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Executive summary

Southeast Europe is experiencing a wave of hydropower projects. In a region with a
deadly combination of Europe's last wild rivers, rampant corruption and inadequate
nature protection, the potential for damage is immense. Aecent study' by Dr Ulrich
Schwarz found that almost half of the planned projects are in protected areas.

In order to address this issue, we need to know who is making it happen. This research
aims - to the extent possible given the secrecy around thenfancial sector- who are the
main actors involved in financing hydropower projects in the region, both overall and
inside of protected areas.

Based on sceening of 18D projects, we have identified 13% greenfield plants® either

being planned now or havic AT OAOAA 1T PAOAOGEI T OET AA ¢nmus
mean new hydropower plants built on locations that were not previosly developed. Out

of these, 200 are in operation and 113&re under construction.In spite of the damage

already done, there is mu ch that can still be prevented: 994 of the identified

projects are either planned or potential . The real number is even higher hundreds

of new plants are planned in Serbia but could not be included in the research with the

time and resources available, gpecially as the national cadastre of small hydropower

plants is currently being revised.

In 989 out of 1355 greenfield projects the prgect company was identified. 343of these
projects are in protected areas. The companies involved range from large stadened
enterprises to very small local companies. Most projects are carried out by domestic
companies. In Montenegro, involvement of a series of companies owned or regented
by people known to be close to the ruling party has been observed.

Of projects involving foreign investment, Austria, Italy, Germany and Norway are the
most frequently represented. Austria's Energy Eastern Europe Hydro Power GmbH is
involved in no less than 27 projects, of which llare in protected areas. Another
Austrian company, the Kelag group, is involved in 13 greenfield projects, of which 9 are
in protected areas.

In 142 greenfield projects we have positively identified some financing sowes'. It is
likely that most of the potential projects and many of the actively planned projects do

Schwarz, U., 2015. Hydropower Projects in Protected Areas in the Balkan Region. RiverWatch & EuroNatur, 34 pp.

The research examined 1640 planned and potential projects in the region and found that no less than 49% of these or 817
projects are in protected areas. Of these, 113 are in National Parks, 23 in Ramsar sites, Biosphere Reserves or World Heritag
sites, 13l are in Natura 2000 areas, 268 are in Nature Parks, nominated Emerald Sites or nature reserves, and 282 are in other
protected areas such as landscape protection, natural monuments, official enlargement proposals and other officially desigdat
areas.

This excludes plants that already existed but were renovated, plants that have been in operation for more than 10 years, and a
small number of plants (11) which are planned to make use of existing structures like weirs, dams and mills.

This financing is h most cases for the construction of the project but in some cases is for project preparation rather than the
works themselves.



not yet have financing secured, while others cannot be traced due to commercial bank
secrecy.The European Bank for Reconstruction and Development (EBRD) ha s been
the most important actor (at least 51 greenfield plants supported with at least

EUR 240 million). The European Investment Bank (EIB) has provided the largest
amount of financing by volume (EUR 437 million for 5 plants).n addition, the EIB has
provided over EUR 22 million to at least 19 small and mini hydro power plants through
commercial banks in the region. The EBRD has provided EUR 14 million for 8 plants.
Both the EBRD and EIB have declined to identify the names of the projects, citing client
confidentiality. 4 EA 77 O A " AT E8O )1 OAOT AQEQ)Thad
supported at least22 greenfield hydropower projects either directly or through financial
intermediaries.

At least30 projects supported by multilateral development banks are eith  er inside
of, or clearly impacting on, protected areas . Again,the EBRD is most visible here,
with 21 such projects.

39 greenfield projects with commercial bank financing were identified. This most likely
represents only a relatively small percentage othe total. Of those identified, 7 are in
protected areas.

Of other public banks and funds, most active in supporting greenfield projects has

been Germany's KfW and its subsidiary DEG, with 8 plants, 4 in protected areas in
Macedonia and Bosnia and Herzegovina. The Norwegian export credit agency, GIEK,
has not been confirmed to have backed any projects so far, but it has agreed to provide
money for a joint EUR 55 million fund with the Montenegrin Investment and
Development Fund (IRF) to finance small hydneower projects.

