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Abstract

The paper comments the changes of the legislation in the energy field in the Republic of
Macedonia in function of the liberalisation and harmonisation to the European
regulations. Also in accordance to these changes in the legislation exist the actual
interests for concrete energy projects, which could be constructed in the near future on
the concession model, as a part of the new investment cycle in the future period in the
energy field of our country. At the end of the paper the initial processes for the
transformation of the energy sector in the Republic of Macedonia are stated and the
activities for the privatisation of the public enterprise "Elektrostopanstvo na Makedonija".

LIBERALIZACIJA I PRIVATIZACIJA ENERGETSKOG SEKTORA U
REPUBLICI MAKEDONIJI

Sažetak

U radu se iznose zakonodavne promjene u energetskom sektoru u Republici Makedoniji
u funkciji liberalizacije i približavanja europskim odredbama. U skladu sa zakonodavnim
promjenama postoji stvarno zanimanje za konkretne energetske projekte, čija bi izgradnja
mogla uslijediti u bližoj budućnosti prema modelu koncesije, kao dio budućeg ulagačkog
ciklusa u energetiku. Navode se procesi za transformaciju energetskog sektora u
Republici Makedoniji, kao i aktivnosti za privatizaciju javnog poduzeća "Elektrostopanstvo
na Makedonija".

INTRODUCTION

This paper comments the benefits of the new legal regulation directed towards its
liberalisation tailored for the market economy conditions, interest and activities for the IPP
construction, the pilot model for exploiting part of the existing production facilities in the
Republic of Macedonia, as well as the incipient privatisation steps of the public enterprise
for electricity output.
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LIBERALISATION OF THE LEGISLATION

The new Energy Law, enacted in 1997 and amended in 1999 and 2000, was assisted by
consultants' advice of the English company Dentol Hoi and financially supported by the
European Union. It was outlined in accordance with the European Union's futuristic
solutions, expressed in the Energy Charter and later, in the Agreement on Energy Charter
and additional acts, like the Protocol on efficient energy usage and the Draft Protocol on
energy transit.

The new Law from 1997 liberalises at maximum the energy related activities (production,
transmission and distribution). According to the Law from 1987, the companies whose
basic activities were the above mentioned, have this right only for energy production
purposes. Some other companies could be engaged, while the citizens have the right to
generate electricity, mainly, only to meet own needs (small HPP) and to place the surplus
into the existing energy systems. All energy related activities within the new Law, without
any limitations and guiding, gives an opportunity to all domestic and foreign legal and
physical entities to produce energy under the same conditions.

The Energy Law from 1997 leaves out the provisions for compulsory establishing of a
unique vertically integrated enterprise for generation, transmission and distribution of
electricity in the Republic of Macedonia. This has become a possibility, providing that the
Government assesses it as a necessity, thus enabling transformation of the existing
enterprise in various possible appointed spheres, which really exist in well-developed
countries and in the developing countries.

At the same time, the new Energy Law leaves out the existence of self-management local
communities for energy related issues, which in the past were the focal point between the
public enterprise and the Government. In practice, it has slowed down the functioning of
overall activities (development, current and other).

And finally, with the 1997 Energy Law the relations between the public enterprise and the
Government and its Ministries have become more accurate, i.e. precise and only the
most indispensable have remained. Such amendments have excluded interference into
the internal organisation, technical and technological, and financial functioning, as well as
other restrictions and rights, not just for the Government but for other numerous
independent and administrative institutions.

After the accession of our country towards the Agreement on Energy Charter in 1998, in
1999 the trading activities and energy transit, as a right of all interested individuals to
perform this activity amended the 1997 Energy Law. At the same time, obligations are
imposed to the energy system's owners, to put at disposal their free capacities to other
users under determined tariffs. According to the actuality for efficient usage of energy and
protection of the environment, The issues tackling this sphere are more detailed and
precisely elaborated following these amendments to the law.
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Amendments to the 2000 Energy Law have provided legal base for purchase and sale of
energy, in compliance with the European Union Directive 96/92 on the internal energy
market. Upon this groundwork, in 2000, new terms for electricity power supply were
prepared, with refined relations between the suppliers and consumers and, the energy
sellers and customers.

In 1998, the Government of the Republic of Macedonia, as a sub-legal act to the Energy
Law passed the Methodology on price formation for certain types of energy (energy from
energy systems and oil derivatives). With this Methodology, energy price includes
normalised production costs, transmission costs and distribution costs, as well as all other
charges and taxes towards the state with certain profit included.

By the end of this year, another amending of the Energy Law will be done, as it will create
a legal groundwork for setting up a Regulatory Commission on price formation for certain
types of energy. The President of the Republic will propose the members of this
Commission, and the same will be approved by the Parliament of the Republic of
Macedonia. Beside energy price formation, the Commission within its mandate will be
obliged for issuing permits-licenses for performing the creation of energy sector activities.
The Commission will work independently, while the annual reports will be submitted to the
President of the Republic, the Parliament and the concerned Ministry.

