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Electricity Market Watch - TH23

Key Highlights of 1H23

e Electricity consumption in Georgia reduced by 10.1% y/y in TH23, Eva Bochorishvili
after a decade of unprecedented growth (excluding year of Covid- Head of R?sec.r.(:h
i i . o evabochorishvili@gt.ge
19). This decrease was mainly driven by reduced consumption in the +995 322 407 111 ext.8036
Abkhazian region and direct consumers such as data mining and
metallurgical companies. The decline started in 2H22 and is Mariam Chakhvashvili

Head of Sector
mchakhvashvili@gt.ge
e Electricity import volume and price were unexpectedly low. The sole +995 322 401111 ext.7897

expected to continue over the course of 2023

consumer of such electricity was Abkhazian region, receiving
electricity from Russia at special price (USc 0.1/kWh). The rest of
Georgia replaced commercial imports with comparatively cheap
thermal generation, enabled by the availability of social gas,
making thermal generation in Georgia cost-effective compared to
global standards.

e Georgia became net exporter of electricity in TH23. Increased prices
in Turkey surged demand for electricity exports and therefore
export revenues. The changes in supply and demand made the
21.4% y/y growth in export volume possible. Although export price
dropped by 19.6% y/y, export revenues were still high at US$
53.3mn (-2.4% y/y). As electricity imports were insignificant in
value, net export was close to total export value and stood at US$
51.6mn, which is 2.7x times above the last year's figure.

e Other news on the market:

e Thelaunch of organized markets postponed once again

e First capacity auction for renewable energy completed with
26 winners

e The government is looking for an investor for the
construction of Gardabani-3 thermal power plant

e The GNERC fee for regulated activities increased from 0.2%
to 0.3% of revenue.

Details provided on the following pages.

Please refer to important disclaimers on the final page of this document.
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The launch of organized electricity markets in Georgia postponed
for the sixth time, now scheduled for June 2024 instead of the
originally announced date of July 2021. The reason provided for the
postponement remains unchanged - policymakers fear that global
price uncertainties could negatively affect the Georgian market.
Additional factor was unpreparedness of market participants and
key stakeholders, particularly in areas such as ancillary services,
balancing market and hourly metering irregularities. While details
of the upcoming markets are gradually taking shape and
participants are becoming more acquainted with the forthcoming
market platforms, several issues still need resolution, such as
bidding strategies for Thermal Power Plants (TPPs) and
respectable limits for imbalances. The repeated delays in launching
the market have significantly undermined overall confidence in
organized markets and further intensified investor demand for
government support.

First successful capacity auction for renewable energy ended with
26 winners: 14 hydropower projects (149.3MW), 10 solar projects
(77.0MW), and 2 wind projects (70.1IMW). These projects secured
contract for difference (CFD) agreements with the government
and ESCO, offering compensation based on the day-ahead market
price and CFD price difference. Notably, CFD prices varied among
winners, ranging from USc 5.3/kWh for a 6.0MW solar plant to USc
6.85/kWh for hydro plants. Delay in day-ahead market
commencement raises concerns about CFD reference price. We
remain optimistic that the market will start operating prior to the
commissioning of these 26 projects; otherwise, ESCO's selling price
may serve as reference. Details regarding the auction and CFD
principles in our previous report here.
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https://api.galtandtaggart.com/sites/default/files/2022-12/report/electricity-market-watch-10m22-eng.pdf
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The government of Georgia is seeking an investor for the
construction of 350-430MW Gardabani-3 thermal power plant.
The project, with an estimated installed capacity of 350-430MW
and a minimum efficiency requirement of 56%, is being offered to
interested investors. The fee for project rights is US$ 2.45mn.
While the tender documentation outlines the minimum technical
characteristics, investors have the flexibility to propose their own
solutions. To participate in the tender, interested investors must
submit their proposals by the end of August 2023. The proposal
should include proof of financial stability, relevant experience, a
technical and financial implementation plan, and a financing
strategy. The selected investor will be granted access to essential
resources, including land, natural gas, cooling water, and the
transmission grid, as well as the prestigious status of a guaranteed
capacity supplier. This status entitles the project to receive a daily
guaranteed capacity fee from the Georgian Energy and Water
Supply Regulatory Commission (GNERC), providing additional
revenue on top of the generated electricity tariff. Furthermore,
GNERC's methodology ensures a normalized return on any initial
and future investments made in the project.

