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FULFILLMENT OF THE REPUBLIC OF ARMENIA'S OBLIGATIONS UNDER THE ENERGY SECURITY TREATY

Hovsep Khurshudyan
President of the ''Free Citizen'' NGO

The security component of the CEPA covers energy security, regional security, peace and stability, control of the proliferation of conventional arms, trafficking, cybersecurity, and food security. This report presents the Republic of Armenia’s commitments in the field of energy security and the progress of their implementation.
In the Preamble to CEPA, the Parties specify as follows:
COMMITTED to enhancing the security and safety of the energy supply, facilitating the development of appropriate infrastructure, increasing market integration and gradual approximation with the key elements of the EU acquis referred to hereinafter, including, inter alia, by promoting energy efficiency and the use of renewable energy sources, taking into account commitments of the Republic of Armenia to the principles of equal treatment of energy-supplier, -transit, and -consumer countries;
COMMITTED to high levels of nuclear safety and nuclear security, as referred to hereinafter; EU/AM/en 8 ACKNOWLEDGING the need for enhanced energy cooperation, and the commitment of the Parties to fully respect the provisions of the Energy Charter Treaty;
Article 42 of Chapter 2 (CHAPTER 2: ENERGY COOPERATION, INCLUDING NUCLEAR SAFETY) highlights the importance of developing energy strategies and policies, including for the promotion of energy security and diversity of energy supplies and power generation.
High levels of nuclear security, on the basis of international guidance and practices, are prioritized, too.
ARTICLE 123 Customs cooperation 1. The Parties shall strengthen cooperation in the area of customs in order to facilitate trade, ensure a transparent trade environment, enhance supply chain security, promote safety of consumers, prevent flows of goods infringing intellectual property rights and fight smuggling and fraud.
Implementation of the Republic of Armenia’s Commitments under the CEPA in the Field of Energy Security
[bookmark: _GoBack]To achieve the objectives outlined in the CEPA, the following actions are envisaged:
· Enhancing energy security and diversification of energy sources, along with enhancing energy effenciency;
· Developing competitive and transparent energy markets;
· Promoting renewable energy sources and improving energy efficiency;
· Facilitating the exchange of technologies in energy security and waste management;
· Ensuring the safe decommissioning of the Metsamor Nuclear Power Plant and planning for the establishment of new replacement infrastructure.
Within the framework of the above-mentioend commitments, the Government of Armenia has undertaken a number of reforms since 2018, the most notable being the development of competitive energy markets. In line with that provision, efforts were made to liberalize and de-monopolize the electricity distribution market. As a result of reforms initiated in 2018, Armenia’s electricity market was liberalized on February 1, 2022. This enables organizations other than the Electric Networks of Armenia (ENA), holding a supplier or wholesale trader license, to act as intermediaries between producers and consumers. This means that licensed suppliers can now purchase electricity from generating stations and sell it directly to consumers, effectively ending ENA’s monopoly as a supplier and enabling the establishment of market-regulated, balanced electricity prices.
Another major reform relates to the development of solar energy, particularly through state-supported household solar panel installations. Under this initiative, distribution networks purchase the annual surplus of solar energy generated by households. Additionally, the government subsidizes 10% of the 10–15% interest rates on loans taken by citizens to install solar panels. Approximately 30,000 households have benefited from this program. The resulting increase in the solar energy share in Armenia’s energy mix has enhanced the country’s energy independence and security, while also addressing social issues for a broad segment of the population. However, the subsidy is set to end on July 1, 2025, which will be a blow to the growth in this sector. We believe it appropriate for the Government to extend this program.
In general, the primary barrier to further solar energy development lies in the instability of daytime solar generation. The increase in solar production has led to significant daytime energy surpluses, which the current infrastructure is unable to store or export. No demand-side incentives are in place to manage this surplus. Consequently, to balance grid fluctuations, other power plants — including nuclear facilities — must be disconnected, substantially increasing the cost per kilowatt. It should be noted that such issues are not unique to Armenia and are common in countries with advanced renewable energy sectors. Proven solutions include:
· Introduction of demand management toolkits to stimulate energy consumption during surplus hours and reduce it during peak demand, using pricing and other tools — without raising the average tariff level and while continuously ensuring the protection of vulnerable groups;
· Promotion of storage systems for both residential and commercial use;
· Support for emerging energy technologies, such as heat pumps and electric vehicles, etc.
The installation of energy storage systems only can enable entire settlements to transition to autonomous energy supply systems which is of major strategic importance especially for border settlements.
In Armenia, when formulating policies to solve energy problems, the authorities often ignore or even refuse to listen to the proposals, made by solar energy companies. It is noteworthy that the representatives of these companies were not invited to participate in the NA hearings dedicated to solving problems related to the ENA.
Other important issues include corruption and patronage within ENA, as reported by energy producers in informal settings. Thus, ENA’s leadership does not ensure fair competition and grants licenses to companies affiliated with it (its leadership). Furthermore, in the past ENA negotiated with the Government of Armenia to secure an 8% net profit margin on electricity generation. In conditions of inflated costs, the state's guarantee of this profitability is a heavy burden for consumers.
According to official data, Armenia's energy efficiency is approximately 2.7 times lower than the EU average and 1.7 times lower than the average for Eastern European countries. Moreover, Armenia remains highly dependent on imported fossil fuels — a dependency that has deepened over the past decade. Between 2009 and 2019, the share of fossil fuels (petroleum products and natural gas) in the primary energy supply structure increased by 1.6 percent, reaching 70.6 percent in 2019. During the period under review, two main trends are observed in the structural changes of primary energy supply and imported fossil fuels: an increase in the share of natural gas and a decrease in the share of petroleum products. Natural gas maintained and strengthened its dominant position, accounting for 60 percent or more throughout the period. In fact, over 95 percent of the growth in primary energy supply during this period was due to natural gas, primarily driven by increased demand from light passenger transport and households.
Reducing dependence on imported fossil fuels is a priority for Armenia, with the primary strategy being the steady development of renewable energy. Over the past decade, the share of renewables in the country’s primary energy supply has fluctuated between 11 and 12 percent. In 2019, renewable energy accounted for 11.7 percent (excluding biofuel, this figure stood at 5.7 percent).
To fully replace natural gas with solar energy—assuming domestic demand remains constant—Armenia would need to build 700 MW of renewable energy capacity (excluding hydropower). As of the first half of 2021, approximately 150 MW of such capacity was already operational.[footnoteRef:1]  [1:  https://www.arlis.am/DocumentView.aspx?docid=161408 ] 

