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Highlights of 11M19 - Legislative changes

Parliament adopted two energy-related laws: 1) Law on Energy and Water Supply - Eva Bochorishvili
important roadmap for the energy sector reform process and 2) Law on Promotion of the Head of Research
Production and Use of Energy from Renewable Sources (Renewable Energy law) - setting evabochorishvili@gt.ge
renewable energy targets and implementation deadlines. +995 322 401 111 ext.8036
The laws define general framework of the upcoming markets and give guidelines for transition Mariam Chakhvashvili

Senior Analyst
mchakhvashvili@gt.ge
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period. The changes envisaged by the laws include: unbundling of distribution and
transmission activities, introduction of new market players (e.g. power suppliers, universal
service providers, supplier of last resort), adoption of imbalance settlement mechanism,
definition of renewable energy promotion mechanisms, etc. The laws set deadlines and
responsible bodies for the adoption of secondary legislation, which should define the most
important details of market organisation and action plans of their implementation. Importantly,
donor organisations are actively involved and assisting Georgia in this transitional process.

Diagram 1: Timeline for adoption of key documents under energy law
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Source: Parliament of Georgia, Galt & Taggart Research

The most important takeaways from the newly adopted laws are given in our Electricity Market
Watch of 3 October 2019 (see here).

Energy community membership also obliges Georgia to adopt three other laws by end

of 2019, currently under discussion in the parliament. These laws are:

1. Law on Energy Efficiency - setting energy efficiency targets for the country and
encouraging energy savings.

2. Law on Energy Performance of Buildings - tightening the construction norms in 2020 and
enforcement of penalties from2021.

3. Draft law on Energy Labelling - will force all consumer electronics vendors to include
energy-related information on the product label. The list of information and form of
labelling will be set during 2020, and penalties for non-compliance to these norms will
come into force from 2021.

The timeframes mentioned in the draft laws may change during its review and approval

process.

Please refer to important disclaimers on the final page of this document.


https://galtandtaggart.com/upload/reports/13658.pdf
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Electricity trade deficit widened by 29.7% yly to US$ 58.2mn in 11M19. Electricity
consumption increased by mere 1.6% yly, significantly below forecasted numbers as
well as growth levels of previous periods. On supply side, hydrogenation decreased by
9.2% yly due to unfavourable hydrological conditions. Reduced hydro generation
created demand on electricity imports (+10.5% yly) and thermal generation (+29.4%
yly), despite the low consumption growth rate. Importantly, 36% of imported electricity
came from Russia in 11M19.

GNERC revised tariffs for Khrami 1 and Khrami 2 to 10.837 Tetri’lkWh (+18.5% yly)
and 12.304Tetri/kWh (+15.9% yly), respectively. These tariffs are set from Dec-19 until
Dec-21. Notably, Khami 2 HPP’s has the highest regulated tariff on the market, which,
according to current market rules, is used as reference price of balancing electricity,
purchased by the ESCO from deregulated small capacity HPPs. Respectively, after
enforcement of new tariffs on Khrami cascade in Dec-19, the purchase price of
balancing electricity will increase to 12.304 Tetri/lkWh from the current 10.614 Tetri/kWh.

Thermal power plant Gardabani-2 has been put into test mode. The 250 MW plant
is equipped with modern technologies and will be able to produce electricity more
efficiently than the old ones. Unlike other TPPs, Gardabani-2 will not receive a
guaranteed capacity fee. Its income source is a 14-year guaranteed power purchase
agreement for 1,200kWh annually at USc 5.5/kWh. The owner of Garabani-2 TPP is the
state-owned company - Georgian Oil and Gas Corporation.
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Electricity Consumption, Exports, Generation and Imports - 11M19

Domestic consumption

Domestic consumption of electricity increased by 1.6% yly and reached 11.6TWh
in 11M19. The growth is far below expected, as well as last years’ similar figures. The
growth of electricity consumption in 2018 and 2017 was 6.7% and 8.6%, respectively.
The slowdown in growth is explained by climate conditions. We expect annual growth of
electricity consumption to be 1.8% in 2019.

Electricity consumption dynamics of certain consumer groups are explained by
legislative changes. Consumption by eligible consumers (also known as direct
consumers) increased by 61.3% yly, while distribution licensees’ consumption was
down 11.8% yly in 11M19. From the group of distribution licensees, Energo-pro
Georgia's consumption reduced the most (-16.3% yly), as its several subscribers were
registered as direct consumers.

