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INTRODUCTION

Before quite fully completing the process of transition to the market model of doing
business in the power sector!, in late November 2021, the members of the Energy
Community (EC) passed a decision to commence implementation of the European Union (EU)
Regulation from the ,,Clean Energy for All Europeans” package. This means that the process
of harmonization with EU climate policies and the decarbonisation of the power sector in
the EC are being launched without creation of functioning organized markets (exchanges)
within the EC members and without their integration into the EU Single Market. A key
decarbonisation tool, accepted in principle by the EC, is the introduction of a system of
charging for CO2 emissions based on the Emissions Trading System (ETS) in the EU. A
Htrigger” for adoption of the decision on introducing the ETS was the announced Carbon
Border Adjustment Mechanism (CBAM) for electricity imports into the EU, i.e., the intent of
the EC members to implement reforms that would allow exemptions from its application
until 2030. At first glance, the CBAM has launched decarbonisation of the EC members. This
study presents the findings of the research intended to identify positions of the key
stakeholders in the power sector on the following questions: a. Whether, and to what
extent, does the CBAM support decarbonisation of the EC member states? and b. How
ready are the Western Balkan states (the region, WB6) really for the introduction of the
CBAM and what is the potential impact of this adjustment mechanism on the electricity
exports from the region? The study was based on the examination of available
documentation, the results of an expert workshop held on the study's findings and on an
analysis of the positions of key stakeholders at several conferences, as well as individual
interviews conducted in the February-May 2022.

1 https://www.energy-community.org/regionalinitiatives/WB6/Tracker.html




1. CURRENT STATE OF THE POWER SYSTEM IN THE WESTERN BALKANS

The following chapter describes the key features of the electric power systems of
Western Balkans countries relevant for an assessment of the impact of the application of
the Cross Border Adjustment Mechanism.

1.1.  Specific characteristics of electric power systems in the Western
Balkans

The electric power systems of the countries of Southeastern Europe, i.e., of the Western
Balkan region, constitute a part of the continental European synchronous interconnection,
whose operations are overseen by the European Association for the Cooperation of
Transmission Systems Operators for Electricity (ENTSO-E). To maintain the frequency within
the permissible band, i.e., to sustain the planned exchange with other control areas (trading
zones), the electric power systems of Slovenia, Croatia, and BiH operate within one control
block, while Serbia, Macedonia, and Montenegro represent a different control regulation
block. Albania and Kosovo function as separate regulatory areas.

The transmission network of the WB6 countries consists of lines of 400 kV, 220 kV, and
110kV voltage levels. The high-voltage transmission network is well-developed and
interconnected, as shown in Picture 1. A shared feature of the electric power systems in the
region is that electric power generation is predominantly based on the output of
conventional power plants (thermal and large hydropower plants) mainly constructed in
1970s and 1980s. The last major thermal power generation facility (Stanari Thermal Power
Plant, 300 MW, in BiH) was completed in 2016
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Picture 1. Interconnections of electric power systems of Western Balkans countries



The total installed generation capacities in the region are 19 GW (as of 2020), as shown in

Table 1.

Table 1. Installed generation capacity in the WB6, 2020 (MW).

Country/Technology Wind PV solar Thermal Hydro TOTAL
Albania 3.00 98.00 2,377.00 2,478.00
BiH 87.00 34.89 2,156.00 2,248.00 4,525.89
Montenegro 118.00 2.57 225.00 704.14 1,049.71
Kosovo* 32.40 4.00 1,042.00 106.00 1,184.40
North Macedonia 37.00 31.00 1,321.00 706.00 2,095.00
Serbia 374.00 11.00 4,376.00 3,015.00 7,776.00
TOTAL (MW) 706.00 86.46 9,218.00 9,156.14 19,109.00

Installed power of generation capacities is the largest in Serbia (7.8 GW), while Montenegro
has the lowest installed generation power (1 GW). The total annual electric power

generation in the region is 70.7 TWh (in 2020), as shown in Table 2.

Table 2. Electric power genration in Western Balkans countries, 2020 (GWh)

Country/Technology Wind PV solar Thermal Hydro TOTAL

Albania 4.00 - 5,280.00 5,284.00
BiH 261.80 45.62 10,443.00 4,639.00 15,389.42
Montenegro 312.82 2.54 1,487.60 1,428.66 3,231.62
Kosovo* 91.18 4.40 6,129.49 112.33 6,337.40
North Macedonia 116.85 37.00 3,765.00 1,279.00 5,197.85
Serbia 975.60 13.26 24,524.00 9,748.60 35,261.46
TOTAL (GWh) 1,758.25 106.82 46,349.09 22,487.59 70,701.75