Given the above, it is clear that concerted action is needed. All financial institutions need
to disclose all of their planned and approved loans for hydropower projects and to adopt
or better implement stricter environmental standards including no-go zones on rivers of
outstanding quality. Some also need to tighten up their criteria on lending to politically
exposed persons.

The EU too can play an important role. As well as better supervising the financial
institutions in which it has a decisionmaking role (the EIB and EBRD) and better
regulating EU companies operating outside the EU, it needs to be more active in
promoting the adoption of EU nature and water protection legislation in accession
countries and the countries of the Energy Community. Ultimaty, if the problems caused
by hydropower plants are not prevented in these countries, the whole renewable energy
sector will face a backlash.

&ET |
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1 Introduction

During the last decade, southeast Europe (SEE) has experienced a wave of hydropower
projects. Bulgaria moved fastest to hand out concessions on small rivers and streams in
the late 1990s and early 2000s and was joined by others in the m2D00s. Albania was
the most active in this regard, awarding concessions for no less than 435 hydmper
projects from 2007 to 20135 The negative social and environmental consequences have
caused debate, protests and lawsuits in Bulgaria and Albania, yet other countries in the
region have not learnt from their experiences. Macedonia, for example, is cuntty very
active in awarding concessions for the construction of small hydropower plants (SHPPS).
In Serbia the real number of planned HPPs is unknowqnthere are more than 800 small
hydropower plants on the national register of SHPPs, but this is currentlbeing revised.
What all the countries have in common is that there is a need to be vigilant. New projects
are constantly appearing, while projects which were developed decades ago are rarely
officially cancelled. Decade®ld projects such as the Gorniji Brizonti complex in Bosnia
and Herzegovina, Ombla in Croatia and Moraca in Montenegro keep-appearing no
matter how environmentally or economically unacceptable they are.

No area is too sacred to have been left untouched by this outbreak. A recent stumyDr
Ulrich Schwarz which examined 1640 planned and potential projects in the region found
that no less than 49% of these, or 817 projects, are in protected areas. This research
investigates - to the extent possible given the secrecy around the finandiaector - who
are the main actors involved in financing new hydropower projects in the region, both
overall and inside of protected areas.

The research does not pretend to provide a complete picture of hydropower
development in the region, but to the betsof our knowledge it provides the only publicly
available resource so far which attempts to bring together data from several countries in
the region. The most major gap is Serbia, where we were not able to include anywhere
near the real number of plants die to time constraints and confusion about which plans
are still current as the country's cadastre of small hydropower plants undergoes
revision. There are also numerous issues in all countries with lack of official data,
inaccurate and contradictory data,duplications of project and river names, different
names for the same projects, contradictory information about whether plants are in
protected areas, and failure by the investors and authorities to admit when projects are
cancelled. Nevertheless, we havigied to capture the situation as accurately as possible,
and believe that the database gives a picture of the main trends. The methodology is
provided in Annex I.

5 http://eccsf.ulbsibiu.ro/articole/vol91/917kraja.pdf



2 Overview of results

Based on screening of 182 projects, we have identified 1355greerfield plants® either

being planned now or having entered operation since 20050ut of these, 200 are in
operation, 113are under construction, and823 are actively planned , and a further 171
are regarded as potential projects rather than current one&The good news is that in
spite of the damage already done, there is much that can still be prevented.

As mentioned aboveijt is clear that the real number of existing and planned plants

is much larger , but this provides a sizeable sample on which to asses$io are the main
players. Plants which entered operation within the last ten years have been included in
the research in order to get a picture of the financing, as it is rarely possible to get an
insight into the financing of a project which has not beerealised yet.

Of the greenfield plants identified, the largest number are in AlbaniadB6) followed by
Bosnia and Herzegovina, Macedonia, Montenegro, Croatia, Kosovo, Serbia (though the
real number is much larger) and Slovenidn Greece, only the Aoos veer was included, as
the upper reach of Albania's Vjosa. Only at a late stage of the research were six planned
greenfield plants identified, but due to the lack of time and information available they
have not been included in the analysis.

