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Main Directions andResults of theCommission'sActivity

In 2023 the following main events and tendencies took place in energy and water supply sectors:
Electricity

9 The Commission approved a new rule foconnecting small power plants up to 1MW to the
electricity distribution network. The Rule defined transparent and fair principles for connection of
small capacity power plants to the distribution networlgonditions for connection and relevant fees.
The new regulation provides a noiscriminatory approach to the investors and gives them the
opportunity to determine the expenditures in advance and terms for connection to the distribution
network;

9 According to the decisions made by the Commission, electricity consumption tariffs for household
and northousehold consumers were reduced byr@tri, both in Thilisi and in the regions of Georgia.
The reduced tariffs are effective from Januaty 2024

9 Electricity generation(Busbar Delivery) was increaseslightly, by 1% compared to the previous year
and by 13.6% compared to 2021;

1 Based on the data of 2013023, the electricitygeneration(Busbar Delivery) grew by 3.7% on average
annually;

1 Domestic electricity caxsumption in 2023 waseducedby 7.6% compared to the previous year and
by 4.3% compared to 2021;

1 Domestic electricity consumption in Georgia, based on the data of 2223, has increased by 3.3%
annually on average;

1 Electricity consumed by direct consunrs was reduced by 25.4% compared to the previous year and
by 21.8% compared to 2021;

9 Electricity delivered to Abkhazia was reduced by 10.8% compared to the previous year and by 8.6%
compared to 2021;

1 The volume of electricity generated by thermal power phés in 2023 was increased by 2% compared
to the previous year;

1 Inthe reporting year, electricity import decreased bg timescompared to the previos year and by
2.5 timescompared to 2021.

1 Export rate of electricity was 1.5 times more than that of the g@wious year and 3.7 times more
compared to 2021;

1 Inthe reporting year, 3.445 million kWh of electricity was transited, which was% more than the
number of 2022 and 3 times more thathat of 2021.

1 Inthe reporting year, the actual losses of electricity in the transmission network were 2.06%; In the
distribution network the losses amounted t@0.36% for "EnergePro Georgia" JSC and 5.82% for
"Telag"JSC



In 2023, the amounts of normative losses edtahed for the electricity transmission and distribution
system operators are the following: 1.92% in "Georgian State Electrosystem" JSC network; 5.74% in
ATELASI O net wor k -Bro@eorgia"83% network" Ener go

The total installed capacity of poweplants amounted to4,550.09MW (hydro - 3,386.19 MW,
thermal -1,143.2MW, wind - 20.7 MW).

The retail electricity supply market is highly concentratedHHI 20235,092), where the market share
of "EP Georgia Supply" JSC is 56.8%, and the share of "ThiligitEbé&y Supplier Company" LLC is
43.2%;

The market shares for the three largest electricity producessre distributed as follows: "Enguri
HPP" LLCT 25%, "EnergePro Georgia Generation" LLC 12.9% and "Gardabani Thermal Power
Plant 2" LLCT 9.2%. The Hefindahl-Hirschman index of the electricity production segment rated
HHI 2023=916.1

In the reporting year, one 20.00 MW power plant and 6 small power plants were commissioned, with
the total installed capacity of 28.7 MW

In the reporting year, 395 new nro power plants with the total capacity of 30.217 kW were subject
to the net metering regulation. By the end of 2023, 1,143 micro power plants with the total installed
capacity of67,552kW were subject to the above mentioned regulation;

In 2023, "EnergePro Georgia" JSGmproved the SAIDI (average duration aflectricity outages per
consumej by 8.3% and SAIFI (average frequency electricity outages peconsumer) - by 17.3%,
while SAIDI of "Telasi" JSC improved by 2.7% and SAIFI worsened by 1.4%;

Natural Gas

Natural gas remains the main sourder satisfying the final demand for energy;

The share of natural gas in the total energy consumption is small, although it is characterized by an
increasing trend;

99.5% of Georgia's demand for natural gassvmet by import. The Republic of Azerbaijan remains
the main source of natural gas supply for Georgia;

In 2023, the demand for natural gas in the counthasdecreased by 1% and amounted to 2.966 billion
cubic meters;

Consumption of natural gas for houseld purposes in 2023 amounted to 1,341 million3mwhile
consumption for northousehold purposes was equalitdl,625 million m?, including 766 million m3
as the consumption of thermal plants;

In 2023, 28 suppliers operated in the wholesale and retadrket of natural gas;

To meet Georgia's demand, natural gas in Georgia was imported by three suppliers;

The natural gas available on the Georgian market was traded at the wholesale levélisyppliers,
among which the share of three largest suppliesss 95%;



In 2023, compared to 2022, the number of heating degree days significahtigdecreased, which
means that in 2023, compared to the previous year, buildings needed to be heated by fewer degrees;
The process of gasification of new settlements gstsd in 2023, as a result of which, at the end of
the reporting year the number of retail consumers (household and nbousehold) amounted to
1,554,572.

As of December 31, 2023, 20 distribution licensegsre operating in Georgia. Three of them are the
largest licensees ("Thilisenergy" LLC, "SOCAR Georgia Gas" LLC, "SakOrgGas" JSC). The mentioned
three large distribution licensees distributed 90% of the total distributed gas;

With the relevant decisions of the Commission, individually for those enterpés that submitted
information on planned investments to the Commission in accordance with the established rules,
investment plans to be implemented in 2022028 were agreed, with a total value of 267 million GEL;

In 2023, in accordance with tle requiremens of the lawof Georgia on Energy and Water Supply

two natural gas distribution licensees were reauthorized: "Energokavshiri" JSC and "Inter Gas" LLC.
The mentioned licenses shall be effective from the date of determination of the distribution system
operator's tariff for the respective companies. Two natural gas distribution licenses were modified, in
particular, changes were made in the licenses of "SOCAR Georgia @QaG'and "SakOrgGas" JSC and
the license areas of the mentioned companies were expanded;

In 2023,the natural gas distribution tariffiwasadjustedfor the natural gas distributionlicensee, "SG

Gas Company" LLCThe tariffs for natural gas supply, distribution, wheeling, and consumptiarere
setfor "SG Gas Company" LL@r the tariff regulation period of 20242027. These tariffs were
approved by Commi samiDecembd& 21s2023ut i on ®57

Throughout 2023, the Commission received one notification related to the sale of 100% of the shares
of "Varketilairi" LLC to "Thilisi Energy" LLCPursuant to Commission DecisioN52/1 of November

2, 2023, approval was granted for the transfer of 100% of shares of "VarkatilaikC to "Thilisi
Energy" LLC;

In the reporting year, negotiations were conducted in a working format with the licensees afural

gas distribution, namely "SOCAR Georgia Gas" LLC, "Telavgas" LLC, and "SakOrgGas" JSC. As a
result, an agreement was reached on presenting the updated separation plan to the Commission, in
compliance with the separation model and legislation.

Water Supply and Amelioration:

As of December 31, 2023, 8 water supply licensees are operating in Georgia's water supply sector.
Among the licensees in the water supply sector, one enterprise is statmed, five are operated by
municipalities, and two areunder private ownership.

In compliance with the Rule for Appraisal of Investments in the Water Supply Sector, the licensed
enterprises submitted their longerm and shortterm investment plans to the Commission.
Following a thorough review, the Commissiom ppr oved the investment p
Wat er and Powero LLC and ABatumi Watero LLC.
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Two major water supply Ilicensees, iGeorgian W
Company of Georgiao LLC, i nvest edensare praper avater o f
service delivery to all customers. These investments covered the rehabilitation of existing
infrastructure, construction of new networks, and implementation of gividual consumer metering.
iGeor gi an Wat er a firged 7B@W@EL dor thelingproperoperation of the water
supply system and for breaching the obligations stipulated by tlegislation.

The Commi ssion investigated applications submi
more new consumers to the watesupply system. The review identified instances where the company
did not comply with the established rules. As

under the Commission Decision N28/1 of June 15, 2023.

By its Decision N54/5 of November 15,023, the Commission granted preliminary approval for
Georgian Water and Power LLC to expand its service area under its water supply license.

The Commission issued a water supply license to Georgian Water and Power LLC as part of-the re
authorization process by the Decision N62/1 of December 26, 202Fhe same decision (N62/1 of

December 26, 2023) also revoked the water supp
following its merger with AGeorgian Water and
As part of the reauthori zati on process, the Commission i ss|

Watero LLC and fAMarneulis Soptskali o LLC, wunde
The Commi ssion conducted a review of theumt ar i |
Water o LLC, ASachkheri s Ts k alAécardingly, thé Comiission a n d
amended Resolution N17 of August 17, 2010, on Water Supply Tariffs. This amendment established
new marginal water supply tariffs valid from January 1, 2024, endiary 1, 2027.

The Commission amended Resolution N47 of December 27, 2017, on Approval of Normative Losses
in Drinking Water Supply Systems. This amendment established the normative loss levels for
AfGeorgian Water and Power 0 LkLhG,r i 8B aTtsuknail k Wa ta ¢
iSagarejood LLC -2066r the period 2024

Commission Decision N16/2 of March 30, 2023, established key performance indicators (KPIs) for
licensed water supply companies. These KPIs include lower limits, current performancel$gvarget
benchmarks, and acceptable tolerances.

The Commission approved the Irrigation Water Supply Rulbg Resolution N39, of August 30, 2023

. These rules govern the relationship between primary water users and consumers served by the
irrigation system.

The Commission approved the Methodology for Calculating the Service Tariff Provided by the
Primary Water User by Resolution N40, of September 14, 2023. The purpose of this methodology is

to establish the rules and principles for determining the tarifbf the services rendered by the primary

water user.



Miscellaneous:

A Memorandum of @operation was signed between th&eorgian National Energy and Water
Supply Regulatory Commission and the National Energy Regulatory Agency of the Republic of
Moldova.

A Memorandum of @operation was signed between th&eorgian National Energy and Water
Supply Regulatory Commission, the Levan Mikeladze Diplomatic Training and Research Institute of
the Ministry of Foreign Affairs of Georgia, and the Elizbar Eristavi Engrdraining Centerexisting
with the Commission.

The Parliament of Georgia, with the majority votes, elected Davitvalabeishvili to the vacant
position of the member of theGeorgianNational Energy and Water Supply Regulatory Commission
for 6 years. He will occupy the position of th€ommission member for the first term.

A Memorandum of operation was signed between th&eorgian National Energy and Water
Supply Regulatory CommissiorZurab Zhvania School of State Administration and Elizbar Eristavi
Energy Training Center.

The Chairman of the Georgian National Energy and WatSupply Regulatory Commissioavit
Narmania, the membea of the Commission, GiorgiPangani andSenior Adviser to Chairman on
strategic issuedMaia Melikidze participated in theVIIl World Forum onEnergy Regulatiof WFER
VIII), held in Lima, Peru.During the same Forum, a decision to host the IX World Forum on Energy
Regulation (WFER IX) in Georgia in 2026 was e,

Maya Melikidze, theChair of Energy RegulatorRegional AssociatioiERRA)and the Senioradviser

to Chairmanon strategic issuesf the GeorgianNational Energy and Water Regulatory Commission,
was elected as th€o-Vice Chair of the International Confederation of Energy Regulators (ICER).
The Parliament of Georgia, with the majority votes, elected Davit Narmania to the vacant position of
the member of theGeorgianNational Energy and Water Supply Regulatory Commissitar 6 years.
Elections for the Chairman of the Commission were held in the Georgian National Energy and Water
Supply Regulatory CommissionMembers of the Commission voted for the chairman candidate by
secret ballot. According to the voting results, the Commission will ked by Davit Narmania

The Parliament of Georgiawith the majority votes, elected Givi Sanikidze to the vacant position of
the member of theGeorgianNational Energy and Water Supply Regulatory Commission, for 6 years.
He will occupy the position of theCommission nember for the first term.

