.460
Households (residential customers) 4.605 4.723
Net maximum electrical capacity of power plants [MW] 3.989 4.009
of which: coal-fired 1.856 1.856
hydro, total 2.128 2.150,44
Horizontal transmission network [km] Substation capacity [MVA] 12.369 12.857
Number of interconnectors 36 37
Electricity customers Total number of customers 1.505.015 1.517.161
out of which: non-households 122.641 124.327
Eligible customers under national legislation 122.641 1.517.161
Active eligible customers 2 2
Internal market Electricity supplied to active eligible customers [MWh] 755.930 861.860
Share of final consumption [%] 6,95% 7,71%

Source: MOFTER, SERC

a. Sector Overview

Bosnia and Herzegovina’s electricity network is interconnected
with the systems of Croatia, Montenegro and Serbia. Network
capacities on the borders with Croatia and Montenegro are
allocated through yearly and monthly auctions by the Coor
dinated Auction Office in South East Europe (SEE CAQ) since
2014. Capacities on the border with Serbia are bilaterally co-
ordinated between the domestic system operator NOS BiH and
the Serbian transmission system operator. There is no organized
electricity market in Bosnia and Herzegovina. Electricity is sold
through bilateral contracts. Day-ahead and intra-day capacity
is allocated bilaterally on all borders.

As in previous years, Bosnia and Herzegovina'’s legal and regu-
latory framework for the electricity market remains non-com-
pliant with the Energy Community acquis. With the support of
the Secretariat, a draft new Law on the Regulator, Transmission
and Electricity Market in Bosnia and Herzegovina aimed at
transposing the Third Energy Package was finalised in March
2016 but its adoption is uncertain. Bosnia and Herzegovina is
also preparing a draft Law on Establishment of the Transmission
System Operator in Bosnia and Herzegovina, which also would
be required for Third Energy Package compliance.

The performance of the country in energy sector reforms is
affected by the complexity of the constitutional structure of
Bosnia and Herzegovina and general political impasse. Electricity
transmission system operation and wholesale and cross-border
supply are governed on state level for the whole territory of
Bosnia and Herzegovina. The administrative bodies of the two
entities - Republika Srpska and Federation of Bosnia and Her-
zegovina, as well as Brcko District of Bosnia and Herzegovina,
are responsible for generation, distribution and retail supply of
electricity to end-customers in their respective jurisdictions. The
entities are also majority owners of the utilities, the Elektroprivre-
das, which partition the electricity markets along territorial lines.

b. State of Compliance

Neither of the jurisdictions has harmonized its legal framework
with the Third Energy Package. This is subject to infringement
action pending at the Ministerial Council. A compliant legal
framework on the state level is under preparation but has not
been adopted. Both entities report activities to bring their own
legal acts in compliance with the acquis, however so far with no
tangible results. That confirms that political complexity may be
one element keeping Bosnia and Herzegovina from performing
better but it cannot explain the lack of will for reform inside
the entities.
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Bosnia and Herzegovina's Electricity Market Scheme

]

Tariff customers

> KB Brcko

Producers with PSO

Tariff customers

5

Producer with PSO
EP BiH

Producer with PSO
EP HZHB

— ERS

Tt Tariff customers
——— EP BiH

— Tariff customers

— EP HZHB

Elektroprenos BIH
TRANSCO

NOS BIH

Cross-border flows
(import / export)

1. Unbundling

The legal framework on the level of the state which is internally
competent for transmission does not require unbundling of the
electricity transmission system operation in line with the Third
Energy Package. The independent system operator NOS BiH
and the transmission company Elektroprenos are both legally
and functionally unbundled from generation and supply activ-
ities governed by the entities, but do not correspond to any
of the unbundling models laid down in Directive 2009/72/EC.
Moreover, certification is not envisaged. The draft new Law on
the Regulator, Transmission and Electricity Market would allow
for the implementation of the ownership unbundling model.

The entities’ distribution system operators have not been un-
bundled. In the Federation of Bosnia and Herzegovina, the Law
on Electricity does not fully transpose the obligation for legal
unbundling by omitting for example to enforce the develop-
ment of compliance programmes as required in particular by
Avrticle 26(2)(d) of Directive 2009/72/EC. In Republika Srpska, all
five distribution system operators are still legally and functional-
ly bundled with supply. Only accounting unbundling is applied
in all jurisdictions. The horizontally and vertically integrated
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Refer to the market schemes legends on page 191 for a more detailed description.

power utility Komunalno Brcko performs electricity distribu-
tion and supply in Brcko District. Compliance programmes and
officers do not exist in any distribution system operator. The
Secretariat is about to launch infringement procedures against
those breaches.

2. Third Party Access

Third party access is envisaged by the legislation. State-level
law, however, does not transpose provisions related to the
refusal of access to transmission and appeal procedures as
required by Article 32 of Directive 2009/72/EC. The primary
legislation also fails to transpose Annex 1 of Regulation (EC)
714/2009.

Both entities and Brcko District transpose and apply third party
access to distribution grids in their respective Distribution Codes
and General Conditions for Electricity Supply.

3. Eligibility

All customers in Bosnia and Herzegovina are theoretically eligi-
ble to choose their electricity supplier. The regulatory authorities



of the Federation of Bosnia and Herzegovina and Republika
Srpska have adopted Rulebooks for Supply of Electricity to Eli-
gible Customers and a Procedure for Switching of the Supplier
with effect as from 1 January 2015. The state-level regulato-
ry authority SERC also adjusted the corresponding Rules and
Methodologies for Setting Tariffs for Distribution and Electricity
supply in Brcko District. Bosnia and Herzegovina is now com-
pliant with Directive 2009/72/EC in this respect.

4. Market Opening and Price Regulation

The electricity market in Bosnia and Herzegovina is highly fore-
closed. The legal framework on the state level does not support
the establishment of a compliant market structure or access to
a power exchange.

The new Market Rules applied since January 2016 fail to sup-
port organized market platforms. Wholesale trading still takes
place exclusively through bilateral contracts mostly between
three incumbent generation and supply utilities and third-par-
ty suppliers or traders. The retail electricity markets in Bosnia
and Herzegovina are partitioned along the boundaries of the
three dominant utilities. In 2015, all consumers in Bosnia and
Herzegovina, with the exception of two large companies, were
supplied by the respective incumbent in their territories. Lack
of effective unbundling between distribution and supply within
the utilities further discourages entry of new suppliers and
effective switching.

Under the Laws on Electricity in the Federation of Bosnia and
Herzegovina and Republika Srpska, the price of generation
used for supply of customers, including electricity sold to Ko-
munalno Brcko, is regulated. This violates Articles 3 and 33 of
Directive 2009/72/EC in all jurisdictions and effectively prevents
supplier switching.

In 2016, the regulatory authorities in both entities stopped
the practice of regulating retail supply prices, save for house-
holds and small customers. The customers of the incumbents,
however, remain supplied under the umbrella of public service
obligation for universal supply and supply of last resort provided
by the same incumbents at non-market prices. Once more, this
is excessive and constitutes a violation of Articles 3 and 33 of
Directive 2009/72/EC.

5. Balancing

The legal framework for balancing is defined on the state lev-
el. Article 15 of Directive 2009/72/EC was transposed by way
of secondary legislation. The new Market Rules approved by
SERC in May 2015 and the consequent acts of NOS BiH for
implementation of operational environment for market-based
balancing and ancillary services ensure compliance with the
acquis as of 1 January 2016.

BOSNIA AND HERZEGOVINA

6. Customer Protection and Protection of Vulnerable Customers

Electricity laws in all jurisdictions currently fail to transpose
the overall framework for customer protection provided by
Article 3 and Annex 1 of Directive 2009/72/EC. The General
Conditions for Electricity Supply and/or the Rules for Supply of
Eligible Customers in all jurisdictions comprise certain aspects
of customers’ protection in the context of disconnection, com-
plaints and information rights. Transposition, however, remains
fragmented and asymmetrical.

The protection of vulnerable customers is basically missing and
needs to be introduced in the process of transposing the Third
Energy Package.

Non-transposition of the

Third Energy Package

On 13 May 2016, the Secretariat sumbitted a
Reasoned Request to the Ministerial Council
for failure to transpose the Third Energy Pack-
age and failing to notify transposing measures
to the Secretariat (Case ECS-10/16). The case
follows an expedited procedure for non-trans-
position of the acquis pursuant to Article 11(3)
of the amended Dispute Settlement Rules.
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c. Conclusions and Priorities

The Third Energy Package is still not transposed, despite being
the first priority for the development of the country’s gas sector
for more than a year. Consequently, market reforms are stalled
and no organized market is contemplated, except for the new
balancing framework. The distribution system operators have
not been legally unbundled in any of the supply utilities, and no
steps have been taken to deregulate generation prices. Social
pressure to keep the supply prices regulated still persists, and
there is no progress in developing effective measures for protec-
tion of socially vulnerable customers outside the retail market.

For the imminent future, completion of the ongoing transpo-
sition of the Third Energy Package, especially the adoption of
the draft state-level laws, is the first priority. The consequent
unbundling and certification of the transmission system opera-
tor according to the Third Energy Package as well as unbundling
of the distribution sector are the second priority. Subsequent
reforms in the broader legal environment e.g. value added
tax (VAT), public procurement, social protection of vulnerable
customers will also be required.
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Furthermore, the successful balancing reforms should be con-
sidered a first step in the development of the market structure
which now requires the designation of a national electricity
market operator and development of organized platforms for
day-ahead and intra-day trading.

J L
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The regulatory environment for supplier switching is in place
but no results have been accomplished so far due to excessive
price regulation. Efficient unbundling and effective deregula-
tion of prices (generation and supply) are urgently needed. This
should be accompanied by the protection of socially vulnerable
customers outside the electricity market.



BOSNIA AND HERZEGOVINA

Bosnia and Herzegovina

4.2 Gas

Description of data [unit] 2014 2015
Natural Gas Production [Bcm] 0 0
Import [Bcm] 0,176 0,213
Stock changes [Bcm] 0 0
Total supply [Bcm] 0,176 0,213
Consumption in Energy Sector [Bcm] 0 0,082
0 0
out of which: Energy transformation [Bcm]
0,055 0,082
Available for final consumption of natural gas [Bcm] 0,128 0,221
Interconnectors’ capacity [Bcm] Total 0,750 0,750
out of which bidirectional 0 0
Storage working capacity [Bcm] 0 0
Length of transmission network [km] 234,2 234,2
Length of distribution network [km] 1.507 1.618
Natural gas customers Total 67.536 68.301
out of which: Non-households 4.962 4.673
Eligible customers under national legislation 392 4.915
Active eligible customers 1 387
Households 62.574 63.628
Internal market Gas supplied to active eligible customers [Bcm] 0,019 0,043
Share of total consumption [%] 15% 19%
Final consumption of natural gas per sector [Bcm] 0,128 0,221
Consumption structure [Bcm] Industry and commercial customers 0,070 0,092
Households 0,058 0,130

Source: DERK, compiled by the Energy Community Secretariat

Difference between total supply and availalible for consumption is fulfiled by accumulation from prevoius year and from linepack

Bosnia and Herzegovina has no domestic sources of natural gas.
Supplies are exclusively based on imports from a single source
(Russia) passing through Ukraine, Hungary and Serbia. BH Gas is
a party, together with Energoinvest, in an import contract with
Gazprom which is renewed annually, and a transit contract via
Hungary (until 2018). Transit via Serbia is contracted between
BH Gas and Srbijagas until 2017. A big customer in Republika
Srpska has started to buy gas under its own supply license
issued in 2014. The existing transmission pipeline connects
the sole cross-border entry point in Zvornik with the cities of
Sarajevo and Zenica. Although relatively short, the pipeline is
operated by three transmission system operators: BH Gas in the
territory of the Federation, Gas Promet in Republika Srpska and
Sarajevogas Istocno Sarajevo, a company which shares owner-
ship of the pipeline and transmission activities with Gas Promet,
in the territory of Republika Srpska. This complex situation
leads to underperformance and inefficient use of the system.

The Zenica - Travnik pipeline, although completed in 2013, is
still not in operation due to a dispute with a construction con-

tractor. In Republika Srpska, the network has been extended
by the pipeline Sepak - Bjeljina. However, it is unclear who is
responsible for its operation.

The natural gas sector in Bosnia and Herzegovina is regulated
at the level of the entities. In Federation of Bosnia and Her-
zegovina, a 2007 government decree applies which fails to
transpose any major principle of the gas acquis. The adoption
of a new draft gas law has been pending in the parliament for
more than three years. The draft in its present form is widely
non-compliant with the acquis. In Republika Srpska, the natural
gas sector is regulated by the Law on Gas adopted in 2007 and
amended in 2012. This law, however, equally fails to transpose
the Third Energy Package provisions.

The failure to comply with the Second Energy Package has been

confirmed by a Decision of the Ministerial Council and is subject
to sanctions against the country under Article 92 of the Treaty.
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Bosnia and Herzegovina's Gas Market Scheme
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Refer to the market schemes legends on page 191 for a more detailed description.

1. Unbundling

Bosnia and Herzegovina is not compliant with the Third Energy
Package unbundling and certification requirements. Most of
the natural gas undertakings engaged in transmission system
operation are not even unbundled in line with the Second
Energy Package. This includes BH Gas, the transmission system
operator in Federation of Bosnia and Herzegovina, and Saraje-
vo-gas Istocno Sarajevo, authorised both for the transmission
and supply of natural gas in Republika Srpska, which remain
fully bundled with supply or trade activities. The regulatory
authority of Republika Srpska withdrew a trade and supply
license from Gas Promet. The company thus remains respon-
sible only for transmission and transmission system operation;
however it is not unbundled according to the Third Energy
Package. Compliance programmes are not in place in any of
these companies.

In both entities, distribution activities are performed by the
same companies engaged in the supply of and trade in natural
gas. Republika Srpska allows an exemption for the unbundling
of distribution system operators with less than 100.000 cus-
tomers connected to the grid as permitted by the acquis. The
Federation’s legal system is silent on this and thus non-com-
pliant. Additional requirements for unbundling of the distribu-
tion system operators will have to be introduced in line with
Directive 2009/73/EC.
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Non-implementation of the Gas Acquis

Bosnia and Herzegovina persistently fails to
comply with the provisions of the gas acquis
from the Second Energy Package. The country
continues to seriously infringe Energy Commu-
nity law despite the Ministerial Council having
already adopted three Decisions against Bosnia
and Herzegovina in Case ECS-8/11 initiated on
7 October 2011. In its first Decision under Ar-
ticle 91 of the Treaty of 1 October 2013, the
Ministerial Council established a breach of En-
ergy Community law and required Bosnia and
Herzegovina to take all appropriate measures
to rectify the breaches identified by June 2014.
The second and the third decisions of the Min-
isterial Council have been adopted under Arti-
cle 92 of the Treaty. On 23 September 2014,
the Ministerial Council decided that the breach
was persistent and serious, and on 16 October
2015 it imposed sanctions against Bosnia and
Herzegovina. Since compliance has not yet been
achieved, the Secretariat submitted a request for
extension of the sanctions in Case ECS-8/11 to
be decided by the Ministerial Council in October
2016.




2. Third Party Access

Bosnia and Herzegovina is not compliant with the third party
access provisions of the gas acquis on many accounts.

Legislation of Federation of Bosnia and Herzegovina allows
negotiated access upon an ad hoc decision of the ministry in
charge of energy. The gas transmission and distribution tariffs
in the Federation were never adopted, published or applied.

Regulated access is in place in Republika Srpska. In spite of
the developed methodologies for calculation of grid tariffs,
so far only a distribution tariff has been enforced, whereas a
transmission tariff was adopted only for a spur of the transmis-
sion pipeline Karakaj - Zvornik. Additionally, a separate tariff
for each entry/exit point to/from the transmission grid is not
implemented.

Neither entity defined third party access services by their trans-
mission system operators. The exemption procedures are also
not compliant with the Third Energy Package. The Federation
allows for a third party access exemption decision to be issued
by the responsible ministry without involving the regulatory
authority and the Energy Community. While the law in Repub-
lika Srpska involves the regulator in such a procedure, it fails
to involve the Energy Community Secretariat.

3. Eligibility

Bosnia and Herzegovina breaches the Treaty as all customers
should have been eligible by 1 January 2015, regardless of their
status. Customers in Federation of Bosnia and Herzegovina are
still captive, which is a serious breach of the Treaty. The eligibil-
ity provisions, stipulated by a government decree of Federation
of Bosnia and Herzegovina, define the eligibility status on the
basis of a level of consumption or limit it to customers that
use gas for generation of electricity. This is not in compliance
with the acquis.

Republika Srpska, on the other hand, correctly transposed the
eligibility criteria of the directive. In practice, non-household
customers are supplied under non-regulated prices.

