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TWINNING PROJECT FICHE

1. Basic Information

1.1 Programme: Annual Action programme 2013- Fraank Programme in
Support of EU-Georgia Agreements

1.2 Twinning Number: GE/23

1.3 Title: STRENGTHENING CAPACITIES OF THE GEORGIAN

NATIONAL ENERGY AND WATER SUPPLY REGULATORY
COMMISSION (GNERC) IN REGULATORY COST AUDIT AND
MARKET MONITORING

1.4 Sector: Energy
1.5 Beneficiary country: Georgia

2. Objectives

2.1 Overall Objective:

The operation of a competitive, transparent andiefft energy market in Georgia.

2.2 Project purpose:

The purpose of this Twinning Project is to develtye institutional framework for the
implementation of regulation of Georgia’s energykeain line with EUacquis

The project aims to strengthen the capabiliiesGNERC as the independent national
regulatory authority through the development oflsoand mechanisms based on best-EU
practice regarding regulatory cost audit and mamkernitoring within the electricity sector.

2.3 Contribution to National Development Plan/Caatien agreement/Association
Agreement/Action Plan

In the framework of the implementation of the Asation Agreement betweaihe European

Union and Georgia an Association Agenda has been adopted for thecp2014-2016 with
aim to ensure that the Parties are able to enpyulh benefits of the Agreement starting with
its partial provisional application. This Twinnirgroject will be particularly relevant for
Chapter 2.6 of the Association Agenda "Other Coapen Policies - Energy”. In particular, it
envisages that parties will cooperate on:

» taking steps towards the integration of Georgiar®mgy market with that of the EU,
and strengthening Georgia’s energy security andutagpry convergence through the
implementation of relevant EU legislation applicabto Georgia, in line with
Association Agreement and Energy Community commigvand in accordance with
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the timeline agreed by Georgia in the frameworkhefEnergy Community Treaty;

According to the Association Agreement (AA) , tasere access to secure, environmentally
friendly and affordable energy, Georgia undertat@sntegrate its market and gradually
transpose the EU energgquisinto its national legislation as well as to becamf@ontracting
Party to the Energy Community Treaty. Regulati®raikey element of this approximation
process and therefore, the AA commits EU and Gadxgiworks towards strengthening the
independence of the national energy regulatory aaiiyhand its capacity to develop the
relevant regulatory framework to ensure the opematdf competitive, transparent and
efficient energy markets.

Further objectives of the AA are to increase marikéegration and gradual regulatory
approximation towards key elements of the &tduis and promote energy efficiency and the
use of renewable energy sources. Furthermore, #rdep acknowledged the need for
enhanced energy cooperation, and the commitmentgtement the Energy Charter Treaty.
The agreement also gives details about:

- Energy transit — that envisages obligation of plagties to ensure transit, consistent with
their international commitments in accordance with provisions of GATT 1994 and the
Energy Charter Treaty;

- Unauthorised taking of goods in transit— stabed parties shall take all necessary measures
to prohibit and address any unauthorised takingnefgy goods in transit through its territory
by any entity subject to that Party's control arsdiction;

- Uninterrupted transit — according to which partshall not take from or interfere otherwise
with the transit of energy goods through their itery, besides specified exceptional
circumstances specified in the Agreement;

- Transit obligations for operators - parties shalsure that operators of energy transport
facilities take the necessary measures to minirtligerisk of accidental interruption or
reduction of transit; and to expeditiously resttire normal operation of such transit, which
has been accidentally interrupted or reduced;

- Independent National Regulatory Authorities— adogg to which each Party shall designate
independent regulatory authorities empowered talatg the gas and electricity markets.
These regulatory authorities shall be legally didtiand functionally independent from any
other public or private enterprise, market paraicipor operator.

- Organisation of markets - the Parties shall ensat energy markets are operated with a
view to achieving competitive, secure and environtady sustainable conditions and shall
not discriminate between enterprises as regartissriay obligations.

- Access to energy transport facilities - each yPahall ensure on its territory the
implementation of a system of third party accessrtergy transport facilities and Liquefied
Natural Gas and storage facilities applicable kosérs and applied in a transparent, objective
and non-discriminatory manner.

Furthermore, the Regulation (EU) No 232/2014 of th&ropean Parliament and of the
Council of 11 March 2014 establishing a EuropeamghNmurhood Instrument defines in
Annex Il the priorities for Union support at bileaé level which include the institutional

cooperation and capacity development, including tbe implementation of Union

agreements, such as within the energy sector.

This Twinning Project will support implementatiohtbe above-mentioned aims through the
approximation of Georgia’s regulatory frameworkhe electricity market.



3.  Description
3.1 Background and justification:

Development of the sector

End of January 2013, Georgia applied for full mersbg of the Energy Community. The
accession will need — according to the existingafiye- the transposition in Georgia of the
main elements of the E&kquisin the energy sector.

In comparison with 1989, electricity consumption thre country decreased by half. The
economic collapse after the breakdown of the Sdyreon deteriorated further as a result of
the civil war, the conflicts in Abkhazia and So@Bsetia and political instability. During the
mid-90s, the electricity sector of Georgia was elts a full collapse: electricity supply was
limited to minimum, e.g. in winter periods elecitycsupply was reduced to 2-3 hours a day
and natural gas deliveries were completely stoppée. unreliable energy supply had an
adverse impact on the socio-economic situationgor@ia.

Staring from 1997, Georgia started comprehensifigenes in its energy sector. These reforms
included the adoption of the Law on Electricity aMatural Gas, the creation of the

Electricity Regulatory Commission and the unburglliof the State Electricity Company

‘Sakenergo’ into separate, yet still state-owneaamjganies for generation, transmission and
distribution. The creation of an Electricity Poah 2000) and the introduction of Power

Market Rules became important milestones in thermefrocess.

Nonetheless, the sector reforms were hampered bynzber of issues: an almost entire

dependence on energy supply from Russia; low $aaffd collection rates resulted in poor
maintenance of the electricity system, corruptiod glow progress in the privatisation of

distribution and generation. By 2000, Georgia’segation capacity had decreased from 3,200
MW (in 1985) to 700-800 MW.

After the ‘Rose Revolution’ the new Government,hngupport from the EU, the World Bank,
USAID and other donors, developed and implementad aabitious plan to ensure
uninterrupted electricity supply. The activitiesnsitaneously addressed several problems:
legal and regulatory changes creating favourableditions for investing in the sector,
diversification of energy supply sources, fight iaga corruption in the energy sector (and
elsewhere), improvement of the energy infrastrictaind privatisation of distribution and
generation companies. It also improved bill colttrates and increased electricity tariffs to
cost-recovery levels. As a result, by 2005 thetataty deficit was eliminated.

In the period 2006-2010, the Georgian Governmeldcatled more than 500 min GEL
(approximately 230 min EUR) for the rehabilitatiand development of the electricity sector.

Significant progress was achieved in the direcbbmarket liberalization. The presence of
foreign energy companies and distributors in tleallonarket has contributed to diversity and
sustainability of the sector in general. The bemigrof the implementation of the Turkey -

Georgia — Armenia- Azerbaijan High Voltage Intergeation Project was a very important
step to improve energy security and enhance theotusenewable energy. This is a 500 kV
high voltage transmission line project that willnoect the Georgian power system to the
Azeri, Armenian and Turkish grids. This project laagreat importance for Georgia as well as
for the whole region.



