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Executive Summary

The proposed coal -fired New Kosovo Power P lant would cause the price of electricity in Kosovo
to rise to unreasonable levels and place a needless long -term burdenon K o s o vecodany.

IEEFA concludes that t he World Bank, which has announced its support for  a substantial financial
subsidy for construction of the coal -fired plant , should invest instead in the development of
renewable energy and energy efficiency in Kosovo. |IEEFA concludes also that the U.S.
government , which has endorsed the project,  should cease its support for the misguided
introduction of a costly an  d outdated form of electricity generation.

Thispaper explores how the people of Kosovo would have to drastically reallocate their
household budget sto pay for the New Kosovo Power Plant if it is built. Thisimpact has not been
addressed previously by any other tec hnical, environmental, economic or energy finance stud vy
of the proposed plant.

| E E Fréséasch shows also thatt he cost to produce power from the New Kosovo Power Plant
would be four times the current cost of electricity production  in Kosovo. And because the NKPP
would be a disproportionately large additi on to a relatively small electricity system, it  would drive
up the price of electricity for Kosovo households . IEEFAresearch suggests thatthe New Kosovo
Power Plant would increase the overall price of electricity  in Kosovo by at least 33.8 percent and
by as much as 50 percent .

Kosovods electric rates are already too highvertypart.
line. Most households in  Europe pay less than 6 percent of annual income for electricity  ; in
Kosovo that percentage is signi ficantly higher.

The New Kosovo Power Plant would worsen Kosovo household finances across the board

If the plant is built:
9 The average household would pay 1 2.9 percent of its annual income for electricity
1 Alow-to middle -income household would pay 1 8 percent of its annual income for electricity

1 Averylow -income household, living below the poverty line and using less electricity than
other families, would pay 3 9.7 percent more for electricity.

The proposed plant carriesa  number of broad financial risks for Kosovo. Under the  current
proposed financing model, the Kosovo government would borrow 0945 million to ¢ over 70
percent of the cost of the project . A private developer, New York -based Contour Global, which is
the sole bidder on the proje  ct, would provide equity financing for the additional 30 percent of
project costs under a scheme that would reap a return in excess of 20 percent

Among the red flags IEEFA sees on the proposed New Kosovo Power Plant :

1 The proposed debt burden of 0945 million for a single coal -fired plant in a country the size of
Kosovo would put enormous pressure on the domestic banking system and likely crowd out
new investment across the economy.
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1 Bycontemplating a single -bid project as costly as NKPP, the gove rnment isrisking domestic
control of its electricity system, access to its revenues, basic organizational decisions like hiring
and firing of employees and future rate increases.

9 Plans for the new plant are based on optimistic economic growth assumptions . If the plant
underperforms because the economy underperforms , its electricity will become even more
expensive.

1 The plant will very likely cost more than the World Bank assumes, it may not operate as much
as forecast , and/or its operating cos ts may be significantly higher than expected

1 No investment bank or group of investment banks has come forward to finance the project ,
an indication that the deal is not creditworthy.

1 Recent statements of project support by the World Bank and  the U.S.government increase
the likelihood that the New Kosovo Power Plant project costs will soar as participants in the
development process exploit political support for financial advantage.

1 Although the government of Kosovo has made considerable improvements in recentye arsin
the billing, collections and loss -management processes  across its electricity system, the system
nevertheless continues to suffer lost revenues from weak management contro Is. Weak
revenues could cause serious cash flow problems and jeopardize repaym ent of the new

construction loan.

1 Studies that have been done in support of the proposed plant lack timely, relevant, detailed
and consistent technical data related to construction, financ es, operation s, utility
management or social statistics  required to formulate baseline measures or forecasts.  After a
decade of development, there is still no consensus around any detailed plant design .

IEEFAfinds that the New Kosovo Power Plant would create a n undue burden for ratepayers and
woul d damage Keswomompods frail

While K o s o vmoirdster of economic development stated in November 2015 that the construc tion
cost of the plant would total 1 billion euro, | E E Fefp&ctation fi based on past experience with
similar coal plant construction projects fi is that constr uction costs alone would total ~ 01.35 billion ,
and the true cost of the plant, when financing and subsidies are included , would come to at least
04.169 billion .

IEEFA notes also that Kosovo has alternatives to building  an unnecessary power plantat  so
unreasonable a price. Independent studies, including some done by the World Bank itself, have
shown that implementing energy  -efficiency measures and installing renewable energy in Kosovo
would be less expensive than building a coal plant and would stimulat e economic development,
create jobs, and serve asa long -term hedge against energy -cost inflation.
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|. Background: Project Scope and Current Status

The Republic of Kosovo, with a population of approximately 1.8 million people , has generated an
annual average 5,375 GWh of electricity over the  past five years. 1

The current system consists of power plants that have a total generating capacity of 1,527 MW of

electricity. These include two coal  -fired power plants, known as Kosovo A and Kosovo B , that

produced over 95 percent of Kosovods electricity genlaeati on i n
capacity of 1,478 MW. Kosovo also has hydroelectric plants  with 48 MW of capacity, and the

country has a small amount of wind -power ed generation .2 Itscoal -fired power generation assets

are old and are heavy polluters, and its transmission system is old and ill -suited to a new nation

(the Republic of Kosovo declared its independence from Serbia in 2008)

As early as 2004 3 the Kosovo government began to plan an overhaul of its electric generation
system. A government review identified operational problems, unplanned outages, high

emissions and an overreliance on imported electricity. The government settled on four principal
actions to improve its electricity grid: 1) close Kosovo plant A; 2) rehabilitate Kosovo plant B; 3)

build a new coal -fired plant, the New Kosovo Power Plant ; and, 4) invest in a series of efficiency
and renewable initiatives. 4

Over the past several yea rs, the New Kosovo Power Plant project has gone through a series of

design changes driven by political and technical considerations . Original plans to builda 2 ,000
MW plant were scaled back to 600 MW due to a lack of demand. 5 Then, plans for a one -unit 600
MW base -load plant were changed due to a lack of demand and because of concerns that the
size presented potential reliability problems in the event of outages. 6 Two 300 MW units rather
than one larger 600 MW unit  were proposed for a plant that would generate 560 MW net

capacity (because 40 MW would be needed to run the plant), would use outdated and

inefficient subcritical coal plant technology

On Nov . 23, 2015, K 0 s o vmin@ster of economic development , Blerand Stavileci , announced 7
the late stversion of the plant. Th e announcement came in the form of oral remarks. The new
design reduces the size of the plant from 600MW to 500MW and is subject to further negotiations.
On December 18, 2015 , the government of Kosovo , led by Prime Minister Isa Mustafa , announced
the signing of a Memorandum of Understanding for the project with ContourGlobal. 8

1 Energy Regulatory Office, Annual Report 2014, Electricity generation 2004-2014, Figure 6.5, p. 17, http://ero-
ks.org/Annual%20Report/2014/Raporti_Vjetor_2014_eng.pdf

2 Energy Regulatory Office, Annual Report 2014, p. 35 and 36. http://ero-
ks.org/Annual%20Report/2014/Raporti_Vjetor_2014_eng.pdf

3 LPTAP Project Appraisal Document 2006, p. 3-5, http://issuu.com/Iptap/docs/Iptap-project-appraisal-document-2006_09 13

4 Document of the World Bank, 2012, Report No. 66877-XK, p. 22-23, http://www-
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2012/05/07/000406484_20120507085250/Rendered/PDF/66
8770IDA0R201001400MIGAOR201200024.pdf

5 Implementation Completion Report (ICR) Review - Lignite Power Technical Assistance Project,
http://Inweb90.worldbank.org/oed/oeddoclib.nsf/DocUNIDViewForJavaSearch/8525682E0068603785257AC5006A5C1D?opend
ocument

6 World Bank, Energy Sector Unit, Europe Central Asia Region, Kosovo Power Project: Terms of Reference, SFDCC Expert
Panel, June 14, 2011

7 http:/fwww.kryeministri-ks.net/?page=2,9,5394

8 http://www.mzhe-ks.net/sqg/lajmet/nenshkruhet-memorandumi-i-mirekuptimit-ne-mes-te-ministrise-se-zhvillimit-ekonomik-dhe-

investitorit-amerikan-contour-global-2674+#.VoZii_IVikp
-
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Proposed financing includes a 30 percent equity contribution from  ContourGlobal , the sole

bidder on the project ,° with the remaining 70 percent of financ ing from outside sources. The

World Bank has p ledged support for the project and has already provided substantial funding for
technical assistance and upfront devel opment <cost s.
equity participation and loans from t he World Bank and any other lenders  are under discussion. 10

The economic development minister states that the technical documents will be compl eted in

the next several months and that construction is to startin late 2016 or early 2017 and will take

four to fiv e years to complete

The project has seen recent delays while the World Bank re-examines its policies on climate

change , and as the bank has moved away from financing coal -fired power plants. Currently, the
New Kosovo Power Plant is one of the few coal plants in the world that the World Bank has

deemed acceptable. 11

Il. Structure of Report, Methodology, and

Comment on Data Sources
Structure of IEEFA Report

In addition to the executive summary above , background detail (Section I), and the
methodology and data information summarized here (Section Il), this report contains the
following sections:

Section Il , summarizing the major findings of the impact of the New Kosovo Power Plant
(KNPP) on household budgets.

Section 1V, detail ing the steps IEEFA used to determine the costs to construct NKPP,
operate it, and produce electricity from it.

Section V , describing a series of risk factors that could affect the market model.

Section VI, analyz ing the role of the World Bank, its policies on alleviating poverty and
mitigating climate change, and its potential role in subsidizing the NKPPproject.

Section VIl , discussing the potential for investment in renewable energy and energy
efficiency in Kosovo.

The report contains two appendices. Appendix | liststechnical improvements to data systems
that would help energy planning in Kosovo. Appendix Il provides a more detailed discussion of
the financial model used in this report to derive the price of electri city.