Picture 2 shows the share of thermal power in the total generation. Picture 2 reveals that
thermal power accounts for a considerable share of electricity generated in the region (66%
in 2020). For Kosovo, this share was 97 percent, while in Albania it was 0 percent. Taking
into account the installed power of thermal power plants, Serbia is the largest producer of
electric power from coal (24.5 TWh in 2020). Picture 3 shows the composition of the
generation in the region, by technology. Hydro power accounts for a sizeable share (30%),
which means that the region's energy balance depends on hydrologic situation to a

considerable extent.
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Picture 2. Share of thermal power in the total power generation in the WB6 region (GWh)
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Picture 3. Structure of power generation in the WB6 region, by technology (2020)

Picture 4 presents electric power consumption in countries of the region in 2020.
Tables 3 and 4 show the data on consumption and generation in 2016-2020, by country.
Picture 5 depicts balance surpluses (differentials in balances of generation and consumption)
for the same period for each WB6 country. BiH was the only country in the region with a
constant power surplus in 2016- 2020.
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Picture 4. Power consumption in WB countries in 2020 (TWh).

Table 3. Power consumption in the region in 2016-2020
Consumption 2016 2017 2018 2019 2020
Albania 7,094.00 6,685.00 6,665.00 6,979.00 7,589.00
BiH 12,865.00 13,366.00 13,294.00 12,330.00 11,329.50
Montenegro 3,327.00 3,474.00 3,504.00 3,451.00 3,311.33
Kosovo* 5,346.00 5,686.00 5,671.00 5,741.00 5,771.00
North Makedonija 7,461.00 7,381.00 7,359.00 7,483.00 7,748.00
Serbia 35,083.00 35,592.00 35,261.00 35,142.00 32,318.00
TOTAL (GWh) 71,176.00 72,184.00 71,754.00 71,126.00 68,066.83
Table 4. Power generation in 2016-2020
Proizvodnja 2016 2017 2018 2019 2020
Albania 7,136.00 4,525.00 7,547.00 4,767.00 5,284.00
BiH 16,509.00 15,151.00 17,873.00 16,074.00 15,389.42
Montenegro 3,023.00 2,343.00 3,744.00 3,383.00 3,231.62
Kosovo * 5,835.00 5,300.00 5,311.00 5,718.00 6,337.40
North Makedonija 5,302.00 5,447.00 5,468.00 5,658.00 5,197.85
Serbia 36,781.00 33,582.00 34,950.00 35,066.00 35,261.46
TOTAL (GWh) 74,586.00 66,348.00 74,893.00 70,666.00 70,701.75
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Picture 5. Balance surpluses, by country, 2016-2020

Table 3 reveals that the total power consumption in the region is declining, which is mainly
the consequence of a reduced output in energy intensive industries (e.g., in aluminium
electrolysis) and an effect of the COVID-19 pandemic. Starting in 2026, the Cross Border
Adjustment Mechanism will be applied in the EU to exports from such industries. The power
output in the region has also stagnated. It is to be expected that application of the LCPD/IED
directives and the resulting closure of some thermal power plants envisaged to operate in
the , opt-out” regime will additionally reduce generation from thermal power plants after
2023.

1.2. Trading patterns

Tables 5 and 6 present realized net imports and net exports for WB countries in 2016-
2020 (in GWHh). Picture 6 provides a graphic representation of the total values of electricity
imports and exports in the region.

Table 5. Imports to the Western Balkan countries, 2016-2020

Net imports 2016 2017 2018 2019 2020
Albania 1,827.00 3,403.00 2,641.00 3,177.00 3,239.00
BiH 3,145.00 3,428.00 3,119.00 2,821.00 3,266.00
Montenegro 2,909.00 3,334.00 2,782.00 3,578.00 5,886.00
Kosovo* 632 1,242.00 825 928 1,283.00
North Macedonia 2,191.00 2,370.00 2,434.00 2,472.00 2,341.00
Serbia 1,998.00 6,549.00 4,582.00 5,417.00 5,070.00
TOTAL (GWh) 12,702.00 20,326.00 16,383.00 18,393.00 21,085.00




Table 6. Exports from Western Balkan countries in 2016-2020

Net exports 2016 2017 2018 2019 2020
Albania 1,869.00 488.00 3,649.00 770.00 963.00
BiH 6,788.00 5,213.00 7,698.00 6,565.00 7,327.00
Montenegro 2,605.00 2,203.00 3,021.00 3,472.00 5,771.00
Kosovo* 1,121.00 879.00 677.00 905.00 1,283.00
North Macedonia 160.00 311.00 512.00 646.00 1,011.00
Serbia 3,696.00 5,724.00 4,250.00 5,341.00 5,675.00
TOTAL (GWh) 16,239.00 14,818.00 19,807.00 17,699.00 22,030.00
25,000.00
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Picture 6. Total net imports and net exports of Western Balkan countries
(GWh).