Structure of the electricity sector

As a result of implementation of the mentioned meas in the period 2007-2011, Georgia
became an exporter of electricity in the South @aus region (See table). However, since
2012 Georgia had to import electricity, especiatlythe winter when the generation from

hydropower stations is at its lowest.

2014 (9
Indicator 2000 2005 2006 2007 2008 2009 2010 2011 2012 2013 months
)
Electricity
Production 7216.9 6880 7419.8 8169.5 8279.1 | 8278.1 9919.2 | 9912.2 | 94719 9860.6 7674.4
107.85 110.10 101.34 119.82 104.10

Change (%) 100% | 95.33% % % % | 99.99% % | 99.93% | 95.56% % 77.83%
Electricity
Consumptio
n 6763.7 | 7842.7 7882.6 7812.6 8074.8 | 7640.1 | 8441.99 | 9256.6 | 9379.4 9690.2 7458.3
Change (%) 100% 116% 101% 99% 103% 95% 110% 110% 101% 103% 77%
Export 204.6 121.8 82.6 625.5 679.6 749.4 1524.3 930.6 528.1 450.4 497.5
Change (%) 100% 60% 68% 757% 109% 110% 203% 61% 57% 85% 110%
Import 599.5 | 1398.6 777.5 433.2 649 254.8 222.1 | 470.97 614.6 484.1 450.5
Change (%) 100% 233% 56% 56% 150% 39% 87% 212% 130% 79% 93%
Balance (+) (- -
) 848.10 314.10 232.10 164.60 173.70 143.40 175.01 195.97 179.00 204.10 169.10

Figure 1: Electricity Balance in Georgia, 2000-2014nin. KW/h

In Georgia there are more than 40 generation compaimcluding three gas-fired, thermal
power generating companies.

There are three companies having transmission deen‘Georgian State Electrosystem’

(GSE), Energotrans LTD and ‘Sakrusenergo’. Sakmiggn a joint venture with the Russian

Inter-RAQ, owns and operates 220, 330, and 500 ig¥ toltage lines, connecting Georgia

with Russia, as well as with Turkey and Azerbaijahe state-owned GSE and Energotrans
Ltd own and operate all other high voltage linesnsformers and other related facilities. GSE
also operates the dispatch centre and some sysgemation function.

The Georgian electricity sector today operates whitee distribution companies: ‘Telasr’
(mainly owned by Russian Inter-RAO), ‘EnergoPro @ (owned by Czech company
EnergoPro) and ‘Kakheti’ Distribution Company (owndy the Lithuanian company
ACHEMAQS Gruppe). They are in charge of energyritigtion and supply to the incumbent
domestic and household customers.

The Georgian electricity market is based on a sysikbilateral contracts between generators
and eligible consumers, complemented by a balangiaghanism managed by the market
operator. ESCO, the Electricity Commercial Opatatoresponsible for the balancing of the
market by selling and buying the balance energyigdiog the system with reserve capacity,
providing dispatcher with the information in orderplan the electricity and capacity supply
and consumption in the national electricity systgmgviding platform for the settlements
between the buyers and sellers of the reserve itpacl balance energy.

Legal Background



The relevant legal acts for GNERC are the ‘Law @b@ia on Electricity and Natural Gas’
(with later changes and additions regarding waieply regulation as well) of 27 June 1997,
the ‘Law of Georgia on National Regulatory Authmst (coming into effect from 15 October
2002), the Law on Licensing and Permits of 2005 dred General Administrative Code of
Georgia which applies to all state agencies.

The first two Laws provide high level of autononoy GNERC in those issues where it has
authority. The Law on Independent National ReguiatAuthorities clearly defines, that
‘independence is the ability of both an independeegulatory authority and the
commissioner to carry out activities without impeopnfluence and illegal interference to
exercise the authority of a regulatory authority dstermined under the applicable law,
including discussing, investigating and deciding thatters assigned to its authority; any
interference in the activities of an independengutatory authority, control of the said
activities and demanding accounts of such actwitie the part of any state authority shall be
inadmissible, if this is not explicitly provided foy the applicable law’

The Law on electricity and natural gas defines thain features of independence: the
Commission consists of five members. The Preside@eorgia submits the candidatures of
the Commission members with the approval of Govemnof Georgia to the Parliament of
Georgia, which elects them with the majority vodemember of the Commission is elected
for a six-year term. A member of the Commission rhayre-appointed for another six-year
term; the President of Georgia submits the candidadf the Chairman of the Commission
with the approval of Government of Georgia to tlaliBment of Georgia. The Parliament
votes for the appointed candidature and electsChairman of the Commission with the
majority vote. They may be removed from the offacgy in the cases stated in the Law. The
Commission has an independent budget and is furiced the regulatory fees; this
regulatory fee is evaluated and set by the Comondair the next year until September 15 of
the current year without any interference of thes€oment. The Commission has sole use of
the funds. By March 31 of each year the Commispi@pares and publishes a report for the
past year; it is available in the Georgian languagéhe general public.

After 2005 several changes were made to the LavEleatricity and Natural Gas. The
changes provided clear definition of rights andiefubf subjects participating in wholesale
trade with electricity, development of unified effiee sector management system, ensuring
energy security of the country, liberalization @rjicular segments of sector up to its full
deregulation and amongst them transfer to bilbtenatracts.

In 2006 amendments to the energy laws transfelreduathority to the Ministry of Energy for
the preparation of electricity and natural gas heds, electricity market rules (including
backup capacity calculations), and natural gas etatkes.

The possibility of definition of long term tarifisas also a legislative innovation. This makes
it possible for the companies to plan financiautesin advance, and protects final user from
unexpected increase of tariff.

GNERC has no legislative advising power to propa®endments of laws, but it could have
informal suggestion in initiating or preparing deafegarding harmonized definitions of laws.

Most recently, the Law of Georgia on ElectricityNatural Gas was amended at the end of
2013 (27 December, 2013). These amendments sigmilfyc increase the mandate and
responsibilities of GNERC, and specifically

* GNERC is responsible for the monitoring of energrkets.



* GNERC is granted the authority to approve the GZude for transmission and
distribution networks. Under the transitional pmgns, the deadline for adoption of
the Grid Code is 1 June, 2015.

« GNERC is empowered to approve Uniform System of odnting for license
holders. The Uniform System of Accounting has toap@roved within three years
from 27 December, 2013.

Sector Regulation

From the above described backgrouh@, main task$o be addressed by GNERC in the mid-
term are the following:

» Development and approval of the Distribution Griodé.

* Development of mechanisms and procedures andfarése monitoring of energy
markets.

» Development of the regulatory cost audit mechanisomds and procedures.
* Implementation of the Unified System of Accounting.
» Support to the process of complete opening of libetrecity market.

Within the planned Twinning Project, GNERC seeksvtwk with EU peers in two priority
tasks:

1. Cost Audit Process implementation

In order to implement the newest regulatory appgmeac cost audit processes have to be
developed at GNERC on the basis of EU MS expergenthe ultimate aim is to facilitate
investments into the electricity grid and incretise efficiency of regulated transmission and
distribution activities.

In 2014, GNERC completed the design of a new ineefiiased tariff methodology in the
framework of the Twinning project 09/2012 — 06/20(@E10/ENP-PCA/EY/11). This
methodology has been rolled out at one of the theleetricity distribution companies
operating in Georgia. However, GNERC capacity needher development in order to
expand the implementation of the incentive-basedhaumlogy throughout the electricity
market. Regulatory costs auditing is an essentiality for the design and implementation of
regulated tariffs.