9 LPTAP Project Appraisal Document 2006, p. 77, http://issuu.com/Iptap/docs/Iptap-project-appraisal-document-2006_09 13

Gazet aExpr es sDisagegnent@lietivéen fihe Wor |l d Bank and " Contour Global" o
http://www.gazetaexpress.com/en/news/disagreements-between-the-wold-bank-and-contour-global-on-the-kosova-e-re-power-
plant-104154/?archive=1

1UsS News, 2013, "The Real Wattp:/vowmv.usDeva.com/Spinian/btogs/world-repod/2003%0t/22/the-
war-on-coal-in-kosovo-and-the-world-bank
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Methodology

IEEFA uses twocore calculations to create a model to estimate the impact of the New Kosovo
Power Plant on the price of electricity to Kosovar s. The firstis the cost of electricity that the plant
would produce. The second isthe price of electricity thatwould be passed along to households
in monthly bills; thisis determined by blending the cost of electricity from the new plant with the

general price of electricity in Kosovo. (This report focuses on household electricity bills rather than
industrial or commercial -sector bills). IEEFA then assessesrisk factors that could affect  plant
operations.

Components of the Model

To determine the cost of electricity that the plant would produce, the model identifies what the

plant would cost if developed using the basic business model outlined in the planning studies 12
published over the past several years on NKPPand the recent announcement by the minister of
economic development .

IEEFA uses market information related to power plant construct ion costs, interest rates, costs of

equity and operating expenses for power plants to c
New Kosovo Power Plant . The components of the market basket are expressed in terms of

EURMWh.

9 The costs of debt (70 percent of construction cost) and the costs of equity for the project (30
percent of construction cost) are determined based on total construction costs (  see Figure 2:
Estimated Total Cost for the New Kosovo Power Plant ). The construction cost is amortized over
a set time period consistent with the terms of debt and equity investors. The debt portion of

the project costs assumes an interest rate paid by the owner for the long -term use of the
money borrowed to build the plant. The equity cost includes a return on eq uity, which is
based upon the assessment of risk as determined by the projec t owner and the equity
investor.

9 To understand how much the plant would cost to operate, it is necessary to calculate how
much electricity it would actually generate. This amounti s determined by applying an
estimated capacity factor , which is expr essed in megawatt hours ( MWh). The capacity factor
is a measure that compares the amount of power that a plant actually produces in a year
with the amount it would have produced if it had operated at full power for all of the hours in
that year. The higher the capacity factor, the more power the plant produced in the year
(see Figure 5: Capacity Factor ).

1 IEEFA multiplies the cost of producing energy at the plant times the capacity factor. This
results in a cost of electricity for NKPP, expressed in Euros per megawatt hour (EUR/ MWh). (See
Figure 6: 2021 Cost of Electricity Fom the New Kosovo Power Plant ).

12 | PTAP Project Appraisal Document, 2006, http://issuu.com/Iptap/docs/Iptap-project-appraisal-document-2006_09 13
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Methodology (continued)

IEEFA integrates the cost of electricity from the new plant into the overall electricity system,

producing an estimated new price of electricity for Kosovar households. To do this calculation,
IEEFA starts with the 2014 price of electricity for the system as a whole and for Kosovar households

as a category of ratepayers in particular ( see Figure Al : 2014 Non -Household and Household
Price of Electricity on page 41). |IEEFA then adjusts the system price of electricity from 2015 to 2021
to factor in an inflation rate that would be expected to cover the customary and usual costs to
the system without the addition of NKPP. (See Figure A5: Typical Annual Percentage Increase in
Price of Electricity From 2015 Through 2020 Compared to the Increase in Price During Frst Year of
Operation of the New Kosovo Power Plant ).

IEEFA thenblends the cost of NKPPinto the system -wide numbers, reflecting how much of the

total system electricity would  be produced by NKPP (See Figure A2: 2021 System Price of Kosovo
Electricity System With the New Kosovo Power Plant ). The final calculations provide a 2021 price

for the Kosovo electricity system as  a whole with NKPP.

Using this information, IEEFA then calculates the price of electricity to Kosovo households in 2021

with and without NKPP(See A3: Change in Household Price of Electricity with and without the

New Kosovo Pow er Plant First Year of Operation ). To calculate the price, IEEFA used as a model

t he Kosovo governmentds historic pat tatvetootreef setting
customer groups. 13

The study then calculates the impact of these price in creases on Kosovo households. The
numbers in this section are framed in terms of Eurocents/ KWh (which are used for household
usage, sales, and billing) rather than EUR/ MWh (used throughout most of the study to explain the
broader discussion of system costs and pricing).

Figure A4: Percentage of Income  Paid by Kosovar Households in 2015 Before and After the New
Kosovo Power Plant in 2021 on page 43 breaks household consumers into three income

categories fi average per capita income, low and middle income , and poverty level. The price
impact for each income group is run under two different consumption models, one using the

household average of 550 kwh per month and one using a lower consumption model of 300 kwh

per month ( see Figure 1: Average Use of Electricity by Household in Kosovo, 20  14).

IEEFAuses these consumption levels to calculate the annual cost s of electricity to Kosovar
households and determines the percentage of annual household income that would be required
to pay for electricity before and after NKPPis introduced.

13 See the discussion on tariffs and price setting in Section VI on the role of the World Bank.
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Data Sources

IEEFA uses information from the following sources  as the basis for its calculations: World Bank

planning and technical documents prepared by various committees, commissions and

independent consultants, studies financed by international organ izations such as USAID and the
European Uni on; and information on Kosovoods el ectri
Office (ERO , Zyra e Rregullatorit te Energjise se Kosoves), and KEK , Korporata Energjetike e

Kosoves ( Kosowed dtifity).st at e

In addition, IEEFA uses broader economic and social data from the International Monetary Fund,
the Central Intelligence Agency, the Kosovo Agency for Statistics, and various private and public
development, banking and finance associations. IEEFAalso uses the regional market information
to support projections used in this paper as well as credit agency reports on some of the private
and public entit ies discussed and several technical papers financed by non -governmental
organizations working in Kosovo on iss ues related to the proposed power plant.

I n | EEFAQ®s eptoessionally managed peoject of this nature generally involves a set of
baseline documents that describe the project, its financing, the business plan, a description of

the pr o] elegdl detationship with stakeholders, construction plans and financing and operating
assumptions related to fuel, labor, environmental compliance as well as a database of the

underlying quantitative assumptions of the project. Such core documents are publiclya  vailable
and frequently updated . However, no core set of documents  for the NKPP has been released to
the public .

The data used in this report comes generally from the Kosovo government or international
organizations for broad macroeconomic or Kosovo -specific energy disclosure purposes. The
guantitative energy and energy finance data systems that serve the Kosovo government have
significant limitations. Most of the background technical papers developed to support the New
Kosovo Power Plant also have significant limitations as noted throughout th  isreport. Analysis of
NKPPwould be much improved with better macroeconomic  and social statistics, energy
planning and specific data inputs to the power plant estimates 14

Robust data systems regarding fiscal, fi nancial, economic, energy and utility management are
critical for public and investment analysis. Ten separate written requests by various public  -interest
organizations ,15 for information from the Kosovo government related to the NKPPtransactions

14 See Appendix I: Note on Data Analysis. See also the discussionint hi s paper on income sub groups,
classification and consistent reporting of price of electricity reporting and general discussion on rate setting.
15 A series of 10 requests for information and government responses are outlined below and can be found at this link:
http://www.institutigap.org/documents/31883_Pergjigjet_refuzuese.pdf
. AMos transparenca e Qeverist s+ Kosovz*s HKosavoGvlhiSotigyen e KEDS
Consortium for Sustainable Development (KOSID), October 9, 2012.
Il.  Request for information, to Mr. Bernard Atlan, International Finance Corporation, from Agron Demi, Institute for
Advanced Studies i GAP, July 18, 2011.
Il.  Request for information to the Ministry of Economic Development (Ministriné e Zhvillimit Ekonomik), from Agron Demi,
Institute for Advanced Studies GAP (Instituti pér Studime té Avancuara i GAP), July 7, 2011.
IV. Response from the Republic of Kosovo, Ministry of Economic Development, to the Institute for Advanced Studies GAP,
July 25, 2011.
V. Request for access to public documents, to Ministry of Economic Development, from Krenar Shala, Institute for
Advanced Studies GAP, December 1, 2011.
VI. Response from the Republic of Kosovo, Ministry of Economic Development, to Krenar Shala, Institute for Advanced

Studies GAP, December 5, 2011.
-
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and plan of finance and operation have been gone for the most part unanswered. A recent

request by KOSID for a copy of the Memorandum of Understanding 16 signed on December 18,
2015 was denied by the government of Kosovo on the grounds that negotiations are still in
progress. Although IEEFA has included some components in its modeling based on the

gover nment 6s an those quanstateernnputs come with a high degree of risk. 17

The recent announcement by the Kosovo government of the NKPPredesign represe nts a further
deterioration in the already weak commitment to openness and transparency. After over a

decade of design , redesign , and failure to deliver on project benchmarks . The Kosovo

government has chosen now to announce this latest scenario with no supporting documents
without a business plan, and with only unspecified financial commitments for most of the
project 0 fnance.

lll. The Impact of the New Kosovo Power Plant on
Kosovo's Households

A. Background on Income and Electricity Price Dynamics in Kosovo

Kosovo is among the poorest countries in Europe '8 according to World  Bank data. The World
Bank cites a 2017 gross per capita income in Kosovo  of (3,597 (approximately U.S. $4,000) per
year. 1° Gross per capita income for low - and middle -income househo 1ds2°in Kosovo is (2,575 (U.S

VIl.  Request for access to public documents, to Ministry of Economic Development, from Antigona Berisha, Institute for
Advanced Studies GAP, March 8, 2012.
VIll.  Response from the Division of Public Communications (Zyra pér Komunikim Publik), Nr. 1/12, to Antigona Berisha,
Institute for Advanced Studies GAP, March 14, 2012.
IX. Request for documents, to the Ministry of Economic Development and the Republic of Kosovo, from KOSID
(Konsorciumi i Organizatave té Shogérisé Civile pér Zhvillim té Qéndrueshém), no date.
X. Response from the Ministry of Economic Development, reference Nr. 22/12, to Antigona Berisha, Institute for Advanced
Studies GAP, August 1, 2012.