Implementation of the CBAM will definitely alter the trading paterns in the WB6 region.
Initial expectations are that the introduction of the CBAM might trigger the process of
decarbonisation of the thermal power sector in the region and a resulting reduction in CO2
emissions. A couple of studies: REKK [1] and Agora [2], used simulation models to estimate
the effect of the implementation of the CBAM on the energy transition: on the generation
mix and CO2 emisions, on trading patterns, on CBAM revenues, wholesale prices, and
revenues of transmission system operators. The Agora study also presented an analysis of
the cost-effectiveness of construction of new coal-fired thermal power plants depending on
the application of the CBAM. The studies covered the period through 2030 (REKK) and
through 2050 (Agora). The initial assumptions for the simulations were that each generation
unit was modeled as a separate participant in the EU Single Market, where unit dispatching
is conducted on economic criteria. However, the key stakeholders in the sector — majority
public power utilities current do not operate according to economic models used during
simulations. Assuming that current business policies of power utilities will continue through



2030, this study presents a qualitative assessment of the impact of the application of the
CBAM on trading patterns and consequently on the energy transition in the WB6 region.

Share of private and majority state owned electricity
capacities in electricity production (2020)

120%

100%
80%
60%
40%
20%

0

Albania Kosovo*  Montenegro N.Macedonia Serbia

X

M Private M State owned

Picture 7. Share of private and majority state-owned generation capacities in total
electricity output

1.3.  Pricing policies and operating principles of public power utilities

Business activities of public power utilities are predominantly determined by
government policies, which are their majority owners. Governments impose contradictory
objectives on power utilities: a. political (e.g., maintenance of energy independence), b.
social (maintaining low, subsidized electricity prices for households), c. socio-economic
(continued operation of coal mines that generate losses, but directly and indirectly employ
large numbers of workers), d. economic (revenues to governments from taxes and
contributions, and from profits), e. developmental (investment in new generation
capacities). The study ,Barometer of the Countries' Readiness for Sustainable Energy
Transition” [3] highlights the consequences of this system of political and economic
relations, which is a peculiar symbiosis of power utilities and governments, prevents the
functioning of the market in the electric power sector. The problem of this , vicious political
and economic system” is that short-term political priorities are often prioritized before long-
term economic and social benefits. The system benefits many: subsidized households that
do not qualify as socially vulnerable, employees in mines and local communities whose
economy depends on exploitation of coal, business entities operating in the value chain of
the mines and thermal power plants and, lastly, political parties in power. Therefore, it is
unrealistic to expect that governments and power utilities that function in this manner will
be champions of energy transition. These facts need to be taken into account in conducting
the analysis of the impact of the CBAM on operations of power utilities and on
decarbonisation.An overview of average retail household prices in the EU/WB6, shown in
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Picture 8, is the best illustration of electricity price subsidization policies implemented in the
WB6.
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Picture 8. Household prices (inclusive of all levies) in countries of the region (Source:
EUROSTAT?)

2 https://ec.europa.eu/eurostat/databrowser/view/ten00117/default/table?lang=en
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All power utilities in the region strive to trade with EU countries. Some (the
Elektroprivreda of the Republic of Srpska — ERS and the Elektroprivreda of Bosnia and
Herzegovina — EPBiH, in Bosnia and Herzegovina) generate annual balance surpluses and
are net exporters, while others (the Elektroprivreda of Serbia — EPS and the Elektroprivreda
of Montenegro — EPCG) trade on the bases of ,bartering” energy to generate profits. This is
why trade with the EU is a major factor of success of regional power utilities. Because of
exceptionally low generation costs in hydro power plants income statements of power
utilities significantly depend on hydrological conditions. The profits realized from trading
with the EU are mainly used to subsidize household electricity prices.

1.4. Conditions for delayed application of the CBAM in the countries of the
region

The draft CBAM legislation includes an option to delay its application until 2030, which
may be applied to the Energy Community member countries. The exemption conditions are:

e The electricity market in the country is connected with the EU market, but it was not
possible to develop technical solutions for the application of the CBAM;

e The country signed a contract with the EU agreeing to adjust its legislation to the EU
acquis in the power sector;

e The core provisions from the EU legislation on electricity were implemented in the
country's legislation;

e The country is committed to achieving climate neutrality by 2050 and it formally
accepted and communicated a long-term low-carbon strategy to the UNFCCC aligned
with this objective and implemented this commitment into its domestic legislation;

e The country is achieving a real progress towards aligning of the domestic legislation
with the EU legislation in the area of climate, including introduction of carbon
adjustment in power generation on the equivalent level with the EU ETS, which will
be finalized by January 1st, 2030;

e The country submitted to the European Commission a decarbonisation road map
that includes a timetable of acceptance of measures to implement a process of
decarbonisation, including the introduction of the ETS;

e The country implemented an effective system of preventing indirect imports of
electricity to the EU from third countries which did not meet the above conditions.

The country shall submit two reports on meeting the above listed conditions, the first prior
to July 01, 2025, and the second by July 01, 2029. The European Commission may remove
the list for exemption from the application of the CBAM if:

e The Commission has reasons to believe that the state does not exhibit sufficient
progress on meeting the above conditions or it implemented activities that are
incompatible with the objectives of the EU acquis on the climate and the
environment;
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e The state took steps that contravene the adopted decarbonisation objectives, such
as the provision of state aid for construction of new generation facilities with CO2
emissions in excess of 550 g/kWh.