The Georgian Energy and Water Regulatory Commission (GNERC)
fee for regulated activities increased from 0.2% to 0.3% of
revenue effective from January 1, 2023. This fee is applicable to
various participants in the energy market, including licensed
companies in electricity, natural gas, and water sectors, as well as
power generating enterprises, suppliers, importers, and exporters
of electricity. GNERC utilizes the funds collected from this fee to
cover administrative expenses and salaries without generating any
profit for itself. In 2022, GNERC's revenue from this fee amounted
to GEL 15.6mn, up 18.3% Yy/y. The majority of 2022 revenue came
from participants in the natural gas sector (50%), followed by the
electricity market participants (45%), and water supply licensees
(5%). This revenue collection mechanism allows GNERC to
maintain its autonomy and financial independence while
supporting its regulatory activities in the energy and water sectors.

Georgia | Energy
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Electricity supply, demand and prices

Supply: In 1TH23, electricity supplied to the grid reached 7.7TWh, out of which 5.3TWh (69.7%) was hydro
generation, 1.7TWh (21.9%) thermal generation, 0.04TWh (0.6%) wind generation and 0.6TWh (7.8%)
of electricity was imported.

Demand: Out of these 7.7TWh of electricity supplied to the grid in TH23, the majority, 6.6TWh (85.7%)
was consumed locally at wholesale level, 0.8TWh (9.9%) was exported and O0.3TWh (4.4%) lost in
transmission.

Electricity consumption

Electricity consumption in Georgia dropped by 10.1% y/y in TH23.
This decline was driven by significant drop in consumption of
Abkhazian region (-14.2% y/y) and direct consumers (-27.9% y/y).
Within direct consumers, the consumption decrease was
significant for data mining companies, manganese producers, and
metallurgical companies. These companies reduced their
electricity usage due to lower production levels, likely influenced
by declining demand and prices for their final products.
Remarkably, this downward trend started a year ago and is
expected to continue throughout 2023.

Figure 2: Electricity consumption by consumer groups, TWh Table 2: Local demand growth
breakdown, TH23
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0.0
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Source: ESCO, GNERC, Galt & Taggart

* EPG Supply used to be Energo-pro Georgia and Telmico used to be Telasi prior Jun-21. The name and functions changed in line with ongoing energy reform’s unbundling
requirement.

** Consumption of direct consumers increased in 2021 and 2022 mostly due to reallocation of certain consumers from retail to wholesale market in “direct consumers" category,
enforced by legislative changes.
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Supply of electricity

Decreased electricity consumption resulted in lower electricity
imports. Hydro generation met 69.7% of total electricity demand
in TH23, despite a 3.6% drop in total output. The decline in hydro
generation was primarily due to a 14.0% y/y decrease in the
generation of the Enguri and Vardnili cascade. Wind generation
accounted for only 0.6% of the grid's supply. Thermal generation
(21.9%) and direct imports (7.8%) covered the remaining 29.8% of
the demand. The import share was unexpectedly low this year, for
comparison share of electricity imports in the first half of the each
year during 2019-21 was 16.7% on average.

Figure 3: Electricity generation and imports, TWh Table 3: Supply growth breakdown, 1TH23
10
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? 8.2 2 UPPly source growth supply
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o 6.5 = Imports -48.9% 7.8%
o 140: 9% 9% 24% 18% 22% Domestic generation 0.0% 92.2%
° 21% : TPPs +12.8% 21.9%
5 20% 13% WPPs +7.7% 0.6%
4 HPPs -3.6% 69.7%
3 Enguri and Vardnili  -14.0% 21.8%
Other regulated o o
2 LpPs +1.1% 20.9%
1 Deregulated HPPs  +2.9% 27.0%
0 Source: GNERC, Galt & Taggart
1H18 1H19 1H20 1H21 1H22 1H23

Source: GNERC, Galt & Taggart

Note: in 2021 Enguri was under maintenance and had no generation in Feb and Mar, decreasing overall HPP
output

Thermal generation increased by 12.8% y/y, while electricity
imports decreased by 48.9% y/y in TH23. This shift from import to
thermal generation happened due to the cost difference: the price
of commercial import was in the range of USc 7.0-7.5/kWh,
whereas price of thermal generation ranged between USc 3.4 and
USc 5.4/kWh depending on TPP. Notably, the thermal generation
prices were unaffected by global price spikes due to the
availability of "social gas," a cheap gas supplied to Georgia for
transit via the South-Caucasus Pipeline from Azerbaijan to
Turkey. Moreover, this supply mix facilitated start of electricity
exports earlier this year from April. This "social gas" is limited and
used for residential use and by thermal power plants. These
boundaries also limit the volume and period of electricity exports.
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Foreign trade: Export and transit
Price of electricity in Turkey retreated this year, but still above
compared to pandemic levels. Average monthly market clearing
price (MCP) in Turkey was USc 8.8/kWh over April-June 2023,
while average price during 2022 export season (Apr-Sep) was USc
15.1/kWh. The main drivers of Turkish electricity price dynamics
are the global price of natural gas, as Turkey heavily relies on gas-
fired thermal power plants.
Figure 4: Average annual Market Clearing Prices in Figure 5: Average monthly Market Clearing Prices
Turkey, USc/kWh in Turkey, USc/kWh
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Source: EPIAS, EVDS, Galt & Taggart Source: EPIAS, EVDS, Galt & Taggart

The elevated prices on Turkish market continues driving demand
for electricity export and transit. In TH23, Turkey received 2.1TWh
of electricity from Georgia, with 0.8TWh being exported from
Georgian producers (+17.3% y/y) and 1.5TWh (up by 2.1x times)
being transited through Georgia from neighbouring countries,
with 79.5% originating from Azerbaijan, 10.9% from Russia, and
9.7% from Armenia.

