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ZYRA E RREGULLATORIT PER ENERGII
REGULATORNI URED ZA ENERGLU
ENERGY REGULATORY OFFICE

The Board of Energy Regulatory Office,

G

Pristina, 27 January 2025
ERO Code: V_2637_2025

Based on Article 9, paragraph 1, sub-paragraph 1.7, Article 15, paragraph 1, sub-paragraph 1.5, Article

25, Article 26, paragraph 1, sub-paragraph 1.2, Article 46, paragraph 1, sub-paragraph 1.2, Article 47

and Article 48 of the Law on Energy Regulator (Law no. 05/L-084); Provisions of Article 37 of the Law
on Electricity (Law no. 05/L-085); Provisions of Article 9, Article 12, Article 14, Article 16, Article 17,
Appendix 2 of the Rule no. 15/2017 on Determination of Revenues for Universal Service Supplier (Rule
on USS Revenues); Notice of ERO 1066/24, dated on 25.09.2024 on Review of Input Values and
Operational Expenditures of the Universal Service Supplier for the period 2022-2024, received by the
licensee KESCO JSC, on 21 October 2024 at ERO, within the electricity tariff review,

in the session held on 27 January 2025 issued the following:

DECISION

I. APPROVAL - of Input Values for the regulatory period 1 April 2025 — 31 March 2027 and
Operational Expenditures (OPEX) for the tariff period 1 April 2025 — 31 March 2026, for the

Universal Service Supplier (USS) of Electricity.

Il. The Input Values and Operational Expenditures (OPEX) for the Universal Service Supplier of

Electricity (USS) are presented in the table below:

Input Values and Operational Expenditures for USS mﬂm 2027

Retail Margin 2.54 2.54 2.54
Bad debt % 1.8 1.6 1.4
Imbalance Sharing Factor % 100 100 100
Operational expenditures with efficiency €000 6,747
Efficiency factor % 0.75 0.75 0.75
Categorization and lifespan of assets:

I.  Furniture, office equipment 7 / /

Il. Work equipment, reading devices, cars, computers, IT equipment Years

and software > > >

lll. This decision will be implemented by the Universal Service Supplier (USS) starting from 1 April

2025 until the next periodic review.

REASONING

Adresa: Rr. Bekim Fehmiu (Ish Ndértesa e Fazités), kati:2, 10000 Prishting, Kosové
Tel: 038 247 615 lok. 101, Fax: 038 247 620, E-mail: info@ero-ks.org, web: www.ero-ks.org
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The Energy Regulatory Office (ERO) on 25 September2024 issued the official notice regarding
the process for reviewing the Input Values and Operational Expenditures for the Universal
Service Supplier for the period 2025-2027.

The Energy Regulatory Office (ERO) on 16 December 2024 published the Consultation Report
on the determination of Input Values and Operational Expenditures (OPEX) for the Universal
Service Supplier (USS), for the period 1 April 2025 - 31 March 2027.

ERO, based on the Rule on Determination of Revenues for the Universal Service Supplier,
determines the values of several parameters that directly affect the determination of the
Allowed Revenues of the Universal Service Supplier. These include values such as Asset Life,
Retail Margin, Bad Debt, Imbalance Sharing Factor, Operational Expenditures and Efficiency
Factor. The Consultation Report presents ERO's initial proposals for the Input Values and
Operational Expenditures for the upcoming period 2025-2027 and is published with the aim of
informing stakeholders and providing the opportunity to comment and present the views of
stakeholders on the proposed values.

The process of determining the Input Values for the regulatory period 1 April 2025 — 31 March
2027 and the Operational Expenditures (OPEX) for the tariff period 1 April 2025 — 31 March
2026 for the Universal Service Supplier (USS) of Electricity, is based on historical data 2022-2024
and the Rule on Determination of Revenues for the Universal Service Supplier.

ERO, through the Consultation Report - Universal Service Supplier Input Values and Operational
Expenditures 2025-2027, has invited all stakeholders to submit their comments in writing, no
later than 31 December 2024.

The Universal Service Supplier (USS) on October 21, 2024 submitted to ERO the proposal for
Input Values and Operational Expenditures for the period 2025-2027, within the framework of
the Electricity Tariff Review.

ERO, during the public consultation, received important comments and information, mainly
from the Universal Service Supplier (USS), which were taken into consideration during the final
evaluation.

The Energy Regulatory Office (ERO), following the evaluation, has prepared and published the
Final Report and Response to Comments on the Input Values and Operational Expenditures of
the Universal Service Supplier 2025-2027.

ERO has addressed the comments of the only party that provided comments, the USS. The
comments received from USS have not brought about any significant change to ERQO's initial
position, with the exception of Operational Expenditures.

ERO, during the public consultation process, did not receive additional comments regarding the
categorization and lifespan of assets, the imbalance sharing factor, therefore its initial
evaluation remains the final proposal for the categorization, lifespan of assets and imbalances
of the USS, as presented in the Consultation and Final Report.
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During the public consultation process, ERO received comments regarding the methodology
used to calculate the retail margin, which is based on the Weighted Average Cost of Capital
(WACC) for regulated entities in Kosovo. USS objected to this Methodology, stating that it may
yield different results, is not coherent over time and does not take into account factors that
directly influence the determination of wholesale energy market costs.