4. Market Opening and Price Regulation

The market is highly foreclosed. All natural gas consumers in
Federation of Bosnia and Herzegovina are supplied by their
respective incumbent at regulated prices. In Republika Srpska,
regulated prices are still in place. Switching rules are missing.

BOSNIA AND HERZEGOVINA

Non-transposition of the

Third Energy Package

On 13 May 2016, the Secretariat submitted a
Reasoned Request to the Ministerial Council for
failure to transpose the Third Energy Package
and failing to notify transposing measures to the
Secretariat (Case ECS-6/16). The case follows
an expedited procedure for non-transposition
of the acquis pursuant to Article 11(3) of the
amended Dispute Settlement Rules.
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5. Balancing

Bosnia and Herzegovina is not compliant with the gas acquis
as regards balancing rules.

Federation of Bosnia and Herzegovina did not transpose any
balancing provisions from Regulation (EC) 715/2009. In Re-
publika Srpska, Gas Promet performs balancing under a Rule-
book on the Operation of Natural Gas Transmission, but the
balancing rules stipulated therein are not market based and
thus are not compliant.

6. Security of Supply

Bosnia and Herzegovina is not compliant with Directive
2004/67/EC. Republika Srpska transposed key elements of Di-
rective 2004/67/EC by the Decree on Security of Supply and
Delivery of Natural Gas adopted in 2011. However, supply
standards are not defined.

Federation of Bosnia and Herzegovina transposed only a few
elements of Directive 2004/67/EC. A list of measures and re-
sponsibilities in case of emergency, the scope of reporting and
cooperation with the neighbouring countries and definitions
of supply standards and a major supply disruption are missing.

7. Customer Protection and Protection of Vulnerable Customers

Bosnia and Herzegovina has not transposed provisions related
to customer protection and vulnerable customers as required
by Directive 2009/73/EC.

Republika Srpska’s Gas Law only refers to protection of custom-
ers as defined by the “Energy Sector Development Strateqy”.
The existing legislation of Federation of Bosnia and Herzegovina
introduces certain elements of the socially vulnerable status
of customers by defining protected customers. It imposes ob-
ligations for the supplier of tariff customers as a manner of
customer protection, which is not compliant with the acquis.
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The commitments and assurances given by the country to re-
solve the deadlock in the gas sector were not kept. The Energy
Community made great efforts to find a solution for Bosnia and
Herzegovina by bringing together all the parties and present-
ing a number of proposals, but to no avail. Even the minimal
criteria which would ensure a compliant state-level solution
were finally rejected.

Reaching agreement on implementing the Third Energy Pack-
age provisions in the whole territory of Bosnia and Herzegovina
is the utmost priority. This can be done in many variants, with

a state law transposing minimum requirements needed for a
state regulatory body and state institutions, complemented by
harmonised entity laws in line with the Third Energy Package.

Although the country as such has fundamental deficiencies
enshrined in its legal and constitutional framework, the long
lasting absence of a minimal response to resolve the situation
is striking and represents a mix of opaque interests running
against any solution, which amounts to an absolute indifference
for the well-being of its own citizens. As a consequence, the
Bosnian people are held hostage by the energy elite and end
up paying the highest price for gas in the whole of Europe.
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4.3 Regulatory Authority

a. Compliance with Independence Criteria and Competences

The State Electricity Regulatory Commission (SERC) is the only
regulatory authority in the Contracting Parties whose legal set-
up does not comply with the requirements of Article 35(1) of
Directive 2009/72/EC and Article 39(1) of Directive 2009/73/
EC for a single regulatory authority for electricity and gas at
national level. SERC is exclusively in charge only of electricity
transmission on state level and does not have any jurisdiction
over the gas sector. The legislator has so far not taken meas-
ures to introduce gas market related regulatory competences
as tasked by the Ministerial Council Decisions of 2013, 2014
and 2015, following an infringement action of the Secretariat.

SERC is by law set up as an institution legally distinct and
functionally independent from any other public entity. Estab-
lishment of SERC is solely based on legislation, meaning that
it cannot be liquidated by act of another public institution.

SERC is headed by three commissioners. Their term is limited to
a period of five years, renewable once, and a rotation scheme
is in place as required under the Third Energy Package.

Besides the lack of nationwide competences for gas and the
entire electricity sector, SERC's organisation fails to meet addi-
tional independence criteria stipulated by Directives 2009/72/EC
and 2009/73/EC. The rigid ethnicity requirements for appoint-
ment of the commissioners and the strong political involve-
ment in the selection process fall short of prohibiting political
influence over the process. This is reinforced by the need for
unanimous decision-making of the three commissioners that
has proven to effectively block the execution of its duties. Also,
the dismissal of a commissioner due to failure to participate in
SERC’s proceedings for a period longer than six weeks has to
be considered overly restrictive.

Bosnia and Herzegovina has not yet transposed the Third En-
ergy Package. In light of this, competences of SERC also have
to be expanded to the complete set of regulatory powers and
objectives foreseen under the Third Energy Package.

SERC has autonomy in defining its annual work programme as
well as in setting up and managing its annual budget. SERC is
held accountable for its activities by having to present its annual
report to the parliament and the ministry.

SERC’s management is independent in relation to staff ap-
pointment and organisation of the internal structure including

autonomy in principle in setting of salaries. However, in de-
fining salaries SERC has to abide by the Law on Salaries and
Allowances in the Institutions of Bosnia and Herzegovina and
the Decision of the Council of Ministers of Bosnia and Herze-
govina determining the base for salary calculation. In effect,
salary levels are comparable with the public sector for SERC
commissioners and with salary levels of the regulated sector
for SERC staff.

b. Performance

SERC has shown active engagement in performing its duties,
stretching its limited competences to the extent possible.

SERC is also active in the regulatory discussions in the Energy
Community Regulatory Board (ECRB), including chairmanship
of the ECRB Customer and Retail Markets Working Group.
Further to this, the cooperation between SERC and the compe-
tition authority of Bosnia and Herzegovina has to be considered
positively in terms of the regulator’s readiness to take an active
role in promoting competitive market structures

c. Conclusions and Priorities

The challenges reported in the Implementation Report 2015
remain unsolved, namely:

e SERC needs to be established as a single regulatory authority
with nationwide competences for the gas and electricity sec-
tor to rectify the serious and persistent breach. In this context
SERC's competences need to be expanded to the complete
set of regulatory powers under the Third Energy Package.

¢ The unanimity rule for board decisions should be replaced
by majority voting.

e The strict ethnicity requirements for appointment of the com-
missioners should be abolished.

¢ The selection committee responsible for short-listing commis-
sioner candidates should be composed of neutral experts and
civil servants with a view to better decouple the appointment
procedure from political influence.

¢ Dismissal of a commissioner due to failure to participate in

SERC proceedings for a period longer than six weeks should
be abolished or the absence period should be lengthened.
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4.4 Ol

a. Sector Overview

Bosnia and Herzegovina does not produce crude oil. Crude oil
is imported mainly from Russia. Imports in 2015 were above
916 kt, around 3,95% lower than in 2014. In 2015, Bosnia
and Herzegovina processed around 888 kt of oil, a decrease
by around 1,26% compared to 2014. The export of petroleum
products has increased by 38,3% to 240 kt. The import of pe-
troleum products has increased by around 15,4% to a level of
around 889 kt in 2015. The overall consumption of petroleum
products in 2015 was 1.536 kt.

b. State of Compliance

Bosnia and Herzegovina does not have legislation on compul-
sory stocks of oil and petroleum products on the state level and
there is no national policy to meet the obligations of Directive
2009/119/EC. Both entities have adopted laws which are not in
compliance with the directive. A working group with represent-
atives from both entities and the Ministry of Foreign Trade and
Economic Relations has been established in order to develop a
national policy for meeting the directive’s requirements. Given
the particular interests of the two entities, it will be important
to explore various options, including industry based models.

Technical assistance was provided by the Secretariat in May
2016 in order to assist Bosnia and Herzegovina in formulating
amodel for an emergency stockholding system which would be
consistent with Council Directive 2009/119/EC but also worka-
ble in the specific and complex case of Bosnia and Herzegovina.

The Agency for Statistics of Bosnia and Herzegovina, responsi-
ble for compiling national statistics and fulfilling international
reporting requirements, does not collect any data directly from
industry sources and relies entirely on the data provided by the
entities. The statistics collection system must be improved to
allow for the proper implementation of the directive.

c. Conclusions and Priorities

There has been no progress with regard to last year’s priorities.
None of the suggested actions have been followed up.

The Secretariat considers the transposition of Directive
2009/119/EC on the state level as top priority. The main prior-

ities for Bosnia and Herzegovina are as follows:

¢ Working group agreement on further elaboration of the
emergency stockholding scheme;

¢ Development of the role of each stakeholder and relationship
among stakeholders in greater detail;

¢ Drafting an action plan for building up emergency oil stocks
to 90/61 days;

e Drafting an emergency oil stockholding law and relevant
secondary legislation; and

e Establishing a monthly oil data reporting system.
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4.5 Renewable Energy
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2014 2015
Total capacities of renewable energy (MW) 2.128,3 2.159,5
Hydropower, out of which: 2.128 2.150
- small hydropower (<10 MW) 79,0 95,5
- pumped storage 420 420
Wind 0,3 0,3
Solar 0 8,2
Biogas 0 1,0

Source: MOFTER, SERC

a. Sector Overview

Bosnia and Herzegovina committed to a binding target of 40%
renewable energy in gross final energy consumption in 2020.
In 2014, according to the energy balance published by EU-
ROSTAT, Bosnia and Herzegovina achieved a 42,3% share of
energy from renewable sources, thus overachieving the 40%
target for 2020 due to revision of biomass data. Building on
the two entities’ renewable energy action plans from 2014, the
National Renewable Energy Action Plan (NREAP) was adopted
by the Government of Bosnia and Herzegovina in March 2016.
The document is the first legislative act on renewable energy at
national level as the entire legal and regulatory frameworks for
renewable energy fall within the competence of the entities.
The adoption of the NREAP brought to an end the infringement
case initiated against the country in February 2014.

b. State of Compliance

The existing framework for the promotion of energy from
renewable sources remains non-compliant to a large extent.

1. National Renewable Energy Action Plan

With the adoption of the NREAP, Bosnia and Herzegovina has
increased its compliance with the requirements of Directive
2009/28/EC. It is foreseen that the binding renewable energy
target will be exceeded, reaching 43% in 2020. Reliability of
energy statistics and therefore of biomass data is expected to
increase with the publication of the energy balance for 2014
following the recently finalized energy consumption surveys.
The report on the progress in promotion of renewable energy
for the years 2014 - 2015, which is due to be submitted to the
Secretariat by the end of 2016, will provide more accurate in-
formation on consumption of renewable energy in the country.

2. Support Schemes

Support schemes for various renewable energy technologies
were adopted by both entities. The transition to a market-based

approach for granting the support remains to be achieved in
both entities. A mechanism to transfer the costs of incentiv-
ising renewable energy to all customers in a fully liberalised
market is missing. Full compliance with the acquis remains to
be achieved.

3. Cooperation Mechanisms

No legislation regarding cooperation mechanisms exists. Cur-
rently, the country does not comply with Directive 2009/28/
EC in this respect.

4. Administrative Procedures

Several solar photovoltaic (PV), wind and small hydropower
plants were licensed in the last reporting period, but the co-
ordination among the institutions in the authorisation process
for small, decentralised renewable energy producers should be
improved in the two entities. Both entities have to continue to
simplify the procedures and provide clarity, predictability and
transparency to applicants. Currently, Bosnia and Herzegovina
does not comply fully with Article 13 of Directive 2009/28/EC.

5. Access to and Operation of the Grids

The entity-level renewable energy laws fail to include priority or
guaranteed access to the grids but do include priority dispatch
and guaranteed priority of connection. However, they are of-
ten not respected in practice, particularly in case the plant is
not close to the existing network in Federation of Bosnia and
Herzegovina. Sometimes the connection procedure can take
up to one and a half years.

A state-level law that imposes priority or guaranteed access for
energy from renewable sources to the transmission network
and priority dispatch is not in place. Moreover, requirements at
the state level for the development of the transmission network
to take into account the integration of renewable energy are
not transposed. Bosnia and Herzegovina fails to comply with
provisions of Article 16 of Directive 2009/28/EC.
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6. Guarantees of Origin

Legislation for guarantees of origin exists in both entities and
the bodies in charge of issuing, transferring and cancelling
guarantees of origin for energy from renewable sources have
been appointed. However, the two registries at entity level
and a reliable, accurate and fraud-resistant system of issuing,
transferring and cancelling guarantees of origin have yet to be
made operational in both entities.

Currently, Bosnia and Herzegovina does not comply with Article
15 of Directive 2009/28/EC at state level.

7. Renewable Energy in Heating and Cooling

There is no compliance with the requirements of Article 13
of Directive 2009/28/EC in Federation of Bosnia and Herze-
govina or in Republika Srpska. There are no requirements for
the use of minimum levels of energy from renewable sources
in new buildings and in existing buildings that are subject to
major renovation. Obligations on the exemplary role of public
buildings, promotion of heating and cooling systems and other
requirements regarding biomass, heat pumps and solar thermal
energy are missing despite the existing potential.

8. Renewable Energy in Transport

Republika Srpska has committed to a yearly increase of 0,5%
in the use of renewable energy in the transport sector until
reaching the share of 10% by 2020, while Federation of Bos-
nia and Herzegovina still refers to the now outdated target of
5,75% set by the former Directive 2003/30/EC. Both entities
adopted secondary legislation defining the types, contents and
quality of biofuels in motor vehicle fuels, introduced blending
obligations on traders in line with Directive 2003/30/EC. The
NREAP reported a renewables share in transport in the range
of 0,6% to 1%.

During the reporting period, there were no activities to intro-
duce incentives, promotional campaigns or the relevant certi-
fication scheme for biofuels at state or entity level. Articles 17

Rectification of Failure to Adopt the

National Renewable Energy Action Plan

1 Following Bosnia and Herzegovina’s submission
N of its National Renewable Energy Action Plan
to the Secretariat, Case ECS-4/14 was closed in
April 2016. The submission of the plan followed
a decision adopted by the Ministerial Council on
16 October 2015 establishing that Bosnia and
Herzegovina failed to fulfil its obligations un-
der Article 20 of the Treaty read in conjunction
with Article 4(1) and Article 4(2) of Directive
2009/28/EC.
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- 21 of Directive 2009/28/EC related to sustainability criteria for
biofuels and bioliquids have not been transposed at all. Bosnia
and Herzegovina is non-compliant with Directive 2009/28/EC
with respect to renewable energy in the transport sector.

The adoption of the NREAP is a key achievement in this re-
porting period. However, the legal and regulatory framework
remains split at entity level. A state-level framework for the pro-
motion of renewable energy supplementing the existing entity
laws is key. For example, the transmission system operator’s
role and responsibilities in connecting new renewable energy
producers to the network and the principles of operation of
the transmission network for electricity from renewable sources
have to be set in state-level legislation. Moreover, the simplifi-
cation of the procedures and the reduction of the number of
regional and local/cantonal institutions as well as improving
transparency of the processes will be instrumental in attracting
investments in renewable energy projects.

Introducing a feed-in premium should be a priority for both
entities in the upcoming period. The measures should integrate
renewable energy into the electricity market in the most cost-ef-
fective way by introducing a tender procedure for granting
support to producers.

The submission of the progress report on the promotion of
renewable energy 2014 - 2015, due at the end of 2016, must
be another priority at state level. The report will reveal the
progress achieved towards the country’s 2020 trajectory. To
ensure accurate reporting of household biomass consumption,
the revision of official energy statistics based on the recently
conducted energy consumption surveys must be finalised.