16 The Memorandum of Understanding was signed by ContourGlobal, however the company issued no independent press
statement regarding the project. A review of Contour Global 6s
stages of the development process when significant benchmarks are reached. http://www.contourglobal.com/media?page=3

17 Ministry of Economic Development, Memorandum of Understanding, December 29, 2015, http://ieefa.org/wp-
content/uploads/2016/01/Pergjigje-ndaj-kerkeses-tuaj-per-qasje-ne-dokumente-publike-me-nr.-protokolli-3005-12_29 2015.pdf

18 List of sovereign states in Europe by GNI (nominal) per capita

19 World Bank, Kosovo, http://data.worldbank.org/country/kosovo

20 For the purposes of this paper we use the Gross National Per Capita Income statistic offered by the World Bank (World Bank).

We adjust that figure by .716 to derive the low and middle income measure. This is a somewhat arbitrary measure as the World

Bank sets no comprehensive standard within countries for the definition of sub income groups. The World Bank method is used
instead to compare national economic systems. We use here an approximate relation between average purchasing price and

mi ddl e income (World Bank, iGross national income per capita
http://databank.worldbank.org/data/download/GNIPC.pdf). We use the measure of poverty offered by the World Bank in 2015

of EUR 1.74 per day. This inexact set of income distribution measures is used because the Kosovo government does not

prepare any income distribution data by households. The Kosovo Agency of Statistics prepares an annual household budget

survey to monitor household consumption patterns. (Republic of Kosovo, Ask data, http://ask.rks-gov.net/ENG/hbs/tables). The

overall National Per Capita Income data which is used in Kosovo and throughout Europe is useful for understanding trends in

national wealth, but not in terms of income distribution. (For a more complete discussion of the strengths and limits of this kind

of income reporting see, E u r o Sttp#dc.europa.en/eumsted/statistics-t r i buti on st at i s

NY

The Proposed New Kosovo Power Plant: An Unnecessary Burden at an Unreasonable Price 8


http://ieefa.org/wp-content/uploads/2016/01/Pergjigje-ndaj-kerkeses-tuaj-per-qasje-ne-dokumente-publike-me-nr.-protokolli-3005-12_29_2015.pdf
http://ieefa.org/wp-content/uploads/2016/01/Pergjigje-ndaj-kerkeses-tuaj-per-qasje-ne-dokumente-publike-me-nr.-protokolli-3005-12_29_2015.pdf
https://en.wikipedia.org/wiki/List_of_sovereign_states_in_Europe_by_GNI_(nominal)_per_capita
http://data.worldbank.org/country/kosovo
http://databank.worldbank.org/data/download/GNIPC.pdf
http://ask.rks-gov.net/ENG/hbs/tables
http://ec.europa.eu/eurostat/statistics-explained/index.php/Income_distribution_statistics

$2,946) per year, and gross per capita income for the 2 9.7 percent 21 of the Kosovo population
living below the poverty lineis (635 (U.S. $726)per year. 22

While the price of electricity in Kosovo is low in relation to surrounding countries, 23 the cost of
electricity consumes a disproportionately high er share of income for Kosovar households. For the
purposes of this report, IEEFA puts the current price of electri  city at 5.24 eurocents/kilowatt hour
(kwh). 24

Europe an hou seholds rarely pay over 6 percent of their income for electricity. 25 In contrast,
Kosovar households that purchase d an average amount of electricity in 2015 (550 MW per
month) 26 paid just over 9.6 percent of their annual income for electricity . Low- and middle -
income families paid 13.4 percent of their annual income for electricity , and poor families, who
purchase d a smaller amount of electricity , paid 29.7 percent of their annual income for
electricity.

The Kosovo Agency of Statistics says that4 4 percent of Kosovars had trouble paying their bills for
housing, electricity, taxes and heating in 2014. 27 For this 44 percent, household budgets were ii
and are fi stressed. An increase in one area of household spending means a family must reduce
expenditures on other basic necessities.  This is why the price of electricity in Kosovo , which has
been rising steadily in recent years , has created much public unrest.

B. Current System: Price and Household Use

Under Kosovods current system, i ncreased costs to t
through to household, commercial or industrial consumers. The price of electricity actually

charged to Kosovars is based on a tariff schedule 28 published by the government. The tariff

schedule classifies consumers by user groups and assigns various rates depending on volume

usage and timing. The rate -setting process has limite d transparency and is based on a balancing

of equities between households, industrial an d commercial users.

There are 309,700 households in Kosovo (see Figure 1). In 2014, the average household in Kosovo
paid 5.24 eurocents /kwh for electricity. Commercial users paid 9.53 eurocents /kwh and industrial

explained/index.php/Income_distribution_statistics). We have constructed a three tiered of income structure within Kosovo to
provide a perspective on the impacts of electricity prices on various subgroups within the country.

21 Republic of Kosovo, Kosovo Agency of Statistics, Statistical Yearbook of the Republic of Kosovo, 2014, Table 10.7: Overalll
Extreme Poverty Years 2003-2011.

2The World Bank Group in Kosovo, ACountry Snapshot, April 2015,
http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf

23 Energy Regulatory Office, Annual report 2014, p. 66, http://ero-ks.org/Annual%20Report/2014/Raporti_Vjetor 2014 eng.pdf

24 Energy Regulatory Office, Annual report 2014, p. 51, http://ero-ks.org/Annual%20Report/2014/Raporti_Vjetor 2014 eng.pdf

%Vaasa Global Energy, AEur opean Resi dhetp/Mivwavbasdethoom/\gpy Pr i ce Report
content/uploads/2013/05/European-Residential-Energy-Price-Report-2013_Final.pdf

26 This figure is derivedfrom, The Worl d Bank Group in Kosovo, htpgi/€@ountry Snapsht
ks.org/Annual%20Report/2014/Raporti_Vjetor_2014_eng.pdf. Total household consumption in 2014 is 2,063,000 MWh. This
figure is divided by 309,700 household as estimated by-the Rer
Term Energy Balance of the Republic of Kosovo 2015-2 0 2 4 , dittpg/mzhelrks-gov.net/repository/docs/Long-
Term_Energy_Balance_of the Republic_of_Kosovo_2015 - 2024.pdf

27 Republic of Kosovo, Household Budget Survey, p. 28. https://ask.rks-gov.net/ENG/hbs/publications

28 Energy Regulatory Office, Annual report 2014, http://ero-ks.org/Annual%20Report/2014/Raporti_Vjetor 2014 eng.pdf
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users paid 5.45 eurocents/kwh. 2° The system as a whole costs Kosovar electricity consumers an
average of 7 eurocents/kwh.

In order to gauge the varying likely impacts of the New Kosovo Power Plant on different
households, IEEFA uses two primary examples: the average household, using 55 5 kwh per month,
and a household that uses a lower amount of electricity, 300 kwh per month.

Billings and Household Units ‘ Amount

Total Billing o All Users kwh 3,651,870,000
Households (56.5%) kwh 2,063,365,500
Total Households 3 units 309,700
Average Annual Household Consumption kwh 6,662
Monthly Average Household Consumption kwh 555

C. The Price of Electricity in 2021 Without New Kosovo Power Plant

Although Kosovars have experienced significant increases in the price of electricity in the recent
past, more increases are likely to occur ~ from 2016 to 2021, before NKPPwould ever go online.
Assuming an increase of 2 percent per year, electric rates in K osovo will increase from 5.24
eurocents/kwh in 2014 t0 5.9 eurocents/kwh by 2021. These increases are driven by the
customary and usual costs of operating and maintaining an electricity system and by political
restraints on annual price increases

D. The Cost of Electricity from the New Kosovo Power Plant

IEEFA estimates the all-in cost of electricity from the  New Kosovo Power Plant  will be 128
EURMWAh when it opens in 2021. The 2015 all-in cost of producing electricity under the current
operating systemis 28.93 EURMWh. Thus the cost of power from the new plant will be four times
higher than the cost of power in  the current system.

E. The Impact of the New Kosovo Power Plant on the Price of Electricity

Bectricity from NKPPwould be expensive. The price of electricity charged to Kos ovarswould rise
significantly if NKPPis brought on line. Because of the way electric rates are set in Kosovo, the size

29 Energy Regulatory Office, Annual report 2014, p. 51, http://ero-ks.org/Annual%20Report/2014/Raporti_Vjetor 2014 _eng.pdf

30 Other than Total Households all other figures found in, Energy Regulatory Office, Annual report 2014, p. 48, http://ero-
ks.org/Annual%20Report/2014/Raporti_Vjetor_2014_eng.pdf

31 Republicof Kosovo, Mi ni stry of Ee€lerm BnergyBaldheewfghHe RgpubkcmftKpsovd 206572g0 2 4, 0 p .
7, http://mzhe.rks-gov.net/repository/docs/Long-Term_Energy_Balance_of_the_Republic_of Kosovo_ 2015 - 2024.pdf
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of the price increase would be a political decision. However, IEEFA estimates that, based upon

the current balance of equities between the household, commercial and industrial sectors, the

introduction of NKPPelectricity into the system would result in a minimum price increase of 33.8

percent , from 5.9 eurocents /kwh to 7.9 eurocents/kwh for households in Kosovo 2Wh at 6 s mor e
likely is that household electricity prices would increase by 50 percent .

A 33.8 percent increase in the cost of electricity would have the following impacts:

1 Households with an average per capita income would see their costs for ele ctricity per year
rise to 12.9 percent of their annual income.

1 Households with low -to middle income swould see their costs for electricity per yearrisetol 8
percent of their annual income.

1 Households below the poverty level  would pay more than 39.7 percent of their annual
income for electricity

The introduction of the  New Kosovo Power Plant , under these assumptions, would undermine
steps to make electricity more affordable to most Kosovars and would keep electricity largely
unobtainable for the poorest people in Kosovo.