2. Market monitoring in line with the EU legislatio

Monitoring of national energy markets is an obligatset out within the EU Third Energy
Package and thus has to be adopted as part odldipti@n of EU energgcquis.This is a new
task for GNERC following the amendment of the Lawkdectricity and Gas in 2013. Market
monitoring provides greater transparency, and ftbe¥ea key contribution toward
development of efficient markets.

The challenge for GNERC is to obtain a full undamsling of the principles, methodologies
and procedures for monitoring energy markets inBbe It will enable GNERC to analyse

! The Uniform System of Accounting (USoA) sets oetaunting and reporting standards mandatory for
GNERC licensees.



the current situation in Georgia’s electricity metrkand develop recommendations for the
methodology and the implementing modalities to nmreorgia’s electricity market.

Strengthening the capacity and knowledge base mviBNERC will both support and
complement the work under the two areas describedea

3.2 Linked activitiegother international and national initiatives)

In the recent years, a number of projects finarimedifferent donors have been contributing
to the development and strengthening of the Geworgi@ergy system and its efficiency.
Below is a summary of the main interventions:

The EU funded project under INOGATE ‘Capacity-Building for Energy Regulators in
Eastern Europe and central Asia’January 2009-July 2010 —promoted and advocated good
and sound energy regulatory practices in the Pa@oentries of the INOGATE Programme
and promotes harmonisation of energy regulatoryctipes among them. Beneficiary
countries: Armenia, Azerbaijan, Belarus, Georgia, Kazakhst#&yrgyzstan, Moldova,
Tajikistan, Turkmenistan, Ukraine and Uzbekistan.

The mentioned EU funded project under INOGATE ‘Capacity-Building for Energy
Regulators in Eastern Europe and central Asia’ hadinanced a Peer-Review Study
through ERRA in 2009-2010(Report published in February 2010he Peer-Review has
analysed the autonomy, the authority and the adability of the regulatory bodies. The
present Twinning Fiche is utilising many of thediimgs and advice of the Peer-Review.

The EU funded project ‘Georgian-European Policy and Le@l Advice Centre —
GEPLAC’ prepared different analyses on implementationhef EU-Georgia cooperation
documents in different fields, including the enesgctor. They also analysed the situation
and tasks regarding Georgia’s possible memberaltipei Energy Community.

Black Sea Transmission Network, co-financed by EBRD(European Bank for
Reconstruction and Development), KfW, EIB (Europeaninvestment Bank) and EC
through the Neighbourhood Investment Facility. This project connects the Georgian and
Turkish electricity grids and strengthens the Georgransmission grid. The total cost is
around 290 m€.

EBRD financed a study about “Electricity Distribution Tariff Reform” from January to
October 2013. The project supported GNERC to enthae the new tariff methodology
elaborated by GNERC is in line with an internatibnaaccepted framework and
commitments that Georgia has assumed as an obsgrnthe Energy Community Treaty.
KEMA reviewed the new tariff methodology and penfid gap analysis between proposed
methodology and international best practice.

EBRD, EIB and EC through the Neighbourhood Investmat Facility are financing the
rehabilitation of the Enguri and Vardnili hydropowe r cascade This project started in
2004 and is now at its second phase. Enguri andriahydropower plants provide around
one third of the electricity consumed in Georgia.

The USAID-financed project ‘Energy Capacity Initiative’ implemented by Advanced
Engineering Associates International, Inc (AEAI),March 2008 - March 2011.This project
was designed to enhance energy policy analysiscigpwaithin Georgia, to facilitate
stakeholder dialogue on policy issues and to sugpginer education programs in energy.
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The USAID financed project ‘GNERC Partnership Program’ implemented by National
Association of Regulatory Utility Commissions (NARLL), Sept. 2008 - Sept. 2011
supported the effective functioning of the GNERC byilding and strengthening a
partnership between GNERC and a U.S. regulator.

The USAID financed project ‘Black Sea Transmission Planing’ implemented by US
Energy Association USEA,Sept. 2007 - Sept. 2012 was designed to establShugasus
group to enable joint planning of regional transius links.

The USAID Hydropower Investment Promotion Project HIPP) was actively working on
developing cross border trading mechanisms andnt#wve electricity market model. The
project was consulting various stakeholders inclgdloE, GNERC, market operators and
GSE. US Government launchétydro Power and Energy Planning Project (HPEP)on
November 14, 2013. HPEP is USAID’s follow-on prdjéc the HIPP and will continue
supporting Georgia for market-based initiativestimulate investments into the hydro power
sector. HPEP will facilitate private sector devetgmt of hydro power resources of Georgia
that are environmentally, socially and economicaliyind, support Georgia in adopting and
implementing the Georgia Electricity Market Modél2015 (GEMM 2015) developed under
HIPP, and help establish an electricity trading naeism in Georgia and beyond.

The USAID (USAID) Governing for Growth (G4G) in Georgia was launched in December
2014 and will last 5 years. G4G is designed to rob@overnance in select business enabling
areas: tax and customs administration, trade fattdn, land registration, electricity trading
policy, and water resource management.

The EU-financed Twinning project “Strengthening capaciies of the Georgian National
Energy and Water Supply Regulatory Commission (GNER) in updating incentive
based electricity tariff methodology” (ELO0/ENP-PCA/EY/11), Sept 2012 — June 2014
which strengthened the capacities of GNERC and Idped the new electricity tariff
methodology. The project was implemented by E-Ginthe Austrian energy regulatory
authority.

3.3 Results:

By the end of the Twinning Project, the followirgsults will be achieved:

Result 1 -The enabling environment within GNERC to begin depment work towards the
implementation of regulatory cost audits and mankenitoring is established.

Result 2- The draft Rules for Regulatory Cost Audit accogdio the EU regulations are
prepared as well as the knowledge and skills of BNEnanagement and staff in respect of
collection of regulatory data, regulatory cost editoon, and cost audit techniques.

Result 3- The draft Rules for Monitoring of the Electricibffarket according to the EU best
practices have been prepared, as well as the kdgeland skills of GNERC management
and staff in market monitoring are strengthened.

3.4 Activities:

The list of Components and Activities as well asitimethod of implementation, benchmarks
and resources are indicative only. Applicants acuested to develop their own solutions
regarding appropriate activities and their content.



This Project comprises three components relatettidcspecific project purpose and results
above. Inside each component there is a seriestwiti@s which if implemented correctly
and in full will lead to the production of the Résuset out in Section 3.3.

In order to achieve the expected results it is irgmt that GNERC staff further develops
their technical English language skills and ardfipient in the use of MS Excel and Access
software.

During the first months of the project implemerdati partnership relations must be
established and mutual understanding achieved ketitve Twinning Partners at managerial
levels as well as between experts of the EU MS@N&RC working group members. The
mechanism of coordinated solution of problematsués should be elaborated. Significant
support to the project implementation is expectetéd received from the PAO and the EU
Delegation to Georgia.

General Activities

Activity 1.1: Organise kick-off conference and establish nexxgssorking groups
Method

The first month of the project will be used to allthe installation of the Resident Twinning
Adviser (RTA) in Georgia. The RTA will have to bestalled in his/her office at the GNERC.

S/he will be introduced to the beneficiary coun8) stakeholders of the project and to his
counterparts and staff.

S/he will also hire an RTA Assistant and a Tramslatterpreter Assistant through an
appropriate selection procedure. Hiring a Translktt@rpreter Assistant is important in
addition to the RTA Assistant due to the significamount of interpretation/translation needs
amongst the GNERC circumstances.

