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ACRONYMS 

	AP
	Accession Partnership 

	BC
	Beneficiary Country

	CHP
	Combined Heat and Power (cogeneration) 

	CV
	Curriculum Vitae

	EC
	European Commission 

	ECSEE
	The Energy Community of South East Europe 

	ECT
	Energy Community Treaty of Southeast Europe

	ELEM
	The generation company that emerged from ESM, the formerly vertically integrated electricity utility of the Former Yugoslav Republic of Macedonia

	ERC
	Energy Regulatory Commission of the Former Yugoslav Republic of Macedonia 

	ESM
	Elektrostopanstvo na Makedonija 

	HR
	Human Resources 

	MEPSO
	The Transmission System Operator of the Former Yugoslav Republic of Macedonia

	MIPD
	Multi-Annual Indicative Planning Document

	MS
	Member State

	NDP
	National Development Plan 

	PR
	Public Relations

	PSC
	Project Steering Committee

	QMS
	Quality Management Procedures 

	RTA
	Resident Twinning Adviser 

	SAA
	Stabilisation and Association Agreement 

	SEECP
	The South-East European Cooperation Process 

	STE
	Short-Term Experts

	TSO 
	Transmission System Operator 

	TOR 
	Terms of Reference


1. Basic Information
Programme: CRIS number 2007/19297, Contract 1.2: Twinning for the Energy Regulatory Commission
Twinning number: MK 2007 IB EN 01
Title: Institutional Strengthening of the Energy Regulatory Commission (ERC) 
Sector:  Energy
Beneficiary Country: The Former Yugoslav Republic of Macedonia
Beneficiary Institution: Energy Regulatory Commission (ERC) 
2. Objectives

Overall Objectives 

The overall objective is to promote the institutional strengthening of the ERC and in doing so to contribute to the longer term development of the national energy market and the further integration of the ERC into the Energy Community of Southeast Europe (ECSE). 

Project Purpose
This twinning project is intended to enhance further the institutional capacity of the ERC in particular concerning ERC's ability to conduct effective licence compliance monitoring, market monitoring and quality management, which are in line with international best regulatory practice and can take forward market competition and integration into the ECSE; and, in doing so, to transfer regulatory know-how and expertise to the staff of the ERC. 

Contribution to National Development / Cooperation Agreement / Association Agreement / Action Plan
The project will contribute to the implementation of the SAA (Article 99) on the formulation and planning of energy policy. The project shall also contribute to a series of priorities in the Accession Partnership (AP). The AP calls for alignment of the legislation on the internal electricity and gas markets as well as energy efficiency and renewable energy sources with the EU acquis in order gradually to open the energy market to competition. Moreover, the AP points to the importance of strengthening the independence of the ERC so as to enhance its administrative capacity and contribute to the implementation of the Energy Community Treaty (ECT). The project will also promote the National Plan for the Adoption of the acquis communautaire with regard to regulatory reforms in the field of energy, i.e. legal development and harmonisation with the energy acquis and strengthening of administrative capacity- building. The programme is also relevant to the National Development Plan (NDP) for it contributes to the institutional development and capacity-building for the systemic improvement of the quality of regulation. 

3. Description 

Background and Justification 

The energy balance of the Former Yugoslav Republic of Macedonia includes electricity, natural gas, liquid fuels, solid fuels and geothermal energy. The average total annual consumption of energy is around 120,000 ТЈ. Within the primary energy consumption, crude oil accounts for 30%, coal for 52%, natural gas for 3% and the remaining 15% comes primarily from hydro energy, fire-wood and geothermal energy. Around 60% of total consumption of energy is met by domestic production and the remaining 40% by imports. The country’s basic energy infrastructure includes an electricity power system, coal mines, a gas pipeline system, an oil refinery, an oil pipeline, and thermal and geothermal systems. The total installed capacity for electricity production is 1,485 MW, with an annual production amounting to about 6 billion kWh. Currently, five district heating systems are operational. They are powered by heavy oil, natural gas and lignite and their total capacity amounts to 600 MW. They supply around 50,000 households. The first gas-heating cogeneration plant, which will be privately owned, is expected to be commissioned in 2010. There are no nuclear installations for energy production or research and no nuclear fuel cycle facilities. Nor has the country any intention of developing any nuclear capacity in the foreseeable future. A programme on efficient energy use to the year 2020 was adopted in 1999 and was followed, in 2004, by a Strategy for the establishment of the necessary institutions, the strengthening of administrative capacity and the performance of technical activities (i.e. energy audits, energy codes, equipment standards).