A compliant legal framework for biofuels and bioliquids is a
long standing and urgent priority. Without it, even the small
present share of biofuels on the market cannot be calculated
towards the achievement of the 10% target as outlined in the
2016 NREAP.
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4.6 Energy Efficiency

Energy Efficiency Action Plan (EEAP)*
2010-2018
298/9/2018

Period covered by EEAP
Overall energy savings target - Directive 2006/32/EC (ktoe / % / year)

- 1 EEAP not adopted on state level (draft 1¢ EEAP in Federation of Bosnia and Herzegovina;
EEAP status 15 EEAP adopted in Republika Srpska in December 2013)
- 2" EEAP under preparation

Bosnia and Herzegovina

Achieved energy savings (ktoe / % / year) Under preparation (to be reported as part of the 2" EEAP)

State Ministry of Foreign Trade and Economic Relations, entity ministries in charge of energy

ey I iiiiten) in deige and buildings and energy efficiency funds

Main data and energy efficiency indicators** 2011 2012 2013 2014
Total primary energy supply (TPES) ktoe 8.460 8.518 7.900 7.794
Energy Intensity (TPES/GDP) toe / 1.000 USD 0,66 0,67 0,61 0,59
TPES/Population toe/capita 2,20 2,22 2,06 2,03
Total final energy consumption (TFEC) ktoe 4741 4.906 4.420 4.554
Residential 55% 58% 53% 47%

Services 8% 8% 9% 9%

Share of TFEC by Industry % 15% 14% 15% 20%
sector Transport 21% 19% 21% 22%

Others 0% 0% 1% 1%

Non-energy use 1% 1% 1% 1%

* Source: draft 1t EEAP of Bosnia and Herzegovina, 15 EEAP of Republika Srpska
** |ndicators calculated by the Energy Community Secretariat

a. Sector Overview

Non-transposition of the

Energy Services Directive

Final energy consumption and energy intensity of Bosnia and
Herzegovina decreased between 2012 and 2014. However,
the values of these indicators remain relatively high compared
to the Energy Community average, suggesting that stronger N
energy efficiency measures must be implemented in all sectors.
This is especially relevant for the residential sector, which is
responsible for the highest share in total final energy consump-
tion (47% in 2014).

1 In Case ECS-1/14 opened in March 2014, the
Secretariat challenged the lack of transposition
of Energy Services Directive 2006/32/EC in Bos-
nia and Herzegovina. While Republika Srpska
has adopted the relevant legislation and the
D EEAP, these are completely missing in Federation

of Bosnia and Herzegovina and Brcko District. In

In Bosnia and Herzegovina, the entity ministries are in charge of February 2016, the draft Energy Efficiency Law

. L o . . as removed from the agenda of the House of

developing energy efficiency legislation, while the State Ministry S w v . 9 ou
of Foreign Trade and Economic Relations (MoFTER) participates Peoples of the Parliament of the Federation and
' P returned for additional consultations, despite

coordinates and reports about activities related to the Energy
Community. Each entity established an energy efficiency and u
environmental fund.

being previously adopted by the House of Rep-
resentatives in September 2014. Pending the
adoption of the draft Energy Efficiency Law and
the EEAP in Federation of Bosnia and Herzego-
E vina, Case ECS-1/14 will remain open.

b. State of Compliance

Transposition of the energy efficiency acquis in Bosnia and
Herzegovina is still not sufficient, especially in Federation of

Bosnia and Herzegovina. Republika Srpska is comparatively
more advanced in transposition and implementation of the
acquis, especially with regards to adoption and implementa-
tion of secondary legislation and plans based on the Law on
Energy Efficiency.

1. Energy Services Directive 2006/32/EC

Republika Srpska has adopted a Law on Energy Efficiency, while
Federation of Bosnia and Herzegovina and Brcko District failed
to do so. In the absence of a full package of primary and
secondary legislation transposing Directive 2006/32/EC and
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the adoption of a state-level EEAP, Bosnia and Herzegovina
continues to be in breach of this directive. The Secretariat initi-
ated an infringement action against Bosnia and Herzegovina in
March 2014, after which progress with adoption of secondary
legislation was registered in Republika Srpska.

2. Energy Labelling Directive 2010/30/EU

Republika Srpska has transposed provisions of Directive
2010/30/EU in its Energy Efficiency Law and adopted nine
delegated regulations as of March 2016. Federation of Bosnia
and Herzegovina still fails to comply with Directive 2010/30/EU.

3. Energy Performance of Buildings Directive 2010/31/EU

In Federation of Bosnia and Herzegovina, the directive’s require-
ments related to the methodology for calculating minimum
energy performance of buildings, energy audits and energy
certification of buildings are transposed through the existing
Law on Physical Planning and Land Utilization and several by-
laws. However, provisions of the directive related to cost-opti-
mal calculations, definition and plans for realization of nearly
zero-energy buildings are yet to be transposed.

In Republika Srpska, the key requirements of Directive 2010/31/
EU were transposed via the Law on Physical Planning and Con-
struction of May 2013 (energy performance of new and existing
buildings, certification of buildings, energy audits of buildings

and public sector exemplary role).The remaining provisions still
need to be developed further through secondary legislation.

Overall, Bosnia and Herzegovina still fails to fully comply with
the requirements of this directive.

c. Conclusions and Priorities

The reporting period was characterised by certain progress,
namely the further implementation of existing Energy Efficiency
Law in Republika Srpska, development of secondary legislation
under the Regional Energy Efficiency Programme (REEP) and
the work on the next round of EEAPs. However, the important
priorities identified in the previous report, i.e. adoption of draft
energy efficiency laws in Federation of Bosnia and Herzegovina
and Brcko District are still not completed. This draft legislation
needs to be adopted without any further delay, including those
for which REEP finalised technical assistance (regulation on
inspection of systems, energy performance calculation method-
ology and software). The state-level EEAP needs to be finalized
and submitted to the Secretariat.

The coordination between state and entity level authorities
needs to be strengthened as a precondition for further energy
efficiency progress. Putting in place adequate structures for
monitoring of energy efficiency measures and verification and
reporting should be another priority.
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4.7 Environment

1. Environmental Impact Assessment Directive

Environmental impact assessments are carried out by the re-
sponsible ministries in the entities of Bosnia and Herzegovina.

Between September 2015 and April 2016, Republika Srpska
issued two environmental permits for 110 kV overhead power
lines, 18 rulings on the approval of small hydropower plant
projects in screening phase (preliminary environmental assess-
ments), one ruling on approval of the environmental impact
assessment for 43 MW hydropower plant Paunci and two ad-
ditional approvals for surface mining pits in Ugljevik. None of
them concerns a Project of Energy Community Interest. No
information was provided by the authorities of Federation of
Bosnia and Herzegovina.

2. Sulphur in Fuels Directive

Bosnia and Herzegovina has one refinery producing heavy fuel
oil and gas oil, located in the municipality of Brod in Republika
Srpska.

3. Large Combustion Plants Directive

Bosnia and Herzegovina has five plants falling within the scope
of the Large Combustion Plants Directive with a total of 12
units and a total rated thermal input of 5 339 MW. All units
use lignite and/or brown coal as fuel.

Bosnia and Herzegovina has reached a modest level of trans-
position of the Energy Community environmental acquis. As
environmental legislation falls within the responsibility of the
entities, differences exist as regards the level of transposition
and the preparedness for implementation between the entities.

1. Environmental Impact Assessment Directive

No legislation on environmental impact assessment exists at
the state level.

In Federation of Bosnia and Herzegovina, the Environmental
Impact Assessment Directive is transposed through the Law
on Environmental Protection and delegated legislation. The
existing legal framework still has certain flaws (related mainly to

public participation). The new Law on Environmental Protection
has not yet been adopted by parliament.

In Republika Srpska, the Law on Environmental Protection,
adopted in 2012 and amended in September 2015, governs
environmental impact assessment. Several rulebooks necessary
for the implementation of the law exist.

As regards the Brcko District, the Law on Environmental Pro-
tection, in force since 2004, governs environmental impact
assessment. The existing legal framework still has certain flaws,
particularly as regards public participation.

2. Sulphur in Fuels Directive

The legal framework aimed to transpose the Sulphur in Fuels
Directive includes the entities’ Laws on Air Protection adopted
in 2002 (Republika Srpska), 2003 (Federation) and 2004 (Brcko).
At state level, the government adopted a Decision on Liquid
Fuels Quality in 2002, which was amended several times.

The incorrect transposition and implementation of the directive
is currently subject to an infringement procedure. A derogation
clause in the government decision resulted in a failure to trans-
pose the provisions of the directive related to the maximum
sulphur content allowed in heavy fuel oil and gas oil correctly.
Furthermore, granting domestically produced petroleum prod-
ucts more favourable treatment with regard to the maximum
sulphur content as compared to imported ones constitutes
discrimination in violation of the Energy Community Treaty. In
addition, the legislative limit values of sulphur content of gas
oil have not been set at the required level.

Non-compliance with Sulphur

in Fuels Directive

1 Case ECS-2/13 was initiated with an Open-
N ing Letter on 11 February 2013, in which the
Secretariat preliminarily concluded that Bosnia
and Herzegovina has failed to transpose and
implement Sulphur in Fuels Directive 1999/32/
EC. On 13 May 2016, the Secretariat submitted
a Reasoned Request to the Ministerial Council
after Bosnia and Herzegovina failed to comply
with the breaches identified in the Reasoned
Opinion submitted by the Secretariat on 21 De-
cember 2015.
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3. Large Combustion Plants Directive

Bosnia and Herzegovina submitted its draft National Emission
Reduction Plan to the Secretariat in December 2015. The as-
sessment of this plan is currently ongoing.

In Federation of Bosnia and Herzegovina, the Ordinance on
Limit Values of Air Emissions from Combustion Plants adopted
in 2013 transposes the emission limit values of the Large Com-
bustion Plants Directive. The ordinance also requires operators
of large combustion plants to develop emission reduction plans.
The emission limit values of the Industrial Emissions Directive
for new plants have not yet been transposed.

In Republika Srpska, the Rulebook on Measures for Prevent-
ing and Reducing Air Pollution and Improving Air Quality, as
amended in 2015, transposes the emission limit values of the
Large Combustion Plants Directive both for new and existing
plants. The emission limit values of the Industrial Emissions
Directive for new plants have not yet been transposed.

Apart from the submission of the National Emission Reduction
Plan to the Secretariat, there was little progress as regards the
follow-up of the priorities of last year’s Implementation Report.

In Federation of Bosnia and Herzegovina, a law ensuring full
compliance with the provisions of the Environmental Impact
Assessment Directive must be adopted without delay.

Bosnia and Herzegovina must ensure compliance with the pro-
visions of the Sulphur in Fuels Directive in order to settle the
ongoing dispute settlement case.

Bosnia and Herzegovina must prepare the necessary legal acts
to ensure timely implementation of its National Emission Re-
duction Plan and the implementation of the provisions of the
Industrial Emissions Directive for new plants.
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4.8 Competition

a. Sector Overview

The body in charge of enforcing competition law at state level
is the Competition Council. In the reporting period, Bosnia and
Herzegovina completed an analysis of the electricity market
with support of the European Union.

The Law on the System of State Aid is enforced by the State
Aid Council, composed of eight members and assisted by a
secretariat. In the reporting period, the State Aid Council did
not take any decision in the energy sector.

b. State of Compliance

1. Competition Law

The Competition Act of Bosnia and Herzegovina, adopted in
2005 and amended in 2007 and 2009, is in line with the com-
petition acquis.

An analysis of the electricity market supported by the European
Union provides a useful first step to identify structural problems.

BOSNIA AND HERZEGOVINA

Bosnia and Herzegovina

However, the Competition Council will need to follow up on
the findings to improve the competitive environment.

Lack of Effective
State Aid Enforcement

| In Case ECS-1/10, the Secretariat takes the view
N that Bosnia and Herzegovina failed to fulfil its
obligations under the Energy Community Treaty
by not adopting and implementing legislation
D prohibiting State aid and enforcing that prohi-
bition, as required by Articles 6 and 18 of the
Treaty. Despite the fact that the Law on Sys-
tem of State Aid in Bosnia and Herzegovina was
adopted back in 2012, no case in the energy
sector has been notified or reviewed ex officio
by the State aid enforcement authority. This
makes the system of State aid enforcement in
Bosnia and Herzegovina non-functional.
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2. State Aid Law

The Law on the System of State Aid is generally in line with the
State aid acquis. However, no case in the energy sector has
ever been reviewed by the State Aid Council since the law’s
entry into force in 2012. Therefore, full implementation of the
State aid law and its enforcement are yet to be achieved. The
independence of the State Aid Council remains questionable
as both the decision-making body as well as the secretariat
are closely linked to the respective governments in terms of
nomination of its members and financing. The decisions of
the State Aid Council and the notifications it receives are not
publicly available which renders close scrutiny by stakeholders
and the general public impossible.

c. Conclusions and Priorities

While having formally transposed the acquis, Bosnia and Her-
zegovina must start to actively enforce competition and State
aid law. No progress has been made in the reporting period
regarding the enforcement activities in the area of competition
and State aid law.

As recommended last year, the Competition Council should be-
gin issuing binding decisions on the restrictions of competition
on the energy markets and sanction breaches of competition
law. Setting concrete follow-up steps to the analysis of the
electricity market should be the priority for the coming months.

The Secretariat will continue monitoring the enforcement of
State aid law and will not close the ongoing dispute settlement
procedure in Case ECS-1/10 before State aid rules are applied
in practice to the energy sector.

[ala

4 9 Statistics

a. Sector Overview

Pursuant to the Law on Statistics of Bosnia and Herzegovina,
the Agency for Statistics of Bosnia and Herzegovina (BHAS) is
responsible for organizing, compiling, producing and dissem-
inating statistical data.

The Federation of Bosnia and Herzegovina and Republika Srp-
ska have established their own authorities for collecting, com-
piling and disseminating statistical data, namely the Institute
for Statistics of the Federation of Bosnia and Herzegovina (FZS)
and the Institute of Statistics of Republika Srpska (RZS RS).
They are obliged to deliver statistical data to BHAS. In order to

62 | ENERGY COMMUNITY SECRETARIAT

Analysis of Competition in the Electricity

Market of Bosnia and Herzegovina

An analysis of the electricity market was prepared
under an EU funded project “Support to the Im-
plementation of Competition Regulations in Bos-
nia and Herzegovina and further Strengthening
of Competition Policy”, which also included a
component on State aid.

The analysis found that market opening and lib-
eralization is slowly taking place. However, the
four incumbent utilities still covered 93% of the
electricity supplied in 2014. Electricity generation/
trading systems operate as three vertically inte-
grated monopolies in three separate geographic
areas and this is considered to contribute to in-
efficiency. The lack of a single, unified, energy
strategy, applicable for the whole country, pre-
vents Bosnia and Herzegovina from adequately
o addressing issues of security of supply. Low prices
for households, due to political/social reasons, do
not induce electricity stakeholders to compete on
internal market(s). An efficient system of pub-
C lic procurement would be necessary to induce
competition.

The Secretariat recommended that the analysis

should provide conclusions on whether there

might indeed be competition problems that the

Competition Council could potentially investi-

gate; or whether the problems are found in the

S legal and regulatory framework only, requiring
improvements and actions beyond the compe-
tence of the Competition Council.

Bosnia and Herzegovina

ensure uniform quality of statistical data, all three authorities
have signed an agreement on implementation of harmonized
methodologies and standards in producing the statistical data.

By a Memorandum of Understanding signed by BHAS with
the State Electricity Regulatory Commission (SERC), the latter
collects and compiles information on electricity prices.

Under the Secretariat’s technical assistance project, BHAS in co-
operation with the entities’ institutions completed a survey on
energy consumption in households with a focus on renewable
energy consumption. The results of the survey were published
and incorporated in the official annual statistics for the year



2014. The survey also included information relevant for the
implementation of Regulation (EU) 431/2014.

b. State of Compliance

The responsible institutions of Bosnia and Herzegovina have
achieved significant progress in complying with the energy sta-
tistics acquis, particularly with regard to annual energy statistics.
Only monthly statistics remain an issue of non-compliance.

1. Annual Energy Statistics

Bosnia and Herzegovina collected and compiled the annual
data collection comprising all five annual questionnaires for
2014 and for the first time transmitted a full set of annual
energy statistics to EUROSTAT following the defined procedure
although with considerable delay.

The conducted survey of energy consumption in households is a
turning point in terms of completing the annual energy statistics
in Bosnia and Herzegovina, providing the most relevant missing
information on consumption of renewable energies and other
forms of energy consumed in households.

In terms of annual statistics Bosnia and Herzegovina finally
achieved compliance with the requirements of the acquis.

2. Monthly Energy Statistics

BHAS compiles monthly reports for electricity, gas and, from
2014, coal. Methodologies and questionnaires for monthly
energy statistics are compliant with the acquis. The collection
of data on oil and petroleum products still remains a problem.
While the legal basis was established, the country will continue
to fail to comply until sufficient resources are designated for
this task. A comprehensive administrative framework is still
missing, along with a corresponding IT solution.

»

BOSNIA AND HERZEGOVINA

3. Price Statistics

BHAS regularly reports semi-annual data for electricity and
natural gas prices to EUROSTAT. The prices charged to indus-
trial and household end-users are compiled and aggregated in
the format and tables defined by EUROSTAT. The compilation
procedure enables regular electricity and gas price reporting per
consumption band in accordance with Directive 2008/92/EC.