1.5. Why s the application of the CBAM mechanism important for the
WB6 countries?

The CBAM mechanism will affect competitiveness of electricity that is exported from the
region to the EU countries. The CBAM will evidently have a significant impact on the WB6
which were net exporters, such as BiH3. Estimates of the impact of the CBAM on BiH and
various scenarios of these consequences are shown in analysis [4]. However, electricity from
the countries that are not net exporters is also exported to the EU. This situation occurs
particularly when the prices in electricity exchanges in the EU member countries in
Southeastern Europe (SEE), particularly in the countries that are net importers (e.g., in the
CROPEX, HUPX, HEnEx exchanges), significantly different from the generation costs in the
WB6 countries.

In fact, when the generation from wind (WPP) and solar power plants (SPP) in the EU is
high, the prices in SEE markets are lower than costs of production in thermal power plants
in the WB6. In such periods it is cost-effective to cut the output from thermal power plants
and import electricity from the EU to the WB6 region. This is combined with the flexible
capacity of ,local” thermal power plants and accumulation hydropower plants to
»cover” the imports with exports in the period when the price in regional exchanges is
higher than generation costs of the production mix. In the event the CBAM mechanism is
implemented, this form of trading between the WB6 and the EU will become harder, and the
resources collected from cross-border charges will be channeled into the EU budget.

Because of the above mentioned effect of the CBAM, decision makers in the WB6
countries in principle support implementation of reforms that ought to be carried out to
postpone the implementation of this mechanism until 2030. Among other things,
introduction of taxing CO2 in the form of the ETS is supported, on the assumption that this
mechanism will be gradually introduced until its full implementation (e.g., until 2040).

2. CBAM AND ENERGY COMMUNITY DECARBONISATION PLAN

The CBAM is in the procedure of harmonization and adoption within the EU and it does
not constitute a part of the Energy Community (EC) acquis communautaire. However, in the
discussions in which the EC representatives explain the need to introduce carbon taxation,
negative effects of the implementation of the CBAM, if the decarbonisation plan for electric
power systems of the region is not implemented according to the planned dynamic, are
often raised. In this manner, the CBAM is presented as a ,trigger” or a significant , driver” of
the decarbonisation process.

3 The application of the CBAM will have a particular effect on trading patterns and on the results of the largest
private company in this sector in the region — EFT Group, which owns the Stanari Thermal Power Plant (300
MW) whose output is mainly exported to the EU.
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In November 2021, the Council of Ministers of the EC adopted the Decarbonisation Plan
(the Plan) of the EC members. The Plan's objectives include:

Support to implementation of decarbonisation objectives until 2030 and
achievement of climate neutrality of EC members by mid-21st century,
Establishment of a consistent dialogue between the EU and EC memberson te
priorities of decarbonisation, the time of implementation of this process and of the
key elements of the Plan,

Review of plans and legislation in EC members for adoption of a clear
decarbonisation map and of the corresponding EU acquis,

Achieving progress on harmonization of the systems of carbon taxation in EC
members,

Harmonization of the political message about phasing out coal and ending
subsidization of fossil fuels.

The adoption of the Plan is based on the political commitment of the EC members to

adhere to the EU Green Plan to achieve Europe's climate neutrality by 2050, which was
included in the Sofia Declaration (adopted in November 2020).

Regarding carbon taxation, the Plan envisages:

In stage one, creation of the legal and regulatory framework to implement carbon

taxation, transposition, and implementation of the following instruments:

a. the MRR regulation on monitoring and reporting on greenhouse gas emissions

(adoption by the EC Council of Ministers by end-2022, transposition and

implementation by end-2023 and full implementation by end-2026).

b. AVR regulation on verification of data and on accreditation of verifiers (adoption

by the EC Council of Ministers by end-2022, transposition and implementation by

end-2023 and full implementation by end-2026).

c. Regulation on accreditation (adoption by the EC Council of Ministers by end-2022,

transposition and implementation by end-2023 and full implementation by end-

2026).

In stage two, transposition of implementation of legislation needed for integration

with the EU ETS:

a. The EU ETS Directive (Directive 2003/87/EC) on creation of the trading system
with greenhouse gas emission certificates (dates of adoption, transposition, and
implementation not defined),

b. Laws relevant for functioning of the ETS directive (dates of adoption,
transposition, and implementation not defined).