The country has actively participated in regional initiatives, such as the Stability Pact, the South-East European Cooperation Process (SEECP), the Central European Initiative and the Adriatic Ionian Initiative. It was the first country in the region to sign a Stabilisation and Association Agreement with the EU, in 2001. On 17 December 2005, it was granted candidate status for membership of the EU and on 27 February 2008 it became party to the Regional Cooperation Council – the successor to the Stability Pact for South Eastern Europe. Crucially, the country is party to the Energy Community Treaty of Southeast Europe (ECT) that entered into force in July 2006, and has ratified the agreement on CEFTA membership.
The formerly integrated, state-owned utility Elektrostopanstvo na Makedonija (ESM) has been unbundled into three legally separate entities responsible for generation, transmission and distribution of electricity, as well as one independent electricity producer, i.e. the Negotino thermal power plant. In 2006 the distribution company was privatised and sold to EVN of Austria. At present, all major functioning electricity generation plants are owned by the state. 

In May 2006 a new energy law was enacted. It redefines energy policy, the status and functioning of the ERC, the licensing procedure, the role and responsibilities of the energy market participants, third-party market access, as well as transmission and distribution connections. The law regulates the markets for electricity, gas, crude oil and oil derivatives, heating and geothermal energy. It also includes provisions relating to energy efficiency and the use of renewable energy. The law was amended in April 2007 to allow gradual opening to competition of the electricity market for eligible consumers. The latest amendments to the energy law were adopted in early August 2008 and provide for an amended electricity model. In particular, the new model moves away from the single-buyer market model that had been previously developed and in which MEPSO, the TSO of the Former Yugoslav Republic of Macedonia, played a pivotal role. The new model is based exclusively on over-the-counter contracts and gives ELEM, the generation arm of what was previously known as ESM, a central role in the functioning of the regulated (i.e. captive) market.    
The beneficiary of the project, the Energy Regulatory Commission (ERC) of the Former Yugoslav Republic of Macedonia, was established in June 2003 as stipulated in the energy law of 1997, and reinforced by the energy law of 2006. According to the law, the ERC is independent in its operations and decision-making. Parliament appoints (and relieves of duty) the five board members based on a proposal of the government. ERC's competences include providing conditions for secure, continuous and high quality energy supply at minimum cost; prescribing tariff systems for individual types of energy; deciding on prices of individual types of energy; issuing, modifying and withdrawing licences for individual activities in the energy field; evaluating execution of the licences; initiating and suggesting, through competent institutions, new laws and regulations in the energy field and, accordingly, providing opinions on laws, regulations and other acts in the energy field; and participating in the resolution of disputes. ERC's administrative capacity for regulating the markets and protecting customers is not sufficient. Its independence needs to be strengthened, in particular as regards regulation of prices on markets where competition is not sufficient. 
Linked Activities 

An EU CARDS project assisted the ERC between July 2003 and August 2004 to design a market-based legal framework and develop its capacity. In particular, the project experts drafted the new internal organisation and operational procedures of the ERC, prepared implementing legislation for regulation of the energy markets in compliance with EU best practice and regulations, equipped ERC’s premises with office equipment, and organised and funded a study tour for the Commissioners of the ERC. 

Additionally, technical assistance has arrived from the World Bank through its Energy Community of South East Europe Programme (ECSEE), which aims at developing a regional energy market and helping the national markets integrate into the energy market of the European Union. Another World Bank project on Electric Power Development, supported by a grant from the Government of Japan, has dealt with the efficiency of the production of electric and thermal energy in the Former Yugoslav Republic of Macedonia. At present, technical assistance for reviewing tariff methodologies is also under way. 

Moreover, USAID has provided assistance for the restructuring of the electricity company ESM to convert the state-owned enterprise into a privately held, publicly regulated utility. In doing so, USAID has assisted in rewriting the energy law, including an amendment to establish an Energy Regulatory Council, as well as in drafting the transmission grid code.

Activities under this project should be closely coordinated with ongoing and envisaged projects at the regional level, notably the USAID sponsored market monitoring transition plan for SEE's wholesale electricity markets and the World Bank funded project on SEE wholesale market opening.
Results 

This twinning project is intended to achieve the following key mandatory results: 

Result 1: Effective licence compliance monitoring system applied for: 

· the generation of electricity and heat;
· the transmission of electricity and natural gas;
· the distribution of electricity, heat and natural gas;
· the supply, trade and cross-border transmission (import, export, transit) of electricity;
and adequate training on the compliance monitoring system conducted. 