Bosnia and
Herzegovina

Bulgaria Croatia Kosovo Macedonia | Montenegro |Serbia  Slovenia | TOTAL

Number of

greenfield

plants per
country

436 236 79 116 96 172 128 57 35 1355

Of those greenfieldplants whose capacity could be identified, almost all which have
started operating since 2005 have been less than 10 MW. Of those potential or planned,
there are also a large number (54) larger than 10 MW.

Number of greenfield >10 (including 10 MW)

plants - MW capacity

Built plants 14 29 3

Planned plants 24 67 54

Meaning new plants built on locations that were not previously develop# This excludes plants that already existed but were
renovated and a small number of plants (11) which are planned to make use of existing structures like weirs, dams and mills.

Others already existed before 2005 (279), too little information was availale to identify them (130), they were duplicates of
other projects (46), they are planned conversions of already existing dams, mills or weirs (11) or they have been canceli@d (

'Actively planned' means they have been offered for investment,@ncession has been issued, or other planning such as studies,
inclusion in planning documents or public statements by decisiomakers have been undertaken within the last 3 years. The
category ‘potential' denotes cases where potential has been identifien a study but no action has been taken to develop
investment projects, plus projects such as those on the River Drava in Croatia which have been around for decades and cuyrent
seem unlikely to go ahead, but which have never officially been cancelleddacould re-emerge.
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Hydropower plants in protected areas

Out of the 1355greenfield plants identified, 563 of them have been identified either in
the recent study by Dr Schwarz or in subsequent data updates as being in protected
areas.Of these, 71 are already operating, 44 are under construction an d 299 are
planned/potential.

Albania's stuniing Vjosariver. This section would be impounded if the Kalivac project goes ahead.

2.1 The companies behind the projects

In 989 out of 1355 greenfield projects we have been able to identify the companies
which manage the projects (project sponsors). 343 of the projects with identified
sponsors are in protected areas. Most of the companies carrying out small hydropower
projects are relatively anonymous small companies, while as expected, the larger energy
companies such as the statewned Elektroprivreda companiesin Croatia, Serbia and
Bosnia and Herzegovina are often behind the larger projects, either with private
partners as in the Gorna Arda case in Bulgaria or not, for example in the Boskov Most
case in Macedonia. In Albania almost all the projects are carriegut by the private
sector, including the larger ones, ranging from welknown names such as EVN (Ashta)
and Statkraft (Devoll) to those much less obviously associated with the energy sector,
such as Italian waste management company Bechetti (Kalivac).

Very few of the companies have any significant internet presence, but depending on the
country and on whether its business register discloses company owners, it has
sometimes been possible to see who are the investors behind the companies (either
individual people or other companies). The most noticeable results here are:



In Montenegro, involvement of a series of companies owned or represented by
people known to be close to the ruling party has been observed (see Montenegro
country profile). It is unclear whether this trend is more present in Montenegro than in
the other countries or simply better exposed there.

While most projects are carried out by domestic companies, out of those which involve
foreign investment, countries neighbouring the region and thse with a strong
hydropower tradition such as Italy, Norway and Austria are the most frequently
represented. The presence of Austrian companies and banks, as outlined in the box
below, is most pronounced .

There are few companies with more than a few preicts, butone company stands out:
Energy Eastern Europe Hydro Power GmbH , owned by Wien Energie- Wienstrom
GmbH; EnergieZotter-Bau GmbH & CO KG and Fras Beteiligung und Beratung GmbH
(Austria). It is involved in no less than 27 projects, of which 11 are in protected
areas (see table on page 12).

The controversial Medna Sana project built by Austria's Kelag group near the Sana springs in Bosnia and Herzegovina.

Another Austrian company,the Kelag group and its Slovenian subsidiaryinterenergo,

is involved in 13 greenfield projects, of which no less than 9 are in protected areas.

One of theseMedna Sana, has for several years been subject to protests by local people
supported by NGOs like the Center for Environment, as it is being constructedar the
source of the beautiful Sana river in Bosnia and Herzegovina. Kelag is owned by the
Kaernten public authority (Austria), RWE (Germany) and Verbund (Austria, in turn half
owned by the Austrian government)?