An important step in this direction was the approval of the “MASDARARMENIA PROJECT” investment program by RA Government’s Decree No. 1922-L of December 26, 2019,[footnoteRef:2] which envisaged the construction of two 200 MW photovoltaic plants in the Talin sub-region of the Aragatsotn region: “Ayg-1” and “Ayg-2”.[footnoteRef:3] Financial institutions interested in its financing—including the European Bank for Reconstruction and Development (EBRD), the German DEG, the French PROPARCO development agencies, and the UAE-based Masdar Company—were prepared to invest 200 million USD. The tariff for the produced electricity was set at 0.0290 USD or 11.23 AMD per kilowatt-hour (kWh).[footnoteRef:4] [2:  https://web.archive.org/web/20220804083631/https://www.e-gov.am/gov-decrees/item/33223/ ]  [3:  https://web.archive.org/web/20220331121300/https://www.ecolur.org/hy/news/officials/13267/ ]  [4:  https://www.hetq.am/hy/article/157962 ] 

The ownership structure of the plants would be as follows: Masdar Clean Energy Company – 75%, Armenian National Interests Fund (ANIF) – 15%, with the owner of the remaining 10% share currently unknown.[footnoteRef:5] [5:  https://www.gem.wiki/Ayg-1_solar_farm ] 

The Ministry of Environment of the Republic of Armenia issued a positive conclusion on the EIA report for the construction of Ayg-1 back in 2023. It was planned that the plant would be built within two years and commissioned in 2025. However, for unknown reasons, construction has not been launched yet.
As for another branch of renewable energy, wind power, maps of Armenia's wind energy resources were developed in 2003. According to these assessments, the total capacity of economically viable wind power plants is estimated at about 450 MW, with an annual electricity generation potential of 1.26 billion kWh. The main promising sites were identified as Zod Pass, Bazum Mountains (Karakhach and Pushkin Passes), Jajur Pass, Geghama Mountains Region, Sevan Pass, Aparan Region, the highland zone between Sisian and Goris, and the Meghri Region. However, as of July 1, 2019, only two wind power plants were generating electricity, with a total installed capacity of 2.9 MW. Two additional wind power plants, with a capacity of 5.3 MW, are still under construction. According to the Public Services Regulatory Commission's Decision No. 159-N of May 29, 2019, the tariff for electricity supplied from wind power plants from July 1, 2019, to July 1, 2020, was set at 43.585 AMD/kWh excluding VAT for plants licensed before November 1, 2018. For wind power plants with an installed capacity of up to 30 MW, licensed after November 1, 2018, the tariff was set at 24.233 AMD/kWh.
This tariff is set and adjusted by the Commission in accordance with the methodology adopted by its Decision No. 88-N of April 22, 2018. Under this methodology, the tariff for wind power plants is indexed annually, based on fluctuations in the exchange rate of the Armenian dram against the US dollar and changes in the consumer price index in Armenia, and applies for a specific period. For wind power plants with an installed capacity exceeding 30 MW, tariffs are determined within the framework of separate investment programs.[footnoteRef:6] [6:  http://www.minenergy.am/page/verakang ] 