Result 2: Market monitoring mechanisms established that ensure non-discrimination, effective competition and the efficient functioning of the market and address in particular: 
· 
the monitoring of interconnection capacity allocation;
· 
the monitoring of congested capacities within the power system;
· 
the monitoring of prices, transparency and competition in the market;
· 
the monitoring of security of supply, including risk and crisis management, public service obligations, demand-side management, and imports;
· 
the monitoring of developments in relation to market dominance, market concentration, and predatory and anti-competitive behaviour;
and dispute settlement procedures reviewed and implemented.

Result 3: 
Quality management procedures reviewed and implemented addressing inter alia internal communication procedures, archiving and document management procedures, as well as internal rules to reduce the risk of corrupt behaviour.
Result 4: 
Cooperation with relevant stakeholders enhanced, in particular cooperation between the Ministry of Economy and the ERC in the context of the implementation of the Energy Community Treaty and the ECT roadmaps to ensure (a) improved reporting to the Energy Community Secretariat and the Energy Community Regulatory Board and (b) improved quality of input.
Activities 

This project shall be planned and designed according to a work plan to be detailed during the inception of the project. For the drafting and signing of the twinning contract, the administrations of the MS and the BC, primarily through the involvement of the MS Project Leader and the Resident Twinning Adviser (RTA) and the BC counterparts, will need to agree on the twinning work plan within three months of the selection of the twinning partner. The work plan, which will become an annex to the twinning contract, will detail all the actions necessary to achieve the mandatory results of the twinning project, the order in which they must take place and the person responsible for each one. Inputs will include work carried out by the BC, and the counselling, training and transfer of know-how activities which the MS commits to undertake. The twinning work plan that the MS and BC administrative bodies will prepare is therefore more than just a service to be provided to the BC. The ERC must therefore include in the work plan details of the departments concerned, the staff responsible for the changes to be made and for achieving the desired outcome, logistics, the budgetary resources to be mobilised and the timetable for the work that the ERC will itself undertake at each stage of the project's progress. It is important that the twinning work plan reflects a clear strategy, linked to measurable benchmarks and clear timelines and activities. Indeed, the workplan shall spell out in detail the activities to be undertaken during project implementation. Moreover, the twinning work plan will detail the input and contributions made by each of the twinning project partners making clear ‘who does what’, and the sequence of activities, attributed to one side or the other. The conclusion of the workplan and of the twinning contract shall be followed by the mobilization and the settling in the Former Yugoslav Republic of Macedonia of the RTA. 

Means/Input from the MS Partner Administration

The project will be implemented in the form of a twinning contract between the Former Yugoslav Republic of Macedonia and an EU Member State. The implementation of the project requires one Project Leader with responsibility for the overall coordination of project activities, one Resident Twinning Adviser to manage project activities and short-term experts (number to be proposed by the Member State). It is essential that the team have sufficiently broad expertise to cover all the areas included in the project description. The interested Member State institution shall include in its proposal the CVs of the designated Project Leader, Resident Twinning Adviser and the proposed short-term experts and the specific tasks to which they will be assigned. Provided that consistency within a consortium can be secured, two Member States may form a consortium. 
Profile and Tasks of the Project Leader

The Project Leader will detail, coordinate and control the overall thrust of the project, lead project activities, and ensure the attainment of the projected output. The Project Leader is fully responsible for co-ordination of the work of the experts. The Project leader will manage the implementation of the project with the project leader from the Beneficiary Country. He/she should be a senior official from an EU energy regulator and is expected to devote a minimum of 3 days per month to the project in his/her home administration with an on-site visit at least every 3 months. In addition, he/she should coordinate, from the Member State side, the Project Steering Committee (PSC), which will meet in Skopje at least every three months.