ERO, in the Final Report has clarified that the USS has misinterpreted the Rule on the
Determination of Revenues for the Universal Service Supplier (USS) and has emphasized that
the reason for using this methodology has been explained in previous reports. USS has argued
that the set margin of 2.54% does not reflect adequate compensation for USS, considering the
risks it assumes due to the lack of energy production and imports at still unstable prices.

ERO, when setting the retail margin at the level of 2.54%, has taken into account the following
factors:

- USS is not exposed to the risk of energy volumes, moreover, energy from KEK is offered with
priority to USS at a contracted price; - Wholesale electricity prices (import) have a tendency to
stabilize after the energy crisis of 2022; and

- The full costs of USS are recognized and adjusted during regular reviews and annual tariff
adjustments.

ERO has responded to each comment regarding the retail margin in the Report and has
concluded that the USS has not provided sufficient arguments to change ERO's initial
evaluation, therefore the retail margin remains at 2.54%.

ERO has received comments from the USS regarding bad debt, and has provided clarifications
regarding its evaluation in the ERO Responses section on Bad Debt presented in the Final
Report. USS has proposed a level of bad debt of 6.2%-4.8% and has commented on the
limitations on debt recovery after 12 months, referring to Law No. 04/L-077 on Obligational
Relationships, Article 360, which stipulates that the statute of limitations for debt for electricity
supply is 1 year. However, Article 369 of this law stipulates that the statute of limitations is
interrupted by the filing of a lawsuit or by any other action taken by the creditor against the
debtor before a court or other competent authority for the purpose of establishing, securing or
realizing the claim. Furthermore, government assistance for low-income customers contributes
to debt reduction.

ERO has evaluated that USS did not provide reasonable and convincing arguments during the
public consultation process regarding the change in the initial evaluation of USS bad debt.
Therefore, ERO has decided that the level of bad debt for the period 2025-2027 will be from
1.8% -1.4% with a discount of 0.2% per year, consistent with past practices and in full
compliance with the data from the financial reports submitted by USS.

During the public consultation phase, the USS did not submit any additional comments to
change ERO's initial evaluation. Therefore, as emphasized in ERO's initial evaluation, the
imbalance allocation factor is currently set at 100% but in the event of the intraday market
becoming operational within the period 2025-2027, then the allocation factor will be set at 50%
starting in the year of the intraday market becoming operational.
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o ERO has addressed the party’s comments regarding operating and maintenance costs. During
the public consultation, the USS reiterated the need to re-evaluate operating and maintenance
costs to more accurately reflect the realized inflation rate and wage growth at the national level.
Although ERQ’s approach is consistent with past practices, during the analysis of data from the
previous regulatory period (2021-2024), ERO has observed a significant difference between the
allowed and realized level of operating and maintenance costs, especially in personnel costs.
From the review of the analysis, ERO has found that the inflation rate applied for indexing
operating and maintenance costs has not adequately reflected the change in personnel costs in
the Kosovo labour market. To reflect the salary change, ERO has analysed the data on the salary
level from KAS (Kosovo Agency of Statistics) for the period 2018-2023. To evaluate the level of
personnel costs, ERO has adjusted the allowed level of personnel costs in the first regulatory
year (2022, 2023) with the percentage of average salary increase in the private sector during
the previous year. Meanwhile, the rest of the OPEX has been adjusted to inflation (EA20
inflation). In total, the amount for operational and maintenance costs for the tariff period 1
April 2025 - 31 March 2026, for the USS is 6,747 (€000).

o ERO has received comments from the party regarding the Efficiency Factor. According to the
USS, the implementation of the efficiency factor of 0.75% as stated in the initial evaluation of
ERO, will further aggravate the situation of the USS, in terms of retaining and recruiting qualified
personnel.

o ERO evaluates that the efficiency factor can be achieved by reducing other Operational
Expenditures, without affecting personnel expenses. During the public consultation, ERO did
not receive sufficient arguments to change the initial evaluation, therefore the Efficiency Factor
for the period 2025-2027 will remain at 0.75%.

o The ERO Board, following the evaluation and analysis of the relevant reports, reviewing and
evaluating the comments and proposals received from USS/KESCO, and based on the legal
provisions mentioned in the introductory section of this decision, has decided as in the enacting
clause of this decision.

IV.  The decision is issued in official languages of the Republic of Kosovo.

V. The decision shall enter into force on the date of approval by the Board of the Regulator and will
be published on the official website of ERO.

Legal advice: The party dissatisfied with this decision may initiate an administrative dispute at the
competent court within thirty (30) days from the date of receipt of the decision or the date of its
publication on ERO’s website, whichever occurs last.
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The Board of the Regulator:

Ymer Fejzullahu, Chairman

Lutfije Dervishi, Member

Gani Bucaj, Member

Arta Isufi, Member

Adnan Preniqi, Member
This decision is sent to:

e Universal Service Supplier (KESCO JSC), and
e ERO Archive