Electricity prices are collected and compiled by SERC, whereas
gas prices are provided by the biggest retail supplier. As regards
the breakdown of components of electricity prices, after the
break in 2014, Bosnia and Herzegovina submitted the required
data for 2" semester 2015 to EUROSTAT covering disaggre-
gated prices for industrial end-users and for households and
thus complied with the acquis.

c. Conclusions and Priorities

After the completion of all annual datasets, indicated as a prior-
ity in last year's Implementation Report, their timely preparation
and dissemination should now be the key focus.

Completing monthly data collection for oil and gas requires
urgent action.

Taking into account the pending opening of the electricity and
gas markets and its impact on the established price reporting
systems, Bosnia and Herzegovina should improve the reporting
system to capture comprehensive price information.

The successful completion of the consumption survey conduct-
ed by national institutes showed that Bosnia and Herzegovina
possesses the expertise and commitment to comply with its
obligations. However, an increase of dedicated staff and suf-
ficient financial and technical resources is necessary to ensure

implementation of the energy statistics acquis.

4

ENERGY COMMUNITY SECRETARIAT | 63

Bosnia and Herzegovina









Kosovo* adopted the Third Energy Package in June 2016. The
country is now equipped with the right tools to liberalise its
electricity market under the direction of an independent energy
regulatory authority. Energy efficiency sector reform must now

Implementation Performance of Kosovo*
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Source: Compiled by the Energy Community Secretariat
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come to the foreground. Kosovo* must rectify the two open
infringement cases linked to non-transposition of the Energy
Services and the Energy Performance of Buildings Directives.

Electricity
63%

@ Rule of Law
@ Institutions
N Sustainability @ Transposition

Implementation



Kosovo*

5.1 Electricity

KOSOVO*

Description of data [unit] 2014 2015
Electricity production [GWh] 4.894 5.503
Net imports [GWh] 966 715
Net exports [GWh] 475 628
Gross electricity consumption [GWh] 5.399 5.570
Losses in transmission [%] 1,42% 1,29%
Losses in distribution [%] 33,5% 31,8%
Consumption of energy sector [GWh] 112 112
Final consumption of electricity [GWh] 3.652 3.860
Consumption structure [GWh] Industrial, transport, services and other non-residential sectors 1.589 1.746
Households (residential customers) 2.063 2.114
Net maximum electrical capacity of power plants [MW] 1.217 1.222
of which: coal-fired 1171 1.171
hydro, total 44,82 49,42
Horizontal transmission network [km] Substation capacity [MVA] 5.579 5.782
Number of interconnectors 7 7
Electricity customers Total number of customers 490.545 511.820
out of which: non-households 72.344 76.069
Eligible customers under national legislation 72.344 511.820
Active eligible customers 0 0
Internal market Electricity supplied to active eligible customers [MWh] 0 0
Share of final consumption [%] 0,00% 0,00%

Source: Energy Regulatory Office (ERO) and KOSTT

a. Sector Overview

In June 2016, Kosovo* adopted a new set of laws to transpose
the Third Energy Package in the electricity sector, comprised
of the Law on Energy, the Law on Electricity and the Law on
Energy Regulator. The new Electricity Law defines a period of
nine months for aligning secondary legislation.

The wholesale and retail electricity markets in Kosovo* continue
to be dominated by the state-owned generation utility Koso-
vo Energy Corporation (KEK) and the privately-owned public
electricity supplier KESCO.

The transmission system operators of Serbia and of Kosovo*
have further delayed the implementation of the Inter-TSO
Agreement on Network and System Operation Management
and the Framework Agreement signed by both parties in 2014.
The entry into force of the Connection Agreement between
ENTSO-E and the transmission system operator of Kosovo*,
signed in October 2015, was unduly conditioned by a supply
license being issued to a Serbian supplier in Kosovo*. As Serbia
has failed to register a supply company, this long-standing dis-
pute still remains unresolved. The only progress made was the
inclusion of the transmission system operator of Kosovo* in the

Multiyear ITC Agreement as of 1 January 2016. The transmis-
sion system operators of Serbia and Kosovo* have also failed
to make progress in finalising agreements on compensation for
past congestion management and ITC for an interim period.

During the reporting period, KOSTT and the transmission sys-
tem operator of Albania OST have developed a mechanism
for the cross-border procurement of a reserve for secondary
regulation. The implementation of this model of cooperation
depends on the entry into force of the Connection Agreement
between KOSTT and ENTSO-E.

b. State of Compliance

The adopted set of laws transposes the Third Energy Package
in the area of electricity in a compliant manner. However, im-
plementation is yet to follow, in particular towards phasing out
price regulation in the still fully requlated electricity market.

1. Unbundling
The new Electricity Law transposes the requirements for own-

ership unbundling of the transmission system operator. The
certification procedure is in line with the acquis. It is envisaged
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Kosovo's* Electricity Market Scheme
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Refer to the market schemes legends on page 191 for a more detailed description.

that the government controls the generation company KEK,
while the transmission system operator KOSTT is controlled
by the parliament.

Legal unbundling of the distribution system operator KEDS from
supply is in effect as of 1 January 2015. Functional unbundling
was completed by the adoption of a compliance programme
by ERO in July 2015 and the appointment of a compliance
officer. The first compliance report was submitted to ERO and
published on the KEDS website.

2. Third Party Access

The requirement to grant third party access based on published,
objective and non-discriminatory tariffs has been transposed in
line with the acquis. Transmission and distribution tariffs were
changed as of 1 April 2016 by ERO. The changes were moti-
vated by the need to reduce the cross-subsidization between
different categories of customers. Retail tariffs for commercial
customers were reduced, while tariffs for household customers
remained unchanged.

KOSTT will start performing allocation of cross-border trans-
mission capacities upon the entry into force of the connection
agreement with ENTSO-E. Until then, EMS continues to perform
capacity allocation without the consent of KOSTT.

3. Eligibility

According to the new Law on Electricity, all customers are
eligible to freely choose a supplier of their choice.

There are no switching rules in Kosovo*. General principles of

supplier switching are stipulated in the Law on Electricity in a
compliant manner. According to the law, ERO shall be the body
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responsible for adopting the switching rules. The adoption of
the switching rules, which have been drafted by KOSTT, requires
a positive decision of ERO. Without its approval, Kosovo* is in
breach of the acquis.

4. Market Opening and Price Regulation

Prices of generation and supply to all customers continue to
be fully requlated based on the ERO tariff methodologies. As a
result, wholesale and retail market opening has not yet taken
place. The state-owned generation company KEK sells all the
electricity produced at regulated prices to KESCO, which acts
as a regulated wholesale buyer and a retail public supplier of
all customers.

Afirst step towards the deregulation of generation and supply
prices for all customers was made with the adoption of the
new primary laws in June 2016. The new Electricity Law limits
regulation to supply prices for household and small customers
under universal service, where prices shall reflect all the costs of
service. According to the new law, ERO shall annually reassess
the price methodology, the level of prices and the need for
further regulation and shall submit it to the Secretariat. The
appointment of a supplier of last resort remains to be done
in a tendering procedure not later than six months following
the adoption of the law. Last resort supply will be provided at
prices determined by ERO’s methodology and up to 60 days.

The regulated prices are not cost-reflective and do not provide
an incentive for new entrants to enter the market and for cus-
tomers to switch their electricity supplier. To allow for market
opening, ERO must enforce the deregulation of prices, start
issuing supply licenses to alternative suppliers, and complete
missing secondary legislation by adopting switching rules and
an imbalance settlement price methodology.



Rectification of Failure to

Transpose Third Energy Package

Following Kosovo's* adoption of national legis-
lation transposing the Third Energy Package in
June 2016 and its notification to the Secretariat,
it formally rectified the breach identified in Case
ECS-7/16. Therefore, the Secretariat decided to
withdraw the Reasoned Request submitted to
the Ministerial Council for decision on 13 May
2016.

2 -
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5. Balancing

The new Law on Electricity stipulates an obligation of the
transmission system operator to procure balancing services in
a transparent, market-based and non-discriminatory procedure
in line with the Third Energy Package requirements. A contrac-
tual framework and a non-discriminatory approach to balance
responsibility of each market participant have been introduced
by the new law. In addition, the law defined obligations of
the transmission system operator to develop balancing rules,
including rules for imbalance settlement, and submit them
to the regulator for approval. Until a liquid balancing market
is established, production companies are obliged to provide
balancing services to the transmission system operator based
on the prices regulated by ERO.

Having in mind the existing limited balancing possibilities of
production units in Kosovo A and Kosovo B, regional balancing
cooperation is of utmost importance for KOSTT to provide an
adequate reserve level and improve quality of frequency regula-
tion. An important step towards that is an agreement between
KOSTT and OST on cross-border procurement of a reserve for
secondary regulation, whose implementation depends on the
entry into force of the Connection Agreement between KOSTT
and ENTSO-E.

KOSOVO*

6. Customer Protection and Protection of Vulnerable Customers

The Third Energy Package provisions on protection of custom-
ers, including vulnerable customers, have been transposed by
the new laws. A transparent, simple and inexpensive out-of-
court complaint handling procedure is envisaged by the law.
The government is tasked to adopt a programme for defining
the status of socially vulnerable customers, the scope of their
rights and measures for their protection.

c. Conclusions and Priorities

Kosovo* succeeded to fulfil last year’s highest priority goal,
namely to adopt the Third Energy Package compliant laws. In
addition, Kosovo* was the first Contracting Party that final-
ised the process of unbundling the distribution system opera-
tor. However, implementation of the other open issues is still
pending, including the carrying out of the signed agreement
between ENTSO-E and KOSTT which remains an obstacle for
market development and integration.

Following the adoption of the new laws, the process of aligning
secondary legislation within the stipulated deadlines shall now
be of highest priority in order to allow for effective implemen-
tation of the Third Energy Package. Without delay, ERO must
enforce measures aimed at the deregulation of prices in the
wholesale and retail electricity markets and limit the public
service obligation to what is necessary to address market fail-
ures. Kosovo* is lagging behind other Contracting Parties in
that respect.

The necessary preconditions for retail market opening need
to be put in place, including development of switching rules
and imbalance settlement price methodology, appointing a
supplier of last resort and defining load profiles for customers
without interval meters.

KOSTT must also start to procure balancing services and net-
work losses in transparent and market-based procedures.
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The gas market is still non-existing in Kosovo*. Kosovo*, nev-
ertheless, plans to establish a gas supply route through an
interconnector with the planned gas transmission system of
Albania (the ALKOGAP project). Thus, via Albania, Kosovo*
could potentially be supplied from Caspian gas sources.

The legal and regulatory framework for the natural gas sector
of Kosovo* is governed by the newly adopted laws which aim
at transposing the Third Energy Package in gas, namely the Law
on Natural Gas and the Law on Energy Regulator.

Rectification of Failure to

Transpose Third Energy Package

1 Following Kosovo's* adoption of national legis-
N lation transposing the Third Energy Package in
June 2016 and its notification to the Secretariat,
it formally rectified the breach identified in Case
ECS-7/16. Therefore, the Secretariat decided to
withdraw the Reasoned Request submitted to
the Ministerial Council for decision on 13 May
2016. The case followed an expedited proce-
dure for non-transposition of the acquis pur-
suant to Article 11(3) of the amended Dispute
Settlement Rules.

m 4 C v w — O

Following its adoption of the Law on Natural Gas Sector, Koso-
vO* is to a large extent compliant with the Third Energy Package
in the gas sector.

1. Unbundling

The Law on Natural Gas and the Law on Energy Regulator
transpose the unbundling and certification requirements as
required by the Treaty. The Law on Natural Gas prescribes that
the unbundling model for a future gas transmission system op-
erator is full ownership unbundling as the only model possible.
Additional requirements for unbundling of the distribution are
introduced in line with Directive 2009/73/EC. No exemptions
from unbundling requirements are envisaged for system op-
erators serving less than 100.000 customers.
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2. Third Party Access

The general requirements for non-discriminatory access to the
transmission, upstream and distribution networks as well as
to storage facilities are transposed by the Law on Natural Gas.
Conditions upon which a refusal of access may be sustained
are correctly transposed. The exemption from third party access
is transposed in line with the Third Energy Package.

The principles upon which tariff methodologies for access to
networks will be developed are compliant with the acquis. The
only non-compliance is that the law fails to specify explicitly that
the transmission tariff methodologies will be based on entry/
exit principles, i.e. separate tariffs for entry/exit points to/from
the transmission grid, as required by Regulation (EC) 715/2009.
The tariff systems have not been adopted.

3. Eligibility

The eligibility of natural gas customers in Kosovo* is compliant
with the Treaty deadlines, thus granting all customers, whether
household or non-household, eligibility status.

4. Market Opening and Price Regqulation

The gas market is theoretically open as of 1 January 2015.
There are no provisions regulating the natural gas supply or
explicitly excluding such a possibility. Any practical implications
would be possible to assess only after the gas system becomes
operational in Kosovo* and first participants enter the market.

5. Balancing

The Law on Natural Gas transposes balancing provisions of
Regulation (EC) 715/2009, which stipulates that balancing rules
must be market based. In practice, those rules have not yet
been defined.

6. Security of Supply

Security of supply acquis pertaining to natural gas is transposed
adequately by the Law on Energy Regulator and the Ministerial
Regulation on Security of Supply in the Natural Gas Sector
adopted in 2010. Concrete measures to comply with the supply
standard and the emergency plan are still pending.



7. Customer Protection and Protection of Vulnerable Customers

Provisions on the protection of customers, including those that
are vulnerable, are transposed in Kosovo's* legal framework.
This includes requirements to adopt general rules or conditions
of supply, including switching rules, to ensure customer protec-
tion in practice as required by Annex | of Directive 2009/73/EC.

i Kosovo*

5.3 Regulatory Authority

KOSOVO*

Kosovo's* transposition of Directive 2009/73/EC and Regu-
lation (EC) 715/2009 is at a satisfactory level. Kosovo* now
needs to focus on developing the numerous missing secondary
legal acts.

a. Compliance with Independence Criteria and Competences

b. Performance

The Energy Regulatory Office (ERO) is the single authority for
regulating the energy sector of Kosovo* equipped with coun-
try-wide regulatory competences in the gas and electricity sec-
tor, as required by the Third Energy Package. ERO is by law set
up as an institution legally distinct and functionally independent
from any other public entity. The establishment of ERO is solely
based on legislation, which means that the regulatory authority
cannot be liguidated by act of another public institution. ERO
is headed by five board members, including a chairperson.
The term of board members is limited to a period of five years,
renewable once and including a rotation scheme.

ERO’s organisation complies with the criteria stipulated by Di-
rective 2009/72/EC and Directive 2009/73/EC. That said, the
selection procedure of commissioners would be better protect-
ed from political influence if an expert committee was involved.

ERO is accountable for its activities by presenting its annual
report to the parliament.

ERO does not play the required active role in addressing com-
petition barriers in the country’s energy market. Important reg-
ulatory decisions for the electricity market have been delayed
for a long time already, including the approval of licenses for
suppliers wishing to compete with the incumbent, or the adop-
tion of switching and imbalance rules. The lack of sufficient
human resources cannot justify the low level of commitment
for supporting market opening.

On regional level, ERO does not participate actively in the work
of the Energy Community Regulatory Board.

c. Conclusions and Priorities

With the new Law on Energy Regulator adopted in June 2016,
ERO has been equipped with all competences and institutional
independence requirements foreseen under the Third Energy
Package. In praxis the regulator still has to live up to the pow-
ers granted and, in particular, adopt a number of pending
decisions.
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Kosovo*
5.4 QOil

a. Sector Overview

¢. Conclusions and Priorities

Kosovo* neither produces nor refines crude oil. Petroleum
products imported in 2015 amounted to some 704,3 kt, an
increase of 15,7% compared to 2014. The overall consumption
of petroleum products in 2015 was 694,4 kt, an increase of
14,8% compared to 2014.

b. State of Compliance

The main law governing the oil sector in Kosovo* is the Oil Mar-
ket Law of 2005, asamended in 2009. The Ministry of Trade and
Industry (responsible for oil and petroleum products) drafted
a new Law on Compulsory QOil Stockholding in March 2014,
with the assistance of the Secretariat. The law was expected
to be adopted in the 4" quarter of 2015. The Ministry of Trade
and Industry submitted the new draft law to the government
in March 2016 but its approval by the government and thus
subsequent adoption by the parliament is still pending.

lllegal Customs Duties

on Petroleum Products

The Secretariat initiated a dispute settlement
procedure against Kosovo* in Case ECS-12/14
for levying customs duties on imports of certain
petroleum products from EU Member States
and the Contracting Parties. Following a Rea-
soned Opinion sent by the Secretariat in August
2015, Kosovo™* authorities informed the Secre-
tariat about the adoption of an administrative
instruction on exemption of certain petroleum
products from customs duties by which three
out of the five petroleum products subject to
the case have been exempted from customs
duties. However, the import of two petroleum
products (namely lubricants and petrol coke) is
still subject to customs duties of 10%. If those
two petroleum products are not removed from
the list of products subject to customs duties,
the Secretariat will continue the case by sub-
mitting a Reasoned Request to the Ministerial
Council.
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No genuine progress has been achieved with regard to priorities
identified in last year's Implementation Report. None of the
suggested actions have been followed up.