Profile and Tasks of the Resident Twinning Adviser

The Resident Twinning Adviser will coordinate and implement project activities on the ground under the overall supervision of the Project Leader. He/she should be a senior official from an EU energy regulator (with minimum 3 years work experience as civil servant with the MS energy regulator) and is expected to be working on a permanent basis in the beneficiary country for the duration of the project. Fluency in English is required.
4. Institutional Framework

Responsible Institution in the Beneficiary Country:

The beneficiary of the Twinning project is the Electricity Regulatory Commission of the Former Yugoslav Republic of Macedonia
Dimitrie Cupovski no.2 floor 4, 1000 Skopje, Former Yugoslav Republic of Macedonia 
T: +389 2 32 33 580
F: +389 2 32 33 586
E: secretariat@erc.org.mk 
W: www.erc.org.mk 
Project Steering Committee (PSC)

A PSC will be established at the beginning of the project comprising senior representatives of the ERC, other relevant government bodies (if relevant), the EC Delegation and the Member State(s) partner in accordance with the requirements of the Twinning manual.

The PSC will monitor, supervise and co-ordinate the overall progress and implementation of the project. The PSC will provide guidance for the different components of the project, will define priorities, approve and monitor budgets and approve the results.
5. Budget
The project will be implemented through a Twinning Contract with an overall budget of a maximum of €600,000. National co-financing will be provided by the Beneficiary Country for costs not covered by the EU in accordance with item 5.13 of the Twinning manual.
6. Implementing Arrangements

Implementing Agency Responsible for tendering, contracting and accounting

The Implementing Agency which will be responsible for the tendering, contracting and accounting of this twinning project will be the European Commission – Delegation of the European Commission to the Former Yugoslav Republic of Macedonia. 

Contact Details

Delegation of the European Commission

M.H. Jasmin 52 v Skopje

1000 Skopje

Daniel-Alexander Schroth
E-mail: Daniel-alexander.schroth@ec.europa.eu
Tel.: +389 2 32 48 584

Fax: +389 2 32 48 501

Main Counterparts in Beneficiary Country

The beneficiary institution for this Twinning arrangement will be the ERC, which will also assume responsibility for the administration related to the preparation, control and implementation of the project.

The contact person within the ERC for this Twinning contract will be:

Marko Bislimovski, Adviser in the ERC
E-mail: Marko.bislimovski@erc.org.mk
Tel.: +389 2 32 33 580 ext. 109
BC Project Leader
The BC Project Leader will act as the counterpart of the Member State PL and will ensure close cooperation in the overall steering and co-ordination of the project. The PL's seniority will ensure his/her ability to mobilise the necessary staff in support of the efficient implementation of the project. He/she will also coordinate the Project Steering Committee (PSC) from the BC side.
RTA Counterpart:
A RTA Counterpart will be assigned by the ERC. Ideally, this person should have at least 3 years of employment with the ERC.  
7. Implementing Schedule (Indicative)

Launching of the call for proposals

November 2008
Start of project activities
July 2009
Project Completion 
19 months
Duration of the implementation period (number of months) 

The project will have 19 months overall legal duration with an implementation period of 16 months.
8. Sustainability
The work plan should consider the sustainability of the project and particularly how the mandatory results of the twinning project will be maintained as a permanent asset to the ERC even after the end of the Twinning project implementation. The twinning work plan will need to detail and put in place effective mechanisms within the ERC to ensure optimum dissemination and consolidation of the results of the project.
9. Cross-cutting Issues

The European Community has a longstanding commitment to address environmental concerns in its assistance programmes (as part of a wider commitment to sustainable development). Key references include Art. 6 of the Treaty and also the Cardiff process which foresees the systematic consideration of environmental aspects in EC development cooperation and in other policies. The support to the ERC will include a specific component to assist the beneficiary to implement an ‘internal environmental assessment’ to identify areas where it could improve its internal performance vis-à-vis environmental aspects.

The training activities will include a specific component to train beneficiary staff in the different aspects of mainstreaming environmental issues in programme and project development as well as monitoring the implementation. This is particularly important given that environmental factors stand at the heart of a great part of energy policy and regulation. 
10. Conditionality and Sequencing

Contributions expected from the Beneficiary include:

· Strong involvement/ commitment of ERC staff at all levels; 

· Assigning/employing the necessary personnel to project activities;

· Ensuring co-ordination between institutions connected with the project; 

· Ensuring a legal framework for the introduction of changes resulting from the 
project;
· Ensuring access to indispensable information and documents;
· Providing suitable venues and equipment for the project staff, as well as for training sessions that will be held under the project;
· Designating an ERC counterpart for each MS expert;
· Ensuring that the ERC has the financial capacity to employ, in due course, more staff 
corresponding to its institutional needs;

· Safeguarding the ERC’s institutional independence;

· Ensuring that ERC staff has the capability to absorb the output of the twinning 
programme.
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