A Memorandumof Cooperationwas signed between thé&lizbar EristaviEnergy Training Center
existing with the Commission andthe Georgian Renewable Energy Development Association
(GREDA).
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1. Development of regulatory frameworland harmonization with Energy Community acquis

In 2014, Georgia signed the Association Agreement with the European Union, which included the
commitment to harmonize Georgian legislation with the EU Energy Acquis. Furthermore, in 2016, Georgia
signed thefAccession Protocol to the Treaty Establishing the Energy Commumityvhich outlined the
specific terms and conditions for the adoption of Energy Community legislation within Georgia. By signing
the aforementioned Protocol, Georgia committed to incorporatee Energy Community Acquis into its
national legislation.

On December 20, 2019, the Parliament of Georgia passedilav of Georgia on Energy and Water
Suppha initiating a transformative reform in the energy sector. This reform resulted in an expandetk
and increased responsibilities for the Commissiarguiring drafting of several new regulations and blaws.
To achieve this objective, following the enactment of the law, the Commission adopted number of normative
by-laws between 2020 and 2023 relgting energy, based on the best European practices and the experience
accumulated in the Commission over decades.

11



2.1.Electricity Market Transformation

A General Design of the Market and Liberalization Phases

In 2023 the new legislative base was formed and improvdtishould be noted that the mentioned
proces is fully harmonized with theDirectives andRegulations of the 8 EuropeanEnergy Package, as well
as with theAccession Protocol to the Energ@ommunity. Theexistingmarket structure is depicted in Figure
2.1.
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Figure 2.1. Electricity Market Structure

On the wholesale market, electricity is mostly traded througlbilateral contracts. The sale of
electricity is carried out by electricity produces, importers, wholesale suppliers, electiig system
commercial operator (ESCO), and the purchase is carried out by suppliers, direct consumers (who, in
accordance with the new legislation, have been granted the status of large consumers since 2021rteexpo
electricity producers (for station costs), by ESCO, electricity distribution system operators and transmission
system operator (in order to cover losses in the network in the part of electricity purchase).

Electricity producers due to regulationpurposesare of different categoriesn particular:
a) Regulatory power plantstor which the Commission sets fixed tarrifs;

12



b) Partally deregulated power plantgsower plants built before August 1, 2008, the installedgacity of
which is not more than 65MW . For such powelplants the Commission semarginal (upper limit)
tariffs;

c) Deregulated power plantsuilt after August 1, 2008, as well as small power plants (up to 15 MW of
designed capacity) which operate on the market without a tariff defined by th@@mission

d) Guaranteed capacity sources (thermal power planfs) which the Commission sets thdee for
guaraiteed capacity and the margindupper limit) tariff for electricity generation.

For those power plants, designed capacity of which exceeds 15 MM& Commission issues
electricity generation licenses, while those power plants whose designed capacity is up to 15 MW (small
power plants), are exempt from the electricity generation license.

As for the guaranteed capacity sources, they are used for eimgusustainability, safe and reliable
functioning of the whole electricity system of the country and are individually defined by the government
of Georgia, based on guaranteed capacity and the periodrofiiding the system with guaranteed capacity.

The function of the wholesale supplieof electricity is to purchase electricity from the generation
licensee, small power plant, importer and supply of electricity to direct consumer and exporter;

As per electricity import and export activities, they are dergulated and can be carried out without
a licenselt is also possible to carry out electricity exporter activity at free (without a tariff) price.

In the reporting year 2023, the direct consumers on the electricity market were the consumers, who
received electricity (capacity) for their own needs from the network(s)owned by the generation,
transmission or distributionlicensee(s)small power plantor other consumer.

The market operatorin the part of buying and selling electricity shall be authorized to buy and/or
sell electricity based onbilateral contracts or standard conditions obilateral contracts on balancing
electricity, for the purpose of satisfying (balancing) requirements of qualifie@nterprises ESCO also
organizes trade in guaranteed capacity, registers enterprises as participants of wholesale electricity trade,
amends registration data and cancels registration. Market operator pssss and operates the automated
system of commercial meterinASCM) which forms a unified databastr buying and selling electricityand
automatically receives metering data from Automated Meter ReadilyMR) systems Its purpose is to
receive, checkgcollect, group and aggregate the data for settlement of wholesale electricity trade.

Network and system services are provided by theansmission system operator (TS@hd the
distribution system operatorTSO mainly manages the system using SCADA (Supsary Control and Data
Acquisition) system and, at the same time, uses up®rel Automatic System of Capacity Control and
Metering (upper-level AMR system).

Distribution system operatorprovides network services using the networks existing in their
ownership and also in ownership of third person€.osts of wheeling service through the distribution network
are compensated to distributiosystem operatorfn accordance with the tariff set by the Commission.
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Electricity supply on the electricity retail marke is carried out by the universal service supplier,
electricity public service supplier and the supplier of last resort, based on the tariffs set by the Commission.
Also, in compliance with the new structure of the retail market, any interested person cearry out

electricity supply activities based on a free, deregulated price. During 2023, no competitive supplier was
registered in the retail market.

As for retail consumers householdand non-householdconsumers are represented on the market.
Also, since2016 a retail consumer, which possesses migeneration power plant utilizing renewable energy
sourceshas been added to the mentioned categories

Target structure of the electricity market is given on Figure 2.2. based on tHectricity Market
ConceptDesign market liberalization began in 2020 and will be carried out through 2026implies opening
both the supply and consumption sides and entry to both wholesale and retail competitive markets.
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Figure 2.2 Electricity Market Target Structure

The segments of the new wholesale electricity market are: the dajead and intraday market, the
market for bilateral contracts and the market for balancing and ancillary services, and the main entities are
(Figure 2.2): electricity market operators, transmiss system operator, distribution system operator,
electricity producer, trader, supplier, large consumer, organization providing wholesale public services.

The operator of dayahead and intraday electricity marketgrovides: operation of dayahead and
intraday markets; keeping the registry of participants of daypead and intraday markets; Establishing a
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transparent, accessible and reliable financial settlement system for the relevant segment of the organized
market.

The operator of the balancing and antary services markeensures: operation of the balancing and
ancillary services market; purchase of balancing and ancillary services market products; calculation of
imbalance fee; Determining the amount of financial guarantee to ensure payment of balanaiyancillary
services market products and imbalance fees, as well as financial responsibility for products purchased on
this market and establishing a transparent, accessible and reliable settlement system for the relevant segment
of the organized market

Day-ahead and intraday, as well as balancing and ancillary services markets are monopolised licensed
activities, while the bilateral contracts marketas a platform for bilateral contracts, does not require a license
and can be operated by different persons. In addition, , market participants are authorized to conclude
agreements through direct negotiations on the market of bilateral contracts

An important subject on the wholesale market structure is tharganization of wholesale public
service The objectives of the wholesale public service are: supporting renewable energy producers and
participating in the guaranteed purchase agreement and facilit@tithe integration of the electricity
produced by them on the organized market; Support of the universal service provider by providing a stable
cost of purchased electricity and promoting integrationnothe organized market; Security of supply to
consumersn the occupied territory of Georgia (Autonomous Republic of Abkhazia) by purchasing electricity
on the organized market.

The transmission system operatgrovides: determination of the forecast volume of products on the
balancing and ancillary services amkets; managing the electricity system applying the principle of self
dispatch, as well as carrying out other measures necessary for balancing, including activatithe relevant
capacity based on the results of the balancing market; organization ofdressborder balancing mechanism,
which, among others, includes the management of the provision of emergency assistance between electricity
systems; registration of persons responsible for balancing, including balancing service providers, and
assignment brelevant codes; The management and development of the electricity metering system necessary
for the operation of wholesale markets, the availability of hourly metering datéhe transmission system
operator will purchase electricity on the organized whekale market to compensate the losses in the
transmission network.

Distribution system operatoiis a subject of the organized electricity markethich insureselectricity
purchase for compensatintpe lossesn the distribution network and, at the same tirma, ensures management
and development of the electricity meteringsystem needed for retail market operation, as well as
accessibility of hourly metering data and/or relevant load profiles to relevant retail supplier.

The most importantparticipants of the wholesale market arelectricity producers who are structured
as plants which have the public service obligation under the renewable energy support scheme (including
the plants using guaranteed purchase contracts and the schemes supporting generatibnsanof energy
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from renewable sources), deregulated plants (including small power plant with the capacity of up to 15 MW
and plants with the capacity up to 65 MW built before August 1, 2008)he Hectricity Market Concept
Designdefines the schedule of exemption from public obligation of electricity generating stations (Figure
2.3). Plants with public obligations aremandatorily traded on the organized market and the positive
difference between the market price and the tariff séty the Commission is returned to the fundexisting
with the wholesale public service organizatianThis Fundsubsidizes the consumption of Abkhazia and the
plants enjoying the support schemébenefits and alsoensures that the universal service providend the

public service provider are compensated at the organized market price through a contract for difference
mechanism.

01.05.2022 01.05.2024 01.05.2026 01.01.2027 01.01.2031
Plant- 1 {Plant- 2 Plant - 3 Plant- 6 Plant- 10
Total Capacity- 51 MW Capacity - 117.8 MW Capacity - 197.8 MW Capacity- 537.5 MW Capacity - 2371.5 MW
120 < | {Plant- 4
W) SN R . Capacity - 1834 MW
90-120 i Plant- 3 Plant-3
MW) e Capacity - 339.7 MW |Capacity-3397 MW
75-90 iPlant-1 Plant-1 Plant-1
(M) e {Capacity - 80 MW iCapacity-80MW Capacity -80MW
66-75 Plant- 1 {Plant-1 Plant- 1 Plant- 1
(MW) Capacity - 66.8 MW §Capacity - 66.8 MW Capacity - 66.8 MW Capacity - 66.8 MW
50-65 [Plant-1 Plant-1 Plant-1 T Plant-1 i Plant-1
(MW) Capacity - 51 MW Capacity - 51 MW {Capacity - 51 MW Capacity - 51 MW Capacity - 51 MW
01.05.2022 01.05.2024 01.05.2026 01.01.2027 01.01.2031

Figure 2.3. Schedule of Exemption from Public Obligation of Generating Power Plants

The sacalledTradersalso participatdn the wholesale electricity markethey buy and sell electricity

to wholesale market participants. The trader is authorized to tradéth electricity both within the country
and abroad, includingmport and export

According to the existing version of th&lectricity Market Concept Designconsumers connected to
the 35110 kV voltage, with a monthly consumption of more than 0.4 million kWh, are mandatorily
transferred to the free market from July 1, 2021, as for all other consumers (except householsuooers
and small utilities), they are entitled to receive electricity at the consumer tariff regulated by the Commission
until July 1, 2026 as public service obligation In accordance with the legislation, the status and criteria of a
large consumer havéeen defined Large consumestatus entitles the consumer to trade on the wholesale,
bilateral contracts, dayahead andntraday markets, for whichit must be duly registered as a member of the
balancing group, on the balancing and ancillary services mairkas well as participant on the dayahead

and/or intraday market and/or bilateral contracts market. It also has the right to trade on the retail market
and choose several suppliers.

On the consumption side, the wholesale market also includes indepertdsappliers who are
authorized to buy electricity both in the organized and bilateral market. The organized market also includes
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suppliers of universal service, public service and last resort, which supply electricity to the respective
segments of the reiamarket.

As for the retail market, along withlarge consumersgualified consumerswill purchase electricity
from independent suppliersThe universal service suppliesind public service supplieon the retail market
supplieselectricity to small utiliti es and household consumers as a public service obligation atrf
regulated by theCommission. The same supplier is obliged to purchase étectricitysupplied to thenetwork
by micro generationpower plants.