Kosovo* should prioritize the following:

¢ Drafting an action plan for building up emergency oil stocks
to 90/61 days;

¢ Adopting the new draft Law on Compulsory Qil Stockhold-
ing;

¢ Drafting subsequent secondary legislation throughout 2016
- 2017,

e Improving data collection; and
¢ Abandoning the customs duties levied on imports of lubri-

cants and petrol coke as a precondition for terminating the
infringement action in Case ECS-12/14.



Kosovo*
5.5 Renewable Energy

e

KOSOVO*

2014 2015
Total capacities of renewable energy (MW) 46,2 50,9
Hydropower, out of which: 44,8 49,4
- small hydropower (<10 MW) 12,8 17,4
Wind 1,4 1,4
Solar 0 0,1

Source: Energy Regulatory Office (ERO) and KOSTT

a. Sector Overview

Kosovo* committed to a binding target of 25% of energy
from renewable sources in gross final energy consumption in
2020 compared with 18,9% in 2009. In 2014, according to the
energy balance published by EUROSTAT, Kosovo* achieved a
19,8% share of energy from renewable sources, which is below
the second indicative trajectory of 20,7 %. Despite the legal and
regulatory measures adopted in the last years as envisaged in
the NREAP, Kosovo* has not succeeded in attracting sufficient
investments in renewable energy in order to be on the trajectory
set out in the NREAP.

The Laws on Electricity and Energy transposing the main articles
of the Renewable Energy Directive were adopted in June 2016.

b. State of Compliance

With the transposition of the Renewable Energy Directive into
national law, Kosovo* has increased its compliance with the
renewable energy acquis. The existing regulatory acts have to
be reviewed and new ones swiftly adopted to complete the
legal framework required to enable investments in renewable
energy and to bring the country on track to 2020.

1. National Renewable Energy Action Plan

Kosovo* adopted and submitted to the Secretariat the National
Renewable Energy Action Plan. However, due to questionable
contribution of the HPP Zhur to the 2020 renewable energy
targets, Kosovo* will have to revise the NREAP.

The current level of investment remains minimal despite the
existing legal framework for support schemes for energy pro-
duced from renewable sources. It remains questionable wheth-
er Kosovo* will reach the 2020 renewable energy targets. The
second progress report on the promotion of the use of energy
from renewable sources in 2013 - 2014 is expected to be sub-
mitted by the end of 2016.

2. Support Schemes

Support schemes exist for various renewable energy technol-
ogies like small HPPs, wind, biomass and biogas, and, since
2014, also for solar PV. In order to comply with Guidelines on
State Aid for Environmental Protection and Energy 2014 - 2020,
a market based approach for cost-effective promotion of re-
newable energy and integration of renewable energy into the
market will have to be introduced.

The promotion of renewable energy is also affected by poli-
cy-makers’ concerns about the potential impact of renewable
energy deployment on end-user electricity prices.

3. Cooperation Mechanisms

Despite the fact that some provisions on cooperation mecha-
nisms have been transposed via a government administrative
instruction at the end of 2013, Kosovo* does not comply with
the acquis in this respect. The act fails to transpose the possibil-
ities for statistical transfer and joint support schemes between
Kosovo* and EU Member States as envisaged by Articles 8, 9
and 11 of Ministerial Council Decision 2012/04/MC-EnC. Fur-
thermore, the provisions related to implementation of external
audits need to be transposed.

4. Administrative Procedures

The authorisation and permitting procedures have been simpli-
fied to a certain extent, without leading to the establishment
of a one-stop shop for small projects yet. Existing barriers in
granting the rights for the use of land and forests for develop-
ment of renewable energy projects and in issuing permits for
the use of water have not been completely addressed. Kosovo*
still fails to achieve full compliance with the acquis.

5. Access to and Operation of the Grids
Rather than the lack of grid capacity, connection and access to
the transmission and distribution grids remain the main barriers

for renewable energy producers due to the inability of the grid
operators to deal with intermittent electricity production.
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The current framework provides for guaranteed transmission
and distribution of generated electricity from renewable sources
through the grid as well as priority dispatch. For the guaranteed
and priority rights given to electricity from renewable sources
to be fully implemented during the operation of the system, a
proper market design, including coupling with neighbouring
markets, is necessary.

The requirement for notification of generation schedules has
to become as close as possible to real time. Currently, there
is no full compliance with Article 16 of Directive 2009/28/EC.

6. Guarantees of Origin

The legal provisions for procedures for issuance, transfer and
cancellation of guarantees of origin, the template and the in-
formation required generally meet the requirements of the
directive. After the adoption of the Law on Electricity, ERO
must implement a system for the issuing, transfer and cancel-
lation of the guarantees compliant with the requirements of
the directive.

7. Renewable Energy in Heating and Cooling

No substantive progress has been made so far in the heating
and cooling from renewable sources. There are currently no
minimum levels for the use of renewable energy in buildings
in the relevant regulations and codes. Legislation with regard
to the use of renewable energy in buildings is drafted but has
still not been adopted. Compliance remains unsatisfactory.

8. Renewable Energy in Transport

In relation to biofuels, there is no certification scheme defined or
relevant body established, thus Kosovo™* is non-compliant with
Directive 2009/28/EC. A secondary act, aiming to transpose
Articles 17 - 21 of Directive 2009/28/EC, is still not finalised.

Kosovo* intends to achieve the 10% target exclusively with
liquid biofuels according to its NREAP. Kosovo* envisages rely-
ing fully on biofuel imports until the end of 2017, after which
domestic production should contribute to fulfilling the 10%
target. As long as there is no domestic production, voluntary
industrial certification schemes recognized by the European
Commission are planned to be used.

c. Conclusions and Priorities

Kosovo's* adoption of the Laws on Electricity and Energy in
June 2016 is a significant step towards creating a conducive
investment framework for renewable energy.

However, the legal and regulatory framework alone is not
leading Kosovo* to be on the trajectory until 2020. Its NREAP
will possibly need to be revised if the second progress report
reveals significant deviations from the trajectory. Technology
neutral tenders for granting support should be introduced to
comply with the State aid guidelines and to ensure Kosovo* is
on the right path to 2020.

A new electricity market design must facilitate the integration
of new renewable energy producers into the grids and the
operation of the system with more independent renewable
energy producers. Correct transposition and implementation of
the sustainability criteria for biofuels and certification schemes
must be a priority.
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Kosovo*

5.6 Energy Efficiency

KOSOVO*

Energy Efficiency Action Plan (EEAP)*
Period covered by EEAP
Overall energy savings target - Directive 2006/32/EC (ktoe / % / year)

EEAP status

32/3/2012
(reporting for 2015 under preparation)

Achieved energy savings (ktoe / % / year)

2010-2018
92/9/2018

2"d EEAP adopted on 3 December 2013
3 EEAP under preparation

Ministry of Economic Development;

Key institution(s) in charge

Kosovo* Energy Efficiency Agency;
Ministry of Environment and Spatial Planning;

Ministry of Infrastructure

Main data and energy efficiency indicators** 2011 2012 2013 2014 ***
Total primary energy supply (TPES) ktoe 2.528 2.368 2.358 2.137
Energy intensity (TPES/GDP) toe /1.000 USD 0,53 0,48 0,46 0,41
TPES/Population toe/capita 1,31 1,30 1,19
Total final energy consumption (TFEC) ktoe 1.317 1.258 1.272 1.187
Residential 37% 38% 39% 40%
Services 9% 9% 1%
Share of TFEC by Industry - 23% 22% 21% 20%
sector Transport 25% 26% 25% 24%
Others 2% 2% 2%
Non-energy use 3% 3% 3%

* Source: 2" EEAP of Kosovo*

** Source: International Energy Agency (May 2016)

*** Indicators calculated by the Energy Community Secretariat based on EUROSTAT energy balances for 2014

a. Sector Overview

According to the energy efficiency indicators of Kosovo*, there
is a clear indication that final energy consumption was on a
downward trend in the period 2011 - 2014, while the gross
domestic product continued to grow. The positive trend is re-
flected in decreased energy intensity and the decoupling of
economic growth from energy demand.

The Ministry of Economic Development is the leading state body
for development of energy efficiency policy, while the Kosovo
Agency for Energy Efficiency (KEEA) is responsible for imple-
mentation. Municipalities are responsible for development and
implementation of Municipal Energy Efficiency Plans (MEEPs)
and energy efficiency measures in public buildings.

The Energy Efficiency Law is currently being amended to reflect
the provisions of new Energy Efficiency Directive 2012/27/EU. A
sustainable financing framework is envisaged by the draft law,
which includes provisions on the establishment of a national
energy efficiency fund and creation of a market for operation
of Energy Service Companies (ESCOs).

KEEA is currently coordinating the development of the 3 EEAP
due by 30 June 2016. Its submission to the Secretariat is still

pending. The 39 EEAP will include a roadmap for timely trans-
position of Directive 2012/27/EU by 15 October 2017. KEEA
is responsible for the monitoring of EEAP implementation and
verifying the achievement of energy saving targets.

A primary law compliant with Directive 2010/31/EU on Energy
Performance of Buildings was endorsed by the government in
June 2016 and its adoption in parliament is currently pending.
Kosovo* also developed a set of secondary legislation (on min-
imum energy performance requirements of buildings, national
calculation methodology, energy performance certification of
buildings and inspection of heating and air conditioning sys-
tems) as well as a software for the calculation of minimum
energy performance of buildings.

b. State of Compliance

Kosovo* has achieved partial compliance with the energy effi-
ciency acquis. Compliance still remains problematic in certain
areas, notably where legal acts have been drafted, but their
adoption is pending (i.e. law and regulation to transpose Energy
Performance of Buildings Directive, 3 EEAP, etc.).
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1. Energy Services Directive 2006/32/EC

Certain key provisions of Directive 2006/32/EC were transposed
by the Energy Efficiency Law (energy efficiency targets and
plans, exemplary role of the public sector, energy management,
energy auditing, role of state institutions and other bodies
dealing with energy efficiency) and further implemented by
secondary legislation and the EEAP.

The 2" EEAP, adopted in December 2013, complies with all
requirements of Directive 2006/32/EC. The 3 EEAP is under
preparation.

However, the adoption of the 3 EEAP and additional secondary
legislation, including on financing instruments, energy efficien-
cy procurement procedures, metering, informative billing and
ESCOs, is required to reach full compliance.

2. Energy Labelling Directive 2010/30/EU

In the area of labelling, the Administrative Instruction on the
Labelling of Energy Related Products transposes Directive
2010/30/EU and the delegated regulations, as adopted by the
Ministerial Council in 2010. However, Kosovo* has failed to
implement the new delegated regulations adopted in 2014.

3. Energy Performance of Buildings Directive 2010/31/EU

The adoption of the draft Law on the Energy Performance of
Buildings criteria is still pending. Thus Kosovo* fails to comply
with Directive 2010/31/EU. The Secretariat initiated infringe-
ment action in March 2016 against Kosovo* for non-compli-
ance with Directive 2010/31/EU.

Lack of Transposition of Directive on

Energy Performance of Buildings

1 On 13 May 2016, the Secretariat submitted a
N Reasoned Request to the Ministerial Council
for failure to transpose Directive 2010/31/EU
on the Energy Performance of Buildings and fail-
ing to forthwith notify those measures to the
Secretariat (Case ECS-11/16). The case follows
an expedited procedure for non-transposition
of the acquis pursuant to Article 11(3) of the
amended Dispute Settlement Rules.

m=—-C9ovwn-—-—0

c. Conclusions and Priorities

Kosovo* made progress during the reporting period, mainly in
the form of drafting legislation to transpose Directive 2012/27/
EU and development of the 3¢ EEAP. However, no completion
of last year’s priorities was achieved.
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The first priority for Kosovo* remains the adoption of the Law
on Energy Performance of Buildings and the relevant secondary
legislation to transpose Directive 2010/30/EU.

Kosovo* should finalize and adopt the 3 EEAP and continue
creating a framework for EEAP implementation. This includes
the establishment of an energy efficiency fund and an ESCO
supporting regulation as well as strengthening human capac-
ities of KEEA.

Transposition of the labelling delegated regulations should
continue, in accordance with the Ministerial Council Decision of
September 2014, as well as finalization of secondary legislation
to introduce energy efficiency criteria in public procurement.

Energy efficiency statistics should be improved to enable ac-
curate monitoring, evaluation and verification of the achieved
savings. The Monitoring and Verification Platform (MVP) should
be put into operation as an official tool for monitoring and
verification of energy savings.



Kosovo*

5.7 Environment

KOSOVO*

1. Environmental Impact Assessment Directive

Environmental impact assessments related to the energy sector
are carried out by the Ministry of Environment and Spatial
Planning.

In the case of the Kosova e Re (New Kosovo) power plant, which
has received the Project of Energy Community Interest label, the
environmental impact assessment has not yet been finalised.

Between January and December 2015, the Ministry of Envi-
ronment and Spatial Planning received 13 requests for envi-
ronmental consent related to energy projects. Nine of these
requests have been approved: eight hydropower plants, one
wind farm and two solar farms. Between 1 January and 15 July
2016, two hydropower plants and a solar farm have received
their environmental consents while one request for a 110 kV
transmission line is under review.

2. Sulphur in Fuels Directive

Kosovo* has no refineries and consequently no domestic pro-
duction of heavy fuel oil and gas oil. Currently there are 14
licensed importers of heavy fuel oil and no licensed importers
of gas oil as a final product. Four licensed importers produce
heavy fuel oil for final consumption under the supervision of
the customs authority. In 2015, domestic producers covered
17% of total consumption in Kosovo*, while the rest of the
products used in the country were imported mainly from Serbia.

3. Large Combustion Plants Directive

Kosovo* has two plants falling under the scope of the Large
Combustion Plants Directive with a total of five units and a total
rated thermal input of 3.350 MW. All units are fired by lignite.

As regards the Environmental Impact Assessment and Sulphur
in Fuels Directives, Kosovo* has reached a high level of trans-
position of the Energy Community environmental acquis. In the
case of the Large Combustion Plants and Industrial Emissions
Directives, amendments to the currently applicable legislation
are still needed.

1. Environmental Impact Assessment Directive

Kosovo* has transposed the provisions of the Environmental

Impact Assessment Directive into national law by the Law on
Environmental Impact Assessment of 2010 and several acts of
secondary legislation adopted during 2011.

2. Sulphur in Fuels Directive

Kosovo* transposed the requirements of the Sulphur in Fuels
Directive through the Administrative Instruction on the Quality
of Oil Products adopted in 2012.

3. Large Combustion Plants Directive

Kosovo* is preparing for the implementation of Directive
2001/80/EC according to the Administrative Instruction on the
Rules and Standards of Emissions into the Air by Stationary
Sources of Pollution. Operators have to obtain an integrated
permit and prepare a separate emission reduction plan for each
plant which could serve as a basis for the national one. The
emission limit values have not yet been brought in line with
the requirements of the Large Combustion Plants and Industrial
Emissions Directives.

In December 2015, Kosovo* submitted its draft National Emis-
sion Reduction Plan to the Secretariat, the assessment of which
is currently ongoing.

Furthermore, the administrative instruction requires the con-
tinuous measurement of emissions into the air in the case of
large combustion plants. Kosovo* is currently making emission
measurements in its two large combustion plants.

The amendments to the administrative instruction and the Law
on Integrated Pollution Prevention and Control planned for
2016 with a view to ensuring compliance with the Large Com-
bustion Plants and the Industrial Emissions Directives have been
postponed to 2017. The Ministry of Environment and Spatial
Planning is currently in the process of amending the Admin-
istrative Instruction on the Rules and Standards of Emissions
into the Air by Stationary Sources of Pollution.

Kosovo* submitted its National Emission Reduction Plan to the
Secretariat, thus fulfilling one of the priorities indicated in last
year's Implementation Report.

As regards the Sulphur in Fuels Directive, the Secretariat as-

sessed a complaint regarding the incorrect sampling and anal-
ysis in Kosovo* and found no violation.
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In the case of large combustion plants, Kosovo* must final-
ise the amendments to the Administrative Instruction on the
Rules and Standards of Emissions into the Air by Stationary

Kosovo*
5.8 Competition

Sources of Pollution in line with the requirements of the Large
Combustion Plants and the Industrial Emissions Directives by
the end of 2017.

a. Sector Overview

b. State of Compliance

The authority in charge of enforcing the Law on Protection
of Competition is the Kosovo Competition Authority (KCA),
composed of a commission and a secretariat. In the reporting
period, the authority has not been operational.