A one-day Kick-off Conference will be organisedtire first month aiming at launching and
presenting the project to the stakeholders, theianadd the public at large. In order to
guarantee large public information about the stdrtthe project, the meeting will be
concluded with a press conference and a presseelea

In the first month of the project the partners \e#itablish necessary Working Groups (WG)
(possibly two: Cost Audit WG - CAWG and Market Maring WG - MMWG) to lead and
undertake all activities in the various componestgported by the RTA and the MS short-
term experts (STES).

In addition to the RTA and STEs, each WG will corspr25 persons from GNERC staff.
They will be chaired by key experts from both sides

The Working Groups will meet regularly during thésgsions of MS STEs.

The RTA and the RTA Counterpart will be responsitae all coordination, logistical and
operational matters regarding the establishmenbaedation of the WGs. The project leaders
(PL) may wish to assign responsibility for specffiomponents to STESs.

Benchmarks: Stakeholders, media and public informledut the start and content of the
project by start of month 2; operational and fumaal Working Groups

Resources: venue, catering, translation, interpogtaand interpretation equipment, printing
costs



Activity 1.2: Organise Project Final Conference
Method

During the last month of the project, a closingfeoence will be organised at which the
results of the project will be presented. The aateresults in the areas of the project’s
interventions will be discussed with the Benefigjdhe Georgian Government and the
companies. The conference will be concluded witomemendations for possible follow-up
and lessons learnt for similar projects.

Benchmarks: closing conference organised, recomatems and lessons learnt formulated
and discussed, stakeholders, media and publicnm@drabout the results of the project and its
completion

Resources: venue, catering, translation, interpoetaand interpretation equipment, printing
costs

Activities linked to Result 1: the enabling enviroment within . GNERC to beqin
development work towards the implementation of reglatory cost audits and market
monitoring is_established (COMPONENT 1: CAPACITY DEVELOPMENT AND
PROJECT MANAGEMENT).

Activity 1.3: Prepare a baseline report on the status of Gesmgectricity market
Method:

In the framework of the WGs, the MS and BC expwuils prepare astatus reporton the
current legal, institutional and regulatory stafeptay at GNERC and Georgia’s electricity
market. The report shall include a qualitative gndntitative analysis of the present situation
in the electricity market as a starting point tosgathe development and implementation of a
new market model. The report will present the fesguand elements of the proposed new
market model and the implementation plans for tmeplementation.

This report shall be agreed with GNERC and wilvseais a baseline for later assessments and
as a background report for finalizing the exactpgcof the activities to be carried out by this
Twinning Project.

Benchmarksbaseline report drafted with the WGs and agreed GRNIERC management.
Resources: interpretation, translation

Activity 1.4: Prepare GNERC staff’ skills gap analysis focusamgregulatory cost audit,
market monitoring and IT needs

Method:

The RTA with STE support will prepare a detailedislgap analysis of GNERC expert staff,
which will mainly focus on regulatory cost auditdamarket monitoring, and identifying IT
needs to help to fine-tune training plans and twesdater as baseline for characterizing
developments in staff skills.

BenchmarksSkills gap analysis prepared and discussed withenWGs and with GNERC
management.

Resources: interpretation, translation
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Activity 1.5: Identify relevant primary and secondary legislation as wesllirules and
procedures related to Energy Markets Monitoring Redulatory Cost Audit from across the
EU and similar Georgian documentation deemed napgedsr supporting the project and
arrange its translation into Georgian or English

Method

Based upon the findings of Activities 1.3 and lbée, the STE and BC experts will identify
and compile:

1. Alist of legislation (laws and regulations), rulasd procedures from E&tquisand best
regulatory practice related to the Monitoring ofelgy Markets and Regulatory Cost
Audit;

2. The list of Georgian electricity primary and secarndlegislation pursuant to these two
issues.

The most important and relevant documents or etstrdtereof will be translated into
Georgian or English as appropriate.

Benchmarks: Relevant parts of legislation, regafetj rules and procedures in respect of
monitoring of energy markets and regulatory codtitatranslated into Georgian. Relevant
Georgian documentation of the same nature andddgaoslated into English.

Resources: translation of maximum 500 pages

Activity 1.6: Organise English language training service on enesgctor specialised
terminology for the staff of the core departmerft&BNERC

Method

The English language training will be organizeddprto 30 GNERC staff participating in the
project and it will last more or less throughoue tproject. The MS will sub-contract a
Georgia-based language training institute or aapeiveacher — if availafle to provide
training. Training aids and audiovisuals will b@yided by the language institute in line with
its standard rules. The precise level of the counfieely on the upfront analysis of the pre-
existing English skills of the relevant GNERC stdthe results of the other activities’ work
(reports, presentations etc.) will be an importsamirce of materials for these English training
lessons as well. Depending on whether this turnsmbe practical, feasible and desired in
the course of the project, a session solely deslicad English electricity terminology might
be held. Should this be the case, the session lshdlkeld by the MS jointly with the project
translator/interpreter.

Participants of the language training shall recaieertificate of participation in line with the
rules of the language institute that is contracted.

Benchmarksi9 month training course for 30 persons from GNERC staffamised

Resources: Training Institute or Individual, prevaector involvement with financing

2 If no Georgia-based Computer Training Institutavsilable for this assignment then the MS Admiaison
will recruit and contract with one or more indivadujualified Trainers who are not related to anymhers of
the MS Partner and/or Consortium or to any membeE@NERC Management and/or staff.
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Activity 1.7: Provide training on MS Access and Excel softwase the staff of core
departments of GNERC

Method

Implementation of data collection, storage, procgssand analysis processes is a pre-
condition for the Regulatory Authority to be abdedarry out the functions of regulatory costs
audit and market monitoring. Accordingly, GNERC aeaity needs to be developed to
implement these processes.

The MS Partner will arrange specialised computainiing for up to 20 staff of GNERC
participating in the project. The MS Partner mighb-contract a Georgia-based Computer
Training Instituté to provide training in MS Access and Excel sofevafhe Training
Institute will be contracted within 4 weeks frometlstart of the project and training will
commence in the second month of the project. Tmgimids will be provided by the Training
Institute. The institute will provide a traininglaevement certificate to all participants at the
end of the training.

Benchmarks: 50 day training course organised fao persons from GNERC staff.

Resources: Training Institute or Individual, prevaector involvement with financing

ACTIVITIES LINKED TO RESULT 2 - The draft rules for Regulatory Cost Audit
according to the EU regulations are prepared abagsehe knowledge and skills of GNERC
management and staff in respect of collection glil@ory data, regulatory cost allocation,
and cost audit technigueSOQMPONENT 2: REGULATORY COST AUDIT)

The aim of this component is twofold:

1) Support the implementation and enforcement oftlcentive-based tariff methodology.

2) Establish the basis for on-going analysis and rewaabling the Regulatory Authority to
update the tariff methodology.

At the beginning of this component the theory aaslits of the regulatory cost audits will be

introduced. Recommendations and draft of regulatest audit rules have to be developed
together with BC experts in order to design thétrigrocesses for GNERC. The main aim of
this component is to strengthen the capacitiesNMERC and to develop the processes for the
first implementation of regulatory cost audits.

Activity 2.1: EU legal and practical requirements for unbundigctivities in the energy
market and its monitoring

Method:

In order to support GNERC in its understandinghef EU legal and regulatory framework for
the design, implementation and enforcement of thieundling process, the MS STE will
undertake one 5-day training of 20 BC experts @ uhbundling requirements of the EU
Directives and the approach to monitor these requants.
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Benchmarks: Training materials developed, 5-fleyning for 20 BC experts is held. Guide
and presentation on implementing of unbundlinggllased on EU practice are prepared.