Export of electricity witnessed substantial growth in both volume
and value terms, reaching 0.8TWh (+21.4% y/y) and US$ 52.3mn
(-2.4% y/y), respectively. The growth in export volume is due to
the early start of the export season in April, facilitated by a
decrease in local consumption and an increase in thermal
generation. The average export price of electricity from Georgia
was USc 6.9/kWh, down by 19.6% y/y.

The top-3 exporters to Turkey were Bookup Solution, Lux Energy
Trading and Adjaristskali Georgia.

The forecasted annual balance of electricity, adopted in April 2023
by the Ministry of Economy and Sustainable Development,
suggests that electricity exports will continue until the end of July.
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Considering the downward trend in local demand and the
elevated prices in the Turkish market, we expected the exports will
persist until the end of Sept-23, supported by thermal generation.
Figure 6: Electricity exports by destination, GWh Figure 7: Export value and average price of
electricity exports
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Source: ESCO, GSE

Import of electricity

Source: Geostat, ESCO,GSE, Galt & Taggart

Russia was the exclusive provider of electricity imports and the
sole consumer of such energy was Abkhazian region in 1H23.
Georgia imported 0.6TWh of electricity (7.8% of total demand).

The Abkhazian region receives a "special”

price from Russiq,

resulting in an average import price of USc 0.1/kWh in 1H23.
Notably, 98% of this electricity was sold by direct contract and
was not included in ESCO's balancing electricity volume. There

was no commercial import of electricity for rest of Georgia.

Figure 8: Electricity imports by usage, TWh
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Source: GNERC, Galt & Taggart

Trade balance

Figure 9: Electricity import by source-countries
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Trade balance of electricity was positive. Georgia earned US$
52.3mn via electricity exports and spent US$ 0.8mn on electricity
imports, resulting in US$ 51.6mn of net export. Increased export

revenues are attributable to increased prices in key export

destination — Turkey. In kWh terms, Georgia became net exporter
with 0.2TWh net export in TH23. According to 2023 forecast by
Ministry of Economy and Sustainable Development, the year will

end with negative trade balance of 0.6 TWh.

Figure 10: Foreign trade of electricity, TWh
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Figure 11: Trade deficit, US$ mn
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Balancing electricity prices in Georgia

The volume of electricity traded through ESCO as balancing
electricity was 1.3TWh, down by 28.7% y/y. Volume of electricity
traded via ESCO was 17.2% of total electricity supplied to the grid.
The remaining volume of electricity was traded via bilateral
contracts.

Weighted average price of balancing electricity price in Georgia
decreased by 9.5% y/y to USc 5.2/kWh. The main reason was drop
of import volume. On a monthly basis, the price of balancing
electricity fluctuated between USc 3.4 and 5.5 per kWh. The
majority of balancing electricity (94.2%) was purchased by ESCO
under a Guaranteed Power Purchase Agreement (PPA), out of
which 63.8ppts came from HPPs, 27.2ppts from Gardabani-2 TPP
and rest from WPP (3.2ppts). Import was a mere 0.9% of the
balancing electricity, unlike previous years. The share of electricity
purchased by ESCO at balancing electricity prices was 4.9% of
total balancing energy.

Figure 12: Balancing electricity volume and prices
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Figure 13: Breakdown of ESCO's balancing
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Table 4: Electricity Balance in TH23, GWh