As a reminder, the above-mentioned is in line with planned market deregulation, 11 new
companies with average monthly consumption over 5GWh were mandatory registered
as direct consumers since May-19. The same also happened in May-18 for companies
consuming 15GWh/month or above. As a result of these legislative changes, the number
of direct consumers increased to total 15 companies. Moreover, the 11M consumption
of the group doubled over 2017-19 and their share in overall domestic consumption
increased from 12.4% in 11M17 to 22.8% in 11M19. ESCO was the main provider of
energy to the direct consumers (42.0% in 11M19) due to the low balancing energy price
in May and June (see Table 3).

In 11M19, 10 new companies entered the wholesale energy market as power
traders, from which only 3 were actively involved in trading (Thilisi Investment Group,
GIEC, Georgian Energy Trading Company). Electricity sold by power traders accounted
to mere 2.3% of total electricity trade. We expect power traders to become more active
on the market after enforcement of all the changes envisaged in new energy law.

Source: ESCO

Figure 1: Domestic electricity consumption, TWh Table 1: Demand growth breakdown, 11M19
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Source: ESCO
Note: Kakheti Energy Distribution was purchased by Energo-Pro Georgia in August, 2017
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Domestic supply

Hydro generation was down by 9.2% yly in 11M19 due to unfavourable hydrological
conditions and accounted for 68.4% of total supply compared to 74.3% in 11M18.

Reduced hydro generation was compensated by increased thermal generation
(+29.4% yly) and imports (+10.5% yly). In total, electricity from imported sources (both
thermal generation and electricity imports) reached 3.8TWh in 11M19, a 30.9% of total

supply.

Increased consumption of Abkhazian region (+7.8% yly) absorbed 47.6% of Enguri
and Vardnili’'s generation of 11M19 and created need of electricity imports from
Russia through Salkhino interconnection line during February and March.

2014 2015 2016 2017 2018 11mM18 11M19

Figure 2: Electricity generation and imports, TWh Table 2: Supply growth breakdown, 11M19
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EHPPs ®TPPs WPPs = Imports
Source: ESCO

The guaranteed capacity fee averaged USc 0.54/kWh over 11M19 (-2.4% yly). The
reduction of the fee is explained by planned maintenance works on all thermal power
plans during the summer months.

Import of electricity — 11M19

Import of electricity increased by 10.5% yly in 11M19. Notably, for the first time this
year electricity was imported in July along with August — the months generally
considered as most suitable for export.

Electricity was imported from Azerbaijan (64% of total) and Russia (36% of total).
The main import source during January-August period was Azerbaijan with a 91.1% of
total imports. From September to November, the Azeri import was replaced by Russian
import, with a 75% share in total. This switch is explained by cheaper electricity imports
price from Russia - average import price in August, when electricity was fully imported
from Azerbaijan, was USc 5.2/kWh, while average import price in October, when 99%
of electricity was imported from Russia, was USc 4.7/kWh (-8.8% difference).
Importantly, electricity import from Russia was suspended and replaced fully with Azeri
imports in Dec-19, probably due to technical constraints.
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Figure 4: Electricity import dynamics and average monthly prices,

Figure 3: Electricity imports, TWh
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The cost of import increased by 5.4% yly and reached US$ 67.3mn in 11M19, from
which ¢. US$22mn was spent on imports from Russia. ESCO was the largest importer
of electricity in 11M19. Notably, first time this year, BFDC Georgia — one of the newly
registered eligible consumers - imported mere 2.3% of total imports for its own
consumption.

Trade deficit in electricity is expected at record high in 2019. In 11M19, electricity
exports reached mere 0.2TWh (-58.6% yly), while imports were up by 10.5% yly to
1.4TWh. In value terms, the electricity trade deficit widened by 29.7% yly to US$ 58.2

mn in 11M19.
Figure 5: Trade deficit, US$ mn Figure 6: Average import and export prices, USc/kWh
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Electricity transit from Azerbaijan to Turkey reached 116.7GWh in 11M19. The
transit amount increased 8.7 times compared to 11M18, but is far below the high transit
levels of 2016 and 2017.