2.2 Main Characteristics of theElectricity Market

The main characteristics of the electrity sector of Georgia in 202@upply and consumption indicators) are
givenin Figure 2.4.
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Figure 2.5. Electricity Generation (busbar delivery) and Consumption

In 2023, electricitygenerdion (busbar delivery hasinsignificantly increased by % comparedo the
previous year, and by 13.6% compared to 202tLlshould be noted that one 20.3 MW an® small power
plantswith a total installed capacity of 8. MW were commissioned the total installed capacity of thgpower
plants put into operation in the reporting year amounted to 29 M\WBased on the data of 2013023, the
generaton of electricity in Georgia increases by an average of &7every year, which, in addition to
hydrology, is due to the electricity generad by power plants put into operation and renovated in the current
years.

As for electricity consumption, in 2023 in Georgia it decreased by6% compared to the previous
year, and ly 4.3% compared to 2021Electricity consumption in Georgiagncreasedby an average of 3.3%
annually in 20132023(see Figure 2.5).

In the structure of electricity generéon, the share of electricity generated from thermalower plants
(busbar delivery insignificantly increased by 2% compared to 2022, and 1.5 time®mparal to 2021 and
the share of thidn the total electricity generated amounted to 23.4%he share of electricity generated from
hydropower plants in the mentioned structure reachie76%, the mentioned data has not changed compared
to the data of 202%&nd itis 6.2% lower tha the corresponding data of 202@\t the end of 2016 the share of
electricity generated by the wind power plant put into operation was 0.6% (see Figure 2.6).
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Figure 2.6. Structure of Electricity Delivered by Power Plants to the Busbar

In 2023, the share of electricity generated by regulated public seniigglropower plantsin the total
electricity generated byhydropower plants amounted to 3%, the share of electricity generated by other
partially deregulatedproducerswas27.3%, the dare ofderegulatechydropower plants amounted t033.3%,
in which the share of generateelectricity (busbardelivery) by the power plants with a capacity of more
than 15 MW was71.26, and the share ofraall power plantsconstituted 28.8% (see Figure.7).

15.6%
6 22.5% 25.7% 32 5% 30.2% 32.1% 33.5%
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Figure 2.7. Structure of Electricity Generation from Hydropower Plants
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In 2023 regulated electricity supply corpanies (universal service suppli and public service
supplier) are presnt with a significant share (5%) in the structure of eletricity delivered to consumers, ti
should be noted that the correspondindatawas 46% in the previous yeaiThe share of direct consumers
decreased fron26%to 21% and the share of electricity supplied to Abkhazia was 21Bespite the factthat
more andmore companies are moving from the regulated supplier service area to the free market in parallel
with the market liberalization process, in 2023 the share of electricity consumed by public electricity
suppliershasincreased and the share of direct (lg&) consumersiasdecreased, which is caused by a sharp
reduction in the electricity consumption of some of the largest consumefhe rate ofselfconsumption
(hereinafter- SC) of power plantsand losses of network companies have increased sharply fr2%a after
202Q to 5% in 2021, to 8% in 2022and further to 9% in 2023.This is caused by adding indicators of
distribution companies to that of transmission company after unbundling of activiti€3ee Figure 2.8).

5% 8%
9%
14% 25% 26%
22% 20% ° ° 21%
15%
0,
16% 21% 21% 21% 20%
69%
e 58% 49% 46% 51%
2018 2019 2020 2021 2022 2023

Regulated suppliers Delivery to Abkhazie Direct consumerm Self-cons + losses

Figure 2.8. Structure of DomestiElectricity Consumption

In 2023, the volumeof electicity import hasdecreased byapproximately2 timescompared to the
same data of 2022yhile exportin the same periochasincreased byapproximately1.5 times and amounted
to 1,468 GWh (See Figure 20
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Figure 2.9. Electricity Import and Export

As for the import and export of electricity in the reporting year by countries, it gresentedn Figures
2.10 and 2.11. More than 1% of electricity was imported from Azerbaijan, and98% of total imported
electricity from Russiawas supplied to Abkhazia 89% of electricity exports were made to Turkey, 5%
Armenia, and 6% to Azerbaijan.

Import 2023

= Russia = Azerbaijan = Turkey = Armenia

Figure 2.10. Import of Electricity by Countries
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FigureZ2.11. Electricity Export by Countries

The main feature of energy security in the electricity sector is the continuity of electricity supply.
can be ensured by meeting the demand for electricity in the country, by making maximum use of own
resources.This, in its turn, will contribute to the substitution of import in the short term andthermal
generation in the long termperiod.

Dynamics of generation and consumption of electricity according to the months of 2023 is given on
Figure 2.12 Asit canbe seen from this Figure, during the autumnwinter period satisfaction of the demand
for electricity through the existing capacities of hydro and thermal generation cannot be managéual order
to satisfy the demandn electricity, electricity import is needed As for the second half of spring and the
summer period, surplus water resources provide the opportunity to satisfy the demand for electricity and to
export the remaining electricity.
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Figure 2.12. Electricity Gener#on-Consumption By Months (busbadelivery)

Electricity supply and consumption in Georgia is characterized by seasonalitygeneralin
Georgia, electricity consumption is higher in winter than in summer, and electricity supply i
characterized by theopposite trend of seasonality

Accordingly, in terms of electricity load, Georgiawas a winter peak country until 2023,
however, as showhin Figure 2.13, the mentionedsituation changel in the reporting year and
Georgia becme a summer peak country.

Consideringthe abovementioned, in the near future it will be possible to reducéhe share
of electricity import, due to the fact that the peak demand for electricity will be shifted to the summe
period, when it will be possible to satisfy it using the exisg local resourcesOn the other hand, by
launching new generation facilities in the country's energy system, it will be possible to reduce t
share of imported electricity to meet the electricity demand in winteperiod.

LIn order to forecast consumption of electricity in Georgia during the summer and winter periods, the Compound Annual
Growth Rate (CAGR) is used, which is 3.4% for the winter periodl.4¥dfor the summer period. Based on the data of
20112021, the summer period is defined as Ajdptember, while the winter period is defined as Octotidiarch.
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Figure 2.14.Structure of Generation @pacities

Based on the analysis of the results of electricity congution and supply balance in 2023t can be
mentioned that significant attention should bgaid to the construction of new generation capacities using
local energy resources. Accordingly, along with hydro resources, other local hydrocarbon and renewable
resources should be utilized as much as possible, including, first of all, wind and solaiggnesources.
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2.2.1 Retail Market

Sever al amendments were introduced to the AEI
Commission Resolution N47 of August 13, 2020 throughout the reporting year to comprehensikegylate
some issues related to relationzetween suppliers and consumemn the retail market with a focus on
informing consumers and protecting their rightsin particular, the procedures for entering into a supply
contract was clarified and preciselyegulated.Consequently in order to terminate the supply contract with
a person registered as a consumer based on a lease/rental agreement on real estate, it became necessary t
determine higher will, if a third party requests registration as a consumen ¢éhe same real estate, with the
consent of the owner.In addition, co-owner of real estate was empowered to enter into supply contract
without submitting consent from other ceowners.

According to the amendment introduced to thé E | e c Retail ®MarkietyRules), the obligation of
the universal service provider to have at least one service center in all-gelferning cities, in the area of
universal service provision, and to have at least two service centers in the region/territory, considerimg th
location and referral of consmers (instead of all administrative centers), was clarified. This will help the
electricity supplier to present the consumer's application/claim/appeal in a place more accessible tihéim
with minimum efforts and costs.

The Commssion has prolonged the settlement period for the excess electricity generated by the
micro-generation power plant owner until April 30, 2024Throughout this period, the consumer retains the
complete right to net the generated and consumed electricity. #e conclusion of thereporting period, the
uni ver sal service provider wild.l purchase any exce
account.

In Georgia, the activity of supplyingelectricity on the retail market is carried at by a universal
service supplierfor household consumers and smathterprises and for other categories of consumersa
supplier of electricity as a public service: in the license area Gfelasi"JSC- "Thilisi Electricity Supplier
Company" LLC (Telmio) and in the license areaf "Energce Pro Georgia"JSG "Ep GeorgiaSupply' JSC

The electricity retail market in Georgia is tghly concentrated (HHI = 5,09p, where the shareo fEP i
Georgia SupplgJSds 56.8%and the share of Telnto is 43.2%.

The Herfindahl-Hirschman Index (HHI) is used to ssess the level of competitionnoa particular
market. It is calculated as the sum of the squares of the market shares (%) of the participants in the market.
The HHI index can have a value between 0 and 10,000, whemn@ans low market concentration (perfect
competition) and 10,000 means perfect monopoly. According to the European Commission, if the HHI is
greater than 1,000, then the market is concentrated, and if the index value is greater than 2,000, then the
market is highly concentrated.
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Figure 2.15. Consumption of Regulated Suppliers

Figure 2.15shows the volume of electricity consumed by regulated eldctty suppliers by montts
in 2023 The Figureshowsthat the maximum consumptios of "Tbilisi Electricity SupplierCompany" LLC
and "EP Georgia Supply" JSC are fixed in Janu@pcember and JubAugust. This trend is due to the
seasonality of electricity consumption in Georgia, where the increase in demand for electricity by household
consumers in winter and smmer periods plays an important role, tourisnis added as well.
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Figure 2.16. Consumption in the Area of "Energero Georgia” JSC by Consumer Categories
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In the area of "EnergePro Georgia"JSC, the consumption of household consumers made up 42% of
the total consumption in the reporting year, and the consumption of nemousehold consumersvas 58%.
In the reporting year, the mentioned proportion did not change compared to 2022 (see Figur6)2.1
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Figure 2.17. Consumption of "EnergBro Georgia" JSC by Voltage Levels

As for the volume of electricity suppliedo retail consumerdy "EP Georgia Supply" JSC according
to voltagelevels, 76.2 of the total distributed electricity was consumely consumers connected tde 0.4
kV network, 1.5% by consumergonnectedto the 11035 kV network, and 22.3% by consuers connected
to the 6-10 kV network. (See Figure 2.17).

In 2023, 62% of the consumptiomiarea of Telmio is nonhousehold, and 38% féd with household
consumers.
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Figure 2.18. Consumption of "Telasi” JSC by Consumer Categories
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The volume of electricity consumed by noihouselold consumers has increased by %4
compared to the previous year, and i0% compared to 202(see Figure2.18).
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Figure 2.19. "Telasi” JSC Consumption by Voltage Levels

Eledricity distributed to consumersconnected to the 0.4 k\Woltagenetwork in "Telas" JSC nework
has a significant share (¥8) in the total volume ofdistributed electricity. The share of consumers connect
to the 6-10 kV network was 26.50, and the share of consumers connected to the 43®kV network was 26
(see Figure 2.19

2.2.2 Wholesale Market

In the reporting year, 106producers ofelectricity were registered on the wholesale market, among
them: 5 thermal power plantd, 2 regulatory® , 8 parially deregulated, 16 deregulated and 83 small
(deregulated) power plants

In 2023, market shares for the three largest producers of dietty were distributed as follows: for
AENnguUTr i HP3%, LfLCr A Gar dabani Th@r | a Pd wiPmIGddigia m ¢ r ¢
Gener at i-dag¥, vhieGhe Herfindahl Hirschman Index of the generation segment constituted
HHI 2023 =916.T . Consequently, we can evaluate the generation segmasta concentrated market. The
mentionedindicators are given in the Tabl#&, according to years.