The State Aid Office is an administrative unit established within
the KCA, responsible for receiving, analysing and monitoring
notifications of State aid measures. The KCA is responsible for
appointing the members of the State Aid Office. However,
due to the operational problems of the KCA, the State Aid
Office has also not been operational during the reporting pe-
riod. The State Aid Office supports the State Aid Commission
(SAC), acting as a decision-making body on an ad hoc basis.
Since the State Aid Office has not been operational, SAC has
neither assessed any State aid measure nor begun to enforce
State aid law.

Lack of Effective State

Aid Enforcement

1 In Case ECS-7/11, the Secretariat takes the view
that Kosovo* failed to fulfil its obligations under
the Energy Community Treaty by not adopting
and implementing legislation prohibiting State
aid and enforcing that prohibition, as required
D by Articles 6 and 18 of the Treaty. Despite the

fact that a State aid law has been adopted and
1 entered into force in January 2012, the State Aid

Commission and the State Aid Office have not
S been made operational and no case on State

aid in the energy sector has been reviewed. A

P new State aid law was drafted in 2016 in close
U cooperation with the Secretariat and was ap-
proved in first reading by parliament. Pending
T the adoption of the new law and making the
enforcement authority operational, the case
E remains open.
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1. Competition Law

Kosovo* has transposed the competition acquis via its Law on
Protection of Competition of 2010, amended in 2014. The
work of the KCA has been blocked since November 2013 due to
a delay in the appointment of its members. Having an enforce-
ment authority that is completely non-functional constitutes
an infringement of the Energy Community Treaty. However, in
June 2016, the members of the KCA were finally appointed.

2. State Aid Law

The Law on State Aid transposes the State aid acquis. However,
the obligation to implement the general prohibition of State aid
in the energy sectors includes the establishment of an effective
institution responsible for enforcing this prohibition in each
individual case. The institution must be adequately equipped
with expert staff and technical support. The State Aid Office
has neither. There have still been no enforcement activities
since the law entered into force more than three years ago.
Therefore, Kosovo* is still not complying with the obligations
stemming from the Energy Community Treaty in this respect.

c. Conclusions and Priorities

As in last year's Implementation Report, Kosovo* is request-
ed to render the competition and State aid law enforcement
authorities operational in order to comply with the Energy
Community Treaty. These authorities must be equipped with
adequate infrastructure and expert resources in order to be
able to act in an independent and impartial manner. Following
the appointment of the members of the KCA, Kosovo* should
move forward with rendering the authority fully operational.



Kosovo*
5.9 Statistics

a. Sector Overview

The Law on Official Statistics determines the fundamental
principles for the organization, production and publication of
official statistics and the role of the Kosovo Agency for Statistics
(KAS), the Central Bank and the ministry in charge of finance.
KAS is established within the Prime Minister's Office with the
task to coordinate the statistical system of Kosovo*.

The Rules on Energy Balances introduced by an Administrative
Order of the Ministry of Economic Development (MED) deter-
mine the reporting requirements and institutions responsible for
specific data. Responsibility for the compilation of the energy
balance lies with MED which started to report annual data to
IEA in 2012. According to the 2013 Memorandum of Coop-
eration between KAS and MED, the responsibilities for energy
statistics were transferred to KAS in 2015.

Data are regularly collected from the Kosovo Energy Corpora-
tion (KEK) and the External Trade Statistics of KAS.

b. State of Compliance

Kosovo's* compliance with the acquis on monthly statistics
remains at a critical level. The Secretariat also has concerns
regarding the quality of compilation of other energy statistics.

1. Annual Energy Statistics

Kosovo* produces quarterly and annual energy balances. En-
ergy consumption surveys were conducted for the industry,
households, agriculture, services and transport sectors in 2014.

Since 2015, the annual questionnaires have been submitted
to and published by EUROSTAT and IEA. In general, annual
energy statistics are collected and disseminated as required
by the acquis.

KOSOVO*

2. Monthly Energy Statistics

The frequency of statistics collection is yearly and quarterly.
Monthly statistics in Kosovo* have not been established yet.
An EU-financed project provided technical assistance to KAS
for monthly statistics, but the new reporting system is not in
operation yet. Kosovo* does not comply with the acquis in
this respect.

3. Price Statistics

The data for industrial and household consumers were com-
piled and aggregated in the format and tables defined by
EUROSTAT. Electricity prices are reported by the distribution
system operator and the public supplier of electricity.

Electricity prices per consumption band and breakdown of
taxation levels are submitted to and subsequently published
by EUROSTAT. Price components for industrial end-users are
reported in accordance with the acquis. Gas prices are not
relevant for Kosovo*.

The established compilation procedure enables regular price
data reporting in compliance with Directive 2008/92/EC.

c. Conclusions and Priorities

The priorities identified in last year's Implementation Report
remain the same for Kosovo*. Monthly data collection has to
be tackled without delay. KAS needs to strengthen its adminis-
trative and institutional capacities to become the central office
responsible for coordinating the national statistics system with
full control over implementation of the statistical programme.
The required liberalization of the electricity market will make
market-related information, including prices, more complex
to collect, which requires greater capacity building. KAS also
has to develop and implement a quality control policy and a
dissemination policy in order to implement requirements related
to quality reporting.

ENERGY COMMUNITY SECRETARIAT | 79

Kosovo*






g7 1
RS —_— e — s—

i - - “

" APXEOAOLIKM MY3E] HA MAKEAOHMIA

AAEAANEAASEANEE




Former Yugoslav Republic of Macedonia

To the detriment of the country’s citizens, energy reform con-  Law brings down its compliance record not only in terms of
tinues to be at a stalemate in former Yugoslav Republic of  the electricity and gas acquis, but also renewables where the
Macedonia. The country’s failure to adopt a compliant Energy  country is significantly behind its trajectory to 2020.

Implementation Performance of Former Yugoslav Republic of Macedonia

Electricity
58%

Oil
50%

Gas
55%

@ Rule of Law

@ |Institutions
?" Sustainability

@ Transposition

68% _
< Implementation

Source: Compiled by the Energy Community Secretariat
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Former Yugoslav Republic of Macedonia

6.1 Electricity

Description of data [unit] 2014 2015
Electricity production [GWh] 4.982 5.251
Net imports [GWh] 3.073 2.656
Net exports [GWh] 66 143
Gross electricity consumption [GWh] 8.026 7.795
Losses in transmission [%] 1,9% 1,7%
Losses in distribution [%] 15,5% 14,8%
Consumption of energy sector [GWh] 205 208
Final consumption of electricity [GWh] 6.755 6.645
Consumption structure [GWh] Industrial, transport, services and other non-residential sectors 3.709 3.503
Households (residential customers) 3.046 3.142
Net maximum electrical capacity of power plants [MW] 2.011 2.053
coal-fired 800 800
i wlhitelie gas-fired 287 287
oil-fired 210 210
hydro, total 663 699
Horizontal transmission network [km] Substation capacity [MVA] 2.700 2.700
Number of interconnectors 4 4
Electricity customers Total number of customers 695.360 698.518
out of which: non-households 253 253
Eligible customers under national legislation 253 253
Active eligible customers 253 253
Internal market Electricity supplied to active eligible customers [MWh] 2.433.603 2.942.850
Share of final consumption [%] 36,03% 44.29%

Source: Ministry of Economy

a. Sector Overview

The legal framework for liberalisation of the electricity market
in former Yugoslav Republic of Macedonia has not improved
in the reporting period. The country’s electricity sector is still
governed by the Energy Law of 2011 which was amended in
2011, 2013 and 2014 but does not transpose the Third Energy
Package. This is subject to infringement action pending at the
Ministerial Council. The same goes for the country’s decision
to refuse the majority of customers the right to choose their
supplier by amendments to the Energy Law adopted in October
2014. The foreclosure of the retail side of the market is mirrored
by excessive public service obligations on the wholesale level.

The transmission network is operated by Makedonski Elek-
tro-prenosen Sistem Operator (MEPSO), a state-owned compa-
ny. MEPSO also performs the functions of a market operator.
In June 2016, MEPSO became a shareholder of the regional
capacity allocation body SEE CAO. However, it does not par-
ticipate in regional allocation of interconnection capacity yet.

Other key players in the electricity market are the state-owned
utility Elektrani na Makedonija (ELEM) and EVN Makedonija.

ELEM owns the majority of generation plants and operates a
small closed distribution network. EVN Makedonija operates
most of the distribution network in the country. ELEM and EVN
also hold licences for supply of last resort.

Non-participation in Regionally

Coordinated Capacity Allocation

1 Case ECS-4/11 was initiated by an Opening
Letter in January 2011 and followed up by a
Reasoned Opinion in September 2014 because
the transmission system operator, MEPSO, has
not adopted a common coordinated conges-
tion management method and procedure for
| allocation of capacity to the market as obliged
by a 2008 decision of the Ministerial Council.

On 1 June 2016, MEPSO signed an agreement
to become a shareholder of the Coordinated
Auction Office in South East Europe (SEE CAQ).
Annual, monthly and daily auctions are expect-
ed to begin early in 2017. Until then, the case
E remains open.
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Former Yugoslav Republic of Macedonia’s Electricity Market Scheme
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Source: Compiled by the Energy Community Secretariat

Refer to the market schemes legends on page 191 for a more detailed description.

b. State of Compliance

Former Yugoslav Republic of Macedonia has missed the dead-
line for implementation of the Third Energy Package by 1 Jan-
uary 2015. The current law and especially its amendments of
October 2014 entailed several instances of non-compliance
with the Energy Community Treaty, including impediments to
market opening, suspension of an already existing eligibility
right and prevention of regional market integration.

1. Unbundling

The unbundling requirements of the Third Energy Package for
transmission system operators have not been transposed. The
transmission network operator MEPSO is only legally unbundled.

Whilst the Energy Law of 2011 transposes unbundling require-
ments in line with the Second Energy Package for distribution
system operators, it has not been implemented. Both network
operators also hold supply licenses (for supply of last resort
and supply to customers at regulated prices). In June 2016,
EVN chose an unbundling model which envisages the creation
of a separate company for network operation. It is, however,
not yet established. The regulatory authority has approved the
compliance programme of £VN, which has appointed compli-
ance officers. No other measures exist to ensure functional
unbundling.

As both operators do not prepare and publish their financial
statements separately for each of their regulated activities,
they are also in breach of the requirements for accounting
unbundling.
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2. Third Party Access

The right to network access is transposed by the Energy Law.
Network tariffs for transmission and distribution network op-
erators are set by the regulatory authority ERC for a period of
three years and are subject to annual review. The Third Energy
Package, including Regulation (EC) 714/2009, has not been
transposed.

The allocation of cross-border capacity is conducted through
yearly, monthly, weekly and intra-day auctions. Capacities are
split 50:50 with neighbouring systems. Allocation of intercon-
nection capacities by SEE CAO is yet to start. This depends on
amendments to the legislation on value added tax, which have
been prepared by the Ministry of Economy but have not been
proposed to the legislator yet.

3. Eligibility

Eligible customers are customers connected to the transmission
network and customers connected to the distribution network
with more than 50 employees and an annual turnover ex-
ceeding EUR 10 million. The amendment of the Energy Law in
October 2014 abolished the eligibility status for small customers
and households and forced small customers and households
to remain captive, until being granted the right to switch from
the incumbent supplier, EVN. Eligibility of the households has
been postponed until 1 July 2020 in violation of the Treaty.

The list of eligible customers is published by MEPSO. The latest
update counts 271 eligible customers which were obliged to
switch from 1 January 2015. Another 158 customers with an-



nual consumption exceeding 1 GWh in 2015 became eligible
from 1 July 2016 and may not be supplied by their previous
incumbent supplier.

Switching rules are part of the Rules for the Supply of Elec-
tricity. By interpreting them in a way that final customers with
outstanding debts are forbidden to switch supplier, the rules
constitute another obstacle to exercising eligibility in practice.

4. Market Opening and Price Regqulation

Despite the denial of the right to eligibility to most customers,
the electricity market in former Yugoslav Republic of Macedonia
is the most deregulated among the Contracting Parties in terms
of volumes. The regulated segment of the market, however,
is fully foreclosed both on the wholesale and retail level. The
monopoly on the retail market is mirrored by public service ob-
ligations on EVN and ELEM, respectively for supply of last resort
and electricity generation to meet the demand of the suppliers
of last resort. ERC additionally regulates the price at which the
incumbent generator ELEM sells electricity to the suppliers of last
resort. These public service obligations are excessive and without
time limitation. They breach Article 3 of Directive 2009/72/EC.

Postponement of Full

Electricity Market Opening

| Following a preliminary procedure, the Secre-
N tariat submitted on 13 May 2016 a Reasoned
Request in Case ECS-2/15 to the Ministerial
Council requesting a decision against former
Yugoslav Republic of Macedonia for failure
I to comply with the Energy Community’s eligi-
bility rules by postponing full opening of the
electricity market until 2020. Former Yugoslav
Republic of Macedonia is the only Contracting
Party where households and several categories
of small customers are prevented from choosing
the supplier of their choice after 1 January 2015.
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5. Balancing

The 2014 Market Rules establish the principles for balance
responsibility for market participants. Imbalances are settled
on an hourly basis. To enable participation, distribution system
operators developed standardized load profiles for market par-
ticipants without hourly load registration.

Balance responsible parties are registered in 38 balancing
groups, out of which six have more than one market partic-
ipant. Although imbalances are calculated for all balancing
groups, the costs are charged only to eligible customers and
their respective balancing groups. Undertakings with an obli-
gation to provide public services (including regulated genera-
tion, transmission, distribution and supply) are exempted from
balancing responsibility.

As part of its public service obligation, ELEM is currently the
provider of ancillary services. According to the law, MEPSO
has to procure ancillary services in a market-based procedure
on the balancing market, but the procurement and provision
of balancing energy still remains regulated and foreclosed.
This poses an obstacle hindering former Yugoslav Republic
of Macedonia from participating in any regional initiatives, as
required by the Treaty.

6. Customer Protection and Protection of Vulnerable Customers

The notion of vulnerable electricity customer is not defined by
the Energy Law. However, the government offers monthly fi-
nancial subsidies for consumed energy to households belonging
to a social protection scheme.

Measures for customer protection, in particular consumer rights
as defined in Annex | of Directive 2009/72/EC have not been
transposed. Some principles of customer protection are defined
in the Rules for the Supply of Electricity.

c. Conclusions and Priorities

In the absence of progress during the reporting period, the
priorities for former Yugoslav Republic of Macedonia remain
the same. The country must urgently adopt new legislation
to ensure the proper transposition of the requirements of the
Third Energy Package and rectify the breaches of Energy Com-
munity law.

Excessive price regulation, in particular wholesale price regula-
tion, must be eliminated without delay. Public service obliga-
tions should only be applied as a tool for overcoming market
failure and not as an instrument to obstruct the development
of markets.

Former Yugoslav Republic of Macedonia must also effectively
implement its Market Rules, particularly regarding the pro-
curement of balancing energy and setting prices for ancillary
services and balancing energy.

Non-transposition of

Third Energy Package

On 13 May 2016, the Secretariat submitted a
Reasoned Request to the Ministerial Council for
failure to transpose the Third Energy Package
and failing to forthwith notify transposing meas-
ures to the Secretariat (Case ECS-9/16). The case
follows an expedited procedure for non-trans-
position of the acquis pursuant to Article 11(3)
of the amended Dispute Settlement Rules.
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Former Yugoslav Republic of Macedonia
CWACEN

Description of data [unit] 2014 2015
Natural gas production [Bcm] 0 0
Import [Bcm] 0,135 0,136
Stock changes [Bcm] 0 0
Total supply [Bcm] 0,135 0,136
Consumption in energy sector [Bcm] 0,095 0,098
0,045 0,052
out of which: Energy transformation [Bcm]
0,049 0,046
Available for final consumption of natural gas [Bcm] 0,040 0,038
Interconnectors’ capacity [Bcm] Total 0,800 0,800
out of which bidirectional 0 0
Storage working capacity [Bcm] 0 0
Length of transmission network [km] 181 142
Length of distribution network [km] 37 41
Natural gas customers Total 116 289
out of which: Non-households 71 85
Eligible customers under national legislation 5 289
Active eligible customers 5 5
Households 40 204
Internal market Gas supplied to active eligible customers [Bcm] 0,111 0,098
Share of total consumption [%] 82% 72%
Final consumption of natural gas per sector [Bcm] 0,040 0,039
Consumption structure [Bcm] Industry and commercial customers 0,040 0,038
Households 0,000040 0,000600

Source: ERC

There is no domestic gas production in the country. Almost
the entire consumption is imported from Russia through the
single entry point at the Bulgarian border. Natural gas is mainly
consumed for electricity and heat production and by industrial
customers. Households have only a very small share of con-
sumption. The distribution network in the city of Strumica, in
the South of the country, is not connected with the transmis-
sion network at all and supply is ensured by truck transport of
compressed natural gas (CNG) from Bulgaria.