The adopted Action Plan clearly shows that there is an agreed dynamic of transposition and
implementation of the legislation for creation of the institutional infrastructure for
introduction of the ETS. However, a clear plan for introduction of the ETS system and for its
integration with the EU ETS system has not been adopted, although 2026 has been
informally mentioned as the planned date for the start of implementation of the ETS system.
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The mechanism of introduction of a system of carbon charges was analyzed in the
study prepared for the EC by Kantor and e3m [5] in 2021. Picture 9 illustrates the framework
implementation plan of the EU ETS system in accordance with this study. Different rates of
increasing coverage (percentage of GHG emissions) are proposed for different countries
depending on the structure of their generation portfolios. The plan is to fully implement
(without allocation of free certificates) a carbon taxation system compatible with the EU ETS
for all EC members (with the exception of Kosovo*) by 2040.
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Picture 9. Framework EU ETS implementation plan in EC members [5]

The above mentioned study demonstrated that the introduction of a carbon
payment system will have lower socioeconomic consequences if a functioning electricity
market is created in the region. Difficulties in establishing organized electricity markets in
most EC members, and particularly in linking them within the region and with the markets in
the EU countries, represent a significant barrier to efficient decarbonisation based on the
development of renewable sources — wind and solar photovoltaic power plants. According
to information received from well-informed actors on exchanges in the region, linking of the
regional electricity exchanges with the exchanges in the EU, which is the only way to ensure
their liquidity, requires previous introduction of a functional ETS system. Therefore, full
implementation of the ETS and linking of regional exchanges with the EU exchanges must
take place in a coordinated fashion.

From the above analysis it is evident that there is a misalignment between the
dynamic of the ETS implementation, as proposed in the EC study, and the deadlines for
exemptions from the implementation of the CBAM. From the statements at expert
conferences of EC representatives it is clear that there is awareness in the EC Secretariat
how short are deadlines for implementation of reforms to postpone the implementation of
the CBAM. Nevertheless, they expect that, despite these very short deadlines, all
requirements for postponement of the application of the CBAM will be met. However, if
even one EC member fails to meet the prescribed requirements for postponement of the
application of the CBAM, technical aspects of trading within the region and with the
countries in the EU will become considerably more complex.
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3. IMPACT ASSESSMENT OF CBAM INTRODUCTION AND READINESS OF THE
WB6 COUNTRIES FOR ETS INTRODUCTION AND EXEMPTION FROM
APPLICATION OF CBAM

The risks from the introduction of the CBAM for individual countries depend on:

e Sectoral exposure which depends on the intensity of CO2 emissions, significance of
trading with the EU, structure of exports, and chances of finding alternative markets,
and

e Country vulnerability that depends on the alignment of energy and climate policies
and emissions reduction objectives with the EU and on the institutional capacity for
monitoring and reporting on emissions for individual products, as well as on meeting
the requirements to postpone the application of the CBAM until 2030.

An assessment of the exposure of the electric power systems of the WB6 countries
would require a great deal of data and detailed calculations and is not a topic of this study.

3.1. Readiness of WB6 countries for application of CBAM

Most representatives of the institutions of the EC members express readiness for
introduction of a CO2 emissions payment system, primarily for the creation of an ETS and
for its integration with the EU ETS. According to the EC Decarbonisation Plan, preparations
for creation of the technical infrastructure for the ETS have already started. Since
introduction of an ETS is a requirement for postponement of application of the CBAM by
2030, the prevailing view among key stakeholders in the EC member states is that taxing
carbon through an ETS, which allows the countries to utilize the proceeds for
decarbonisation in their own countries, is a more acceptable option than the application of
the CBAM.

Although there is a general commitment of the members of the Energy Community from
the region to tax carbon and accede to the EU ETS, an assessment of their readiness to
implement the decarbonisation plans was conducted during the preparation of this study.
The methodology applied included:

e Assessment of the positions of the key stakeholders in the region on the basis of
their participation in conferences at which this topic was covered,

e Analysis of the conclusions from online workshops on the effects of the
implementation of the CBAM,

e Individual interviews with the representatives of key stakeholders — ministries and
power utilities, on concrete plans for implementation of reforms required to meet
requirements to postpone the implementation of the CBAM,

e Internal analysis (scenario development) of the research team.

Annex | to this study presents a list conferences and a list of research team members who
took part in the proceedings, as well as a list of person who were individually interviewed.
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In general, there are no publicly available official analyses of the effect of the CBAM
mechanism on individual EC members. In individual countries, in expert discussions, the
CBAM is mainly perceived as a key ,trigger” for a gradual introduction of an ETS, i.e., the
focus of discussion is on meeting the requirements to postpone the application of the CBAM
by 2030. Consequently, the resolve of states and power utilities to introduce an ETS is linked
with the implementation of the CBAM only in the context that the introduction of an ETS
will permit to avoid the application of the CBAM on the countries of the region until 2030.
At the same time, there is no consideration of the consequences of the impact of the CBAM
after 2030, by which date an ETS that is fully compatible with the EU ETS will probably will
not have been established in the region.

Bosnia i Herzegovina (BiH)

A general political commitment of the BiH institutions is to support a gradual introduction of a
carbon taxation system based on the EU ETS. In stage one the preparations to create institutional
infrastructure in accordance with the EC Plan are being made. It was agreed that the World Bank
would provide technical assistance for the preparations for the introduction of the ETS, which
should cover the following thematic areas:

e A framework of monitoring, reporting, and verification,
Analysis of the economic impact,
ETS infrastructure and platform,
Legal and regulatory aspects,
The preparations for designing stage c, which is envisaged to take at least 7 months, are
under way.
The activities on finalization of the drafting of the NECP are under way in BiH, and its adoption is
expected in late-2022. The draft NECP does not examine the scenario of the introduction of an ETS
system. The lack of an organized electricity market (an exchange) is an aggravating circumstance for
BIH. In accordance with the study [4], the institutional capacity for implementation of energy and
climate policies aligned with EU decarbonisation objectives is insufficient.