These price -increase estimates are very ¢ onservative (see Section V : Risks). Additional risk factors
could push the price of electricity even higher. These risk factors are related to the ultimate cost

of the plant, business assumptions that have not yet been decided or disclosed, plant

performance, interest rates, political changes , and system improvements.  Further, the type and
the size of NKPPimpacts on the budget of the government of Kosovo are unknown.

IV. Calculating the Cost of Electricity From
the New Kosovo Power Plant: A Model

IEEFA has derived a cost of electricity from the New Kosovo Power Plant based upon a financial
model that provides a benchmark understanding of the cost of the plant under current and
projected economic conditions.

The cost of electricity from  NKPP, as with any generating facility, reflects its capital costs, annual

operating and maintenance (fixed and variable) cost s, and its operating performance. Once

the plant is operating it becomes part of Kos,theods
portfolio is made up largely of coal -fired power, some hydroelectric power and some imported

power. The cost of el ectricity from NKPPis blended with the cost of the rest of the system. The

result is a new price for electricity for households. The cost of electricity from NKPPis passed from

the plant through the Kosovo system of price regulation to the household user in a m onthly bill as

a eurocent -per-kwh use charge.

32 See Appendix Il for a detailed presentation of the methodology used for these calculations.
0
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A. Capital Cost: The Cost of Construction

Among the most significant factors affecting the price of electric ity from a coal plant are its
construction and financing costs. Unfortunately, very limited information isavailable on the
currently estimated construction cost of the proposed NKPPcoal plant. In fact, the only public ly
available information on the plant is the claim that it will cost 0 billion and will start operations
four to five years afte r construction commences in late 2016 or 2017. Thus, key questions remain
unanswered .

First,the government has not stated whetherth e 0 1 b ifiputeiiosn an odoverni-ghd®o6 or
cost estimat e. ebtimate® cefleetstheierngiheering and  construction costs that

would be needed to build a plant overnight and, therefore, does not include escalation or

financing céaxntés .esAn madalel i ncl udes esc adnatherefore ,mored f i n
reasonably reflects what the actual cost of building the plant would be, assuming that all costs

are reasonably known and  that proponents are being honest with the public.

Second, it is not clear whether all of the expected engineering, procurement and construction
costs for NKPP are included inth e estimated 0 1 b icbst. Mastparticularly, there is no certainty
about what emission s controls are included and whether those controls would meet the

regulatory requirements expected to be in effect when the plant is operational.

Because of this uncer tainty, IEEFA has developed a range of estimated cost sfor the New Kosovo
Power Plant that r ange from a low of 0 1billion to a high of 01.44 billion. These costs are shown in
Figure 2, below.

1.5
1.44
51.0 -
=]
w
S
(7]
c
2
3 0.5
0.0 -
Estimated Cost Estimated Cost Estimated Cost Based
Assuming the Recent Assuming the Euro 1 on Actual Construction
Euro 1 Billion Forecast Billion Recent Cost for Sostanj 6
was an "All-In" Forecast was an
Estimate "Overnight" Estimate
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The low end of this construction -cost range shown in Figure 2 assumes that the recently
announced cost forthe NKPPwas an e6ianldl esti mate that included esca
costs.

The (1.35 billion middle -cost estimate shown in Figure 2 assumes that the recent estimate was

only an oOover ni glahd@dds cescalatidn and finlnkifyRosts, assuming that

construction begins in 2016 and the plant begins operations early in 2022. A 7 percent annual

cost of debt was used to determine the annual costs of financing the construction of NKPP. An

annual escalation rate of 2.4 percent also was used in this calculation ,representing Kosovods
average annual inflation rate over the past five years.

The third cost estimate is based on the reported final ¢ ost of the recently completed Gogt@anj
coal plant in Slovenia. This plant was completed in late 2014 at a cost of 1.43 billion euros. IEEFA
has adjusted this cost to reflect the smaller size of the proposed NKPP (500 MW vs. 600 MW at

Go g t @ ang the factthat NKPP construction w ould occur approximately seven years later than
constructionat G o ¢ t G with an in -service date of 2022.

IEEFA uses the middle cost estimate (1.35 billion euros) in its model of electricity prices in Kosovo.
Even if the O lbillion figure recently announced by the government i s a A né§amate it may
not represent the actual cost. Many coal -plant project shave significant cost overruns and delays
during construction. F or example, as shown in Figure 3  below, the final (1.43 billion cost of the

G o ¢ t Gacogj plant was more than double the 0637 million cost originally estimated for the
project in 2006.

15

1
0

April 2006 November March October  August September 2014
2006 2009 2009 2011 2012

Billions of Euros

Consequently, the actual cost  to build NKPP could be substantially more than 1 billion euros , and
could top 1.35 billion dollars.
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B. Debt Financing: Interest Rate Costs

For the purposes of this report, IEEFA assumes a mid -range construction cost  for NKPPof 1.35
billion. Earlier published plans assume a 70 percent debtto 30 percent equity ratio . The Kosovo
economic d evelopment minister confirmed this capital structure in his recent announcement.
IEEFA assumes that the New Kosovo Power Plant would , therefore , carry (945 million in debt and
0405 million in equity. The cost of carrying the debt is 34.93 EUR/ MWh and the cost of the equity is
40.97 EURMWh (see Table 5: Price of Electricity from  New Kosovo Power Plant ).

IEEFA useghe recently announced 7.5 percent interest rate for the debt portion of the financing
for New Kosovo Power Plant . IEEFA assumes this is a subsidized interest rate . The source of the
funds and terms and conditions are unspecified in the recent announcement

IEEFA also assumes that the real interest rate on this project wo  uld be upward of 1 8 percent, if not
higher. This figure isarrived at based upon  an assessment of the qualitative factors  that face the
Kosovo financial markets and from a review of interest rate trends for commercial lending since

2004 (see Risk Factor No 2). However, a loan for New Kosovo Power Plant would be unusual in
many respects. 33 No other coal plants are financed in Kosovo, the debt portion of the power

plant , at 945 million, is extraordinary in size, and the loan poses numerous political and regu latory
risks. The loan would most likely be classified as an electricity industry loan undertaken by a non -
financial corporation. 34

From 2004 through 2011 ,Kosovods commerci al | e ndiperognt rramgeavith wer e
some rates as high as 16.6 perc ent .3° In the last several years the rates for commercial loans in

Kosovo have improved and are now generally below 10 percent .36 While interest rates in 2015

are generally in the 10 percent 37 range fi down from historically high levels of 14  percent 381 the

size, complexity and unique features of a 0945 million loan in Kosovo adds to the risk profile of the
transaction. The rates for commercial lending have typically been higher than average interest

rates. For this coal plant and the specific demands it places on the borrower and lender, a n 18
percent assumption is conservative.

The announcement by the Economic Development Minister does not establish a real, market
interest rate for the project. It does not address the level of subsidy required. A subsi dy from a
market rate of 1 8 percent to 7.5 percent would be approximately  01.7 billion over the life of the
loan . The announcement did not identify the source of any subsidy or a consortium of private

lenders willing to actually lend on these terms.

33 In August 2006 the government identified four international consortiums interested in the project and approached the World
Bank to use its credit guarantees for the projecttheSFNECr | d Ban
Expert Pahel, o p. 3
http://siteresources.worldbank.org/KOSOVOEXTN/Resources/110621_Kosovo_SFDCC_Expert_Panel_TOR.pdf,

34 Central Bank of the Republic of Kosovo, Interest Rate Report, Version 2.0, p. 31 for loan classification, http://www.bgk-
kos.org/repository/docs/Interest_Rates_Report.pdf

%Kosovo Banking Association, AComparabheveolSeudfy bhebbankiesg sa
Slide: Interest Rates on Loans, p. 9, http://bankassoc-kos.com/wp-content/uploads/2013/09/KBA-Research-Study-final.pdf.

36 The World Bank Group in Kosovo, ACountry Snammshot, April 2015.
http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf

37 1bid.

Riinvest I nstitute, 0 Ban ki hitg/wBverinvestiostitute.oFgfpublikimet/pdi3pdf or Barri er ,
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C. Cost of Equity Financing

IEEFA assumes that the designated project developer will provide 30 percent equity financing for
the deal. 3° ContourGlobal was recently designated the preferred bidder by the economic
development minister.*® ContourGlobal is the sole bidder on the project . It was the only company
that responded to t he gbidieRebruary 2015 8f Kosovods

Contour Gl obal 6s business strategy c¢onc emdkloetoess on i
and relies upon high degrees of leverage. Given the relative position of the company and its

business model, the 0405 million equity infusion provided by the company will carry a 2 15

percent rate of return. 42 IEEFA assumes an aggressive schedule of five -year principal pay back,
reflecting the company®6s current r i skprefarredfdévéloperand i

ContourGlobal owns and operates power projects in Europe, Africa, the Caribbean, South

America, and the United States. 43 Additionally, the company has five projects totaling 215 MW of
generating capacity under cons truction in various locations 44 (the Company does not list NKPP
among projects it plansto bring into commercial oper ation over the next two years). 45 The
projects ContourGlobal has in its development pipeline are a mix of coal, natural gas, wind,

hydro, solar, biomass, and fuel oil.

ContourGlobal currently carries U.S. $1.9 billion in debt underwritten by the cash flow from its

existing projects to its investors. T he company uses the leverage of each project to raise its equity
contributions. The companyds business model i s thus
development and construction process. The highly leveraged nature of the business makes it

highly dependent on stable cash flow from its projects. The company seeks to diversify and

thereby strengthen its overall cash flow position 46 by adding mor e development and acquisitions.