Fifteen licences have been issued for trade and five for sup-
ply. Makpetrol imports gas under a long-term contract with
Gazprom and three big consumers import gas individually for
their own needs. Promgas, a subsidiary of Makpetrol, acts as
a supplier and, since 15 December 2014, also as a supplier of
last resort. The transmission system operator, GAMA, jointly
controlled by Makpetrol and the state, operates 98 km of the
main transmission pipeline and 82 km of branch pipelines.
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In terms of further network development, the government
tasked the state-owned company Macedonia Energy Resources
(MER) to fulfil its gasification strategy and construct pipelines
towards south and west of the country. Construction is going
on the pipeline Klecovce (point at existing pipeline) to Negoti-
no. In parallel, the government launched tenders for a public
private partnership contract to develop gas distribution systems
in different regions. The natural gas market is governed by the
Energy Law of 2011 and secondary legislation (Supply Rules,
Rules on Supply of Last Resort, Transmission Grid Code and
Tariff Methodologies, Regulation on Security of Supply). The
Natural Gas Market Rules were adopted by ERC in January
2014 and the Distribution Grid Codes were approved by ERC
in April 2015.

The work on drafting a new Energy Law to transpose the Third
Energy Package started in late 2013. The Secretariat comment-
ed the law twice in 2014 and once in November 2015 during
an expert meeting in Vienna. Since this meeting, the Secretariat
has not received any new versions of the draft law for review
or updates on its status.



FORMER YUGOSLAV REPUBLIC OF MACEDONIA

Former Yugoslav Republic of Macedonia’s Gas Market Scheme

Import flow I
from Bulgaria

—e
»
—
| g 14
—©
— —_—
o —e o—

— Energy flow  e——e Commercial relation

Source: Energy Regulatory Commission (ERC)

Refer to the market schemes legends on page 191 for a more detailed description.

The Energy Law transposes only those requirements of Directive
2009/73/EC which remained the same as in Directive 2003/55/
EC. All novelties introduced by the Third Energy Package are yet
to be transposed, and thus the state of compliance is exactly
at the same level as in the previous Implementation Report.

1. Unbundling

The only licensed gas transmission system operator in former
Yugoslav Republic of Macedonia, GAMA, is part of a verti-
cally integrated company which does not comply with the
unbundling requirements of Directive 2009/73/EC. The state
(controlling entire production and supply of electricity) and
Makpetrol, the biggest gas importer and supplier, are the only
shareholders of GAMA. The existing distribution companies are
at the same time licensed for supply and distribution system
operation, which is compliant with the acquis as they serve less
than 100.000 customers. The law allows for such an exemption.

2. Third Party Access

The Energy Law transposes third party access provisions from
Directive 2009/73/EC, as a general principle. Nevertheless, the
exemption procedure for new infrastructure is not compliant as
the involvement of ERC and the Secretariat is missing. Further,

reasons for refusal have not been transposed properly, allowing
for broad refusals in “cases of risk to the reliability of supply”.

ERC approves both the methodology and the tariffs for access
to the transmission and distribution systems, with a caveat that
the entry/exit transmission tariff methodology as required by
Regulation (EC) 715/2009 is not in place.

The Transmission Grid Code and the Gas Market Rules trans-
pose the requirements for third party access services, capacity
allocation and transparency, but are not compliant with the
requirements of Regulation (EC) 715/2009 as regards cross-bor-
der issues and assessing market demand for new investments.

3. Eligibility

According to the Energy Law, all customers have been grant-
ed eligibility status conditioned by the adoption of secondary
legislation (Gas Market Rules). In 2014, ERC made all necessary
preparations for enforcement of the Gas Market Rules and all
customers became formally eligible as of 1 January 2015 in line
with the Energy Community Treaty.

4. Market Opening and Price Regulation

In practical terms, only three big customers, with annual con-
sumption above 10 mcm (TE-TO AD Skopje, Kogel Sever and
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Proizvodstvo EE) changed incumbent suppliers. They have con-
cluded contracts for gas import directly with suppliers outside
former Yugoslav Republic of Macedonia. Another big customer
(Makstil) is supplied at market prices under a contract with
Makpetrol.

Until the end of 2014, captive customers were supplied at
regulated prices by Promgas. Since 1 January 2015, customers
directly connected to the transmission/distribution networks be-
came eligible customers supplied by Promgas at market prices.
In 2015, there was no case of a request by a customer to be
supplied by the supplier of last resort (Promgas) at regulated
prices.

5. Balancing

The Transmission Grid Code and the Gas Market Rules lay
down the balancing rules, including on balancing groups, bal-
ancing responsibility and imbalance charges. They are in line
with Regulation (EC) 715/2009.

6. Security of Supply
The 2013 Regulation for the Criteria and Conditions for Procla-

mation of State of Crisis in the Supply of Natural Gas transposed
Directive 2004/67/EC.

Non-transposition of

Third Energy Package

On 13 May 2016, the Secretariat submitted a
Reasoned Request to the Ministerial Council for
failure to transpose the Third Energy Package
and failing to forthwith notify transposing meas-
ures to the Secretariat (Case ECS-9/16). The case
follows an expedited procedure for non-trans-
position of the acquis pursuant to Article 11(3)
of the amended Dispute Settlement Rules.

2 -
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7. Customer Protection and Protection of Vulnerable Customers

The Energy Law and the Natural Gas Supply Rules transpose
the main measures for customer protection from the gas di-
rective. There are, however, shortcomings with respect to the
transposition of certain provisions including inter alia energy
efficiency measures, prepayment and vulnerable customers.

Protection of vulnerable customers is implemented in practice
as a programme for subsidizing the consumption of energy
where the government allocates monthly funds covering part
of the costs of energy (electricity, heating energy, natural gas
and other) for social aid recipients.

Former Yugoslav Republic of Macedonia failed to take con-
crete steps towards the transposition and implementation of
Directive 2009/73/EC and Regulation (EC) 715/2009 during this
reporting period. The only development is that the majority of
gas customers are now supplied at market prices.

The deadline of 1 January 2015 for transposition of the Third
Energy Package was missed by more than a year and half,
despite the provided Instrument for Pre-accession Assistance
(IPA) support to develop a comprehensive energy law and sup-
plementary assistance from the Secretariat.

The establishment of a fully unbundled and functioning trans-
mission system operator, GAMA, is a priority. Transposition
and implementation of Directive 2009/73/EC, with a focus on
defining the appropriate unbundling model for GAMA, could
help to resolve the deadlock situation. Another potential trans-
mission system operator, MER, will have to be established in
line with the ownership unbundling rules.
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6.3 Regulatory Authority

Former Yugoslav Republic of Macedonia

a. Compliance with Independence Criteria and Competences

b. Performance

The Energy Regulatory Commission (ERC) is the single authority
for regulating the energy sector of former Yugoslav Republic of
Macedonia equipped with nationwide regulatory competences
in the gas and electricity sector. ERC is by law set up as an
institution legally distinct and functionally independent from
any other public entity. Establishment of ERC is solely based
on legislation meaning that it cannot be liquidated by act of
another public institution. ERC is headed by five commissioners,
one of which acts as president. The term of the commissioners
is limited to a period of five years, renewable once.

ERC’s organisation complies with the independence criteria
stipulated by Directives 2009/72/EC and 2009/73/EC except for
the lack of a rotation scheme for board members. A selection
committee of neutral experts for short-listing commissioner
candidates should also be introduced in order to better decou-
ple the appointment procedure from politics. A 2014 amend-
ment to the law introduced the requirement for applicants to
pass a psychological and integrity test with undefined criteria.
This requirement unduly limits the transparency of the selection
processes and has potential for misuse. Regulatory independ-
ence is further weakened by the fact that the management
does not have full autonomy in defining the authority’s internal
organisation and its statutes require parliament’s approval.

Former Yugoslav Republic of Macedonia has not yet transposed
the Third Energy Package. ERC’s competences therefore still
have to be extended to the complete set of regulatory powers
and objectives foreseen by the Third Energy Package. A draft
law has been prepared to overcome the existing shortcomings
but its adoption is not envisaged anytime soon.

ERC ensures accountability of its activities by presenting its
annual report to the parliament, ministry and government.

ERC's performance in terms of actively designing the market
and being genuinely independent is ambiguous. On the one
hand the regulator has not expressed resistance, or even con-
cerns, against the postponement of electricity market opening
until 2020. On the other hand, the rules put in place by ERC
on the liberalised market segment prove expertise and commit-
ment for prudent regulatory decision-making. ERC also showed
readiness to stand up against politics by explicitly urging partic-
ipation of the electricity transmission system operator MEPSO
in regionally coordinated capacity allocation and congestion
management procedures.

On the regional level, ERC is relatively active in the Energy
Community Regulatory Board (ECRB).

c. Conclusions and Priorities

Due to the failure to adopt the prepared draft law transpos-
ing the Third Energy Package, no progress has been made
to overcome the shortcomings of ERC’s independence and
competences that were already identified in the Secretariat’s
Implementation Report 2015. Namely:

e ERC’s competences need to be expanded to the complete
set of regulatory powers and objectives foreseen under the
Third Energy Package.

¢ A rotation scheme for board members needs to be intro-
duced.

¢ The requirement for applicants for the post of commissioner
to pass a psychological and integrity test needs to be abol-
ished or complemented by transparent assessment criteria.

¢ A selection committee of neutral experts for short-listing
applicants for commissioner posts should be introduced.

¢ The requirement for ERC’s statutes to be approved by the
parliament represents an undue intervention in ERC’s auton-
omy in terms of defining its internal organisation and needs
to be abolished.
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6.4 Ol

a. Sector Overview

c. Conclusions and Priorities

There was no import of crude oil into former Yugoslav Republic
of Macedonia in 2015. While the domestic refining capacity
is 2,5 mt/year, there was also no production of petroleum
products in 2015. The export of petroleum products has de-
creased by 27,3% to 132 kt. The import of petroleum products
has increased by 4,3% to a level of around 1.139 kt in 2015.
The overall consumption of petroleum products in 2015 was
around 1 mt.

b. State of Compliance

The Law on Compulsory Oil Reserves, which transposes Direc-
tive 2009/119/EC on Maintaining Minimum Stocks of Crude
Oil and/or Petroleum Products, entered into force in October
2014. The law was supposed to be applicable as of 1 January
2015. However, on 2 December 2014, the parliament adopted
the Law Amending the Law on Compulsory Oil Reserves, which
postponed the application of the law for one year. On 13 No-
vember 2015, the parliament adopted another law amending
the Law on Compulsory Qil Reserves, which postponed the
application of the law for two more years. Accordingly, this
law is envisaged to begin to apply only as of 1 January 2018.

The preparation of secondary legislation related to the trans-
position of Directive 2009/119/EC is being finalized with the
assistance of the Secretariat.

No real progress was achieved with regard to the priorities set
in last year's Implementation Report. None of the suggested
actions were followed up. While the adoption of the Law on
Compulsory Oil Reserves represents a significant step forward,
the delays of its application and the approval of the necessary
by-laws are not justified.

The main priorities during the next reporting period should be:

¢ Development of an action plan for the establishment of com-
pulsory reserves;

e Finalization of the preparation of secondary legislation related
to the transposition of the Annexes to Directive 2009/119/EC;

¢ Decision on the quantity and structure of the compulsory oil
reserves for the current year;

¢ Adoption of a decree prescribing the manner of determining
and calculating the amount and reimbursement of expenses
for maintaining compulsory reserves;

¢ Adoption of a decree prescribing the manner of determining
and calculating the amount of the fee for oil reserves, as
well as the content, manner and submission deadlines for
data on the placement of oil derivatives in the country; and

¢ Adoption of an intervention plan (decree) in the event of an
emergency disruption to the supply of crude oil and petro-
leum products.
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6.5 Renewable Energy

FORMER YUGOSLAV REPUBLIC OF MACEDONIA

Former Yugoslav Republic of Macedonia

2014 2015
Total capacities of renewable energy (MW) 714,6 756,5
Hydropower, out of which: 663 699
- small hydropower (<10 MW) 59,5 95,6
Wind 36,8 36,8
Solar 14,8 16,7
Biogas 0 4

Source: Ministry of Economy

a. Sector Overview

Former Yugoslav Republic of Macedonia committed to a bind-
ing target of 28% in gross final energy consumption in 2020. In
2014, according to energy balance published by EUROSTAT, the
country has achieved a 16,9% share of energy from renewable
sources, which is well below the second indicative trajectory of
23,7%. This is due to a delay in integrating biomass data from
the energy consumption survey conducted in 2015.

Currently, Directive 2009/28/EC is only partly transposed by
the Energy Law of 2011 and several regulatory acts. The draft
Energy Law, which aims to transpose the requirements of the
Third Energy Package as well as the Renewable Energy Direc-
tive, has not been adopted.

b. State of Compliance

Due to the delay in the adoption of the revised Energy Law,
the country has not increased its compliance with the Renew-
able Energy Directive in the last reporting period. However, in
accordance with the existing framework, several renewable
energy projects became operational in the last years and the
permitting and authorisation processes have been streamlined
and made more transparent towards the investors.

1. National Renewable Energy Action Plan

Former Yugoslav Republic of Macedonia adopted the NREAP
in November 2015. Its submission to the Secretariat and thus
the closure of the case is without prejudice to the fact that the
country’s NREAP has to be reviewed following the finalisation of
the 2014 energy balance. The revised energy balance, includ-
ing updated biomass consumption data, will provide accurate
information on renewable energy consumption.

Moreover, the NREAP sets out the trajectory for meeting the
country’s binding 28% renewable energy target in 2030 in-
stead of 2020. This is a clear breach of the Renewables Energy
Directive as adopted by the Energy Community.

2. Support Schemes

Support schemes for various technologies are in place and sever-
al renewable energy projects in wind, solar PV, small hydropow-
er and biogas totalling 115 MW have been put into operation
and already contribute to the trajectory. The 18 MW capacity
cap for supporting solar PV installations has already been filled.
A competitive procedure for granting support to renewable
energy producers based on technology neutral auctions has to
be implemented in line with the requirements of Guidelines on
State Aid for Environmental Protection and Energy 2014 - 2020.
Moreover, the capacity cap per type of renewable energy tech-
nology has to be removed to ensure cost-effective achievement
of the 2020 renewable energy targets.

3. Cooperation Mechanisms

The provisions related to cooperation mechanisms among the
Contracting Parties or with EU Member States are only foreseen
in the draft of the Energy Law. Without adoption of the Energy
Law, the country fails to comply with the Renewable Energy
Directive in this respect.

4. Administrative Procedures

In the past few years, several steps have been taken to remove
some of the barriers related to administrative procedures linked
to authorization, urban planning and property issues. Deadlines
have been shortened, unnecessary procedural steps have been
abolished and gaps in coordination between authorities have
been overcome to some extent. Investor guides for various
renewable energy technologies are published on the ministry’s
website.

However, non-discrimination and objectivity are still not en-
sured. The creation of a one-stop shop for all permit applica-
tions does not exist. Full compliance with Article 13 of Directive
2009/28/EC remains to be achieved.
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5. Access to and Operation of the Grids

Rules on connection to the grids are published by the trans-
mission and distribution system operators. However, specific
rules for taking renewable energy into consideration in trans-
mission and distribution network development planning are not
in place. Principles for access to the networks and operation
of the grids for renewable energy producers still have to be
transposed in primary legislation.

To comply fully with Article 16 of Directive 2009/28/EC, MEPSO
and EVN as network operators have to become more trans-
parent towards producers of renewable energy with regard to
information on the estimated costs and timeframe for connec-
tion. The regulator has to ensure that rules for connection and
access to the networks are implemented in a non-discrimina-
tory and objective way for private and state companies. This
is currently in doubt.

6. Guarantees of Origin

A certification system based on guarantees of origin has been
established. The Energy Agency is in charge of the implemen-
tation of the certification system and the issuing body for these
types of certificates.

That said, the implementation of the system of issue, transfer
and cancelation of guarantees of origin has not advanced.
According to the existing regulations, the guarantees of origin
are only issued to producers which do not benefit from feed-in
tariffs. A register for guarantees of origin is already established,
but there are no applications at the moment, not even from
the existing large hydropower plant producers. The country is
currently non-compliant.

7. Renewable Energy in Heating and Cooling

Since 2013, former Yugoslav Republic of Macedonia has
demonstrated significant progress in adopting secondary leg-
islation specifically with regard to the use of renewable energy
for heating and cooling in buildings. Yet proper implementation
by the competent central and local authorities is still lacking.