Internal CO2 pricing system in the BiH Elektroprivreda

In 2021, a mechanism of internal carbon taxation was implemented in one of the public power
utilities — the BiH Elektroprivreda (EPBiH) on the basis of a letter of intent signed on May 22, 2021 by
the FBiH Minister of Energy, Mining, and Industry and the EC Director. The level of the internal price
of carbon will be established on the basis of the projection of the price of certificates at the EU ETS.
In 2021, the adopted price was €50/tCO2. The objective of introduction of this mechanism was to
set aside earmarked funds for the decarbonisation process (development and construction of
renewable resources, reduction of CO2 emissions, including closure of thermal power plants and
mines,ensuring socially just transition of coal regions). The impact of the carbon price will be taken
into account in the evaluation of the profitability of new investment projects. The implemented
model of allocation of free certificates is aligned with the proposal for BiH in the study [5].
Therefore, in 2021 the share of free allocation was 95%, and thereafter it will be reduced by an
average of 5% every year, so by 2025 it will reach 75%. The plan of further reduction of the share
of free allocations envisages their full elimination by 2040.
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3.2. Comeback of coal

In the conditions of the current energy crisis and in the light of the consequences of the
War in Ukraine, nearly all countries in the region are reassessing their energy position and
transition plans and are reverting to coal-fired electricity generation, which is best seen on
the example of (non)observation of the LCPD Directive. As shown in Picture 10, ten units for
coal-fired electricity generation in the region should be closed by end-2023 to observe the
LCPD Directive
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Picture 10. Thermal power plants in the ,opt-out” regime (according to the Energy
Transition Tracker?)

The LCPD Directive was considered the most effective legal instrument that will
contribute to reducing pollution from large combustion plants and contributes to improving
public health in the region. All ten above mentioned units in thermal power plants are in the
so-called , opt-out” mechanism, as an alternative for implementation of the LCPD, which
offers the option to exempt individual units from the system of emissions reution on
condition that their operation is reduced to no more than 20,000 operating hours in the
period from January 1, 2018 and December 31, 2023. The first of the thermal power plants
that was supposed to cease operation in November 2020 was the Pljevlja TPP in
Montenegro, with 225 MW of installed power. Through the end of August of 2021, three
units in the Kolubara 3 TPP (Serbia) were supposed to be disconnected from the network, as
well as the Block 5 of the Kakanj TPP (BiH), by end-October of the same year. In 2022, the
Morava TPP (Serbia) is supposed to cease operation by end-June, Block 4 in Tuzla TPP (BiH)
by end-July, and another unit of the Kolubara TPP (Serbia) through end-August of the same

4 https://unece.org/sites/default/files/2021-11/3 Janez-Kopac.pdf
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year. Block 3 in the Tuzla TPP (BiH) and Block 5 in the Kolubara TPP (Serbia) should cease
operations in 2023.

Unfortunately, it seems that nothing mentioned above was actually implemented, nor
would it be. In fact, the Pljevlja TPP (Montenegro) continued in operation unobstructed and
a reconstruction of this thermal power plant started in April 2022.5 In early 2022, the FBiH
Parliament approved® the extension of operation of Block 4 (200 MW) in the Tuzla TPP and
of Block 5 (110 MW) in the Kakanj TPP, while there are no indications of the closure of
planned blocks and thermal power plants in Serbia, along with announcements of
importation of coal from Montenegro and BiH for the operation of thermal power plants in
Serbia.” In addition, North Macedonia prolonged the phasing out of coal, for the time being
from originally planned 2028 to 2030, and announced opening two new coal mines to meet
the needs of the Bitola TPP,® while at the same time an option to refurbish the Kosovo A TPP,
which was supposed to close after the completion of the currently ongoing reconstruction
of the Kosovo B TPP, is being considered in Kosovo*.?

All these developments indicate that coal is making a big comeback to the energy stage
of the region, with varying motives. In the case of BiH, as the sole significant net electricity
exporter in the region, the primary motive is the option of additional earnings from exports
at the time when electricity prices are so high. Other countries in the region, coached by
enormous amounts they need to expend on electricity imports in previous months, because
of technical problems in their own thermal power plants or because of reliance on imports,
now seek solutions in extending exploitation of coal-fired power plants.

In addition, the plans of some countries to transition to gas as a transitory fuel
(primarily in North Macedonia and Montenegro) are now becoming problematic, in view of
the prices of this energy source and of uncertain long-term sources of supply in the new
geopolitical conditions.