Resources: interpretation, translation

Activity 2.2: Elaboration of recommendations for unbundling diivaties across Georgia’s
electricity market

Activity unbundling is essential for the efficienperation of energy markets insofar as
regulated activities (transmission and distributibave to be separated from market activities
(generation and supply). The collection of unbuddfeom market activities) data is essential
for efficient regulation. While accounting unbumdji is already implemented in Georgia,

GNERC needs to collect technical and financial datathe regulated activities of the

licensee.

Method:

As part of this activity, MS and BC experts willgpare and analyse a limited number of
scenarios assessing the practical implementatioraabivities unbundling in Georgia’'s
electricity market. The analysis and discussionl watus on the impact of the different
scenarios on the cost structure of the electramtyipanies, as well as on the tariff structures.

Benchmarks: Analysis of scenarios for implementatbunbundling. Minutes of WG
meetings are prepared. Recommendations for aeswiinbundling are drafted and compiled.

Resources: interpretation, translation

Activity 2.3: Training on the theory of Cost Audit

Cost audits are significantly different from fin@acaudit. Cost audit entails the verification
of cost records and cost accounts, and a checlkhenadherence to the prescribed cost
accounting procedures and the relevance of suaeguoes.

Method:

MS experts will deliver a 10-days training for 1@ Bxperts on:

- Purpose, types, features, approaches (e.g. riskted), materiality, evaluation in term of
amount and reason and on the use of right profibs& and balance sheet positions of cost
auditing;

- Design, preparation and implementation of coslitgarogrammes and its process.

Benchmarks: Training materials developed. Traiinghe theory and design of cost audits is
delivered and a presentation on the theory andydesicost audits is prepared.

Resources: interpretation, translation

Activity 2.4: Training on company analysis focusing on distitoutand transmission
companies
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Cost audits are carried out at company level. Rerpurposes of Regulatory Cost Audit, it is
the network companies licensed to carry out regdlactivities (distribution and transmission
companies) in the electricity sector that will be object of the analysis for which GNERC
needs to develop an adequate understanding.

Method:

MS experts will deliver a 3-day training for 15 Bperts on company analysis with a focus
on the comparison of key ratios and overall assesswf companies™ data, on special topics
concerning cost accounting, cost allocation anaksfiex pricing, advertising, sponsoring etc.

Benchmarks: Training materials developed. Presentwton regulated company analysis
prepared.

Resources: interpretation, translation

Activity 2.5: Training on Activity-Based Costing and related ¢femarking

Activity-Based costing (ABC) is one of several cosinagement approaches that can help
regulators to improve the efficient of energy maskéarough a more accurate process and
product cost information and a better understandfragtivities.

Method:

MS experts will provide a 10-day training for 10 BRperts on the analysis of regulated
companies with the focus on the implementationobif/ay-based costing, definition of main

activities and auditing schemes. MS experts wiMegiecommendations on introduction of
activity-based costing and benchmarking analysiglectricity markets. The definition of

relevant key ratios for specific activities will bene together with GNERC.

Benchmarks: Training is held and report on the meoendations for cost audits with regard
to activity based costing is prepared includingpremendations on key ratios for the
purposes of drafting rules on regulatory cost audit

Resources: interpretation, translation

Activity 2.6: Trainings and workshops on Regulatory Cost Auditpractical case
Method:

The MS experts will prepare and deliver 10-daynirajs for 15 BC experts on regulatory
cost audits on the basis of a case study. Severisivops will be held.

Benchmarks: Trainings and workshops deliveredhimgi materials prepared.

Resources: interpretation, translation

Activity 2.7: Preparation of the recommended methodology fotampntation of cost audits
Method:
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For 20 days, MS and BC experts will work on theigle®f methodology to be proposed for
the implementation of regulatory cost audits in (gegs electricity market. The methodology
will include: 1) cost audit rules, 2) guidelines fihe implementation of cost audits, and 3)
checklists for implementation of the cost auditggeonme.

Benchmarks: Recommendations on methodology foraudit rules, guidelines and checklist
for implementation are prepared.

Resources: interpretation, translation

Activity 2.8: Recommendation for a cost audit implementation plan
Method:

MS and BC experts will develop with the help of N®ject of a project plan for the initial
implementation of cost audits across all compalitessed to operate in Georgia’s electricity
sector.

The project plan will include a timeline and demadb for data collection from both the
companies and GNERC as well as timing for its mevend analysis. Recommendations
regarding organizing cost audits will also be givEarthermore training plans for the cost
audit team will be prepared.

Benchmarks: Report on the recommendations for bazabt implementation plan is
prepared.

Resources: interpretation, translation

Activity 2.9: Study Visit to National Regulatory Authoritiestwo different EU MS to share
the experience of the MS on regulatory cost audit

Method: GNERC staff will have the opportunity tarfp@pate in two study tours to gain first-

hand knowledge and experience in the design, imghkation and results of regulatory cost
audit in line with EU legislation and best practidde focus of the Study Tours will enable
GNERC respective staff to fully engage with respecstaff of the NRAs in assessing the
regulatory cost audit approaches by the NRAs.

Benchmarks: Two 5-days study tours with participaif 10 BC experts are carried out.
Study tour reports with recommendations are prepare

Resources: 10 flight tickets, 60 per diems, intetgdion.

Activity 2.10: Roundtable Discussion and recommendations fotdlesolders
Method:

The MS STEs and WG will discuss the recommendatifmisthe implementation of

regulatory cost audit developed earlier in the grbjat a round table/workshop with the
electricity market stakeholders and will make repmndations for any subsequent
improvements.
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Benchmarks: Roundtable discussion with the respecttakeholders arranged and held.
Recommendations are prepared and published.

Resources: interpretation, translations, developroémvebsite information, printing cost of
materials

Activity 2.11: Drafting of Cost Audit Rules
Method:

MS experts will work with BS experts over ten dayshe process of putting together the set
of Rules for Cost Audit ready for approval by GNERC

Benchmarks: Draft Cost Audit Rules compiled andlygfar submission to GNERC approval.

Resources: interpretation, translation

Activity 2.12: Public Consultation on Draft Cost Audit Rules
Method:

In keeping up with the commitment for transparearkeat regulation, the MS STEs and WG
will present the draft rules developed above imblip consultation format led by GNERC.

Benchmarks: Roundtable discussion with the respecttakeholders arranged and held.
Recommendations are prepared and published.

Resources: interpretation, translations, developroémvebsite information, printing cost of
materials

Activity 2.13: Training on the determination of cost for qualityterruptions, voltage quality,
service quality) and network losses

Method:

For regulatory purposes, quality has to be pricecbalingly to determine its costs. MS
experts will deliver 5-day training on adequateesols to determine the price of quality for
15 BC experts. Several tools like the conductiorcwdtomer surveys or macro-economic
analysis will be evaluated together with GNERC. &torer the pricing issue for network
losses and the determination of an adequate cestfbanetwork losses will be analysed. At
the end of the training recommendations for deteimyi the cost for quality and network
losses will be prepared.

Benchmarks: Training on determining the cost foalijy and network losses is held and
relevant report on the recommendations is prepared.

Resources: interpretation, translation

Activity 2.14: Training and workshops on the theory of tariftisgt for electricity generators
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To enable GNERC to develop the capacity necessarynfoving away from annual
generation tariffs, this project will present Eldjudations and best practice for tariff setting of
regulated activities on the generation side.