2022 Jan-23 Feb-23 Mar-23 Apr-23 May-23  Jun-23 1H23
Domestic consumption, total 14,165 1,282 1,127 1,115 1,036 1,062 980 6,568
% change y/y +3.2% -6.6% -6.0% -17.3% -10.2% -7.9% -9.3% -10.1%
Of which:
- Abkhazian Region 3,029 321 255 252 244 215 163 1,449
% change y/y +2.5% -10.6% -152%  -23.4% -7.6% -14.9% -11.5% -14.2%
- Eligible consumers 3,726 264 222 240 234 245 238 1,445
% change y/y +4.8% -20.4% -27.5% -31.3% -32.1% -30.0% -26.6% -27.9%
- Retail consumption 7,41 697 651 623 558 602 579 3,674
% change y/y +2.7% +2.3% +9.6% -7.0% +2.3% +9.5% +1.2% +1.7%
Of which:
. EE’;eége‘;Z:g S‘izg{fﬁ * 4,413 430 369 365 331 A 337 2,168
% change y/y +0.3% +7.8% +6.5% -6.2% +0.7% +39.8% +0.3% +1.7%
-Telasi + Telmico* 2,998 267 281 258 227 137 242 1,506
% change y/y +6.3% -5.6% +14.0% -8.2% +4.8% -36.7% +2.5% +1.7%
Domestic Generation, total 14,244 1,1mM 987 1,019 1,249 1,325 1,369 7,061
% change y/y +12.6% +8% +1% -5% +11% -9% -8% -0.0%
Of which:
- TPPs 3,388 728 643 208 98 1 2 1,680
% change y/y +42.4% +43% +45% -58% +181% NM -46% +12.8%
- WPPs 87 8 6 7 9 8 5 43
% change y/y +5.0% +22% +7% -2% +38% -6% -9% +7.7%
- HPPs 10,769 374 339 804 1142 1317 1,361 5,337
% change y/y +5.8% -27% -23% 40.9% 5.3% -9% -8% -3.6%
Imports 1,533 247 207 146 0.1 - 0.02 600
% change y/y -23.6% -39% -42% -55.9%  -100% -100%  -97.3% -48.9%
Exports 971 o 1 o 166 248 341 756
% change y/y +148.4% N/A N/A N/A N/A -8% -3% +21.4%
Trade balance (562) (247) (206) (146) 166 248 341 156
Transit 3,160 520 370 445 98 65 - 1,498
% change y/y +178.3% +181% +120%  +260% -29% N/A N/A +111.8%

Source: GNERC, Galt & Taggart
Note: N/A= not available; NM= not meaningful

10
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Disclaimer

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC (‘Group”) solely for informational
purposes and independently of the respective companies mentioned herein. This document does not constitute or form part of, and should not be construed as, an offer or
solicitation or invitation of an offer to buy, sell or subscribe for any securities or assets and nothing contained herein shall form the basis of any contract or commitment whatsoever
or shall be considered as a recommendation to take any such actions.

Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may be restricted by law. Persons
into whose possession this document comes are required by Galt & Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document
is not directed to, or intended for distribution, directly or indirectly, to, or use by, any person or entity that is a citizen or resident located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would require any registration or licensing within such jurisdiction.

Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The recipients of this document must
make their own investment decisions as they believe appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to make
their own assessment of the risks inherent in emerging market investments, including potential political and economic instability, other political risks including without limitation
changes to laws and tariffs, and nationalization of assets, and currency exchange risk.

No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their respective directors, employees,
affiliates, advisers or agents or any other person as to, and no reliance should be placed on, the fairness, accuracy, completeness or correctness of this document and the
information contained herein (and whether any information has been omitted from this document) and no reliance should be placed on it. This document should not be considered
as a complete description of the markets, industries and/or companies referred to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal,
investment, business or tax advice, whether relating to the past or the future, by Galt & Taggart any other member of the Group or any of their respective directors, employees,
affiliates, advisers or agents in any respect. Recipients are required to make their own independent investigation and appraisal of the matters discussed herein. Any investment
decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other member of the Group and their respective directors, employees,
affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising, directly or indirectly, from any use of this
document or its contents or otherwise arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.

The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to update or keep current the
information contained herein. The delivery of this document shall not, under any circumstances, create any implication that there has been no change in the information since the
date hereof or the date upon which this document has been most recently updated, or that the information contained in this document is correct as at any time subsequent to
the date on which it is supplied or, if different, the date indicated in the document containing the same. No representation or warranty, expressed or implied, is made by Galt &
Taggart or any other member of the Group, or any of their respective directors, employees, affiliates, advisers or agents with respect to the accuracy or completeness of such
information.

The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of Galt & Taggart as part of its
internal research coverage. Opinions, forecasts and estimates contained herein are based on information obtained from third party sources believed to be reliable and in good
faith, and may change without notice. Third party publications, studies and surveys generally state that the data contained therein have been obtained from sources believed to
be reliable, but that there is no guarantee of the accuracy or completeness of such data. Accordingly, undue reliance should not be placed on any such data contained in this
document. Neither Galt & Taggart, any other member of the Group, nor their respective directors, employees, affiliates, advisors or agents make any representation or warranty,
express or implied, of this document's usefulness in predicting the future performance, or in estimating the current or future value, of any security or asset.

Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a result, investors should be
aware of a potential conflict of interest that may affect the objectivity of the information contained in this document.

Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any purpose is strictly prohibited.

The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at risk of the recipient and it is
his/her responsibility to take precautions to ensure that it is free from viruses and other items of a destructive nature.
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