°  http://konzern.kelag.at/content/page_eigentuemer-9268.jsp


http://konzern.kelag.at/content/page_eigentuemer-9268.jsp
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Austrian companies and banks

Austria is perceived internationally as one of the more environmentally conscious countries,
but if it wants to keep this image it will need to address the activities of its companies and
banks in the hydropower sector in southeast Europe.

In addition to Energy Eastern Europe Hydro Power GmbH and the Kelag group 's involvement
in numerous projects, including those in protected areas, various Austrian companies and

banks have been involved in hydropower projects across the region. A few of the more
striking ones incl ude:

Enso Hydro GmbH and the Development Bank of Austria (OeEB - Oesterreichische
Entwicklungsbank AG)'s involvement in the Lengarica project on a tributary of the Vjosa river
in Albania

EVNSs involvement in the planned Gorna Arda cascade on the Arda riv er in Bulgaria and its
construction of the  Ashta 1 and 2 projects in Albania

GLA Holding 's involvement in the SHPP projects Jasicje and Ocka Gora in Montenegro and the
Sutjeska S3, S-J 2 and S- J 3 Jabusnica projects near the Sutjeska National Park in Bosnia and
Herzegovina

Erste & Steiermaerkische Bank is the most frequently occurrin g commercial bank identified in

projects in Montenegro and Serbia, including some in Montenegro which have clear links to
politically exposed persons (see Montenegro country section).

Interenergo/Kelag
(plants marked * are in protected areas)

Bosnia a'f‘d *Medna Sana 1 Bosnia af‘d Melina/Novakovici
Herzegovina Herzegovina
Bosnia a’.‘d Zapece Montenegro *Vrbnica 1
Herzegovina
Montenegro *Vrbnica 2 Serbia Vlasotince
Kosovo *Decan cascade / Decanit (Decan) Kosovo *Peja cascade / Kugishta
oo
Kosovo *Pejacascade / Drelaj 1 (also Drelajt) Kosovo Peja cascade / Shtupeq (also Shtupe
also Shtupec)
Kosovo *Peja cascade / Drelaj 2 (also Drelajt Kosovo *Peja cascade / Rugova
Kosovo Lumbardhi 2




Energy Eastern Europe Hydro Power GmbH

(plants marked * are in protected areas)

Montenegro Vusanje/Grla, Montenegro
Macedonia Banjanska cascade / Banjanska 1
Macedonia Banjanska cascade / Banjanska 2
Macedonia Brestjanska
Macedonia Ljubanska
Macedonia *Mala Reka
Macedonia Golemaca
Macedonia *Malinska Reka
Macedonia Kriva reka (1)
Macedonia Kriva reka (3)
Macedonia * Toranica
Macedonia Recanska
Macedonia Dupnica
Macedonia Ljutacka (also Jutachka)
Macedonia *Oraovica
Macedonia *Gabrovskal (also Gabrovnica)
Macedonia *Gabrovska?2 (also Gabrovnica)
Macedonia *Ljubotenska reka
Macedonia *Bregalnica
Macedonia *Kadina Reka

Bosnia and Herzegovina Janjina J2

Bosnia and Herzegovina *Botasnica Usce

Bosnia and Herzegovina *Rujevica Usce

Bosnia and Herzegovina *Cardak

Bosnia andHerzegovina Radojna

Bosnia and Herzegovina Suceska RS2

Bosnia and Herzegovina Suceska RS-1




2.2 The projects &financiers

Most small hydropower projects are financed by companies' own resources and
commercial bank loans and guarantees. These cannot be systematically tracked as banks
usually claim they are not allowed to disclose information about their clients. However
occaspnally news emerges of a particular deal.

In other cases projects have not yet managed to attract financing. We believe this is the
case for all of the 171 'potental’ projects and many of the 823eing actively planned.

In 142 greenfield projects we hawe positively identified some financing sources for the
project.’®

Financed by own i eterE] Commercial banks  Other public

Development Bank

resources . :
financing

financing financing

Number of greenfield
projects for which
financing has been

identified, not including
planned or cancelled
support.

47 75 39 29 142

Note: the total is not the sum of other boxes because some projects have more than one source of financing.