2 Thamal power plants: Gardabanf$ y SNBH& o6f 201 odaid ] OF NA2 @YNENB[B[4/ O[3 / WEA fl AMB AiAdzND ANTE [6y0FT
t26SNItfFyd 6aDFNRFEOGFYA ¢KSN¥YIFE t2SNItflydGé [[/0Z DFENRFOFYA ¢KSNYI ¢
3 Regulatory power plants: Enguri HPP and Vardnili HPP

4 Partiallyderegulated power plats: Khrami 1, Khrami 2, Dzevrukhinvali, Vartsikhe, Gumati, Rioni and Lajanuri HPPs

5 Deregulated (design capacity of over 15 MW) power plants aitklectricity production licenseShaori HPP, Ortachala HPP, ZaHe#, Chitakhe

HPP, Khadori HPP, Atshid§iP, Larsi HPP, Paravani HPP, Dariali HPP, Khelvachauri 1 HPP, Shuaklim&gtHPPR, Old Energy HPP shigehala HPP

1 and Mestiachala HPP 2, Kartli wind power plan

6 Small power plants (power plants with the designagify of less than 15 MW) withoa electricity production license: the total 83 power plants
" The ownership of different power plants by the companigsonsideredn calculating the HHI index of 2023
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"Enguii HPP" LLC 33.4% 28.53% 24.8% 28.1% 26.6% 25%

iMt kvari Energyo L 7.28%

AvVartsiilitCe HPP 6.96%

NnGardabani TheiilbGl 976% 11.32% 1852%

AfGardabani The e inLl 7.9% 8% 9.2%

AEneRrgm Gener ati on 12.75% 13.3% 12.2% 12.9%
HHI 15122 1596 1516 1,226.7 1129.3 916.1

Table 1.Market Shares of the &rgestProducess and HH/

Trading of electricity on the wholesale market is carried out by direct contract and on the balancing
market operated by the Electricity Market Operator (ESCQirade is carried out based on the standard
conditions of the direct contract for the purchase and salef balancing electricity, approved by the
Commission.

In 2023, electricity sold under direct contracts amounted 2,425 GWh and electricity sold on the
balancing marketi 2,492 GWh. Accordingly, the share of electricity trade through direct contracts made up
86% of the total electricity supplied to the network, and the share of balancing electricit§4%. As for the
mentioned characteristics by monthghey areshown in Figure 2.20.
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Figure 2.20Electricity Trading on theBalancingMarket andthrough Direct Contracts

As for the structure of electricity sippliers through direct contracts m the wholesale market by
months, it isdepictedin Figure 2.21.
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Figure 2.21. Structure oElectricity Quppliersthrough Direct Contracts

Structure of the electricity purchasersbased on direct contracts according tmonths is shown on

Figure 2.22
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Export 0.0% 0.1% 0.0% 17.7% 20.4% 27.0% 27.3% 14.8% 13.7% 0.0% 0.0% 0.0%
m Direct consumers 16.7% 19.3% 27.9% 23.7% 20.0% 18.6% 18.0% 18.2% 17.3% 25.7% 23.7% 23.4%
Public Suppliers (USS+P$%8)5% 53.4% 41.8% 32.6% 42.0% 41.4% 42.0% 51.9% 51.6% 47.9% 49.5% 46.2%
m Abkhazia 29.8% 27.1% 30.3% 26.0% 17.7% 12.9% 12.7% 15.1% 17.4% 26.3% 26.8% 30.4%

Figure 2.22. Structure oElectricity Purchaserghrough Direct Contracts

The structure of the balancing electricity purchased by the market operator by mosifidepictedin
Figure 2.23
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m Thermal Power Plan®65.1% 66.2% 13.2% 0.0% 0.6% 1.7% 5.9% 7.0% 9.3% 59.9% 53.3% 48.3%

Figure 2.23. The Structure of the Balancing ElectriciBurchased by the Market Operator

The structure of the balancing electricity sold by the market operator in 2023 by mositipresented
in Figure 2.24.
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Figure 2.24. Structuref the Balancing #ectricity Sold by the Market (erator

Mainly electricity distribution companies and direct consumers will purchase balancing electricity
from the market operator.
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Figure 2.26. The Cost d&lectricity Sold on the Balancing Market by Deregulated
Power Plants

2.3. Unbundling of Activities

CandidateNomination Agreement for Distribution System Operato€ompliance Officer

The compliance officer is an important novelty provided by the Law of Georgia "On Energy and
Water Supply"the purpose of which is to complyvith the separation requirements of the distribution system
operator. For this purpose, the compliance officer tasked withinforming the Commission of any violation
of the requirements and conditions established by the compliance prografiminating conflicts of interest
between managers and employees of the distribution system operator, and submitting a rdpothe
Commission on compliance with the unbundling requirements.

"EnergePro Georgia" JS@resenteda candidatefor compliance officer to the Commission for
agreement on November 1, 2028 order to determine compliance with the requirementsf qualifications
and independence of the compliance officer candidate specified by the "Distribution System Operator
Unbundling Rules" approved by the CommissioResolution N39 of July 16, 202@n December 12, 2023,
with the participation of the Commissioners aninterview was held with the compliance officer candidate
and theCommission made a decisidio discuss theagreemenissue of "EnergdPro Georgia'JSCcompliance
officer candidate at the public meeting on January 18, 2024.
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2.4.Licensing and Technical Bgulation

As of December 31, 2023, ditensees operatg in the electricity sectorof Georgia(See Annex
N1), are

22in generation;

2 in distribution;

1in transmission

2 in market operation
According to the Commission Bcision No. 56/28 of November 30, 2023, public administrative
proceedings were initiated to issue an individual administratilegal act of theGeorgianNational Energy
and Water Supply Regulatory Commissionegarding the issuance of alectricity generaton preliminary
license to "Mestiachala Energy" LLC.

= =4 =4 =4

According to the CommissiorDecision N60/1 of December 21, 2023, "Mestiachala Energy" LLC was
issued electricitygenerationpreliminary license N094, series 1lwith the condition that no later than 6
months afer the entry into force of theDecision, the following will be presented to the GeorgiaNational
Energy and Water SupplRegulatory Commission

- The administrativelegal act adopted by theconstruction permit-issuing authority "On
commissioning (recognizing theconstruction-completed object as suitablef t 20 MW hydropower
plant "Mestiachala 1" located iMestiamunicipality;

- Other documentation confirming the actual circumstances of meeting the license citiods required
for the issuance of the electricitgenerationlicense and defined by the legislation.

According to the CommissionDecision N 60/13 of December 21, 2023, on the issuance of an

electricity generationlicense to "Svaneti HydroJSC a publicadministrative proceedingshave beerstarted

to issue an individual administrativdegal act of the Georgia National Energy and WatBupply Regulatory
Commissionto amend theDecision N23/20 of March 27, 2019 of th&eorgianNational Energy and Water
Supply Regulatory CommissianThis amendmentwas due to the fact that by thé®ecision of the National
Agency of Public Registry of December 4, 2023, the organizatioflagjal form of the licensee was changed,
the joint-stock company became a limited liabili company. The companyname of "Svaneti Hydro" JSC
became- "Svaneti Hydro" LLC.

2.5.Main Results of Regulating Network Activities
2.5.1 Transmission Activity

An amendment wasntroducedto the "Network Rules" approvetty Commission Resolution N.O of
April 17, 2014, which reflected norstandard connection to the transmission network. The purpose of the
mentioned amendment is to reduce the period of connection to the transmission netkvand the possibility
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for the consuner to perform network comection works. In addition, based on the lawequirements, the
transmission sgtem operator presented to thEommission aren YearTransmissionNetwork Development

Plan (20242034) on which the Commission's notes and recommendationseve prepared considéng the
existing practice. While considering the plan, the Commission was guided by the acute local probliemat
issuesexistingin the electricity sector, the delay in the construction of generation facilities and transmission
infrastructure facilities, caused by various objective or subjective processes, along with issues of general
strategic importance. In additionnoteswere made on the implementation of such projects, which require
additional justification before being reflected in the plan.

2.5.2 Main Results of the Regulation of Distribution Activities

Throughout the reporting period, an amendmenhas been introducedo the "Rules forElectricity
Distribution Network" approved bythe Commission Resolution K9 of June 28, 2021, whichasdefined
the rules and conditions for connecting small power plants to the distribution network. The mentioned
amendment also determined the connection fees, within which the distribution system operators are obliged
to ensure the readiness of theatwork. In addition, the Commission, based on the amendmengpproved
the conditions of the connectioncontractof the small power plant and the connection application forms. In
2023, the actual investments made in 2022 wasgamined on which the companies are obliged tsubmit
an expert opinion issued by an accredited persbadly regarding both the value and the compliance of the
performed works with the standards.

2.5.3 Quality of electricity service in the distribution network, continuity of supply and regulation of
electricity quality

The control of the reliability (continuity) of electricity supply is carried out in accordance with the
"Service Quality Rules" (hereiafter - the Service Quality Rules) approved lifzie Commission Resolution N
20 of June 28, 2021. The service quality rules establish requirements in relation to such issues as the
registration of information about the reliability of e electricity supply byhe electricity distribution licensee,
the submis#n of this information to the Commission, and the analysis, verification and monitomgnof the
data submitted by theCommission through theCommission's electronic journal. Also, the mentioned rules
provide, based on international practice, the followinig dexesfor determining the reliability (continuity) of
electricity supply:

1 Average duation of electricity outages per consumerSAIDI minute/consumption;
1 Average frequency of electricity outages per consumer - SAIFl electricity
outage/conamption.

The Commission Resolution 8l of December 28, 2018 motivates companies to improve the annual
indicators of the reliability of electricity suply to consumers asa financial incentive mechanism. Also, in
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caseof deterioration of the annual indicators of electricity supplyreliability, there are appropriate
sanctioning mechanisms, which are reflected in the abewgentioned Resolution and in the "Rules for
Control and Licensing of Activities in the Electricity, Mtural Gas, and Water Supply Sectors" apped by
Commission Resolution 23 of September 18, 2008.

"Electricity Supply Reliability Monitoring Working Group" (hereinafter - Reliability Group) was
establishedy the Order N133 of March 6, 2019 of theommission Chairmanwhich is tasked with observing
the dynamics ofelectricity supply termindions, systematically analyzing its causes and, based on this
analysis, developing specific recommendations tamaxt the identified defecs.

The working grouphas examinedhe electricity outages reordedby ATelasd JSCin the electronic
journal and the information requested from the company, where a total of 17,335 outages were recorded
during 2023 (internal causé 10,554 and external cause6,781). Basedn the data of 2023, th@lanned and
unplanned SAlDlindicator due to internal causeBasamountedto 9 hours and 27 minutes, whiclsompared
to the same period of the previous yeé® hours and 43 minuted)as improved by 16 minutedDue to internal
causesthe planned andunplanned SAIFI irdicator has amounted to 6.06 which hasworsened by 0.09
compared tothe sameperiod of the previous year (5.97

When comparing the data with the indicators of the previous year (see Tables 2 and 3), it was revealed
that the data recorded in the 2022 electronic journal @ffelas dSC, in particular, the SAIDI and SAIFI
indicators, have deteriorated in relation to th reliability indicator of 2021, whichrequires further research
determination of causes and planning and implem@tion of appropriate measures.