A Mo o d ylrivestors Services November 2014 report on the company says that if ContourGlobal

can operationalize its proposed five new projects it will have achieved two important goals:

diversification of its cash flow and decreased exposure to politically risky countries. 4

ContourGlobal recently experienced significant fina ncial problems at its Maritsa coal -fired power
station 48 in Bulgaria due to change s in the Bulgarian government.  The company faced
substantial delays and ultimately was forced to renegotiate the deal and accept lower (though

39 The outline provided in the project appraisal in 2006 assumes a 70 to 30 debt to equity ratio and a return on equity of 18
percent. See: LPTAP Project Appraisal Document, 2006, http://issuu.com/Iptap/docs/Iptap-project-appraisal-document-
2006_09_13

“The United States Secretary of State has also acknowledged Con
http://www.state.gov/secretary/remarks/2015/12/250260.htm

“Reuters, fAContour Global could start building Kosovo power plan
http://in.reuters.com/article/2015/02/04/kosovo-energy-contourglobal-idINLENOVE2DW 20150204

42 ContourGlobal and the World Bank have acknowledged a dispute over the rate of return. ContourGlobal has apparently asked
for 25%. See: Gazeta Express, At Ovdver. haizetaaxprese.com/lajme/modek-armem-pet-n e Re,
kosoven-e-re-78370/?archive=1

“Moodyo6s I nvestor Service, MfARating A cdstpiopmsed $33andlidnysenor secsreditegmn s B2 t
| o amtpsd/www.moodys.com/research/Moodys-assigns-B2-to-ContourGlobals-proposed-350-million-senior-secured--
PR_256985

“Moodyds | nv eGonhtaurGloBadlr. R. i Suecessful delivery of new assets would reduce concentration and
development risks, both credit positive, Cr e d i t Focus, November 5, 2014. (Moodyds Cre

45 bid.

46 1bid.

47 1bid.

“Moodyds | nv eAgteement & Maritsa sabsidiary is credit positive, April 9, 2015.
e
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purportedly more stable) payments. 4° This is significant because the Maritsa project comprises 37

percent of Contour Gl obal s earnings before interest, ta
(EBITDA), a concentration level that creates financial exposure for the company and affects i ts
cash flow.

According tothe  Kosovo economic development minister, the project will carry a rate of return

on the equity portion of the project of 21.5 percent. This is a reduction from ContourGlobal 6 s pr i or
requests for a return of 23 percent to 27 percent .50 |t is unclear whether this rate of return will be

subject to further negotiation.  The Kosovo g o0 v e r n mapparedtacceptance of a 21.5 percent

rate of return is higher than the planning estimates of 18 percent made in 2006. 5! Prior press

reports stated that the World Bank and ContourGlobal were in a dispute over the rate of return

and other development .52 The economic development mi ni st er ds announcement
disagreement with the World Bank is now resolved.

After almost 10 years of analysis , the equity rate of return has risen on the project , a clear sign of
market risk . The increase from the original 18 percent to the newest return assumption at 21.5
percent reflects more risk in the project, not less.

Giventhe consi derations of risk and Contour Gl obal ds hig
model makes aggressive assumptions, a five  -year full amortization ata 21.5 percent rate of

return. We carry this rate of return in the model with a neutral/negative o utlook. IEEFA calculates

the annual cost to the  project on equity as 4 3.49 EURMWh .

D. Operating Assumptions

Operating Costs

Operating and maintenance expenses are the third area (in addition to debt and equity

costs) needed to develop a comprehensive assessment of the cost of electricity from NKPP.

| EEFA uses the operational cost est i mathestartingr om KE}

point .33 KEK operates Kosovo A and Kosovo B coal plants andits 0 perations data represents
the best available expense projections .54 The company estimates a 28.9 3 EURMWh cost of
operation for Kosovo Aand B in 2015. This project sforward to a 3 percent inflat ion-adjusted
cost of 33.53 EUR/MWh in 2021.

The ownership structure or management arrangement for the plant has not been outlined
During the past year , ContourGlobal has asked thatitrun  sthe plant as part of a partnership
arrangement. Consistent with the government &5 stated intent to privatize its e lectricity system ,

“Bl oomberg Business, fABulgaria Cuts Power Purchase Prices With
http://www.bloomberg.com/news/articles/2015-04-08/bulgaria-cuts-power-purchase-prices-with-aes-contourglobal

50 http://mzhe-ks.net/en/news/the-countrys-largest-project-tpp-kosova-e-re-with-investments-exceeding-1-billion-and-thousands-of-
jobs-gets-under-way-#.VmrksviVikp

SILPTAP Project Appraisal Document, 2006, p. 77, http://issuu.com/Iptap/docs/Iptap-project-appraisal-document-2006_09 13

52 While the paper is here constructing a model of the New Kosovo Power Plant, it is instructive that the World Bank concern
related to the rate of return has been registered. The World Bank, as a public co-lender will, with its subsidization powers,
effectively set the terms upon which CONTOURGLOBAL participates in the project as negotiations proceed.

53 Kosovo Energy Corporation, letter 2014, http://www.ero-ks.org/Tarifat/2015/Aplikacioni_i_KEK_ut 2015.pdf

54 In the World Banks 2011 presentation its estimators projected that a lignite plant in 2011 would cost EUR / 20.22 MWh. This

would be a EUR / 27.16 MWh 3 percent inflation adjusted operation cost in 2021.
0
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IEEFAassume s a new business arrangement using a private operator. We include in our
calculations , as part of the operating budget , EUR 21.25MWh as profit paid to the private
manager of the plant .5

IEEFA has calculated the cost of the p lant with and without carbon costs. It is unclear whether

NKPPwi | | be included under any of the European Uni o
opolitical exemptions ¢ already granted the  project are likely to extend to carbon regulations

(see discussion of Risk Factor No. 8). For the purpose of including carbon costs with a real

budget impact , we assume 25.75 EURMWh .56

Amount
(EURMWHh)
Cost of Operation 33.53
Profit 21.25
Total Operating Costs without CO2 54.78
CO2 Cost Estimate 25.75
Total Operating Costs with CO2 80.53
Capacity Factor and Demand Projections
The amount of power that can be produced by a plant is called the p | a nchpacity and it is

measured in megawatts (MW). The New Kosovo Power Plant will have a capacity of 500 MW.
Because 35 MW of capacity is needed to run the plant itself, the amount of electricity that is
available for the grid, known a s net capacity, will be 465 MW.57

The percentage of energy that a power plant produces compared to its maximum

operations of 100 percent isknown as it s 0 c afhaenergy prodiicadchby aplant 6
is measured in mega watt hours ( MWh). The capacity factor is determined both by how well
the plant operates and by how much electricity is needed. The Economic Development

Minister & announcement did not provide any information regarding a capacity factor for the
plant. In the past , the World Bank has used 85 percent as its operating assumption.

The New Kosovo Power Plant project planners have previously assumed that annual demand
growth for the countryds perteptc The plans asy mdjeet mmarei | | be ¢
generalized growth of the Kosovo economy by 4.5 percent .

These assumptions are overly optimistic  (see Risk Factor No 1). IEEFA makes the following
assumptions: 1) the announced reduction in plant size suggests recognition that the prior
sizing of the plant was defective, in part because anticipated demand is unlikely to

materialize; 2) from 2010 -2014 electricity consumption was flat  or slightly negative , and w ithin

SShttp://www.cedelft.eu/publicatie/a_critical_examination_of _the_investment_proposals_for_unit_6_of the_sostanj_power_plant/12
05, see p. 9 for detailed operations budget including net profit of approximately 16.5% of revenues and CO2 costs.
%6 See:
http://iwww.cedelft.eu/publicatie/a_critical_examination_of_the_investment_proposals_for_unit_6_of_the_sostanj_power_plant/1
205, see p. 9 for application of EU standards to G o ¢ t aperating budgets.
57 World Bank, Options Paper, 2011
- 000 00
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this broad trend are significant annual fluctuations in dem
assumes a 2.5 percent annual increase in demand using as a base 5375

demand, an average of the last five years.

and; 3) going forward IEEFA

GWh per year

Using these figures, along with the relative capacities of Kosovo B and integration of other

planned p ower supply capacity, IEEFA uses a 75 percent capacity factor in its model . Using
this figure carries a number of risks, including a potential for significantly higher costs of power

from the plant should the growth and demand assumptions not materialize

Risk Factors).

Relevant Metrics

Unit of
Measure

Quantity

. (See Section on

Total Capacity -New Kosovo Power Plant MW 500
Net Capacity MW 465
100% Capacity Factor MWh 4,073,400
75% Capacity Factor MWh 3,055,050
Annual Demand Growth (2015 -2025)58 MWh 2.5%

E. Total Cost of the New Kosovo Power Plant

Taking all of the above factors into account, IEEFA estimates that the system
from New Kosovo Power Plant in 2021 will be 128.17 EURMWh, determined as follows:

Components Cost in EUR MWh

cost of electricity

Cost of Equity 43.49
Cost of Debt 29.90
Cost of Operations 54.78
Cost of Electricity w/o CO2 128.17
Cost of Electricity with CO2 153.92
The cost of the plant 50 at 128.17 EUR/MWh is four times higher than the current cost of electricity in

Kosovo under the system managed by  KEK. The cost to produce electricity in the current system
was $28.93/MWh in 2015 dollars, as reported by KEK . The current system is old. It is operated under
a different set of business assumptions than that used for

carries some debt on its books (see discussion of

NKPP. Furthermore, although KEK also
Risk Factors No. 5) the debt is managed flexibly

58 See discussion of past electricity demand trends in Kosovo compared with the World Bank projections in Risk Section: Risk

Factor # 1.

%The World Banko6és 2011 Option

paper

( p. 2Ney Kasavo Rowee Rlantgforinezly e | i z e d

known as Kosovo C plant) of 81.45 EUR/MWh. Adjusting this amount going forward to 2021 would be 106.23 EUR/Mwh. This

would result in an 18.8% general increase in the price of electricity for Kosovar households.
0
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including interest rate write -offs. The New Kosovo Power Plant model wi Il carry profit on
operations , substantial debt , and equity costs that will need to be paid.