Method:

MS experts will deliver a 7-day training for 15 BZperts on tariff setting on the basis of an
example. Several workshops will be held.

Benchmarks: Training and workshops are held, tngimnaterials are prepared.

Resources: interpretation, translation

Activity 2.15: Training and workshops on the design and settingriffs for transmission
and distribution

Method:

MS experts will provide a 5-day training on tariffesign for both transmission and
distribution systems operators on the basis of samgle for 10 BC experts. Several
workshops will be held.

Benchmarks: Training and workshops are held, ingimhaterials are prepared.

Resources: interpretation, translation

Activity 2.16: Training and workshops on cost cascading and atistation between
network (voltage) levels

Method:

MS experts will provide 5-day training on cost adiog methods and cost allocation
between network levels on the basis of an examplel® BC experts. The training will
include the differences tariff setting between s$raission system operators (TSOs) and
distribution system operators (DSOs). Several waoks will be held.

Benchmarks: Training and workshops are held, tngimnaterials are prepared.

Resources: interpretation, translation

Activities linked to Result 3- The draft Rules for Monitoring of the Electricity M arket
according to the EU best practices have been preped, as well as the knowledge and
skills of GNERC management and staff in market morioring are strengthened
(COMPONENT 3: MARKET MONITORING)

Market Monitoring is a necessary regulatory funetidt informs the regulator about the
structure of the market (concentration, verticaégnation), and the compliance with market
rules. Ultimately, the mere presence of a monitpreystem can deter anticompetitive
conduct. The objective of market monitoring aciestis to explain how energy markets can
perform more efficiently.

17



At the beginning of the implementation of this canpnt, GNERC staff will be introduced to
the theory and basics of thearket monitoring. Further on, recommendations have to be
developed together with BC experts in order to glesiight monitoring processes for
GNERC. This component aims to develop specific madtical recommendations for energy
market monitoring implementation in Georgia andltaft the market monitoring rules.

Activity 3.1: Roundtable discussion with market participartisout the further evolution of
the market

Method:

The MS Experts will facilitate roundtable discussiof GNERC with market participants.
The background for this discussion will be basedhanreport on market and GNERC status
prepared early into implementation of the proje€Corfponent 1, Activity 1.3). The
roundtable discussion will cover of GNERC's rolencerning further evolution of market
reforms towards greater competition and removalob$tacles to a functioning market,
including issues such as level playing field in gration, access to network, different degree
of market opening, protecting small and vulneratlistomers’ rights etc. The feedback
obtained and subsequent discussion will contrihatéine-tuning the scope of subsequent
activities in this component.

Benchmarks: Minutes of meeting prepared.

Resources: interpretation, translation

Activity 3.2: Training on the Market Monitoring Concept
Method:

MS experts will prepare and deliver a 5-day tragnfor 15 BC experts on the concept of
market monitoring. The training will first addretfge purpose and aim of market monitoring
in markets with different degrees of opening. Witlihe scope of this activity, MS experts
will provide an overview of market monitoring ana@wh it relates to monitoring market
concentration, quality of supply, etc. A special ptyasis will be on common problems
encountered when developing a market monitorintesys

Benchmarks: Introductory training on the conceptMarket Monitoring held and training
materials distributed

Resources: interpretation, translation

Activity 3.3: Training on thdegal requirements with regard to Market Monitoringhe EU
Method:

MS experts will deliver a 5-day training on requments of all relevant EU legislation on
market monitoring for 10 BC experts. The trainingll wover both EU acquis and

® Flectricity Market Operator, dispatch licensee, transmission licensees, generation and distribution
licensees, importers, exporters, direct customers, small power plants.
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transposition by MS to include examples of best{ita legal implementation addressing
both primary and secondary legal frameworks (il&ity of implementation, development of
regulations, etc.).

Benchmarks: Training held and training materiakpared.

Resources: interpretation, translation

Activity 3.4: Preparation of Report on the Legal Requirementsafdlarket Monitoring
System

Method:

MS and BC experts will discuss the legal provisiaml other regulatory requirements
necessary for the development and implementatiora dtinctioning market monitoring
system in Georgia. MS experts will outline theirpexence in developing the legal and
regulatory structure necessary for a fully-funcimgnenergy markets monitoring system. The
discussions shall also focus on the legal and &gy updates and the timeline and
responsibilities for their enacting. The resulttieése discussions will be a report describing
the legal and regulatory design of a market momgpsystem in line with Elhcquisand
Georgia’s legislation.

Benchmarks: Report on the legal and regulatoryufeat of a market monitoring system
compatible with Georgia’s electricity market is prepared.

Resources: interpretation, translation

Activity 3.5: Workshop orthe Use of Energy Statistics for Market Monitoring
Method:

MS experts will prepare and deliver a 7-day worksfar 15 BC experts on the relationship
between energy statistics and energy markets nrorgtdn particular, which, when and how
energy statistics should be used for market mangor During this activity, the
methodological differences between statistics anditaring will be highlighted. One part of
the workshop will focus on the use of differentadaburces to verify data and check the
plausibility of results.

Benchmarks: Workshop held and materials are prepared and distributed.

Resources: interpretation, translation

Activity 3.6: Training on the Use of Indicators for Energy Mark&gnitoring
Method:

Based on Activity 3.6 the MS STEs will prepare ataliver a 7-day training for 15 BC

experts. This includes indicators on the energy mixarious sectors, as-well as general
economic indicators and their relation to energykeis, such as GDP, population growth,
and international oil prices. The Project will paep a handbook about main features of
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energy market indicators used in market monitorahefinitions, sourcing of primary data,
calculation methods, consistency checks, etc.

Benchmarks: Training carried out and Handbook alicators for energy market monitoring
prepared.

Resources: interpretation, translation

Activity 3.7: Defining Criteria and Indicators for Wholesale Metrlonitoring
Method:

Building on the outcome of the preceding activiieshe component, this activity will give a
detailed set of recommendations on how market maong for electricity wholesale markets
should be performed. The activity will work on:

» The identification and definition of criteria anmbicators used to assess the functioning of
wholesale markets such as prices, concentratioosratarket liquidity, transparency,
etc.;

» Preparation of the methodology for data collecaad calculation of indicators;
* Data management issues: collection, validatiomagt etc.

The report will describe the above-mentioned issa@sss different sub-markets including
energy exchanges and balancing markets.

The proposals developed in the report will be suggowith examples from best-practice
experiences within the EU.

This activity will include seminars and small haais group trainings on actual use and
calculation of relevant indicators for the wholesalarket as well as for the separate parts of
the market.

Benchmarks: Report on monitoring of wholesale mi@rkgrepared. Feedback from the
trainings carried out on market monitoring

Resources: interpretation, translation

Activity 3.8: Definition of Criteria and Indicators for Monitogn the Allocation of
Interconnection Capacity

Cross-border trading of electricity in the form export or transit is a key element of
Georgia’s energy policy and the newly built internection infrastructure is enabling

increased electricity trade in the region. Morepwexde in energy is a prominent feature of
EU-Georgia DCFTA. Accordingly, this important in lume part of the electricity market

needs monitoring in line with EU legislation andbpractice.

Method:

Building on the outcome of the previous activitiegshe component, this activity will give a
detailed picture for monitoring the allocation a&pacity related to cross-border trading of
electricity. The activity will work on the identdation and definition of criteria and indicators
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used to assess the functioning of capacity allonapreparation of the methodology for data
collection and calculation of indicators and da&nagement issues.