SAIDI 2023 2022 2021 2020 2019 2018

Unplanned 4:04:16 3:39:33 3:4857 4:12:05 3:25:32 3:52:39

Planned 5:23:23 6:04:03 4:38:10 3:51:25 6:27:26 7:10.36

Total 9:27:39 9:43:36 8:27:06 8:03:30 9:52:26 1103:15
Table 2. SAIDIIndicators Caused bylnternal Cause of Telasl' JSC

SAIFI 2023 2022 2021 2020 2019 2018
Unplanned 3.53 3.38 3.85 4.07 3.20 3.30
Planned 2.53 2.59 2.02 1.68 2.70 240
Total 6.06 5.97 5.87 5.75 5.90 5.70

Table 3. SAIFIndicatorsCaused bylnternal Cause of Telas’ JSC

Note: The supply reliability indicatorgSAIDI and SAIFI) in "Telasi" JSC network are being revised
in the Commission.
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The working grouphas examinedhe electricity interruptions recorded by "EnergdPro Georgia" JSC
in the electronic journal and the information requested from the companccording to the information
requested from the companya total of 73 448long-term outages were recordethroughout 2023 (internal
causel 54,528and external causé 18,920), based on the data of which, the planned and unplanned SAIDI
indicator dueto internal causehasamounted to 55 hours and Binutes, which compared to the samperiod
of the previous year (6Ghours and 10minutes) hasimproved by 5 hours and 2minutes. Due to internal
reasons, the planned andnplanned SAIFI irdicator amounted to 29.71 which has improved by 6.21
compared tothe sameperiod of the previous year (35.92

As for the comparison of the data with the indicators of the previous year, the data of electronic
journals were also used here (see Tables 4 and 5). It was revealed that the data of "HPerggeorgia" JSC
in 2022 hasworsened significantly compared to the data of 202ihich requires further research,
determination of underlying causes and planning and implementation of appropriate measures.

2019
Unplanned 28:39:46 31:22:20 185524 20:26:52 25:41:30 32:38:46
Planned 26:28:46 28:47:42 20:16:35 19:05:46 29:44:50 35:32:36
Total 55:08:32 60:10:02 39:11:59 39:32:38 55:26:20 68:11:22

Table 4. SAIDIIndicators Caused byinternal Cause of "EnergdPro Georgia” JSC

2020 \ 2019 2018

Unplanned 2020 25.09 13.88 14.44 16.90 20.00
Planned 9.51 10.83 7.62 7.11 10.40 11.87
Total 2971 35.92 21.50 21.55 27.30 31.88

Table 5. SAIFlndicators Caused bylnternal Cause of "EnergdPro Georgia” JSC

Note: Thesupply reliability indicators (SAIDI and SAIFI) in "EnergePro Georgia" JSC network are
being revised in the Commission.

Based on the abovenentioned, the Reliability Group continues to workin the direction of

companie$electricity supply continuity indicators, further clarification and identification of underlying
causes.
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2.5.4 Regulation of Electricity Losses in the Transmission and Distribution Networks

Determining the normative losses of electricity in thrzansmission and distribution network is one
of the important functions of the Commission and serves to optimize thpurchasecostsit at the same time
is animportant energy efficiency measurevith regards to reducing negative environmental impact and
emissions

Comparing the analysis of the actual losses of the reporting year of the network companies with the
indicator of the previous year creates clear representation of the efficiency of the companies' activities and
the trends of network planning andievelopment. In the reporting year, the actual total loss in the electtigi
transmission networkhasamounted to 2.06% (see Figure 2.2The mentionedindicator has deteriorated by
4.5% compare to the previousindicator of 2022 It should also be notedthat the actual loss in the
transmission networkhasexceededtie normative loss by 7.2%, thas why "Georgian State Electrgstem"
JSCaddressed the @mmission in writing and requestedto recalculate the normative lossesetin the
electricity transmission network.

In the four-month interval (January, February, April, May) othe third year of the regulatoryperiod
(2023), theamount of actual losses in theransmission licensee networkasexceeded the amount of the
normative loss (1.92%) appxed by the Commission by 10.81%, and in the sbmonth interval (January,
February, April, May, June, Julyhasexceeded 15.32%.

Since the recalculation of normative losses was requestethimthird year of the regulatoryperiod,
the normative losssetin the electricity network of the transmission licensein the specific regulatoryperiod
was adjusted in accordance with Article Paragraph, (b.a) (b.b)of the "Rule ofCalculation of the Hectricity
Normative Losse’s approved by theCommission Reslution N 14 of June 10,2021The amount of the
normative loss for the remaining regulatoryperiod was determined to be 1.97% and it was approved by the
amerdment made by the resolution N45 of November 15, 2023 ithe CommissionResolution N34 of
Decembe 12,2017 "On Approval oElectricity Normative Losses irthe Electricity Networks ofthe Georgian
Energy System".
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Actual losses in the network ofEnergo Pro Georgi@JSC has constituted 576 GWH that is a 10.36%
of the electricity recieved in the network and exceeds approved normative norm (9.80%). The company has
not applied to the Commission regarding recalculation of normative losses.
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As for "Telas' JSC, the actual lossof the companyhasamounted to 201.61 GWh, which is 5.82%
of the electricity received in the network andnsignificantly hasexcee@dthe normativeloss by 1%. It should
be noted,that the percentageindicator of actual losses in "TeldsJSC network in 202Zhasexceeded the
valuescorresponding to the normative loss of 5.74% approved by the Commission by 5.75%. That's why
"Telag" JSChas addressd the Commission in writing and has requested to recalculate thelectricity
normative los®s in its distribution network.

The recalculation of the electricity normative losses JSC "Tela$ network was caried out in
accordance with theArticle 7, Paragraph4 (b.a) (b.b)of the "Rule ofCalculation of Electricity Normative
Losses approved by the CommissionResolution Mlof June 10, 2021, and whiclvas approvedvith the
amendment introducedby the CommissionResolution N46 of November 15, 2028 the Commission
Resolution N34 of December 12, 2017 "On Approval &lectricity Normative Losses in the Electrity
Networks of the Georgian Energy System", namely

The total electricity normative loss in "Tela$ JSC network, from its redet in the distribution
network is5.96%, including:

110(35) kV voltage level 1.26%;

10(6) kV voltage level 2.98%;

0.4 kV voltage level 1.72 %.
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Figure 2.29. Losses in the Network ofiTelasd JSC
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2.6. Pricing and Tariff Regulation (electricity)
2.6.1 Legaland MethodologicalFundamentals

The basis for the calculation of electricity tariffs for enterprises subject to tariff regulation in the
electricity sector by the Commission (hereinafter the enterprise) is the Law of Georgia "On Energy and
Water Supply" and in accordance with the requirements of the same law, the tariff methodologies
developed by the Commission and approved by the normative administratiggal act.

Based on the tariff methodology, the principles of "incentive" (marginal revenue regulation) and
"expenditure plus" regulatiorestablishedin international practice are used for the calculation of electricity
tariffs, which ensure the stability of the ergrprise's operation and stimulate the growth of efficiency,
reimbursement of reasonable expenses and reasonable profit.

Within the framework of the public service provided by the law, which is imposed by the
Government of Georgia upon the enterprise foelevant electricity activity, the Commission is authorized
to determine the electricity tariffs for the final consumer served by the public service provider based on
the tariff methodology approved by the Commission.

Except for some minor clarifications ahlegal formations, the tariff methodological amendments
implemented during the reporting year mainly concern the new rate determination of weighted average
cost of capital (WACC) in the calculation methodologies of electricity generation tariffs and guread
capacity fees, for the next thregear period of tariff regulation.The Commission determines the weighted
average cost before tax (profit tax), and hereby the renewed norm of return in regulated assets base
amounted to 15.73% (before tax), where thate of debt(g) is 15,41%, while the rate of shorterm debt
(rsd) is 13,47%, also the calculation of supply tariffs methodologies, wholesale market service fee and
methodologies of intraday and day ahead electricity market operator's service fees, na@erest rates were
determined for longterm debts and deposits (lonterm debt rate 15.67%, deposit rate$0.12%), which
are also set for every subsequent epear regulation period.

In accordance with the requirements of the methodology for calculation of guaranteed capacity fee
and electricity generation tariff of guaranteed capacity source, approved by the Commission, for the period
of validity of the first and second half of 2023he agreements for the purchase of natural gas of guaranteed
capacity sources (thermgdower plants) were implemented and as a result, for the entire reporting period,
the price of each thousand cubic meters of natural gas to be supplied for productiorpgses was still
determined as 143 US dollars without VAT, and the settlement as wedisin the national currency (GEL)
at the exchange rate established by the National Bank of Georgia in relation to the US doll&EL for the
last day of the reportingnonth.
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2.6.2. Tariff Regulation and Sector Tariffs

According to the tariff methodologies and regulations approved by the Commission, the tariffs are
set for the regulation period and for a specific energy enterprise individuallyamely. tariffs are setover a
five-year period for distribution and transmission in the electricity sectortariffs are set for3 years for
hydropower plants subject to public service obligatidn. case of thermal power plants guaranteed capacity
fee is set annually (for 1 yeargpiod), guaranteed capacity source generation tariff is set monthly, based on
actual data, in case of suppliers subject to public service obligation tariffs are set also for one year period .

2023 was another year of tariff calculation for a number of rdgted enterprises of the electricity
sector.The Commission for a number of regulated enterprises of the electricity sector, within the framework
of the public administrative proceedings established the relevant tariffs and fees based on the tariff
applications and the necessary documents attach&€te mentioned process affected 8 licensees of electricity
generation subject to public service (4 hydropower plants and 4 thermal power plants), 2 enterprises subject
to public service supply activities in thelectricity sector and also, for the correction purposes, 2 operators
of electricity distribution system.

As a result, by the CommissioRResolutionsNo. 51-54 of December 7, 2023, the construction of
"Gardabni Thermal PowelPlant' LLC (combined cycle aiturbine), "Gpower" LLC (air turbine), "Mtkvari
Energy" LLC (9th power unit) and "Georgian International” LLC was approved. "Energy Corporati@tddgks
3 and 4) guaranteed capacity fees of thermal power plantdile the marginal tariffs of electricity production
of the guaranteed power source are published mont
N55-56 of December 14, 2023 and Resolution N64 of December 25, 2023 approved the fixed electricity
generation tariffs @BVar dirEinlgiur HPMHP®as ddde amyddr opow
electricity production of "EnergePro Georgia Generation" (Lajanuri HPP, Gumati HPP Cascade, Dzverula
HPP) tariffs. Also, the threshold tariff for electricity production of "Georgian Water and PowdrL.C (Jinvali
HPP) was established bhe CommissionResolution N 77 of December 28, 20ZBhese tariffs are presented
in Figures 6 and 7.
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Determination of guaranteed capacity fees (GEL/day)

Enterprise activity/plant 2024
"Mtkvari Energy" LLC Thilsresi Block 9 66,204
"International Energy Corporation of

Georgia" LLC Thilsresi Block 3 26,481
"International Energy Corporation of

Georgia" LLC Thilsresi Block 4 28,884
"G-Power" LLC Air turbine thermal power plant 45,537
"Gardabni Ther mal P Combined cycle thermal power plant 370,814

Table 6. ElectricityTariffs Established in 2023 Thermal Power Plants. GuaranteedCapacity)

Determination of Electricity GenerationTariffs (Tetri / kWh)

Enterprise Generation facility 20242026
"Engurhesi" LLC Enguri HPP 2412
AVardnil i HPP Cascadeo L | VardniliHPP 3.067
"Georgian Water and Power" LLC Jinvali HPP 3.625
"Energo Pro Georgia Generation" JSC Lajanuri HPP 2.133
"Energo Pro Georgia Generation" JSC Dzevrula HPP 1.374
"Energo Pro Georgia Generation" JSC Gumati HPP 8.296

Table 7. Electricity Tariffs Established in 2023Hydropower Plants. Generatior)

In addition, the distribution tariffs set for 20242025 tariff years for "Telasi" JSC and "Energ§m
Georgia" JSC were adjusted, and accordingly, new (adjusted) tariff rates were approvégeiiyommission
Resolutions N49 of November 30, 2023 and N63 add@mber 25, 2023.