It is important to note that the development of renewable energy, in addition to macroeconomic support and promotion, often requires direct microeconomic intervention and support. For example, the energy potential of landfills remains unused to this day.
In this context, the story of the closure of the biogas plant, which derived biogas from the manure of the Lusakert poultry factory is noteworthy. Approximately 250 tons of liquid poultry manure were processed there daily, resulting in biogas with a methane concentration of 60–70%. A gas engine and generator operated on this biogas. According to the European experts involved in the Kyoto Protocol, the Lusakert Biogas Plant or “Lusakert Biogas Plant” CJSC, was commissioned in 2008. One of its shareholders was the Norwegian Vekst Foundation. An initial investment of 5.2 million EUR was made (with plans to expand investments up to 10 million EUR), and the plant generated 7 million kilowatt-hours of electricity annually. As a matter of fact, the generated electricity was sold to the Armenian power grid at a rate of 35 AMD per kilowatt-hour.[footnoteRef:7] Simultaneously, the plant reduced greenhouse gas emissions by 27,000 tons of CO₂ annually. The plant has been inactive since 2013 due to financial difficulties. These financial problems arose when the government failed to grant the promised VAT exemptions (on imported equipment). Additionally, the discussions with the government back at the planning stage had focused on the possibility of introducing penalties for uncontrolled disposal of livestock breeding waste from large livestock farms and poultry factories. It was believed that imposing penalties for uncontrolled disposal could have incentivized investment in alternative energy in Armenia. However, these measures were not implemented, and the situation has not changed since. [7:  https://armenpress.am/hy/article/448595 ] 

Following these developments, the plant’s Norwegian and Danish partners—specifically, the Norwegian Vekst Foundation, the Danish Development Fund (co-investors), and the Danish engineering company Bigadan, which configured the technology—withdrew from the project. The Norwegians held a 16% stake, while the Danes each held 13%. In 2019, the Manukyan family attempted to revive the plant by cleaning the tanks and re-engaging with authorities on the tax issues related to the imported equipment. However, negotiations with the government failed again.[footnoteRef:8]  [8:  https://arm.sputniknews.ru/20231008/hhum-kasecvel-e-kensagazi-artadrutjan-miak-licenzian-gvortsarani-hamar-gnvord-en-pntrum-66954209.html ] 

Subsequently, in October 2023, the Public Services Regulatory Commission of the Republic of Armenia made the decision to revoke the plant’s license. The biomass used at the biogas facility was processed into organic fertilizer, which is highly beneficial for agricultural use. To promote biomass processing as a profitable business, using models such as “biomass–biogas–organic fertilizer” or “biomass – biogas – electricity and thermal energy – fertilizer,” legislative regulation is essential. This regulation should boil down to setting a requirement for producers to pay waste collection and processing entities based on the weight of the waste, in alignment with European practices.[footnoteRef:9]  [9:  www.mathnet.ru/links/434d0b29615e0924254275313da59a7a/nuaca271.pdf ] 

One of the obstacles to the development of the biogas energy sector in Armenia is the absence of a functioning carbon credit system. Such a system allows enterprises that reduce greenhouse gas emissions to earn credits for each ton of emissions reduced. These credits can then be sold to entities exceeding emission limits.
In addition to altering the structure of energy consumption, the Armenian government is also taking steps to diversify energy sources within the existing framework. Thus, in 2022, a charter for strategic cooperation in the nuclear energy sector was signed with the United States, initiating negotiations for the construction of a 300 or 600 MW modular nuclear power plant of American design in Armenia. The new facility is expected to be commissioned by 2035, aligning with the decommissioning timeline of the Metsamor Nuclear Power Plant.
Simultaneously, negotiations are underway to arrange gas imports from Turkmenistan to Armenia via Iran’s gas infrastructure. This initiative could significantly reduce Armenia’s dependence on Russian gas supplies.
Another key direction for enhancing energy security and reducing external energy dependence is improving energy efficiency. Expert assessments suggest that energy efficiency measures could lower energy consumption by households, government and community institutions, and industrial enterprises in Armenia by approximately 30 percent.
For this purpose, on April 12, 2018, the Government adopted Decree No. 426-N, which establishes technical regulations for energy effeciency in newly constructed residential multi-apartment buildings and facilities built with state funding. Construction norms and energy certificates were also established by a separate ordinance. In addition, on June 8, 2023, the Government adopted Decree No. 916-N, which regulates synthetic paints and varnishes, contributing to the regulation of the use of heat-insulating and energy-saving coatings on buildings and structures. It is also worth noting the need to take steps toward centralizing the heating of multi-apartment buildings, which could reduce gas consumption for apartment heating by 35–40 percent.
Last but not least, the authorities do not pay sufficient attention to the management of this sector. Specifically, immediately after the revolution, the Ministry of Energy was abolished and merged with the Ministry of Territorial Administration and Infrastructure. The position of Deputy Minister for Energy within the Ministry of Territorial Administration and Infrastructure has been vacant for a long time now. The Government justifies this by citing the lack of qualified personnel, which cannot be considered a valid reason.
In conclusion of the report, we shall present the scope of activities for the implementation of commitments undertaken by Armenia under CEPA, according to which a significant portion of the activities has yet to be fulfilled.[footnoteRef:10] Thus: [10:  https://eu-armenia.am/energy ] 