All mentioned above leads to the conclusion that, in the conditions of a ,,new energy
reality” in Europe and of emphasis on security of supply and on energy independence as a
primary focus of energy policies in the region, the energy transition will slow, the planned
phase-out of coal and accelerated development of RES will be abandoned. In a medium
term, such a situation also affects the implementation of the activities to the introduction of
the EU ETS in the region, and on the already low level of readiness in the region to deal with
issues and ramifications of the introduction of the CBAM.

5 https://balkangreenenergynews.com/epcg-to-start-reconstruction-of-tpp-pljevlja-by-end-of-april/

5 https://balkangreenenergynews.com/energy-community-prolonging-operation-of-coal-plants-in-bih-is-
breach-of-treaty/

7 https://balkangreenenergynews.com/eps-to-import-coal-from-montenegro/

8 https://balkangreenenergynews.com/environmentalists-oppose-lignite-mine-projects-in-north-macedonia/
% https://balkangreenenergynews.com/rizvanolli-no-new-coal-plants-in-kosovos-draft-energy-strategy/
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4. IMPACT ASSESSMENT OF CBAM ON ENERGY TRANSITION IN WB6

4.1. The analysis presented in this chapter is based on the overview of
available literature and on information collected during research.Impact
assessment

The general conclusion is that the implementation of the CBAM mechanism will not
launch the process of decarbonisation in the region by 2030. There are several reasons for
this conclusion:

The analyzed studies (REKK, Agora) assess that the exports from the region will slow,
but not completely cease. The exports from thermal power plants will primarily
depend on the prices in the regional market. With very high prices in the EU, which
are mainly the consequence of high prices of natural gas, the exports from coal-fired
thermal power plants in the region may be economically feasible in the event that
the costs of the generation from coal or from the production mix are significantly
lower than the prices on regional exchanges.'® Suppression of gas-fired power plants
by coal-fired power plants has already been happening in 2021/2022.

Electricity from thermal power plants that could not be exported to the EU would be
sold within the region. In this way, the energy from renewable sources, primarily
from hydro power plants, will be ,released” and will be exportable to the EU without
the application of the CBAM. The total generation from renewable sources in the
region was greater than the total exports at the border between the WB6 and the
EU. Although the arranging for exports from renewable sources in accordance with
the CBAM procedure is complicated, it is likely that exporters of renewable energy
will find partners in the EU and thereby evade the application of the CBAM
mechanism.

However, in the longer term, until 2040, the application of the CBAM may have very
negative consequences on the energy transition in the region. Because of
considerable generation from HPPs and new WPPs and SPPs, it is to be expected that
there will be exports from the RES to the EU. That would create problems for
conducting the energy transition according to the scenario described in the study
»Perfect Storm or Accelerated Decarbonisation” [4]. The accelerated decarbonisation
implies introduction of CO2 taxation and accession to the EU ETS. This is the only
way to initiate the energy transition: enhancing energy efficiency, developing RES,
including citizen energy. However, the consequences of an accelerated
decarbonisation may be dramatic: for coal regions, for retail electricity prices, and
particularly for energy poor households. Therefore it is necessary to create a
dedicated energy transition fund that would draw resources from both local and EU
sources (e.g., according to the model from Ukraine).

10 As an example, the costs of electricity generation in the Stanari TPP (BiH) were cca. 35 EUR/MWh
1t According to the REKK study, some 5,000-6,000 hours (out of 8,760 hours covered in the
modelling)
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4.2. Scenarios of CBAM's impact and conclusions

If the countries in the region that have coal-fired electricity generation are exempted
from the application of the CBAM to the exports of electricity to the EU in the period until
2030, the CBAM clearly will have no impact on the process of decarbonisation of the power
sector in the region during this period, nor on electricity exporters (the extension of the
scenario ,business as usual“). Exporters will continue to export to their current markets and
to make extra profit from exports of electricity from fossil fuels or from the production mix,
which arise from non-payment of an adequate tax on CO2, while the electricity price in the
EU is sufficiently attractive for exports and while they do not pay the full cost of the ETS
certificates in their national markets.

If the countries in the region fail to meet the conditions for exemption from the CBAM
until 2030, there are two likely scenarios. In Scenario one, trading outside the region, i.e.,
electricity exports to the EU will drop drastically, but trading within the region will increase.
It is also possible that the business model of some power utilities in the region will change
under the influence of the introduction of the ETS, primarily in the sense of faster re-
orientation towards renewable energy sources and transition of coal regions. In Scenario
Two, which is more likely, electricity exports from the region to the EU will continue,
although only electricity that is not subject to the CBAM will be exported, i.e., the electricity
from RES. In this scenario, electricity from fossil fuels would be sold to domestic markets,
which would in itself cause a significant rise in prices for domestic consumers.

After 2030, when the exemption from the CBAM for the countries of the region expires,
possible scenarios depend primarily on electricity prices in the EU and regional markets and
on the level of the prices of ETS certificates on individual countries in the region, and
forecasting this is a thankless task in view of the current situation with energy prices and
their fluctuations in Europe and the region.