Consideringthe postponement of the electricity marketaunching dateduring the reporting year,
from March 31 to July 1, 2023 and from July 1 to December 31, 2023,@oemission Rsolutions N1015
of March 29, 2023 and N3@5 of June 292023have extended the validity of the temporary electricity
supply consumption tariffs (niversal service supply, public service supply, lassortsupply)of "EP Georgia
Supply" JSC andfrbilisi Electricity Supplier Company"LLC which were approvedby the Commission
ResolutionsN29-34 of June 29, 2021. New tariff rates for electricity supply have been determibgdhe
Commission Resolutions N7X6 of December 28, 2023 valid from January 1 to July 1, 2024 (before
launching of the electricity market). The final consumption tariffs for the mentioned suppliers consist of
the sum of the supply and distribution tariffs, as well as the transmission tariff, established by the
Commission for the same enterprises.

Information on final consumption tariffs andtheir components is given on Annex N5.
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2.6.3. Comparative Analysis of Tariffs

In order to assess the severity of consumer tariffs in Georgia, Table 8 and Figure 2.30 represent
household electricity tariffs in different countries.
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Country Household Tariffs(Tetri/kwWh)

Azerbaijan 15.552
Georgia 22.360
Turkey 23.566
Bosnia and Herzegoving 26.181
Albania 28.721
Serbia 29.183
Montenegro 29.265
North Macedonia 31.266
Armenia 31.391
Bulgaria 32.289
Hungary 33.624
Iceland 35.867
Norway 37.979
Malta 41.719
Croatia 44.273
Moldova 52.860
Slovenia 53.240
Luxemburg 53.664
Slovakia 54.240
Finland 55.277
Poland 56.280
Estonia 59.164
Sweden 61.829
Portugal 62.437
France 63.557
Greece 70.859
Ireland 71.880
Spain 72.130
Austria 77.353
Lithuania 82.960
Czech republic 87.140
Latvia 89.894
Denmark 107.468
Cyprus 107.570
Italy 115.666
Germany 120.293
Romania 120.564
Liechtenstein 122.518
Belgium 122.781
Holland 128.618

Table8. Household Tariffs in Different European Countries (Tetri/kWh) (Including Taxes)
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Figure 2.30Household Tariffs in Different Countries (Tetri/lkWh) (Including Taxes)

2.6.4. Performance Analysis of Investment Projects

In accordance with the principles determined by the relevant tariff methodologies approved by the
Commission Resolution N68 of December 15, 2020, the tariff set for enterprises should include both the
implemented investments and the investments to be malig the electricity transmission and distribution
system operators, in accordance with the investment plan agreed by the Commission in accordance with the
Law. In this context, when reviewing tariff applications, the Commission pays special attention to the
analysis and monitoring of both implemented and ongoing investment projects.

When calculating tariffs on the basis of tariff methodologies, the Commission, in the regulated assets
base of the enterprise, reflects the planned investments in the tariff cddd¢ion year and the tariff year in
accordance with the investment plan presented by the electricity transmission and distribution licensee,
which must be agreed with the Commission in advance before the tarif6et The enterprise is obliged to
provide justification for the necessity of the investments as well as the anticipated effect and benefits upon
implementation.

If the enterprise does not meet the intended target index due to the investments made (including
savice standards), the Commission has the authority to apply the sanctioning mechanisms provided by the
current legislation. Conversely, if the enterprise achieves better indicators than the planned target indicator,
the Commission may utilize incentive mdtanisms for such enterprises.

The electricity distribution licensees are obliged to provide detailed report on the actually performed
works on the investment projects agreed by the Commission with the individual normatigdministrative
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legal act, separatg for each project, also licensees are obliged to additionally provide expert conclusions about
the actually performed works within a reasonable period of time for construction (installatier§habilitation
investment projects specified by the Commission.

As a result of the study and analysis of the investment projects, the compliance of the technical and
economic indicators with the preagreed investment plans will be determined, and subsequently the
electricity distribution, transmission and consumptionariffs established for the licensed enterprise will be
adjusted (if necessary)

As a result of thetargetedinvestment made by the relevant licensee of the electricity sector, the
improvement of the reliability, safety and appropriate quality of electity indicators of the generation
facilities providing public service and the electricity network should be achieved.

Investment in electricity sector (Thousand GEL)
400,000

347,296

350,000
300,000 263,420
250,000
200,000
150,000
100,000

50,000

\“
\

planned actual

Figure 2.31. Planned andctually Implemented/nvestmentsin the Electricity Sector by 2023 Thousand GEL)

In 2023, the investments actually made by electricity generation, transmission and distribution licensees
subject to tariff regulation in the electricity sector amounted to 347,296 thousand GEL, the indicators of which
according to each activity and souragf financing are presented in Figures32 and 2.33
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Figure 2.32. Investment#lade in 2023 b)Activities (Thousand GEL)

Investment in Electricity Sector (Thousand
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Figure 2.33. Source dfinancing oflnvestmentsMade in 2023 {housand GEL)

The goal of electricity distribution system operators is to increase the efficiency and reliability of
electricity supply in their license area, as well as to increase capacity for further development of the electricity
net wor k, that 6s armadetevery yeatm2023sthe mmounrtt af investments madato the
network by éTélasfi JSC has amountedo 53,055 thousand GEL. Out of thig,9,743thousand GEL will be
spent on technical renovation, reconstruction (3510 kV and 610 kV substations,110-35 kV overhead
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transmission lines, 040 kV cable infrastructure, etc.) and major repairs (330 kV and the electrical and
constructionpartof61 0 kV substations, repair and repl acement
the implementation of the projects.31,358thousand GEL was spent on the projects of connecting new
subscribers to the distribution network and expanding the network, within the framework of whids,572new
connection were completed by 2023, and the income received frdme fee for joining the distribution network

of new subscribers amounted t80,847thousand GEL without VAT. In addition, various necessary tools and
equipment, office appliances and software were purchased, which amounted up, $4thousand GEL.

"EnergePro Georgia" JSC made investments in similar directions, which amounted ud%9,231
thousand GEL by 2023SCADA system was installed in 8 substations as part of the made investments; In
35/110 kV substations, 32 power generators of different capacitied B45pieces of 166/0.4 kV transformers
in the network were repaired, substation buildings were repaired, water was supplied to the substations and
new switchboards were installed, various types of rehabilitation and installation works were carried aut o
electricity transmission lines; The rehabilitation works also affected 10/6 kV, in particular, 690 power
transformers were installed in the network9560pillars and 560 wires were installed, cables were replaced
and installed, insulation, the transforrar points were fenced, roofed and repaired, and 86 modular substations
and 151 packaged transformer substation were replaced and rehabilitat#87 units of voltaic cells were
arranged, 29 vacuum type circuit breakers were arranged in the central distribution points, 10 reclosers, 48
line cells of external installation and675 line disconnectors were installed in the network. Within the
framework of the rehabilitation of Kakheti 0.4 kV network, 14,212 poles, 429.4 km of selfsupporting
insulated cable were installed, as part of the rehabilitation of the Kakheti 0.4 kV netwdrR,959poles,208
km of SIP cable and0,208meters were installed.

The investments made in 2023 by the electricity distribution system operatéti&nerge Pro Georgia"
JSC and "Telasi" JSC are given in Figure 2.34.

JSC "Telasi"
53,055
25%

JSC Energo
pro Georgia"
159,231
75%

Figure 2.34 InvestmentsMade in 2023 by thélectricity Distribution S/stemOperators- "EnergoPro GeorgiaJSC and "Telasi” JSC
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2.7.Promotion of RenewableEnergy and Energy Hiciency

Georgia is rich in various sources of renewable energies. While water resources have historically
played a leading role in Georgia, alternative renewable sources (such as \gidy, etc.) are becoming more
and more important.

According to the Law of Georgia on Promoting the Generation and Consumption of Energy from
Renewable Sources, the Commission is responsible for executing all measures aimed at facilitating the
integration of electricity producers utilizing renewable sources into the network and market. This includes
providing priority and guaranteed access to the network. is worth noting that for this purpose, the
Commission introduced changet® the Distribution Network Rules and established the terms and fees for
connection to the network in order to determine the nordiscriminatory conditions and forecast costs of
connecting small power plants to the network (for detailed informatioseesection2.5.2).

By this samedw, the Commission wasnandated to approvéhe Rules for the "Certificate of Origin
of Electricity Generated from Renewable Source§he Certificate of Origin is a voluntary mechanism. It
allows the final consumer to contribute to the development of @lgicity generatedfrom renewable sources
and reduce the negativémpact on the environment. The supplier who publicly offers electricity generated
from renewable sources to the final consumer is obliged to confirm the origin of the electricity consumed
within the scope of this dier with certificates of origire.

The transmission system @pator ensures the issuance of Certificates af@in. Accordingly, in 2023,
"Georgian State ElectrSystem" JSC introduced the GREXEL platformhin the scope of whichCertificates
of Origin are issued, transferred and revokeds of 2023, 49 power plants, 2 large consumers, 2 traders and
1 supplier were registered on the platform, and 50 certificates of origirere transferred. By 2023, no
Certifi cates of @igin have been revoked.

In addition to the above, the Commission is assigned a leading role in the regulation and promotion
of micro-generationpower plants,for which so called'Net Metering” Rule hasbeen in effectsince 201gfor
detailed information, seesectin 2.7.1).

According to theLaw of Georgiafi @ Energy Efficiencyd the Commission has theght to consider
measures to improve energy efficiency during the planning and operation of the network infrastructure by
the transmission and distribution systeraperators. For this purpose, in the fiveyear distribution network
development plan, the @mmission agreed on a plan to replace existing power transformers with energy
efficient transformers byfiTelasd JSC andEnergp-Pro GeorgiaaJSCAIso the measuresplane d by -AEne
Pr o GelSE,g paaticular: replacement of primary and secondary commutation at substations with

8 Directive (EU) 2018/2001 of the EuropeRarliament and of the Couwil of 11 December 2018 on tlReomotion of the
Use ofEnergy fom RenewableSources, definition 59 https://eutex.europa.eu/eli/dir/2018/2001/0j
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modern energyefficient devices; installation of capacitor batteries in the distribution network; increasing
the cross sections of wiresnd cable lines in the network.

2.7.1. Outcomes of the Introduction of Net Metering Regulation

The consumerés active
e oo the operation of the retail electricity market is a
] = ey modern trend in the development of the
electricity market. A well proven way of the

= 4’1!!7/ above mentioned process is to meet the

Distribution

i - . .
™ =) (% consumer's own consumption through micro
” 1]1 . .
4 power renewable energy sources, which is
\ supported by various incentive policies at the
Wot Metar international level.

Figure 2.35Representative Scheme of Net Metering

One of the traditional and widespread policies for the development of consurogvned power plants
is the secalled Net Metering, which is alsgopular in Georgia. This abovenentioned incentive mechanism
came into force in Georgia in 2016, with the relevant resolutidadopted by the GNERC. Initially, individual
connections were allowed, which spurred interest in mickpower plants at the consunrdevel. In the second
phase, in 2019, the Commission made amendments to the aboeationed regulation, which provided for
the possibility of joint involvement by a group of consumers in the net metering program. In 2020, by the
Commi s si on 6 simureavailablé iostalled caaeity of the micro power plant increased from 100
kW to 500 kW. According to the information available to the Commission, at the end of 2023, 314 subscribers
used a net metering scheme in the area of "Telasi" JSC with a tofzcity of 24.656 kW, and 829 subscribers
- in the area of "Energo Pro Georgia" JSC with a total capacity®f897kW. In 2023, a total of 1143
subscribers were registered in the net metering system, with a total capacitg 4652kW. In total, in 2023,
the installed capacity of micro power plants included in the net metering increased by 70% compared to the
previous year.

Figure 2.36 indicates the dynamics of the development of micro power plants in Georgia in the period
of 20162023.