Projects with support from multilateral development banks (MDBs) such asthe
European Bank for Reconstruction and Development, World Bank Group and European
Investment Bank make up the largest group, and will be explored in more detail below.
On one hand this is a reflection of somewhat easier access to information about suppor
from international development institutions than about commercial banks. However
this should not detract from the fact that the international financial institutions are
among the leading investors in the region. It should also be noted that even infornar
from MDBs is not complete due to the existence of credit lines channelled through
commercial banks, usually aimed at energy efficiency and smaitale renewable energy
projects. Even though public money is being used, the final beneficiary is usuallptn
disclosed, due to client confidentiality. This needs to change.

'‘Other public funding' refers to a relatively diverse set of financing sources, including
export credit agencies, development finance institutions from particular countries such
as Germanys KfW, or national development funds of the countries where the project is
taking place.

Multilateral Development Banks

It is investors and financiers who are in the end key to whether projects move forward
or not. The international financial institutions claim to be standardsetters and often
enable to projects to proceed which would otherwise not find fundswWe have identified
EUR 819 million of financing for specific greenfield hydropower projects by MDBs. In

1 This includes any kind of support with a financial value, ranging from grants for project preparatioand advisory services to
guarantees to loans covering the majority of project costs.



addition, the EIB has provided EUR 22 mitin for 19 plants in Bosnia and Herzegovina,

Croatia, Macedonia and Serbia through financial intermediaries, which could not be
assigned to particular projects but is known to have been invested in hydropower. The
EBRD has provided EUR 14 million for 8 pias in Croatia, Bosnia and Herzegovina and
Macedonia.

The European Bank for Reconstruction and Development (EBRD) has been the
most important actor (at least 51 greenfield plants financed  directly with at least
EUR 241 million. This does not include theOmbla plant in Croatia for which EUR 123 in
financing was approved in 2011 and subsequently cancelled in 2013. Loans through
financial intermediaries were included where they could be traced but the bank declined
to provide information about the list of final beneficiaries.

The European Investment Bank (EIB) has provided the largest amount of  direct
financing by volume (EUR 437 million for 5 plants).

EBRD EIB IFC MIGA ‘ TOTAL

Number of greenfield projects
identified financed by MDBs 51 5 22 2 74
(excludes plannedand cancelled)

Amount of financing identified

(million Euros) 241 437 18 121

Note: the total of the greenfield projects is not the sum of other boxes
because some projects have more than one source of financing.

In addition the EIB has provided EUR 22 million in support of small greenfield hydro

plants through financial intermediaries in Bosnia and Herzegovina, Croatia, Macedonia
and Serbia in 201602014. The EBRD contributed with EUR 14 million for 8 plants

through commercial banks inCroatia, Bosnia and Herzegovina and Macedonia in 2013

2015. As neither of the banks was willing to share the list of final beneficiaries it was
impossible to assign them to particular projects. The IFC provided EUR 3.4 million to
Credns, an Albanian local bank, in support of 4 projects in 2023014.

4EA 71 Ol Alntetnaibn& 8Fhance Corporation (IFC) has supported 22
greenfield hydropower projects either directly or through financial intermediaries,
including equity in the Lengarica plant in Albania.Seven of these are within the Gjader
Cascade in Albania, for which the IFC provided advisory serviceghis year it has also
provided EUR 5 million for renewable energy and energy efficiency to Unicredit in
Bosnia and Herzegovia for onlending to small projects?, at least some of which are
likely to be small hydropower plants. The bank also plans to provide further funds up to
a total of USD 15 million (EUR 14 million), with the aim of leveraging around EUR 111
million to construct 40 small hydropower plants with a total of 80 MW in Bosnia and
Herzegovina alone'?

" http://ifcextapps.ifc.orglifcext/spi website1.nsf/78e3b305216fcdba85257a8b0075079d/da80fcdc27f7bc8c85257e4b005a3f78
2 http://pubdocs.worldbank.org/pubdocs/publicdoc/2015/10/7793814437952  53068/BiH -Snapshot.pdf


http://ifcextapps.ifc.org/ifcext/spiwebsite1.nsf/78e3b305216fcdba85257a8b0075079d/da80fcdc27f7bc8c85257e4b005a3f78
http://pubdocs.worldbank.org/pubdocs/publicdoc/2015/10/779381443795253068/BiH-Snapshot.pdf

In addition to individual MDB financing, theGreen for Growth Fund (GGF), set up by
the EIB and KfW, with financing from the other IFIs mentioned above, has also finaac
Lengarica directly, with EUR 9.1 million.