The above considerations clearly show that the introduction of the CBAM will have no
major impact on the energy transition, i.e., on faster decarbonisation, of the power sector in
the region. Governments and power utilities perceived the proposed CBAM regulations
primarily as an opportunity to obtain exemption for electricity exports and continue with
business as usual, and the introduction of the ETS is treated as the ,necessary evil” which
must be implemented if the business is to continue on the same basis in the coming years.
Such an attitude is understandable in the conditions when power utilities are under the
sway of politics, and the political horizons of planning and interests are reduced to the
length of a term in office.

Under such conditions, only the introduction of an EU ETS-compatible emissions
taxation system might play a key role in the sustainable and just decarbonisation of the
power in the region to avoid a , perfect storm“ of decarbonisation under the sole influence
of market forces and the risk of collapse of obsolete coal-fired thermal power plants and of
endangering supply, which we already witnessed several times in the region in the past six
months.
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However, it is important to mention that in some countries in the region the
implementation of EU ETS compatible carbon pricing system is very problematic, almost
impossible, considering a small number of actors included in the trading and difficulty in
establishing a fluid market of emission certificates in a single country. It is even questionable
if a liquid market would be feasible on the regional level providing all countries supported
such u scheme.

Therefore, it is especially important that in each country in the region a simple scheme
of carbon pricing is implemented as soon as possible to initiate power sector
decarbonization and at least partially alleviate the impact of implementation of the CBAM.
In this way conditions for implementing trading with emission certificates, compatible with
the EU ETS, could be gradually created.

Another option to introduce an EU ETS compatible system in the region is to enable
integration with the EU ETS immediately after the establishment of required legal
framework. However, in this approach a question of allocation of free allowances and other
related implications for the whole system might arise.

From this research it is obvious that key industrial actors (power utilities) and policy
makers (governments) in the region do not possess enough information and knowledge
regarding neither potential consequences of introducing the CBAM nor developing a
functional ETS on national and/or regional level. Hence, preparation for the carbon pricing
in the region is taken over by international partners which also do not have necessary
answers for the above dilemmas.

Potentially this situation can lead to questionable results, implementation problems,
and negative side effects and slowing down the already slow transition process in the region.

Therefore, all domestic and foreign actors involved in decarbonization processes in the
region must make additional efforts to shed light on all the effects and possible
consequences that the introduction of CBAM and CO2 taxation will have on the power
sector, and thus on the economy and citizens of the region.
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ANNEX |

ETS/CBAM CONFERENCES AT WHICH RESEARCH WAS CONDUCTED

1. ,Serbian Companies on the Changing Power Market”, Balkan Green Energy News
Conference, February 22, 2022, Belgrade (Damir Miljevié, participant in panel IV)

https://balkangreenenergynews.com/wp-

content/uploads/2022/02/Agenda _conference Serbian-Companies-on-the-Changing-

Power-Market.pdf

2. ,Carbon Border Adjustment Mechanism — A Decarbonisation Tool or Not“, an Agora
Energiewende online workshop, March 10, 2022, (Damir Miljevi¢, Introductory
Speaker)

3. ,Trebinje 2022 Energy Summit“, March 16-18 2022, a regional conference in Trebinje
(Mirza Kusljugi¢, Moderator, the panel ,,Challenges of Decarbonisation in the Region
— ETS as a potential opportunity”)

https://setrebinje.com/en/set-2022-challenges-of-decarbonization-of-the-region-

emission-unit-trading-as-potential-opportunity/

4. Implications of EU Policies and Challenges on the Energy Market and Implications on
the Power Sector of Montenegro”, an EcoTeam Conference, March 29, 2022,
Podgorica (Mirza Kusljugi¢, Introductory Speaker for the Topic ,Challenges of
Accession of the Western Balkans EU ETS Region and Introduction of the Cross
Border CO2 Taxation: Influence on Prices of Electricity Generated in Thermal Power
Plants”).

https://www.ecoportal.me/dogadjaji/konferencija-implikacije-eu-politike-i-izazova-na-

energetskom-trzistu-na-elektro-energetski-sistem-crne-gore/

5. ,Green Transition of the Economy of Bosnia and Herzegovina — Challenges and
Expectations®, Bosnia and Herzegovina Foreign Trade Chaber, Conference on March
31, 2022, Sarajevo (Mirza Kusljugi¢, Introductory Speaker and Moderator in Panel |)

https://www.komorabih.ba/zakljucci-panela-energetska-tranzicija-i-dekarbonizacija-

industrije-u-bih-odrzanog-na-konferenciji-zelena-tranzicija-privrede-bosne-i-
hercegovine-izazovi-i-ocekivanja/

6. ,New Energy Technology”, Montenegro Elektroprivreda Symposium, May 27-28,
2022, Budva (Mirza Kusljugi¢, Participant in the Panel ,Decarbonisation of the Power
Sector — Challenges of Introduction of CO2 Emissions Costs and Application of CBAM
to Countries in the Region®)
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