F:  True Cost of the Plant, including Costs of Construction, Interest
Payments, and Subsidies

K o s o veadhamic development minister stated in November thatthe construction cost of the
plant would be (1 billion. IEEFA findsthat number dubious and ha sadjusted it to 01.35 billion,
although it is likely that the final cost will be higher. Ano ther way to cons ider the cost of the plant
is to add up the cost of construction, financing and subsidies. This gives a clearer idea of how
much th e plant will actually cost

Iltem Cost

Construction Cost 1,355,000,000
Interest on Loan (7.5%) 882,085,000
Equity Rate of Return 259,249,000
External Subsidy ° 1,673,145,000
Total Cost of Plant in EUROs 4,169,479,000

The Economic Development Minister  identified neither the source of the financing  for the plant
nor the source of any subsidy commitments , though presumably the World Bank would be a

major source of subsidies. If the World Bank and other sources have a commitment to mitigating

the electric price hikes caused by  the plant, they will have to provide deeper subsidies than the

01.7 billion estimated above. Changing the interest rate on the loan to 2 percent would make
the cost of electricity more affordable, but would require a subsidy of 02.3 billion over the life o f
the loan . This would increase the total true cost of the plantto (4.8 billion.

Summary of Section IV

The price of the coal plant  would place significant upward pressure on the price of electricity in
Kosovo. While the cost of electricity from the plant would be four times the current cost of
electricity produced by KEK, the price charged to consumers could rise as much as 50 percent in
the first year of operation .61

60 To achieve a reduction of the interest rate from a market rate to the 7.5% disclosed by the Economic Development Minister we
estimate it would cost EUR 1,673,145,000. We assume a market rate of interest at 18% for the life of the loan at 20 years or
EUR 2,555,230,000.

61 For a detailed discussion of how the cost of electricity from the plant will turn into actual increases in consumer bills see

Appendix I1.
-
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IEEFA finds that the cost of the plant , based upon the best available data , is extraordinary. The
guestion boils down to wheth erthe proposed New Kosovo Power Plant is the best way to use
04.169 billion .

IEEFAalso seesconsider abl e areas of i mmediate and ongoing ri s
financial, business and a political operating environment. These risks will  affect plant operation

and financing, K o s andasesonceny. e Begause cagetiabls supply of aff ordable

electricity is a basic necessity, and given the plant & size and importance , the individual and

cumulative risks associated with the New Kosovo Power Plant are also risks to the public interest.

V. Risk Factors Facing the Proposed Plant,
Kosovo’s Electricity System and Its Economy

The environment in which  the New Kosovo Power Plant would be developed and operated
contains numerous risks. Taken individually and cumulatively, these risks pose significant
challenges to the successful implementation of this project as an affordable power resource. This
section of the IEEFA report outlin es these risks and suggests the likelihood of their occurrence.
Where appropriate , this section also identifies how a specific risk factor might affect the
guantitative conclusions presented in the model developed for this report.

RISK FACTOR NO. 1: Economic growth may not take place at sufficient levels and with
sufficient distributional equity to support the New Kosovo Power Plant and its new financing
demands.

The Worl d Bank 06 sKogpvo@m$sene that the ggossf dormestic product of Kosovo will

grow by 4.5 percent per annum through 2025. 62 However, the Kosovo economy has approached

that rate of growth only once since 2010, with 4.4 percent growth in 2011. From 2010 through

2014 the average GDP growth rate  was substantially below 4.5 percent and is likely to remain

below 4.5 percent in 2016 and 2017. 6 The International Monetary Fund  recently forecast ed

Ko s o vaoniad GDP growth rate through 2020 at 3.9  percent .5 Whilethe gover nment 6s | a
New Kosovo Power Plant announcement now refersto  a 500 MW plant and a 16.6 percent

reduction in the size the of plant , even this may not be necessary.

®2Wor |l d Bank, f@ABackground Paper: Development and 15vi8l uati on of P
http://siteresources.worldbank.org/INTENERGY2/Resources/Kosovo_generation_options_report_12312011.pdf

63 The Vienna Institute for International Economic Studies, Kosovo, http://wiiw.ac.at/kosovo-overview-ce-23.html

64 International Monetary Fund (IMF), Republic of Kosovo, IMF Country Report No. 15/210, July 2015,

http://www.imf.org/external/pubs/ft/scr/2015/cr15210.pdf
0
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Fgure 8: Comparison of Actual Kosovo Generation 2004 -2014 with 2011 W orld Bank Projections
2010 through 2025 in Gwh

mActual Generation Gwh EWB Projected Generation
12,000
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8,000
e
= 6,000
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4,000
2,000

A compari son redorteactwsa gemedatson for the period 2004 -2014 compared to the
WorldBank6s 2011 Opti ons Sftgendrgtionpusagejsieowstthiatdhe 8V  orld Bank
overestimated electricity usage for the period 2010 -2014 by on average 14 percent annually.
During the five -year period for which data is available , the spread between actual and

projected generation increased in greater amounts in years three through five than in years one

and two.

If the economy does not grow as anticipated, the demand for electricity wil | not be as great as
projected. This could reduce the use of the  New Kosovo Power Plant (or some other component
of Kosovo®s el ecatsingtleeipticg of aegtdgcitydrom) the plant to rise as the high
fixed costs of the project would be spread 0 ver fewer megawatts generated. A reduction in the
capacity factor of the plan t from the projected level of 75 percent used in this report to 60
percent , for example, would cause a s ubstantial price increase to the one already projected in
this report.

Going forward , the government of Kosovo would be well served by a reliable, publicly available
electricity data model that measures consumption, demand and supply on a uniform basis over
time.

RISK FACTOR NO. 2: The Cost of the Power Plant will produce stress on the banking and
financial sector that will undermine the type, quality and magnitude of economic growth now
occurring in Kosovo.

The power p lant poses a number of risks to  the macro -financial condition of the country.
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Figure 9b el ow shows that Kosovods commerci al banks had
2014. Its loan -to -dep osit ratio was approximately 76 percent, but slipped to 81 percent as of
February 2015. 65

Figure 9: Kosovo Commercial Banks Deposits and Loans: Decemb er 2009 o February 2015 ¢6
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Source: The Worl d Bank Group in Kosovo, Fg@eaiintry Snapshot, April

Adding the New Kosovo PowerPlant t o t he commerci al | oan | evels of
institutions would increase loan levels from  (2.08 billion to 03.0 billion, pushing the loan -to-

deposit ratio over 100 percent . This one transaction would increase  the macroeconomic risk

for the country.  First it would concentrate risk  in an economy that is small and is already

struggling with risk diversification. Second , it would exceed the standard set by independent

bank examiners to maintain an 80  percent loan -to-deposit ratio. 67 Third, it would add to

political tensions in the countr y on a range of issues related to domestic and foreign

banking. 8 Fourth, it is likely to place credit constraints on other sectors at a time when the

The World Bank Group in Kosovo, ACountry Snapshot, April 2015,
http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf
%The World Bank Group in Kosovo, ACountry Snapshot, April 2015,

http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf

67 http://www.imf.org/external/pubs/ft/scr/2013/cr1399.pdf, p. 22.

For a discussion of the key macro finance issues that face Kos
of Kosovo: Financi al System Stability Assessment, o | MF Countr.y
http://www.imf.org/external/pubs/ft/scr/2013/cr1399.pdf
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private economy is vulnerable ; according to the World Bank, the current growth model for
private developme ntin Kosovo is already unsustainable. 69

The likely scenarios put forth thus far regarding the structure of the loan , including an interest
rate subsidy from a consortium of public and private lenders , would place long -term
pressure on Kos ovepaysa massive debtmy t o r

Typical Spreads Between Average Lending Rates, Household Lending, and Enterprise Lending

Historically, banks in Kosovo lend money to businesses at a higher interest rate than they lend to
households, reflecting the higherrisk pr of il e of commerci al l endi ng. F
interest rate on loans (12 -month moving average) as  of June 2010 stood at 14.3 percent, whereby

the average interest rate on loans to enterprises was 16.7 percent, while the average for

householdloa ns was 12. Z°Inphesrexamphet the&pread between the average interest

rate and the commercial rate was 2.4 percent. In the current economic environment in Kosovo ,

interest rates have dec lined and are just below 10 percent. The New Kosovo Power Pl ant will

place upward pressure on interest rates at a time when progress has been made toward bringing

them down. The project loan interest rate cited by the Economic Development Minister ~ for a loan

of this size is unsustainable absent massive subsidizatio n.

A massively subsidized loan, using a project with only one bidder based upon political
exemptions from policy and a weak utility system  will not be an attractive package to the

international banking community. Itismore likely the high -risk nature of the transaction will
undermine the more positive growth story of the modest but stable prog ress unfolding in the
economy.

Average interest rates for credits, in percent

Differential in average interest rates for
credits and deposits, in percent

Average interest rates for deposits, in percent

200t 2 201 2011 2012 201 2

Source: The Worl d Bank Group in Kosovo, Fg@edntry Snapshot, April 20

®The World Bank Group in Kosovo, ACountry Snapshot, April 2015,
http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf

0 Interest Rates by Banks in Kosovo Comparative Analysisi Between Kosovo and neighboring countries Prepared by: XHEVAT
MEHA FCCA Prishtina, September 2011, p. 5, http://www.luani.net/publikimet-artikujt-65/items/interest-rates-by-banks-in-
kosovo.html?file=tl_files/music_academy/Interest%20rates%200n%20bank%20lending%20in%20Kosovo.pdf

“"The World Bank Group in Kosovo, ACountry Snapshot, Apri/l 2015,

http://www.worldbank.org/content/dam/Worldbank/document/eca/Kosovo-Snapshot.pdf
-
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Improvements Needed to Kosovo’s Bank Lending System

Kosovo is served by eight commercial banks. Two are domestic banks ; the remainder are either
European based or Kosovan subsidiaries with European parents in Germany, Slovenia, Austria,
Turkey and Albania. The banking sector typically covers its lending needs through bank deposits

from households and businesses in Kosovo. 72

Observers of the Kosovo banking system that include the Organization of Economic Co -
operation and Development 73 and the Kosov o Foundation for Open Society Projects 74 have
indicated that the system is in need of greater lending to small and medium -size enterprises.”
Micro -lending is seen as a key to growth in the economy. 76

The NKPPproject is a sole extraordinary loan that will requir e servicing from a country with a low -
wage market and a portfolio of investments that are small and struggling.