As GGF provides financing to small renewable projects in the region throdinancial
intermediaries, it is unwilling to share the data because of being bound by commercial
confidentiality to its clients. It has shared with us the informationthat it has supported
up to 10 small hydropower projects in the region.

MIGA, the World Bank Group's guarantee agency, has together with the IFC supported
Ashta 1 and 1 in Albania. The World Bank's IBRD has supported project feasibility
studies for Zhur 1 and 2 in Kosovo but the financing amount was not identified.

Looking at protected areas, we find at leas0 projects supported by MDBs which are
either in a p rotected area or would clearly impact on a protected area . This is likely

to be an underestimate as projects with an impact on protected areas were added only
in a few very obvious cases such as the Moraca cascade in Montenegro, which is not
sited in a protected area but would impact the Skadar Lake Ramsar site downstream.
Again,the EBRD is most visible here, with 21 such projects. This does not include the
Ombla plant in Croatia (loan cancelled in 2013).

Number of greenfield projects

identified financed by IFls in EBRD
conflict with protected areas

Inside protected areas 21 0 5 0 2 26
Outside protected areas with

direct impact 0 0 5 0 0 4

Total with impact on a 21 0 9 0 5 30

protected area

Note: the total number of projects (30) is not the sum of other boxes
because some projects have more than one source of MDB financing.

Between 1994 and 2011 the EBRD did not finance any greenfieldydropower plants
larger than 10 MW, however it has been very active in smaller plants, particularly in
Bulgaria and Macedonia. However since 2011 it has approved several larger plants in
Georgia and one each in Macedonia and Croatia. The largest hydrogowproject now
planned for financing by the EBRD in the region examined is the Zagreb na Savi complex
in Croatia. While it in principle makes sense to generate electricity close to Zagreb, as
Croatia's largest city and largest electricity consumer, the cophex consists of several
separate hydropower plants (exact number not yet defined), some of which are in
protected areas. The complex would also impact on protected areas downstream on the
Sava.
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The Lesce hydropower plant on Gria's river Dobra has caused numerous problems since its commissioning in 2010.
© Goran Safarek.

The EBRDz is it learning any lessons?

In January 2013, the EBRD's Project Complaint Mechanism ruled that the EBRD had failed to

properly assess the Boskov Most hydropower plant in the Mavrovo National Park in Macedonia,

the Ombla plant in the Vilina Cave - Ombla Spring Natura 2000 site in Croat  ia, and the Paravani
plant in Georgia. In all three cases, the EBRD was found to have violated its own policies by
LPSURSHUO\ DVVHVVLQJ WKH SURMHFWY: LPSDFW RQ ELRGLYHUV
failing to implement procedures that would ensure meaningful public participation in the
decisions about the future of the projects.

In the Ombla and Boskov Most cases, the EBRD approved the projects on the basis of inadequate
environmental assessments before it even had detailed information about the fa una living in the
protected areas, thus denying the public the right to be involved in decision - making while there
was still a chance to make an impact.

Worse still, instead of learning from its mistakes, the EBRD then attempted to water down its
Environm ental and Social Policy during a subsequent policy revision, so that approving projects
prematurely and without all necessary documentation would be allowed more easily. Only thanks

to concerted NGO action and some support from key bank shareholders were t hese rollbacks
avoided in the Environmental and Social Policy approved in May 2014 by the bank's Board of
Directors.

Finally, in May 2013 the Ombla project - approved in November 2011 - was cancelled after
public resistance to the project resulted in an a dditional nature impact assessment study being
carried out. This study found that the project would have serious impacts on the Vilina Cave

Ombla Spring Natura 2000 area near Dubrovnik and the EBRD finally withdrew from the project.

A further nature impact  assessment has hopefully put the final nail in the coffin as it was rejected

by the Ministry of Environmental and Nature Protection in July 2015.

However the Boskov Most and Paravani projects are so far still limping on.