The proposal developed in the report will be sufggbmwith examples from best-practice
experiences within the EU.

This activity will include a dedicated training sem on the monitoring of the allocation of
interconnection capacity allocation and congesti@magement.

Benchmarks: Report on monitoring of the allocataninterconnection capacity. Feedback
received from the training.

Resources: interpretation, translation

Activity 3.9: Definition of Criteria and Indicators for MonitogrRetail Markets
Method:

This activity will mirror the report-preparationsta set out in Activity 3.7. The report will
look into the features of different consumer grospsh as industry, households, and small
and medium enterprises and how they might diffetarms of behaviour and thus the
different impacts on market outcomes. The repobet@repared will work on:

» The identification and definition of criteria anmbicators used to assess the functioning of
the retail market;

» Preparation of the methodology for data collecaod calculation of indicators;
* Data management issues: collection, validatiomage etc.

Overall, the activity will provide a detailed sétrecommendations of how market monitoring
for the electricity retail market should be perfewn

Benchmarks: Report on retail market monitoring preg.

Resources: interpretation, translation

Activity 3.10: Monitoring the deployment of renewables in EU elety markets

The EU has one of the most developed policy framksvsupporting the development of
renewable energy sources and actual output ofreliégtfrom them is now significant across
the EU. However, deployment of renewables has gwadinon electricity prices and the
national regulators have a key role to play to emsdequate balance between sustainable
energy and affordable electricity.

Method:

The MS STEs will prepare and deliver a 5-day tragnfor 15 BC experts on policy support
frameworks for the use of renewable sources foctiebdty generation and the role of the
regulator in their monitoring. The training will im@sed on examples from at least three EU
Member States. A one-day workshop will be arrangediscuss findings and their relevance
to Georgia’s electricity market.
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Benchmarks: Training carried out. Workshop matsnmepared and distributed.

Resources: interpretation, translation

Activity 3.11: Report orMarket Monitoring — Compiled Recommendations
Method:

Based on the results of activities 3.4, 3.7, 3.8 &9, MS and BC experts jointly prepare a
comprehensive set of recommendations for the imgieation of market monitoring in
Georgia’s electricity market. The report will deber the legal (primary & secondary),
regulatory and technical measures to be developethé functioning of an energy market
monitoring system.

The recommendations will be accompanied by an magblan for implementation of the
recommendations. The plan shall include a timetabid identify additional costs that
GNERC might incur.

Benchmarks: Report on overall recommendations ak@hanonitoring prepared.

Resources: interpretation, translation

Activity 3.12: Undertake two Study Tours to National Regulatongh®rities in two different
EU MS

Method:

GNERC staff will have the opportunity to participain study tours to enhance their
knowledge and experience in the subjects of thggroThe focus of the Study Tours will
enable GNERC respective staff to fully engage wetfpective staff of the NRAs in assessing
the market monitoring approaches by EU National Regrs after training provided in
Component 3.

Benchmarks: Two 5-day study tours for 10 persoos fGNERC staff are carried out (5
persons will participate in each study tour); sttmlyr reports with recommendations are
prepared.

Resources: 10 flight tickets, 60 per diems, intetgdion

Activity 3.13: Roundtable Discussion and recommendations fotédlesolders
Method:

The MS STEs and WG will discuss the recommendatifmisthe implementation of
electricity market monitoring in a round table wsikbp with the stakeholders and will make
recommendations for any subsequent improvements.

Benchmarks: Roundtable discussion with the respectiakeholders arranged and held.
Recommendations are prepared and published.

Resources: interpretation, translations, printiogt ©f materials
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Activity 3.14: Drafting of Market Monitoring Rules
Method:

MS experts will assist the BS experts in the preagsputting together the drafRules for
Monitoring of Georgia’s Electricity Markef'ready for approval by GNERC.

Benchmarks: draft Rules for Monitoring of Georgialsctricity market compiled and ready
for submission to GNERC approval.

Resources: interpretation, translation

Activity 3.15: Public Consultation on drafRules for Monitoring of Georgia’s Electricity
Market”

Method:

In keeping up with the commitment for transparearket regulation, the MS STEs and WG
will present the draft rules developed above imblip consultation format led by GNERC.

Benchmarks: Roundtable discussion with the respectiakeholders arranged and held.
Recommendations are prepared and published.

Resources: interpretation, translations, developroémvebsite information, printing cost of
materials

3.5 Means/ Input from the MS Partner Administration

3.5.1 Profile and tasks of the Project Leader

The Project Leader will coordinate and control tiverall thrust of the Project, lead project
activities, and ensure the attainment of the restle/she should besgnior officialfrom an
EU energy regulator and is expected to devote amim of 3 days per month to the Project
in his/her home administration with an on-site tvisi least every 3 months. In addition,
he/she should coordinate, from the Member Stats siee Project Steering Committee (PSC),
which will meet in Georgia every three months.

Profile:

* a long-term civil servant from an EU Member Stateeigy Regulatory body with
necessary experience in a leading position in gnegulation

» at least 10 years professional experience in #ld ©f energy policy, management
and regulation with good understanding of the eslaubjects and, during that period,
he/she must have been in an active senior manageposition in a Member State
Energy Regulatory Authority for at least 3 years;

 Have experience in the field of project managemenstitutional issues and
organisation of energy regulation to the Europesmjuirements;

* Experience in development and implementation ofggneegulatory projects in EU
and non EU countries;

* The name is indicative only.
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* Have a good command of written and spoken English;
* Good inter-personal skills

Tasks:

* Overall coordination, guidance and monitoring af Broject;

» Preparation of project progress reports with sup@oRTA;

* Timely achievement of the project results;

Co-Chairing of project steering committees;

» Provision of legal and technical advice and analygienever needed.

3.5.2 Profile and tasks of the RTA
The Resident Twinning Adviser has the responsybitt guide the work of the team and will
coordinate and implement project activities on ¢gheund over a period of 21 months under
the overall supervision of the Project Leader. He/should be a staff member / official from
an EU energy regulator or a mandated body andpsat&d to be working on a permanent
basis in the beneficiary country for the duratiénhe Project.
The Resident Twinning Adviser on energy regulatioii provide advice and technical
assistance to the GNERC Commissioners and stadf RIIMA will promote that best European
regulatory know-how will be fed into the decisiorakimg process at GNERC. The RTA will
be responsible for the day-to-day management apiementation of the project. The RTA
and Assistants will be based in GNERC offices andl iaise closely with his/her
Counterpart at GNERC.

Profile:

» University high level education in Economics, Besis, Accounting or Energy related
studies

* Minimum 3 years of experience in the field of energgulation;

* Sound comparative knowledge of relevant EU requames related to the various
components of this project;

» Experience in working on similar projects in tramsi countries would be an asset;

» Good inter-personal skills and good training, peilsipeaking, diplomatic and written
communication skills;

* Excellent computer literacy (Word, Excel, PowerrRpi
» Excellent English communication skills, both spoleenl written.

* Overall supervision of the project implementation &oordination of all activities, as
well as management of the project administration;

» Coordination of the activities of the team membierdine with the agreed work
programmes to enable timely completion of projedpats;

* Provide technical input to the Project wheneverdedeand provision of advice in
his/her field of expertise;

» Liaise with MS and BC Project Leaders and dailytaots with BC RTA counterpart;

» Co-preparation of project progress reports withdtto_eader;

» Liaison with EU Project Manager;

» Liaison with other relevant projects and Georgiastitutions.