The Absence of Domestic Banking Support; Coal and Interest Rate Risks

A large loan like that contemplated for the New Kosovo Power Plant would require the
involvement of a consortium of banks. Coal plants are seen as high -risk investments due to their
construction costs, environmental costs, vulnerability to competition, pol icy risk, potential climate

risk and growing public opposition. 77 Over the past 10 years, the Kosovo government has failed to
produce a private lending consortium willing to absorb this risk. It did not identify any group of
lenders in its most recent announcement s. Policy coordination for a lending consortium with

regard to coal, particularly with regard to establishing a risk -responsive interest rate, is likely to
prove problematic. 78
Political Risk

As discussed earlier in this report, plans for the  New Kosovo Power Plant have changed several
times, both as a result of valid energy  -related planning assumptions and due to value choices
prompted by political  events. These political changes occur , perhaps more frequently in the life
of a new country thani n a more established environment.

The economics of the New Kosovo Power Plant , whether the cost is subsidized from the outside,
will pose ongoing political choices for the Kosovo government. Most of th ese choices will revolve

”Kosovo Banking Association, fAComparative Study on business env
Slide 7, http://bankassoc-kos.com/wp-content/uploads/2013/09/KBA-Research-Study-final.pdf,

73 OECD, Enterprise Development and Innovation Facility (EDIF), http://www.oecd.org/investmentcompact/enterprise-
development-innovation-western-balkans.htm

“Riinvest I nstitute, 0Ba mkidntg/\w8verinvestiastitute. ofgpublikimet/pd¥33pdf or Bar

“Centre for Research, #flnter est htRicndbssorgivmcorfentimoads/8045/0B/6RDIPi ng Sy st e
Chronicle-Interest-Rates-in-Kosovo-August-31-2015.pdf

®"Kosovo Banking Association, AComparati ve tS$teu dyankn nhgu ssierce sosr & mv
http://bankassoc-kos.com/wp-content/uploads/2013/09/KBA-Research-Study-final.pdf
"Froggatt, A., fACoal BankecdosgDi hemBmaopope20The

https://www.chathamhouse.org/sites/files/chathamhouse/public/Research/Energy,%20Environment%20and%20Development/1
111pp_froggatt.pdf
"For example, in 2008, one agency of the United States gover nme

to assess the risk of new coal fired plants in a changing market. After reviewing construction markets, coal markets and

potential changes in future carbon policy the agency decided that the cumulative risks made the creation of an interest rate that

accurately reflected coal plant risk too speculative. The agency has since 2008 not funded any new coal plants. Mail Tribune,

AUSDA halts | oan p-frioge ¢ mpyth:/mmwmalidbené.com/artle/20080314/B1Z2/803140318
-
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around the issue of electricity rates and the upward pressure that the plant will place on them.
These factors cannot be ignored when establishing an interest rate for this project.

A recent example , from Bulgaria, which involved ContourGlobal, the same d eveloper who plans
to be involved in  NKPP, shows that even after a plant is up and running political pressure can

compel a restructuring of project finance and increased risk to investors. 9 |n such case s, the
developer receive sa much lower return onitsi nvestment than it had planned.

None of the technical papers commissioned by the World Bank and others for this project have
addressed the impact of  the project on the banking system or actual interest rates in the country.
The New Kosovo Power Plant  will require a large loan in a relatively small financial market. The

loan will drive Kosovo banking decisions for decades to come. Typically loans of this nature are

oof f bal ance ,buhtheldadstrictora nisthis ca se is arranged so that the equity

payments, profits and loan payments will reappear on the obalance sheets 6o0f Kosovods re
and businesses in the new tariffs to be charged.

The 7.5 percent interest rate cited by the Economic Development Minister would be based upon

heavy subsidization. | E E Frfodessuggests th e project will remain financially risky and  will

produce electricity that is unaffordable even with 7.5 percent financing . The price of electricity

will rise beyond that anticipated in this study unless further subsidies are made or ContourGlobal
further reduce sits rate of return .

RISK FACTOR NO. 3: New private sector entrants into the Kosovo electricity system do not
have the same interests as the government of Kosovo. The Kosovo government has not
demonstrated sufficient capacity to secure the terms of a mutually beneficial agreement or to
achieve long-term accountability for the benefit of the people of Kosovo.

Private investors and any new private operator who enter sthe Kosovo energy system via the
New Kosovo Power Plant project would require adherence to contracts and payment schedules
and would place other demands on the government of Kosovo. The Kosovo government has a
history of political interference in the operation of its state -run businesses.80 Political disruption in
the new business model is a risk for both the government and any new private companies doing
business in Kosovo. The recent renegotiation of the costs of the Maritsa plant in Bulgaria and the

cost overruns and corruption investigations surrounding the G o ¢ t Gaplant in Slovenia are recent
examples of how these risks can materialize.

The recent Kosovo government announcement identifying ContourGlobal as the preferred

developer for the project  was not accompanied by any information regarding the business

model and legal structure of the New Kosovo Power Plant project. IEEFA assumes there will be

some form of public -private partnership similartothe Limak -Cal i k pri vati zati on de:
transmission and distribution system. 81

Reuters, fiBuwlsgaroive ramppriccve cut d bttp:d/www.iedtens.c&ndartitled2016/@BI2 0/dulgaria- o
energy-idUSL5N1122SP20150827
80y. S. DepartmentnwowéstSmant, Ci2mdtde | St atement, 0 June 2014,
http://www.state.gov/documents/organization/229098.pdf
81 http://kfos.org/wp-content/uploads/2015/06/4.-KEDS-PRIVATISATION-IN-THE-ENERGY-SECTOR.pdf
0

The Proposed New Kosovo Power Plant: An Unnecessary Burden at an Unreasonable Price %


http://www.reuters.com/article/2015/08/27/bulgaria-energy-idUSL5N1122SP20150827
http://www.reuters.com/article/2015/08/27/bulgaria-energy-idUSL5N1122SP20150827
http://www.state.gov/documents/organization/229098.pdf
http://kfos.org/wp-content/uploads/2015/06/4.-KEDS-PRIVATISATION-IN-THE-ENERGY-SECTOR.pdf

A public -private partnership (PPP) is a contract between a government and a private company.
To succeed, public -private arrangements must be mutually beneficial

Typically, the private company finances, builds and oper ates some element of a public service,

in this instance the New Kosovo Power Plant . The private company gets paid over a number of

years, either through consumer charges or by payments from the government , Or a combination
of both. For the public , these transactions can leverage private finance and expertise. The

projects are controversial in large measure because they involve large public projects, like NKPP.

The public -private partnership for NKPPcontains three major types of risk: 1) the PPP model is
inherently |ikely to result in higher construction
model in this report; 2) the PPP model  would introduce new expense factors into the ongoing

operation of the plantthat ~ would place ongoing upward  pressure on electricity prices in Kosovo;

3) the PPP model would significantly alter the current governance of the electricity system, a

factor with critical implications for the currently employed Kosovo labor force as well as future
employment opportunit  ies.

Opponefiarsd pr op Enfeublics@ivate partnerships, as well as neutral third  -party
guidance, 84 note that sound planning, a skilled public -sector negotiating team, good financial
advice and openness are critical elements of success. 85

A review of literature on PPPsand the professional experience of IEEFA  analysts highlight the
common questions and areas of risk for both the public and private sector:

1. Objectives and priorities: Are there ¢ lear public sector objectives and priorities, outlined in
comprehensive legislation designed to inform the development, operations and evaluation
phases of the project ?

2. Sound energy and financial planning : Have alternative energy options been considered ?
What are the baseline assumptions of the options; have the options been assessed against
various business models? Are there clear objectives and methods regarding financial
benefits?

3. Government contract  policies: Has there been competitive bidding versus negotiated sales ?
Do public sector procurement  profession als have the skill and knowledge to evaluate the

proposals?
4. Accountability and quality of financial advice and consultants : Whom do they serve? How
thorough are they? What is the track record of the host government in managing the

consultants?

5. Business Plans Is there a business plan for the government? What are the legal entities
governing the development and operation phases; what is the structure of legal agreements
that constitute the governing documents; what are the lines of authority and commun ication;
how are revenues collected, accounted for and disbursed; what are the terms and

82 http://kfos.org/wp-content/uploads/2015/06/4.-KEDS-PRIVATISATION-IN-THE-ENERGY-SECTOR.pdf

83 http://lwww.ncppp.org/wp-content/uploads/2013/03/WhitePaper2012-FinalWeb.pdf , See also:
http://www.ifc.org/wps/wecm/connect/e00chd004e4adc988f0caf7a9dd66321/PPPStories_Kosovo_ElectricityDistribution.pdf?MO
D=AJPERES

84 http://www.cscd.gov.bc.cal/lgd/policy _research/library/public_private_partnerships.pdf

85 The World Bank also provides a series of detailed guides to the use of public private partnerships and the various legal,
financial and governmental implications. http://ppp.worldbank.org/public-private-partnership/overview/ppp-objectives#risks
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conditions of critical contracts; are there development budgets, operation budgets with
rationales and explanations and are they publicl y available; are these budgets  guides or
legally enforceable; are there payment schedules for all parties ?

6. Rates and Public Subsidies: Is there a clear plan for how much the public will pay before,
during and after the transaction is consummated? Are public subsidies clearly described and
are both issues made clear to the public and the governing bodies of the government prior to
the trans action?

7. Internal controls : Is the government prepared to protect itself and secure benefits during
actual implementation? What standards will the government use to determine if benefits
promised are benefits received?

8. Labor policies : How will the jobs pr omised during construction  be obtained by the people
who reside in the host country ? What will be the labor standards , including wages and
benefits, for the construction pro ject? How will current employees who provide current
services be retained after the transaction is completed, and  what will be the compensation
package for these employees  ? What labor pool will be relied upon to recruit new employees
and what will their compensat  ion packages be?

9. Oversight and corrective measures  : What happens if actual results do not measure up to the
planned performance? What formal monitoring is done that documents and verifies
performance under the agreements? What kind of corrective action pla nning is in place ?

10. Politics: Does the governmental body possess the level of internal stability, commitment , and
expertise to both close the deal and to deliver the benefits?