(&)

IN

w

N

[ay

0




We) GALT & TAGGART

RESEARCH

Georgia | Energy

11M19

December 27, 2019

Electricity Prices in Georgia and Turkey - 11M19

Balancing electricity price in Georgia was USc 4.7/kWh (-5.0% yl/y) in 11M19. The
slight decrease of the average balancing price is attributable to the access of ESCO to
the Enguri’'s cheap electricity and consequently decreased average price of electricity.
A 21.1% of total electricity supplied to the grid was traded through the market operator

(ESCO), with the rest traded through bilateral contracts.

Turkish electricity prices averaged USc 4.7/kWh in 11M19 (-2.2% yly). Notably, in
May and June which are the export months for Georgia average electricity prices in

Turkey was lower at USc 3.4/kWh and USc 4.1/kWh, respectively.

Figure 7: Electricity prices in Georgia and Turkey, USc/kWh
10

8.7
o 8.2
\. 7.6
8 \.
5.6 5.8
6 53 53 l‘ 5.0 5.0
° o— 0\1'5 ° - 47
o :>-<._’-.§‘
4 ' 48 46 4.8 47
2
0

2012 2013 2014 2015 2016 2017 2018 11M19
-—o== Balancing electricity selling price in Georgia
——o-— Average Market Clearing Price in Turkey
Source: ESCO, Geostat, NBG, EPIAS

Table 3: Electricity prices in Georgia and Turkey, USc/kWh

Dec-18 2018 Jan-19  Feb-19  Mar-19
Balancing electricity price

in Georgia 53 5.0 5.1 52 5.0
% change yly +9% +1% +1% -3% +0%

Average price of electricity

imports in Georgia 5.2 5.0 5.0 45 36
% change yly +7% | +13% -3% -14% -27%

Average price of electrici

expoﬁ% fr?)m Georgia Y ) a2 ) ) NM
% change yly -100% | +22%

Market clearing price in

Turkey 5.0 48 44 5.0 48
% change yly +21% +4% -11% +6%  +16%

Source: ESCO, Geostat, NBG, EPIAS
Note: when export or import is insignificant the average tariff is not-meaningful (NM)
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Table 4: Electricity Balance, GWh

Dec-18 2018 Jan-19  Feb19  Mar-19
Domestic
consumption, total 1,171 12,577 1,148 1,036 1,137
% change yly 1% | +61% | 2% 2% +2%
Of which:
- Abkhazian Region 243 192 254 22 242
% change y/ly +1% -4.0% +3%  +2% +17%
- Eligible consumers 159 1794 144 129 154
% change yly +56% | +25.7% | +33%  +24%  +34%
- Distribution
Companies 769 8,862 750 686 741
% change yly -6% +5.2% -8% 7% -6%
Of which:
- Energo-Pro
Georgia 492 5,891 481 445 488
% change yly 7% | +121% -8% -6% -6%
-Telasi 76 2970 269 241 253
% change yly -5% +1.2% -8% -8% 7%
Domestic Generation,
total 986 12,149 1,011 939 974
% change yly 9% | +5.4% -0% +0% 2%
Of which:
-HPPs 705 9949 601 511 540
% change y/y +3% | +80% | -11%  -14% -30%
- TPPs 275 2115 405 420 4%
% change yly -30% -53% | +22%  +26% +98%
- WPPs 6 84 6 7 8
% change yly 11% -4.0% | -18% 18% 17%
Imports 228 1,509 182 142 209
% change yly +69% +0.8% | -10%  -15% +30%
Exports ) 589 ) ) 0
% change yly NA | -142% | NA  NA N/A
Net Export/import (228)  (020) (182)  (142)  (209)
Transit 112 13 . 9 6
% change yly +113% | -94.7% NA  -33% N/A

Source: ESCO
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1.9%  0.8% | +1.6%
126 197 1,809
£3%  +2% | +1.8%
257 239 2,637
+52%  +50% | +61.3%
575 632 7,140
16%  -13% | -11.8%
360 379 4,517
23%  -21% | -16.3%
215 253 2,623
2% +2% -2.6%
800 913 10853
2% +1% -2.8%
580 503 8,395
0% 1% -9.2%
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Disclaimer

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of JSC Bank of Georgia group (‘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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