A government programme, which provides subsidies for so-
lar thermal collectors, has further contributed to the increase
of energy produced from renewable sources in heating and
cooling. Compliance with Energy Community acquis is partly
achieved in this sector.

8. Renewable Energy in Transport
The government intends to achieve the 10% renewable energy

target in transport by the import of biofuels and bioliquids
as well as domestic production, as announced in the NREAP.

However, Articles 17 to 21 of Directive 2009/28/EC related to
sustainability of biofuels have not been transposed. Current-
ly, there is no certification scheme defined or relevant body
established. Former Yugoslav Republic of Macedonia is thus
completely non-compliant with Directive 2009/28/EC in the
transport sector. Its uncertified production of biofuels cannot
be counted towards the fulfilment of the national target.

A working group was set up by the Ministry of Economy in 2015
to prepare a draft Law on Biofuels and the relevant secondary
acts. However, no steps towards the adoption of the laws
have been taken since then. Without proper incentives and
mandatory blending obligations in place, most of the biofuels
currently produced are exported, under an industrial voluntary
certification scheme recognised in the EU.

The lack of political will to adopt the Energy Law in the report-
ing period also affecting the country's compliance with the
Renewable Energy Directive. The only progress made by former
Yugoslav Republic of Macedonia in this reporting period was
the adoption of the NREAP in November 2015.

The adoption of the draft Energy Law transposing Directive
2009/28/EC, including the introduction of a competitive process
for granting support to renewable energy producers, is the
first and foremost priority for the country. The revision of the
adopted NREAP in line with the commitments taken to reach
the 28% target in 2020 must be another priority of the gov-
ernment in 2016. A key precondition in this respect is to finalise
the energy balance including the revised biomass consumption
determined in accordance with EUROSTAT methodology. The
ministry is expected to submit the second progress report on
the promotion of renewable energy sources for the period
2014 - 2015 by the end of 2016.

Rectification of Failure to Adopt the

National Renewable Energy Action Plan

| Following the former Yugoslav Republic of Mac-
N edonia’s submission of its National Renewable
Energy Action Plan to the Secretariat, the breach
identified in Case ECS-5/14 has been rectified
and the case was closed in January 2016. The
submission of the plan followed a decision adopt-
ed by the Ministerial Council on 16 October 2015
establishing that this Contracting Party failed to
fulfil its obligations under Article 20 of the Treaty
read in conjunction with Article 4(1) and Article
4(2) of Directive 2009/28/EC.
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6.6 Energy Efficiency

Energy Efficiency Action Plan (EEAP)*
Period covered by EEAP 2010-2018
Overall energy savings target - Directive 2006/32/EC (ktoe / % / year) 149/9,1/2018

Draft 3 EEAP submitted in July 2016, adoption is pending

79,4/4,9/2015 (reported in draft 3 EEAP)

EEAP status
Achieved energy savings (ktoe / % / year)

Key institution(s) in charge Tl G 1y O Zasiey;

Energy Agency
Main data and energy efficiency indicators** 2011 2012 2013 2014 ***

Total primary energy supply (TPES) ktoe 3.122 2.963 2.797 2.634
Energy intensity (TPES/GDP) toe /1.000 USD 0,43 0,41 0,37 0,34
TPES/Population toe/capita 1,49 1,40 1,33 1,27
Total final energy consumption (TFEC) ktoe 1.947 1.872 1.809 1.786
Residential 28% 28% 25% 26%

Services 1% 13% 12% 1%

Share of TFEC by Industry o 33% 31% 32% 29%
sector Transport 24% 24% 27% 30%

Others 1% 1% 1% 1%

Non-energy use 3% 3% 3% 3%

* Source: 2" NEEAP of former Yugoslav Republic of Macedonia
** Source: International Energy Agency (May 2016)

*** Indicators calculated by the Energy Community Secretariat based on EUROSTAT energy balances for 2014

a. Sector Overview

There is a clear indication that final energy consumption was
on a downward trend in the period 2011 - 2014 in former
Yugoslav Republic of Macedonia, while the gross domestic
product resumed growth in 2014. The positive trend is reflected
in decreased energy intensity and the decoupling of economic
growth from energy demand growth.

Key institutions responsible for the promotion of energy effi-
ciency are the Ministry of Economy and the Energy Agency.
The Energy Law provides a legal basis for the establishment of
financial support mechanisms, including an energy efficiency
fund. However, the fund has not been established to date.

The Energy Law includes an extensive chapter on energy effi-
ciency and establishes a good legal basis for the development
of secondary legislation and implementation of Directives
2006/32/EC, 2010/30/EU and 2010/31/EU.

During the reporting period, training and certification of energy
auditors were conducted by the Ministry of Economy in line
with the buildings directive. A register of licensed energy au-
ditors is now publicly available on the website of the ministry.
The Energy Agency is monitoring implementation and reports
on the energy savings achieved as part of the 3@ EEAP. The
draft 3 EEAP was submitted to the Secretariat in July 2016.
The web-based Monitoring and Verification Platform (MVP) is

now used for EEAP monitoring. The Secretariat assisted the
national working group in the development of secondary leg-
islation and software for the calculation of minimum energy
performance of buildings.

b. State of Compliance

Former Yugoslav Republic of Macedonia achieved a certain
level of compliance with the energy efficiency acquis with the
adoption of the Energy Law. However, despite the significant
work invested in drafting of secondary legislation, there was
little genuine progress in terms of improving compliance in
the reporting period.

1. Energy Services Directive 2006/32/EC

Directive 2006/32/EC was transposed by the adoption of the
Energy Law and secondary legislation (on energy audits, mon-
itoring and management, etc.). In accordance with the Energy
Law, the public sector is obliged to implement measures aimed
at energy efficiency improvements in their buildings.

The draft 3 EEAP was finalized and submitted to the Secre-
tariat but is still not adopted by the government. By not sub-
mitting the approved EEAP to the Secretariat, former Yugoslav
Republic of Macedonia fails to comply with this requirement
of Directive 2006/32/EC.


https://www.energy-community.org/portal/page/portal/0633975ADBB87B9CE053C92FA8C06338

2. Energy Labelling Directive 2010/30/EU

Directive 2010/30/EU and the delegated acts were transposed
with the adoption of the Rulebook on Labelling of Energy-Re-
lated Products and its amendments of November 2012.

The Ministry of Economy drafted a second rulebook in February
2016 in order to implement all new labelling delegated regula-
tions adopted by the Ministerial Council in 2014. Its adoption
is still pending.

3. Energy Performance of Buildings Directive 2010/31/EU

Key provisions of Directive 2010/31/EU were incorporated in
the Energy Law and the Rulebook on Energy Performance of
Buildings. However, the amendments to the Energy Law of
March 2015 resulted in non-compliance with the following
Avrticles of Directive 2010/31/EU: Article 11 (energy perfor-
mance certificates), Article 12 (issue of energy performance
certificates), and Article 13 (display of energy performance
certificates). The Secretariat will initiate infringement action.

Moreover, the implementation of the directive’s provisions
on existing buildings was postponed until former Yugoslav
Republic of Macedonia accedes to the European Union. This
constitutes a clear breach of its obligation to implement Direc-
tive 2010/30/EU. The country also failed to adopt an updated
regulation on minimum energy performance requirements of

buildings, national calculation methodology, energy perfor-
mance certification of buildings and inspection of heating and
air-conditioning systems, developed with Regional Energy Effi-
ciency Programme (REEP) assistance.

c. Conclusions and Priorities

Former Yugoslav Republic of Macedonia suffers from a lack of
political will to implement the energy efficiency acquis. This is
reflected in the absence of progress in the reporting period,
despite the significant work invested in drafting of legislation
by the relevant institutions with the support of donors and
the Secretariat.

The first priority should be the adoption of the 3 EEAP and
full implementation of the requirements of Directive 2010/31/
EU on Energy Performance of Buildings and adoption of the
already drafted secondary legislation.

Former Yugoslav Republic of Macedonia should show political
support for the implementation of measures planned under the
2" and 3 EEAPs via the establishment of an energy efficiency
fund and an ESCO enabling market and strengthening the
human capacities in the Ministry of Economy (energy efficiency
department) and the Energy Agency.

In addition, the country should transpose the remaining label-
ling delegated regulations.
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Former Yugoslav Republic of Macedonia

6.7 Environment

1. Environmental Impact Assessment Directive

Under the country’s Environmental Law, one request for en-
vironmental impact assessment related to the energy sector
was submitted to the authorities of former Yugoslav Republic
of Macedonia during this reporting period for ten new small
wind farms with a total capacity of 30 MW. Furthermore, the
Ministry of Environment and Physical Planning invited interested
companies to express their interest for the design, construction
and concession of two hydropower plants (HPPs) Cebren and
Galiste for which the environmental impact assessment was
carried out in the course of 2015.

2. Sulphur in Fuels Directive

Former Yugoslav Republic of Macedonia has one refinery, oper-
ated by OKTA and located in the vicinity of Skopje. The refinery
currently does not produce any heavy fuel oil and gas oil.

3. Large Combustion Plants Directive

Former Yugoslav Republic of Macedonia has nine plants falling
under the scope of the Large Combustion Plants Directive with
a total of twelve units and a total rated thermal input of 4,368
MW. Four units are fired by lignite, three by natural gas, three
by fuel oil while two are using multiple fuels.

Former Yugoslav Republic of Macedonia has reached a high
level of transposition of the Energy Community environmental
acquis, with certain amendments related to large combustion
plants still to be adopted.

1. Environmental Impact Assessment Directive

The Environmental Impact Assessment Directive was transposed
into national law by the Environmental Law as amended in
2010 and 2011 as well as a number of by-laws which follow
closely the structure and content of the directive. With this legal
framework in place, former Yugoslav Republic of Macedonia
transposed the requirements of the Environmental Impact As-
sessment Directive into national law.

2. Sulphur in Fuels Directive

Former Yugoslav Republic of Macedonia adopted a Law on
Ambient Air Quality and Rulebooks on the Quality of Liquid

Fuels, on Maximum Permissible Concentration and Quantities
of Other Harmful Matters That May Be Released into the Air
by Individual Pollution Sources, and on Ambient Air Quality.
The maximum thresholds for the sulphur content of heavy
fuel oil and gas oil are compliant with those of the Sulphur in
Fuels Directive.

Rectification of Non-compliance

with the Sulphur in Fuels Directive

1 The Secretariat submitted a Reasoned Opinion
in Case ECS-3/13 against former Yugoslav Re-
public of Macedonia on 21 December 2015. In
April 2016, the national authorities informed
D the Secretariat that the Ministry of Economy
prepared a draft annual plan for monitoring of
the quality of heavy fuel oil and gas oil in order
to ensure effective monitoring of their sulphur
content and establish the sampling methods for
their analysis. The plan was adopted on 15 Au-
gust 2016. With that, former Yugoslav Republic
of Macedonia has addressed the breach of the
Sulphur in Fuels Directive and consequently the
Secretariat closed the case.
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3. Large Combustion Plants Directive

The provisions of the Large Combustion Plants Directive were
transposed by the Rulebook on the Limit Values for the Permis-
sible Levels of Emissions and Types of Pollutants in the Exhaust
Gases and Vapours Emitted into the Air from Stationary Sourc-
es. The emission limit values for new and existing plants are
aligned with those of the directive. The rulebook also includes
the common stack approach. Since February 2016, amend-
ments to the rulebook are being prepared to transpose the
Industrial Emissions Directive which will be part of an IPA pro-
ject. A Decree for Determining the Combustion Facilities That
Have to Take Measures to Protect Ambient Air Pollution Quality
requires operators of large combustion plants to prepare and
implement a five-year plan (to be reviewed annually) to reduce
the plants’ emissions.

In December 2015, former Yugoslav Republic of Macedonia
submitted a National Emission Reduction Plan to the Secretar-
iat, covering all large combustion plants in the country. The
analysis of the plan by the Secretariat is currently underway.
No requests for an opt-out were submitted to the competent
authorities by the operators of combustion plants.
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Former Yugoslav Republic of Macedonia submitted its Nation-
al Emission Reduction Plan to the Secretariat, indicated as a
priority in last year's Implementation Report. Furthermore, the
annual monitoring plan of liquid fuels was adopted, which was
also flagged as a priority. Amendments to the rulebook related
to emissions into air, however, have not yet been adopted.

Efforts should be focused on the practical implementation of
the Environmental Impact Assessment Directive and on capacity

6.8 Competition

a. Sector Overview

The authority entrusted with the enforcement of competition
and State aid law is the Commission for Protection of Com-
petition (CPC).

In the reporting period, the CPC enacted five guidelines of
which three relate to merger control and two to competition
law. There have been no decisions by the CPC in the area of
competition and State aid law, apart from the approval of
the acquisition of Geoplin doo Ljubljana by Petrol Slovenska
energetska druzba dd.

b. State of Compliance

1. Competition Law

The Law on Protection of Competition adopted in 2010, as
amended, and secondary legislation transpose the competition
acquis into domestic legislation. The CPC enacted guidelines
on vertical restraints and guidelines on the application of Ar-
ticle 7 of the Law on Protection of Competition to horizontal
cooperation agreements. However, the CPC did not conduct
any enforcement activities during the reporting period.

2. State Aid Law

The Law on State Aid Control, adopted in 2010, transposes
the State aid acquis into national legislation. No decision on
State aid in the energy sectors has been adopted by the CPC
since 2013.

c. Conclusions and Priorities

The CPC started enforcing competition law by concluding a
cartel investigation in the electricity sector. Prior to this report-
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building for the authorities responsible for their implementa-
tion.

Former Yugoslav Republic of Macedonia must make sure that
the provisions of the Sulphur in Fuels Directive on sampling
and analysis are complied with in practice.

The country should also proceed with the adoption of the
amendments to the rulebook related to emissions into the air to
transpose the relevant requirements of the Large Combustion
Plants and Industrial Emissions Directives.

Former Yugoslav Republic of Macedonia

ing period, it had fined five companies for participating in a
concerted practice regarding tendering procedures. However,
it did not start enforcing competition and State aid law more
rigorously, as recommended in last year’s Implementation Re-
port. Enforcement should be actively continued by investigating
cases concerning the structures of the energy markets. The
guidelines adopted could be used as guidance for enforcement
priorities. As a general priority, the CPC should become more
active in the enforcement of State aid law.




.I. 6.9 Statistics

a. Sector Overview

According to the Law on State Statistics of 1997, amended in
2007 and 2011, the State Statistical Office (SSO) is responsible
for the compilation of official statistics and coordination of all
statistical activities in the country.

The Energy Law allows the ministry in charge of energy and the
national regulatory authority to collect certain energy data, such
as data for energy balances. The ministry adopted a Rulebook
for Energy Balance and Energy Statistics in October 2011.

The government regularly adopts a programme for statistical
surveys, the most recent one for the period 2013 - 2017 and
annual work plans for SSO, which entrust SSO to collect, com-
pile and disseminate energy statistics, including energy price
data, in accordance with the definitions and methodology set
by EUROSTAT.

To improve the quality and completeness of data, SSO conduct-
ed in 2015 a survey of consumption of energy in households
with the support of the Secretariat.

b. State of Compliance

Former Yugoslav Republic of Macedonia has transposed and
implemented key requirements of the energy statistics acquis,
whereas only timeliness and quality of collections has to be
improved further to achieve full compliance.

1. Annual Energy Statistics

Annual data are compiled and disseminated in questionnaires
for coal, oil, natural gas, electricity, heat and renewable energy.
The breakdown of final consumption is presented in accordance
with the national classification of activities. SSO has already
established a quality system for producing quality reporting as
required under the Energy Community Treaty.

Data are collected through monthly and annual surveys from
reporting units with full coverage of businesses dealing with
production, transmission and distribution of energy. Sampling
of industrial energy consumers, quarterly and annual surveys on
forestry and annual surveys on agriculture and external trade
statistics are also conducted. The commercial and public sectors
are not covered. Energy consumption in other sectors and in
households, apart from electricity and heat, is estimated. On
the basis of all collected data, SSO develops energy balances
for all energy commodities used in the country. Annual ques-
tionnaires are communicated to /EA and EUROSTAT timely and
in compliance with the acquis.
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A survey of consumption in households conducted in 2015
provided information to improve data quality, not only in terms
of consumption structure in accordance with Regulation (EU)
431/2014, but also completeness and consistency of data on
renewable energy.

Results of the survey have not been integrated in the annual
datasets yet. SSO plans to integrate the results of the survey in
the annual statistics reported for the year 2015.

2. Monthly Energy Statistics

SSO releases monthly energy statistics on electricity, natural
gas, oil and petroleum products and solid fuels. From 2014,
SSO collects and submits to 