The following actions were planned to be completed by 2024 but remain unfulfilled:
❌ Accountability of investments in the energy sector:
Develop a procedure for reporting to the state on investments in the energy sector and related standards, in accordance with EU Regulation 1113/2014.
❌ Establishment of norms for hydrocarbon extraction:
Establish standards and regulations for hydrocarbon extraction applicants, in accordance with Directive 94/22/EC.
The following actions were planned to be completed by 2025 but have yet remained unfulfilled:
❌ Development and implementation of a comprehensive energy saving and energy efficiency policy:
Including setting an annual target for reducing energy consumption by 0.24 - 0.28% of total energy consumption per year, as defined in Directive 2012/27/EC.
❌ Reconstruction of 3% of the area of ​​public institution buildings with energy-saving standards per year.
Defined by the same Directive 2012/27/EC.
❌ Development of an energy-saving policy for operations and procurements in state and local government bodies.
As well as an action plan, as defined by the same Directive 2012/27/EC.
❌ Regulation of heating systems.
In particular, introduce regulations on the use of heating, regulations aimed at measuring the amount of heat used and limiting it, as defined by the same Directive 2012/27/EC.
❌ Modernization and remote reading of gas meters.
Introduce the possibility of remote reading of natural gas meters, ensuring the measurability of gas consumption data, as defined by the same Directive 2012/27/EC.
❌ Introduction of energy labeling of products.
Establish an obligation for manufacturers, importers, sellers and suppliers to place mandatory labels on electrical appliances indicating energy efficiency classes in accordance with the standards of Directive 2010/30/EC.
❌ Introduction of a nuclear energy policy.
Develop and implement a legislative and institutional framework for nuclear energy, as well as establish an authorized body that will define, develop and monitor nuclear safety standards (Directive 2009/71/Euroatom).
❌  Introduction of a fuel waste management system.
Adopt and implement legislative acts related to the generation, storage and management of fuel and radioactive waste (Directive 2011/70/Euroatom).
The following actions are planned to be implemented by 2026.
❌ Introduction of a minimum national fuel reserve requirement.
The state is committed to establishing a regulation on having a reserve of gas and other fuels for at least 61 days of consumption, as required by Directive 2009/119/EC.
❌ Compliance with the threshold of energy carriers in cogeneration.
Provide for energy carrier ratios for mixed energy generation, as defined in the Annex to Directive 2015/2402/EC.
❌  Implementation of a policy on energy profiling of buildings.
Introduce energy certification, energy efficiency compliance, and climate control systems for buildings and structures, as defined in Directive 2010/31/EU.
The following actions are planned to be implemented by 2027.
❌  Implementation of a system for security and stability of the electricity market.
Introduce guarantees of balancing supply and demand in the domestic electricity market, system stability, including through sufficient investments, as defined in Directive 2005/89/EC.
❌ Preparatory work is underway to draft legislation on radioactive waste management. A strategy has been adopted.
As per our assessment, such an unsatisfying situation in the implementation of the CEPA is due to the following factors:
1. A severely inadequate level of capacity among the staff of relevant state bodies implementing the commitments undertaken under the CEPA (hereinafter referred to as the “Commitments”).
2. Low motivation among some employees of relevant state entities implementing the Commitments to enhance their capacity.
3. Deliberate sabotage by some employees of relevant state bodies implementing the Commitments, due to domestic and foreign political reasons.
4. Institutional/structural issues (e.g., dissolution of the Ministry of Energy and long-term absence of a Deputy Minister for Energy and Energy Policy at the Ministry of Territorial Administration and Infrastructure, absence of an entity for European Integration and Approximation in the form of either a Ministry or a Deputy Prime Ministerial institution) 
5. Insufficient pace of development and alignment of the legislative framework in the energy and environmental sectors with EU standards 
6. Insufficient level of monitoring and control of the work carried out by the public/civil society towards the implementation of commitments due to the lack of appropriate financial resources.
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