Based on t he abov ereview bfthe NewKpsovo Edvér Rlans planning process
finds a number of significant red flags that indicate the government of Kosovo is a weak partner
for moving forward with these negotiations.

Among these red flags:

1. Past planning studies and financials have inaccurately assessed basic elem ents o f energy
demand and energy options for Kosovo and have failed to point out very weak
organizational capacity issues.

2. The development team assembled by the Kosovo government has demonstrated weak
performance. The team has failed over a decade to brin g together the various components
of a viable project. One factor completely within the control of the development team is the
level of energy demand and the size and design of the coal plant to be used. This remains a
matter of contention 10 years after p roject planning began . Other demonstrable weaknesses
include that the project has not produced a valid competitive bid. Nor has it produced any
identifiable private sector investors

3. In all of the planning studies and consultant agreement S, no business pla n that can be used
to make ultimate determinations of project viability and to monitor changes has been made
publicly available . The core topic of this study, for example @ how much the people of Kosovo
would pay for electricity if the New Kosovo Power Plant is builtii has not previously even been
asked.
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4. Thegover nment o previkus sxperienéesvith  privatization is unknown. There has
been no credible public reporting on the transmission privatization agreement or progress. In
fact, quite the opposite. A ttempts to obtain valuable information to conduct external reviews
do not receive the cooperation of the government. 86

5. The various substantive design changes over the past decade reflect both weak technical
support and considerable political interference. Our review indicates that the primary form of
management of this project thus far is political rather than professionally competent and that
it is not guided by financially sound energy policy f or K o sverallob@rsefit. The foreign
political support for this project is based on opolitical exemptions 6 to policy and financial
standards , a weak basis indeed for proceeding.

6. The assertion by p roject developer ContourGlobal that the construction of the plant would
create 10,000 jobs 8" isnot backed by any reliable study, 8 and there is no guarantee that
Kosovars will get any of the jobs that would be created. 89 |f the plant were to be constructed,
aplanwould needto  be enacted to ensure that  any jobs created go to Kosovars

Proponents ,% opponents , and third -party observers all emphasize proper and professional due
diligence because a weak partner will ultimately create a weak project. In this instance :
weaknesses in the government of Kosovo are likely to be exploited by the private devel operina
manner that would cause subsidies to be increased and the public of Kosovo to pay higher
prices for electricity . |EEFAdoes not see this as a distant risk. Given the current status of the

project , we see it as an all but certain outcome.

RISK FACTOR NO. 4: The announced financial plan for this plant is based on a 70 percent debt
to 30 percent equity ratio. Kosovo has no track record with this kind of financial structure.

Under the current system, the government of Kosovo is a 100 percent owner of the Korporata
Energjetike e Kosoves (KE K, Kosovo Energy Corporation). The government lends money to KEK at
arate of 2 percent over 30 years. 91 KEK and the government have a high degree of flexibility on
terms and payments. For example, KEKinterest payments were recently written off.

Under the deal announced by the  economic development minister, at least two and probably
more investors would provide money to the plant. The electricity system , as a result, would be
required to carry signific antly higher levels of debt, at higher interest rates with tight payment

86 http://kfos.org/wp-content/uploads/2015/06/4.-KEDS-PRIVATISATION-IN-THE-ENERGY-SECTOR.pdf

87 http://www.reuters.com/article/kosovo-energy-contourglobal-idUSL6NOVE2DW20150204

88 The Ochs Center for Metropolitan Studies conducted a study in 2011 to determine whether coal-fired power plants in the U.S.
from 2005-2009 had met their job creation goals, and concluded the projects had fallen far short of the goals:
http://www.huffingtonpost.com/david-eichenthal/coal-doesnt-deliver-on-it_b_846641.html

89 Very few studies have been done by the World Bank or other analysts on actual job creation on projects funded under PPP
arrangements. Communities in the United States however, have campaigned for decades to insure that jobs promised to local
residents were delivered to local residents. It is usually difficult to translate promises into actual jobs.
http://www.forworkingfamilies.org/sites/pwf/files/publications/0708-MakingDevelopmentWorkForLocalResidents-Summary.pdf

9 The NCPP report provides six examples of successful privatization transactions. IEEFA notes that none of the examples used
are power plants. http://www.ncppp.org/wp-content/uploads/2013/03/WhitePaper2012-FinalWeb.pdf

9 GrantThor nt o n, Al ndependent Auditorsé Report and Financi al Stater
2014, 0 p. htpswnwavhkek- 35,
energy.com/doc/publikime/Grant%20Thorton%20Financial%20Statement%20for%20year%20ended%2031%20December%202

014.pdf
e
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deadlines and default provisions. Failure to adhere to these deadlines would create immediate
risks for the equity owner and raise significant issues for  the other lenders.

The ERO has identified various forms of losses of energy in the Kosovo electric system, as well as
difficulties in billing and collecting outstanding revenues. 92 The levels of actual cash losses are
substantial. While some progress is now being made in energy losses, billing and collection issues
all impair the creation  of adequate, stable cash flows. Predictable cash flow is necessary for the
proposed NKPPproject, and any disruption of the cash flow presents a risk.

Private companies work on the premise that the p rice of electricity to consumers bear close

relation to the cost of production, debt service and profits. If NKPPis constructed as planned,

private companies are likely to be active proponents of higher electricity rates. Pressure to raise

the price of el ectricity is already an issue in Kosovo under  the current regulatory system. The
addition of foreign owners and investors wil/ pl ace
bear the burden of those companies interest rate, credit , and other financial risks.

RISK FACTOR NO. 5: The New Kosovo Power Plant would result in the diversion of significant
portions of revenues currently available to the Kosovo government and its subsidiary
organizations, most notably KEK.

K 0 s 0 v201@ sevenue collections from  its electricity generation system amounted to 0214 million.
By| E E Feétifnate , the system will generate approximately 0400 million by 202 1. Perhaps as

much as three -quarters of this revenue would have to go to support  NKPPIf it is built. There would
need to be a significant re  structuring of the revenue distribution within the system and to KEK.

In addition to the loss of revenue for KEK i and in additionto more limited control the government
would exercise over revenue from the electricity system i NKPPwould create further fiscal
impacts , even though the economic development minister has stated that there would be no
cost from the Kosovo budget for the new plant ,% an assertion |IEEFA findsquestionable .

The Kosovo government has a (1225 million outstanding loan from KEK. In 2014 , interest payments
were waived , and the loan is being restructured. 94 The interest waiver is a form of cancel ed debt,
a form of subsidy from the government of Kosovo to the electric ity system. The final disposition of
the loan will ne ed to be decided as KEK faces  significant revenue reduction , and how the loan is
disposed of has fiscal implications for the government.

A second area of fiscal impact relates to the income of poor fami lies in Kosovo that are eligible

for electricity payment s un dstatutesKkthe govemient csrrenthi al a s s i
spends 04.5 million per year on this item. Assi stance to eligible families  pays for 400 Kwh of

electricity per month. % An increase in the cost of electricity from  NKPPwould place pressure on

92 The World Bank has identified losses of electricity and hence revenue as the result of illegal activity as well as the technical
losses cited by the ERO.

9 http://www.kryeministri-ks.net/?page=2,9,5394

94 http://www.kek-
energy.com/doc/publikime/Grant%20Thorton%20Financial%20Statement%20for%20year%20ended%2031%20December%202
014.pdf

9 http://www.kryeministri-ks.net/repository/docs/Programi_i_Qeverise_eng_.pdf
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the government either  to raise annual budget allocations or reduce benefits through program
amendments.

A third area of fiscal concern stems from how the government of Kosovo has historically made
direct allocations to the electricity system to offset deficits. These annual allocations have
diminished over time. 9 Government officials attribute the reductions in outlays to improvements

in revenue collections. It is reasonable to anticipate that with a rapid rise in electricity prices for
Kosovo residents more revenue  would go uncollected. The risk here is that the government of
Kosovo would again be called upon to increase subsidy payments from its general fund revenues

for the electricity system

Such risks require thorough analysis. A fiscal impact study that analyzes current revenues ,
expenditures and debt from the energy system, how they  would change and what new roles
and responsibilities are undertaken is crucial in minimizing riskto Kosovo 6 s government al k

As noted earlier in this report, many coal plants projects have significant cost increases and
schedule delays during construction. For example, as shown in Figure 3, the final cost of the
recently completed G o ¢ t 6acoaj plant in Slovenia was more than double the cost that had

been estimated in 2006. Plant constructi on in Kosovo would require the transport of most items
required for construction from outside Kosovo, 97 placing those costs beyond government control.

The most significant risk factor related to construction cost increases results from the public
commitment for the New Kosovo Power Plant by the World Bank and the U.S.government
(discussed below). Builders who know the plant is a political priority of th ese two powerful
supporters have an inherent negotiating advantage when setting the initial construction price on
the project and in any price disputes during the construction process. It is also unclear what
procurement rules would govern the bidding and  builder selection for the plant.

NO.

India and China, two countries with recent histories of economic growth, are now seeking to
reduce their reliance on  coal -fired technology in large part  due to air pollution problems.  The

process of shift ing away from coal in these countries is complex , but made manageable by the
size, financial depth and diversity of ~ the economies. In contrast, Kosovo is a small, growin g
economy that has little room for error on an investment the size of NKPP.

Earlier plant designs assumed subcritical coal plants, a highly polluting source of energy when

combined with lignite. The economic development mini st er d s r e c eseetn tocimplyme nt s
that the new proposal would be for a supercritical plant , that is, one that is less polluting

Supercritical plants are typically larger than 500 MW , do not burn lignite and are more expensive

9 http://kfos.org/wp-content/uploads/2015/06/4.-KEDS-PRIVATISATION-IN-THE-ENERGY-SECTOR.pdf
Sierra Club, AfAffordable Electricity for Kosovo? AfreRelanisemw of W
Kos o v 0, 0 htt@s@\dwiv,sierraclub.org/sites/www.sierraclub.org/files/uploads-

wysiwig/Affordable%20Electricity%20for%20Kosovo.pdf
-
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