9 Electricity (capacity) Supply and Consumption Rules approved by Resolution No2GBeptember 18, 2008 of the Georgian National Energy and
Water Supply Regulatory Commission
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Figure 2.36. hie Dynamics of theDevelopment ofMicro Power Plants in Georgia in thePeriod of 20162023

An essential phase for developing micro power plants was the adoption of the $afnGeorgiaon
fEner gy and Wat RromotBgitipepGeneratioraanddCorisumpin of Energy from Renewable
Sour c e s Parliantent of Ghoggia on Decembe20, 2019 The adoption of the abovanentioned laws,
together with other issueshas opened up new opportunities for improvinthe net metering program and
for more activepromotion of the development of micrgpower plants.

Namely, the new legislation stipulates the increase of the power limit ofnaicro generation power
plant from 100 kW to 500 kW, which gives the Commission the authority to cover more and larger capacity
power plants in the net metering programAdditionally, the obligation of physical placement othe micro
power plant at the electricity consumption place is abolished, which will undoubtedly contribute to
expanding the geographical area of energy sourckacement and providing more opportunities for
stakeholders. The Commission continues to improve/enhance the net metering regulation following the
requirements of the new legislation.

I't should also be also noted thatsounddaemprtolvedhi blye d
Resolution N47of August 13, 2020, which came into force on July 1, 2021, the excess electricity generated

by the micro power plant and supplied to the distribution network will be purchased by the universal service
provider operating in the relevant area.
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In Georgia, natural gas remains the primary source for meeting final energy demands. The share of
natural gas in total energy consumption is small, however, it is characterized by an increasing trend. In 2023,
Georgiabs natur al g a stsfdr@rb&onvdtls domestic prodacgon actoynting fompthe
remaining 0.5%. The Republic of Azerbaijaserves as the primary sourad gas supply.

3.1. NaturalGasMarket

According to Georgiabs energy bal ancunptionwag sh
41.8%. A decrease in the share of coal, biofuels, and waste is observed, which can be attributed to increased
gasification and the substitution of natural gas for solid fuels (see Figure 3.1).
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Figure 3.1. Energ)\Balance of Georgia

In 2023, Georgia received natural gas from four main sources. With referencEigoire 3.2, it is
possible to estimate the size of the Georgian natural gas market
and track the movement of the main gas flows 2023.
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Figure 3.2. NaturalzasBalancé®

3.1.1. MarketSructure and Entities

The natural gas market encompasses two primary segments: retail and wholesale natural gas markets.
Georgia currently lacks an organized natural gas market. Consequently, natural gas buying and selling on the
wholesalemarket occurs solely through bilateral agreements. Suppliers import natural gas (or purchase small
volumes of produced natural gas) and resell it to other suppliers, while at the retail level suppliers deliver
directly to final consumers. This does not pvent a single supplier from operating at both market levels.

Socarrelated companies still dominate the wholesale and retail markets. Consequently, the market
is concentrated at both levels, making access to natural gas at a competitive price a major challenge for
deregulated consumers.

10 The data used in this chapter aggeliminary and may change as a result afidited data submitted by regulated
enterprises.
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In 2023, the natural gas mget comprised 28 active suppliers. Of these, 11 participated in both
wholesale and retail markets, while the remaining 17 operated in the retail market exclusivalggAnnex
8).

The physical delivery of natural gas to final consumers is ensured by tia¢ural gas transportation
licensees, who are responsible for transporting gas from its extraction or import source to designated entry
points, and distribution licensees. The structure of the natural gas market of Georgia is shown in Figure 3.3.
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Figure 3.3. Natural Gas Market Structure

3.1.2. Unbundling of Activities

Unbundling of distribution system operators
According to the Law of Georgia on Energy and Water Supply the distribution system operator,

which is part of a vertically integrated enterprise, must be independent, at least in terms of legal form,
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organizational arrangement, and decisiemaking, from other activities that do not relate to the distribution
activities.

The fADistribution System Operator Unbundling F
of July 16, 2020, describe in details the legal, functional (management), account unbundling, and
independence requirements, as well as the related procedures for the distribution system operator. The
Resolution applies to distribution system operators in the electricity and natural gas sectors, excluding small
system operators serving up to 100,00@stomers.

It should be noted that in the reporting year, an agreement was reached as a result of worfangat
negotiations with the licensees of natural gas distribution, nameéiocar Georgia GasLLC, ATelavgasLLC,
and fiSakorgas JSC, regarding the rpsentation of the updated unbundling plan to the Commission in
accordance with the unbundling model and legislation.

Granting approval for disposal of shares/operating assets and merger of companies by the network
system operator:

The Law of Georgia on Eergy and Water Supply regulates matters related to the procedures for the
disposal of shares/operating assets by the system operator and the implementation of the merger of
companies. In particular, the first paragraph of Article 161 of the Law stipulatiee obligation of the relevant
system operator to notify the Commission in advance if there is an intention to merge the system operator
and/or dispose of 5 percent or more than 5 percent of shares, or 5 percent or more than 5 percent of the total
value ofoperating assets, or change the controlling person (ultimate beneficiary). This change creates the
possibility of a natural or legal entity resident in a third country exercising control over the system operator
and/or operational assets.

Throughout 2023 the Commission received one natification regarding the transfer of 100% of shares
of "Varketiliair" LLC to "Thilisi Energy" LLC. The Commission thoroughly examined the documents and data
required by legislation and determined that the proposed transactsiowould not result in a decline in the
services provided by the system operator to system users. It was also concluded that the system operator
would remain in compliance with the legislative requirements of Georgia, including the conditions of its
license and there would be no adverse impact on the system operator's tariff. Accordingly, based on
Commi ssi onbés d &aventher @028 aphrovhl wasfgranted for the transfer of 100% of the
shares of "Varketiliair" LLC to "Thilisi Energy" LLC.

3.1.3. Key Features of the Market

As mentioned, the natural gas market, according to its essence and characteristics, can be divided
into retail and wholesale markets. In the wholesale market, natural gas is traded between traders, trader and
licensee (for loss reimbursement purposes), Ween the trader and the supplier, while in the retail market,
natural gas is supplied téinal consumers.
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3.1.3.1. Natural Gas Wholesale Market

The Republic of Azerbaijan remains the main source of natural gas supply to Georgia. Georgia meets
80% of itsnatural gas demand through various contracts with Azerbaijan. At the same time, Georgia transits
natural gas from the Russian Federation to the Republic of Armenia, which in 2023 was 9 % lower than last
year.

In 2023, similar to the previous year, Geogyimaintained a relatively high rate of natural gas inflows
from Russia. This is directly linked to the country's increased natural gas consumption, with peak daily usage
reaching high levels (within 1520 min m3). Furthermore, the contracted capacities ofatural gas at entry
points from theAzerbaijan sidewere insufficient to meet domestic consumption fully, necessitating
additional imports.

In 2023, demandn natural gason the Georgian markeamounted to 2,966nIn m3, which is slightly
less than lasyear's figure. To meet the demand, natural gas was imported into the country by two suppliers.
In total, 99.5% of Georgia's demand for natural gas was met by imports, and the rest by local production. The
purchase of local production and injection into th&eorgian natural gas transportation system was carried
out by two suppliers, one of which is also an importer. Accordingly, natural gas placement (import and local
production) in the natural gas market of Georgia was carried out by a total of four suppli@Georgian Oil
and Gas CorporatiodJSCiBag@LLC, iSocar Georgia GasLC, iBookup SolutionsLLC). The Herfindaht
Hirschman Index (HHI) among suppliers at this level of trade (placement of natural gas on the wholesale
market) was 5,222, indicatin@ highly concentrated market. The index is slightly worse than in previous
years, mostly reflecting the changes in the share of natural gas sources rather than any changes in the market
in terms of competition. A similar situation is especially typicalof countries that are insufficiently
connected with neighboring countries and/or there is a lack of importers interested in exploiting different
sources in the market.

Information about natural gas received in Georgia in 2023 is given in Table 1.
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Import 1,229 1,183 1,132 1,411 1,081
Azerbaijan Additional
. - - - - 963
and optional
Import 339 259 25 - -

Azerbaijan- South
Caucasus Gas pipeline | Additional

. 853 900 1,026 1,146 413
and optional
Russia 162 204 397 520 596
Armenia - 19 - - -
Local extraction 9 8 15 14 16

Table 1. NaturalGas/njection to Georgia according té&ntry Points (min m°)

Natural gas available on the Georgian market was traded at the wholesale level by 11 suppliers, among
which the share of the three largest suppliers is 95%Herfindahl-Hirschman Index (HHI) was 3,385,
indicating a highly concentrated market. In conditios where the market is characterized by high
concentration at the level of natural gas import, fostering competition in wholesale trade becoimgxssible
without implementing special measures. In the long term, it is crucial to identify alternative sourcgs
natural gas (such as access to the LNG and the Turkish market, using options like gas swaps), contingent upon
legislative changes and the interest of suppliers. Encouraging local production, including biogas production,
and promoting network integraton is also important.

The level of competition in the market, including at the wholesale level, significantly determines the
price of natural gas. When determining the average price at the wholesale level, the weighted average price
of natural gas sold by all suppliers in thisiarket segment is considered. The separation of social and
commercial segments is also crucial in price setting.

As mentioned, Georgia acquires social gas from the South Caucasus Pipeline at a discounted price,
which is intended for supplying natural gs to the population and TPPs. Consequently, both wholesale and
retail prices of natural gas in this segment are significantly lower compared to the commercial segment. At
the wholesale level, the price of social gas can be estimated through the priceatidral gas provided by the
Commission in setting the consumer tariff, which averages 0.26 Gft,/taking into account various levels
of government subsidies.

It is interesting to compare the prices of natural gas in the European wholesale markets. Unlike
Georgia, prices in organized European natural gas markets (known as hubs), exhibit significant variations
depending on the seasons and the demaswapply ratio. Compared to previous years, 2023 was characterized
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by relatively stable natural gas prices. Recently, along with the increase in connecting capacities of European
countries and the construction of new interconnectors, the prices of different markets detowards each
other. Figure 3.4 showsrice dynamics at the Dutch TTF Gas hiidor 20222023.

€/MWh €/1000m3
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100 1100
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o
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Flgure 3.4. Natural gagrices at the Dutch TTF Gas hulfEuro/MWh - Euro/1,000m)

3.1.3.2. Natural Gas Retail Market

Since 2015, the change in the structure of natural gas consumption has been driven, on one hand, by
the increase in natural gas consumption by the population, and on the other hand,thg decrease in
consumption by gaéilling stations. In fact, in 2023the rate of natural gas consumption remained unchanged
from 2022.

The structure of natural gas consumption and the information about natural gas consumed by each
sector are given in Figures 3.5.a and 3.5.b.

11 Source: https://www.ice.com
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Despite gasification efforts in new settlements, there was no increase in demand for natural gas in
the household sector, which can be explained by the relatively warm climate of 2023. Regarding the rate of
demand for gas at gas filling stations, after Z@dlwhen the use of natural gas in motor vehicles reached its
peald there was a consistent decrease in consumption within this sector until 2020. Among the reasons that
caused the situation are the rise in natural gas prices, increased taxes on this fuehsified competition
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from Liquefied Natural Gas (LPG), and the growing import of hybrid and electric cars, which are largely
replacing natural gas vehicles. It is noteworthy that gas demand at gas stations showed an upward trend in
2021-2022. However, in D23, there was a 10% decrease in demand. This decline can be attributed to the
reduction in petroleum product prices.
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| /’ 2% . . .
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m Hotels and restaurants

12%

Other municipal, social and personal
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household appliances and means of

ersonal consumption
= Processing industry

m Electricity, gas and water supply

Figure 3.6. NaturalzasConsumption by Different Sectors

The demand for natural gas in other sectors of the economy has been moiess the same for the
last five years. As shown in Figure 3.6, the trade, repair of cars, household appliances and means of personal
consumptiont2, processing industry, generation and distributidhsectors of electricity, natural gas, and
water, representhe largest consumers. In total, they account for 80% of the total natural gas consumption
in the commercial sector. Of these three sectors, the generation and distribution sectors of electricity, natural
gas, and water are the most seasonal due torteed for electricity generation by TPPs. The other two sectors

2This category includes the purchase of natural gas by gas stations.
Bincluding TPPs.
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are more or less stable in natural gas consumption. The demand for natural gas broken down by sectors into
months is given in Figure 3.7.
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Other sectors
Generation and distribution sectors of electricity, natural gas and water
m Wholesale and retail trade; repair of cars, household appliances and means of personal consumption

m Processing industry
Figure 3.7. Natural gas consumption by differeré&ors (nin n?)