In the years ahead, a preparation of a new Tariff System on natural gas is envisaged that,
so far, in the energy balance of our country was included in the last three-four years by
small application. However, if we renew the Tariff System of the central heating in urban
areas, we shall encircle our energy legal framework according to the new conditions of
the market economy.

INTERESTS FOR CONSTRUCTION OF ENERGY FACILITIES

In compliance with the before stated commitments, during the past few years, in terms of
the new energy legal regulations in our country some foreign and domestic companies
have shown true interest for construction of new energy facilities in the Republic of
Macedonia.

For the construction of the biggest available hydro power plant in the Republic of
Macedonia, "Chebren" on the Crna Reka River (250 MW, 300 mil. KWh, dam with height
of 192 m, 360 mil. US$), on concession base, the Austrian company Verbundplan is most
interested and some Israeli and other companies as well. Technical documentation, as a
Feasibility Study, is prepared for this plant and currently underway are activities for
making more precise the optimal solution and the tender documents. For this purpose,
financial resources have been provided from the European Union in parallel with
engaging a consortium, headed by the Greek Company Exergija. The documentation is
planned to be completed within 15 months.

165



At the same time, by concessions the HP "Boskov Most" is expected to be constructed
(45 MW, 50 mil. kWh, 60 mil. US$). Several companies are interested for this project,
among which the greatest interest show some Belgian companies. This project has
complete documentation on the Main Project level, while the preparation of the Feasibility
Study is in its final stage - assisted by the American Company RIZO. It is considered that
from the technical and financial aspect this project will be ready quite soon.

The implementation of the twelve (12) hydropower plants on the very course of the river
Vardar (323 MW, 1435 mil kWh, 820 mil. US$) requires, above all, moving of the existing
railway line, which is conditioned by determining the participation of co-investors and
provision of the needed financial resources.

Beside these bigger available hydroplants, interest has been expressed for the
implementation of the small hydroplant program. Adequate documentation exists and
interested investors have been found for about 40 small hydroplants, but the main
problem remains to provide more favourable financial construction.

Beside the intensive construction of hydro plants in order to make the most of the extent
possible of available potentials (now, only 24 percent exploited and in meeting the energy
power demands, thus participating with around 15 percent, which makes the system non-
elastic), in the past few years the construction activities have been intensified for the first
combined thermal plant. This thermal plant, will use as the primary fuel natural gas and it
will generate electricity (200 MW, 1100 mil. kWh), as well as heating energy (150 MW,
620 mil. kWh), whereas the total costs are estimated at around US$ 130 mil. Currently,
the activities based upon the prepared Feasibility Study, to provide interest, are
underway, for inclusion of interested domestic and foreign companies, by shareholders.

TRANSFORMATION OF THE ENERGY SECTOR

In this period in our country activities for the transformation of the public enterprise for
production, transmission and distribution of electrical power, i.e. the energy sector in the
state are underway.

The first step in this direction is to lease the existing 7 small hydro plants, so for a certain
period of electricity production another subject will be made. Three Consortium
companies have applied to the announced open competition (from the Czech Republic,
Macedonian-Greek and Greek companies). After the evaluation, the bid of the English
Company HYDROPOL was selected. The same company will exploit the mentioned
hydro plants for 11 years, under the price that will be determined by the public enterprise
"Elektrostopanstvo" of Macedonia. HYDROPOL will sell the produced electricity, the price
being 3,4 cents/kVth. After the eleventh year, the hydro plants will be returned as
revitalised to the owner, for which HYDROPOL is bound to invest 20 mil EUROS.

With these activities, the transformation of the ownership of the production department in
the energy sector will commence, i.e. its transformation, in the temporary initial case.
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The activities for privatisation of the public (state) enterprise for generation, transmission
and distribution of electricity power of the public enterprise "Elektrostopanstvo" of
Macedonia, as a Government's commitment, started in March this year. At that time, a
public ad was published in domestic and foreign media for the purpose of expressing
interest for Government's Consultant to carry out this process.

Out of 15 valid applications, in April a short list of 8 companies was determined, out of
which, upon the base of the project's task three offers were submitted, i.e. from: Arthur
Anderson - Czech Republic, Meinl Bank - Austria and IPA Energy - England.

Upon evaluation of these offers, the offer of Arthur Anderson was left out as incomplete,
while out of the remaining two, assessed as sound and eligible, the Meinl Bank was
selected as better from the financial point of view. The same company is the leader of the
Consortium composed of the following:

According to the project's task, in the first part, market conditions that will exist in the
region should be determined. After that, accordingly the legal regulative should be
elaborated completely, then identification of the model for such an ambience and the
reconstruction of the vertically integrated public enterprise. The second part envisages
privatisation of the public enterprise. At this moment, it is estimated that this process will
last 12 to 18 months.

Taking into consideration the above stated activities, that will mobilise a reasonable
number of experts in the state institutions, it will take time to provide the necessary
financial resources and time framework. So, we estimate that we have to be more
intensively involved into the changes of the energy sectors in the developing countries, as
a fundamental preparation for market economy performances and inclusion into the
regional markets where sharpened economic conditions prevail and where the final
objective - better quality and safety and lower price of the kilowatt per hour-justifies the
same.
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