In addition to the evident seasonality of TPPs, the consumption of natural gas by various commercial
facilities is also characterized by seasonality. Natural gas is used for heating purposes in various sectors
including healthcare andsocial assistance, public administration, education, hotels and restaurants, as well
as other utility, social, and personal service organizations. The total share of the mentioretbss in the
total consumptionamounted to11%

Table 2 shows the shard different sectors of the economy in total consumption and the seasonality
factor of these secto#é As can be seen from the table, most of the sectors are characterized by pronounced
seasonality.

1 The seasonality factor represents the ratio of the sector's demand during the winter period (the first and last three
months of the year) to the annual demand of this gect The more the factor is distanced from 50% the more seasonal
the consumption is. When the seasonality factor approaches 100%, it indicates high natural gas consumption during
winter, while a tendency towards 0% suggests higher consumption during suminfactor of 50% signifies equal
consumption levels throughout both winter and summer periods.
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. Share in total
Sector Seasonality factor (%) consumption (%)
Agriculture, hunting and forestry; fishing, fishery 72% 0.6%
Manufacturing industry 52% 21.1%
Electricity, gas and water production and distribution 82% 47.2%
Trade; Repair of automobiles, household goods and personal ite 51% 11.5%
Hotels and restaurants 65% 3.2%
Transport and Communications 51% 1.0%
State governance 80% 2.2%
Education 89% 2.6%
Health care and social assistance 80% 1.4%
Provision of other, communal, social and personal services 65% 1.7%
Other 65% 7.6%

Table2. Characteristics of Natural Gas Consumption by other Sectors of Economy

Consumption of natural gas by household consumers is also characterized by prominent seasonality.
Figure 3.8 shows the consumption of natural gas by household consumers (pdpojgber month.
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Figure 3.8. Consumption of natural gas by household consumersi(im?)
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As previously mentioned, there is a distinct seasonal pattern in the consumption of natural gas in both the
household and norhousehold segments (where naturghs is mainly used only for heating). The difference

in natural gas consumption in winter and summer is closely related to climatic conditions. In Georgia, energy
consumption peaks during the winter months (October to March) due to the cold weather, ahding the
transition period, the level of energy consumption becomes quite stable until the air temperature starts to
rise. Any increase in air temperature during springummer is reflected in a reduction in energy
consumption. To analyze the relationshipbetween natural gas consumption and atmospheric air
temperature, the Heating Degree Day (HDB) has been used as a statistical measure of a climate, quantifying
the variance between the average outdoor temperature and a base temperature.

Figure 3.9provides information on HDDs in Thilisi from 2013to 2022 years. As can be seen from
the Figure, the number of HDDs in 2023 is significantlpw compared to the previous period, which means
that buildings needed to be heated by fewer degrees in 2023.

1,350 1,377 1351 1428 1,342 1,133 1,225 1,297 1,328 1,353 1,084

2013 2014 2015 2016 2017 2018 2015 2020 2021 2022 2023
Figure 3.9. HDDs in Tbilis/®

S A heating Degree Day measures the severity and length of cold weather. It shows the difference between the outside
temperature and the base temperature. The base temperature is a balance pointi.e. minimum environmental temperature
when there is no neceity to heat the building. If the average day temperature is less than the base temperature, heating
is necessary and the difference between those temperatures is the degree day for the specific day.

16 The source of information about the weather is NatibEavironment Agency LEPL.

66



2,000
1,800
1,600 &
1,400 P
1,200 .
1,000 ==
800

600 -
400 =

200

e

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Actual e=@ =HDD corrected

Figure 3.10. Actual amounts of the natural gas consumed by household consumers and adjusted amounts perrilDDs)

Although Figure 3.9 provides information only for the capital, the trend is likely more or less similar
in Georgia as a whole. Considering the aforementioned assumption, Figure 3.10 presents the actual and HDD
adjusted volumes of natural gas consumed by household consumers from'2(13023. As can be seen from
the figure, the consumption of natural gas byousehold consumers remained unchanged in 2023, although
an increase in consumption would typically be observed under average winter conditions.

Thilisi leads the country in natural gas consumption, accounting for 50% of the total consumption by
both household and norhousehold consumers. Following Thilisi, the regions of Imereti, Kvemo Kartli, and
Adjara also stand out for their volume of natural gas consumption (see Figure 3.11).

17 according to the deviation from the average HDDs of 20033.
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Figure 3.11. Natural gas consumption by regions

In 2023, the pra@ess of gasification of new settlements continued, as a result of which the number
of retail consumers (household and nehousehold) amounted to 1,554,572 at the end of the reporting year

(see Figure 3.12). In 2023, 66,558 new consumers were added toeitters

1 37
1 21 1
1 49
1 59
47,255 4 7
8,188 5 I595 61|036

2019 2020 2021 2022 2023 2019 2020 2021 2022

Household Non-household

Figure 3.12. Number oNatural GasConsumers
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Data from late 2023 shows that over a third of all consumers are Thilisi Energy LLC customers.
Simultaneously, only 15% of the total network length belongs to Thilisi Energy LLC This is due to the fact
that Thilisi Energy LLC operates solely in the city oTbilisi, whereas fiSocar Georgia Gas.LC and
fSakOrgGasJSC, which together own 78% of the total distribution network, operate in the other regions.
(see Table 3).

l'tds i mportant to note that there i sandéhemtioofse ¢
the distribution networkés | ength to the number
investment per customer than in densely populated areas.

Distribution
Licensee Consumer Network length (km)
Arbilisi EnergyoLLC 555,500 36% 5,425 15%
fiSocar Georgia GasLC 559,100 36% 20,584 56%
fiSakOrgGasJSC 299,200 19% 8,263 22%
Others (17) 140,800 9% 2,580 7%

Table 3. Number of natural gas consumers and network length by companies

A significant portion of the total consumer base is still made up of inactive consumers who have not
consumed natural gas and remain practically passive throughout the year. Figure 3.13 shows the number of
active and inactive users by month. Despite beingnnected to the distribution network, a significant portion
of subscribers do not consume natural gas, as shown in the Figure. The mentioned facilities are closed and/or
are seasonal residences. Despite the fact that distribution licensees constantlydeeervices and, therefore,
bear costs to ensure the possibility of supplying natural gas to the mentioned inactive consumers, according
to the existing tariff methodology, these inactive consumers do not contribute to those costs (this is because
the current legislation mandates that the natural gas distribution tariff is determined per unit of gas
consumed, and does not include a separate capacity or fixed component).
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Figure 3.13. Number oActive and/nactive Consumers olNatural Gas, 2023

Consumpgion of natural gas by household consumers varies by city and rural areas, as well as by

region. In small towns, boroughs, and especially villages, the average consumption of natural gas per

household is significantly lower than in cities, as firewood isilsactively used as fuel. The exceptions are
Mtskheta-Mtianeti and Adjara regions. High consumption in the mentioned regions can be attributed to the
particularly cold climate and lack of access to firewood. In the case of Mtskhbtd i anet i , thei t 6

S

direct subsidy of the natural gas fee. Figure 3.14 shows the natural gas consumption per household in urban

and rural areas by region.
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Natural gas is primarily utilized by individuals and businesses for cooking, as well as heating water
and premises. The increase in gasification of new settlements, the number of new consumers connected to
the network, and consumption are most evidentithe group of consumers using natural gas exclusively for
cooking.

Due to the arrangement of the wholesale market, the prices of natural gas in the retail market also
differ significantly according to the social (residents and TPPs) and commercial corensm

Consumer tariffs for household consumers are set by the Commission and tariff regulation is discussed
in Chapter 3.3. As for norhousehold consumers, the price of natural gas in this sector is not regulated and
it is determined by the contract betwen the consumer and the supplier. The price of natural gas for non
household consumers connected to the distribution network shall be determined under the conditions
established by the Commission, through a public offer, which implies that the suppliemlsiged to sell
natural gas only at a preffered price. The suppliers have no such obligation to the commercial consumers
connected to the transportation system. Considering the information mentioned, the average price of natural
gas for commercial consuers connected to the distribution network was 1.10 GEL?!mwhile a similar figure
for commercial consumers connected to the transportation system exceeded 0.67 GEL/Bnsuring parity
between retail and direct consumers is a crucial objective, and the regulatory commission will continue to
collaborate with relevant institutions to address this matter.

The consumer price structure of final consumers considering & components is given in Figure

3.15.
100%
80%
42%
60% . Tax (VAT)
0,
83% o cas
0 0
40% Distribution
200 40% Transportation
0
0% 17%
0% 2% 1% 3%
Non-household (direct Non-household (retail Household
customers) customers)

Figure 3.15. Consumer price/tariff structure of natural gas

¥ The price includes the network component, and the cost of natural gas supplied to TPPs awtergynconsumption is
not included in this calculation, becausedgivtheir size, this would not affect prices intended for other consumers.
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In 2023, the Commission agreed on the fiwgear development plans of the distribution network of
fATbilisi Energyo LLC, fiSaar Georgia GasLLC, iSakOrgGasJSCiTelavgad LLC, SG Gas Company LLC.
The total value of network investments planned for 2022028 amounted to 267 min GEL.

3.2. Licensing

After implementing the Law of Georgia on Energy and Water Supply, natural gas distribution and
transportation licensees were required to undergo -eaithorization. Natural gas transportation and
distribution licenses issued before the enactment of the law are temporarily in force and their holders
continue to provide relevant services until the unindling is completed following the law. These licenses
will be automatically terminated upon the entry into force of a new license under the law.

Based on the latest data from the reporting period, 21 licensees were operating in the natural gas
sector, conprising one in transportation and 20 in distribution.

3.2.1. Natural Gas Transportation

The natural gas transportation system consists of gas pipelines and their component equipment
operating or designed at a pressure of more than 1.2 MPa and througlictvimatural gas transportation is
carried out by a natural gas transportation licensee. The Commission has granted a single natural gas
transportation license tothe fiGeorgian Gas Transportation CompadyGGTC) LLC. This license allows
GGTC to transport natural gas across the entire territory of Georgia.

Currently, the ftransportation system consists of five entry points, including
one that corresponds to local extraction. Information about each point is give Figure 3.16.
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1. The capacity of the gas pipeline coming from Russia (MozdBaguramo) is 20nin
m3/day. Through this pipeline, the natural gas Is supplied to Armenia;

2. The capacity of the gas pipeline coming from Azerbaijan (Kazasaguramo) is 1éhin
ms3/gay;

3. The designed capacity of the transit gas pipeline (South Caucasus Pijpeline) from
Azerbaijjan is 64° min m3/day. However, Georgia has one connection point on the
transportation system, the capacity of which is 5r6in m3/day;

4. Receiving natural gas from local extraction points depends on the average daily gas

production,
5. The total capacity of the reverse gas ine of the main gas pipeline to Armenia is 3.14

min m3/day.

Figure 3.16. NaturalGasEntry Points in Georgia

¥ Total capacity of SCP and SCPX.
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