3.5.3 Profile and tasks of the short-term experts
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Tasks of short-term expertise

In order to provide the full range of expertisettlsanecessary a minimum of 7 short-term
experts (STEs) will complete the activities. As engral approach, the short term experts
together with the medium term expert will take teeponsibility for the implementation of
the Twinning project and the achievement of thalteseach for his/her individual mission
tasks. They will prepare together with their BC mimuparts the required reports and the
output described. The experts will be from the Ratguy Body/ies in the Member State(s) or
from other Public Sector Institutions. The exaaniver of STES per activity should be agreed
during the contract negotiation process. Speciomis of Reference for short-term advisers
will be elaborated by Project Leader/RTA at the lenpentation stage.

Profile of short-term expertise
The STE's shall have the following Qualificatiordaskills:

* auniversity degree and extensive experience inelegant subject;

* an excellent command of written and spoken English;

» good writing and presentation skills

* good training and facilitation skills;

» strong analytical and managerial capability

» coaching and mentoring skills;

* PC computer literacy;

» experience in Phare/ENP-East countries or in oiiiternational projects relating to
energy sector / electricity sub sector /managementd be an advantage.

STE 1:Regulatory Expert

STE 2: Cost Audit Expert

STE 3:lLegal Expert

STE 4: Market Monitoring Expert
STE 5: Accounting Expert

STE 6: Market Model Expert
STE 7: Benchmarking Expert
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4. Institutional Framework

The main beneficiary of the Project is GNERC and particular two of GNERC's
departments: the 1997 Law on Electricity createdEGR and in 1999, new legislation added
regulation of the natural gas sector to GNERC’'spaasibilities. In 2002 the Georgian
Parliament enacted the Law on National IndepenéRegulatory Bodies, making GNERC
independent from other GoG (Government of Georg@ggncies. Under the new law, only
Georgian courts could overturn the GNERC'’s decssidm 2003 the Office of Public Defender
was established within the GNERC and, althoughnfied by the GNERC, it remains
independent. In 2007 the Parliament amended thedakalectricity and Natural Gas and placed
regulation of potable water supply and seweragacgsr within the Commission’s jurisdiction.

The current Law on Electricity and Natural Gas giGNERC the authority to regulate in three
broad areas:

= Licensing: GNERC has the authority to issue, modify, enfgneeluding the imposition
of penalties), and revoke licenses under apprepteatns and conditions for electricity
generation, transmission, dispatch, and distributod for natural gas transportation and
distribution. GNERC is guided in licensing i) byethaw on Electricity and Natural Gas
and also ii) by the Law on Licenses and Permitsi@nioly the licensing rules developed
by the Commission.

» Tariffs: GNERC has the authority to establish and modityff¢afor electricity
generation, transmission, dispatch, distributioasspthrough, import, the services
provided by the Market Operator (MO), and the systapacity reserve required to be
purchased by the MO. In the natural gas subse®NERC establishes and modifies
tariffs for transportation, distribution, delivegnd consumption, subject to certain
exceptions.

= Dispute resolution: GNERC is to resolve disputes on matters withincampetence
between and among licensees, importers, expostgupliers, consumers, and the market
operator.

The GNERC's Charter, approved early 2008, and éurttetails relating to GNERC's
regulatory responsibility see GNERC web sit&w.gnerc.org

The members of the Commission were appointed byadtmer President of Georgia, while
the new Chairperson who was appointed by the Pkhméster of Georgia in 2013. Within
the frame of its competence the Commission issegslutions as normative acts on general
issues of regulation, while on individual issuegcidions are issued as normative acts.
Operation of the Commission is not economic agtjviut its financing does not depend on
the state budget: it originates from annual regutafiees paid by license holders.

« Democratic procedures, admitted on internationallare used for issuance of resolutions
and decisions: at open (public) meetings of the @@wion any stakeholder (license
holder, client, defenders of clients’ rights, regmetatives of different governmental and
nongovernmental organizations) has the opportuoitgefend their interests, express their
opinion and present evidences. The decision o€dramission can be appealed at Court.

 Indicators demonstrating development of the Regudtody in 2007 — 2012 are provided
in the following table:
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Development of GNERC 2007-2013

Indicators

Unit

2007

2008

2009

2010

2011

2012

2013

Number of
Commissioners
by the end of the
year

Unit

Number of

employees by "
the end of the

year

72 106 106 108 84 84 113

Number of P
departments

7 8 10 10 10 10 10

Revenue

Th. GEL 4.305 5.968 8.317 8.709| 10.283] 13.733] 9.700

Expenses !

3.715 5.609 8.227 7.491 8.893 9.440| 10. 554

The creation of GNERC and commencement of its ietsvin 1997-2001 was largely
supported by the international community, notably World Bank and USAID and later the
EU via the Twinning project. Donors have contrilsute training, technical assistance, and
other goods and services in support of the regulat@ have repeatedly assessed the
Commission’s performance and capabilities overygea's. During the last 4-5 years a limited
number of GNERC staff participated in differenticewl projects and programmes, such as
INOGATE, ERRA and Energy Community meetings.

In the framework of the Government's programme @wnmission was transferred to
Kutaisi, more than 200 km from Thbilisi, in July 200This has changed the structure of
staffing, since a good proportion of intensivelgitied and experienced staff was not able
to move to Kutaisi. Many of those departing from ERRC had also good English language
skills. A part of employees that moved to Kutasivwork with GNERC still has basic
residence in Thilisi and are in Kutaisi only on waays. Although the Commission has
made significant efforts in many fields to countdamce and improve the situation, a good
part of tasks are still ahead. One of them is &rrigtaff capacity building in practically
every important field covered by GNERC'’s activitias well as in enhancing foreign
(English) language capabilities of the staff. Theirining project which started end of
2012 was instrumental in supporting GNERC in easlirgcapacity development tasks. At
the end of 2013 the management decided to move toacbilisi in order to ensure the
proper work of the regulatory authority and the memtion with stakeholders of the
energy market. The relocation of GNERC took placEebruary 2014.

GNERC is a founding and active full member of ERRA=nergy Regulators Regional
Association. The Association's main objective isnicrease exchange of information and
experience among its members and to expand acoessergy regulatory experience
around the world. The purpose of ERRA is to impraaional energy regulation in
member countries, to foster development of stabbrgy regulators with autonomy and
authority and to improve cooperation among energgulators and to increase
communication and the exchange of information,aegeand experience among members
and increase access to energy regulatory informatnol experience around the world and
promote opportunities for training. The ERRA wete ghttp://www.erranet.org/) includes
a huge amount of information about the organisasind activities of ERRA as well as
about its members.
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Organization

GNERC'’s Organizational Structure is specified g @harter (GNERC Resolution No. 4 on
approving the GNERC Charter). Practically all th& Repartments of GNERC will gain
experience from the Twinning ProjedDne department however will have outstanding
importance in fulfilling the tasks and producingetmandatory results, because they are
directly involved in development of the electricitgarket regulation. The tasks of this
department are described below:

Tariff and Economic Analysis Department:

a) Analyses tariff applications presented by lie&ss importers, suppliers, and consumers of
energy, natural gas and water, and market operator.

b) Examines and monitors the economic status dan$iees, importers, suppliers, and
commercial operators in electricity, natural gad esater supply sectors.

c) Prepares quarterly and annual reports on tharttepnt’s activities.
d) Prepares draft legislation.

e) Prepares conclusions respecting the financidtuledions presented by licensees,
importers, exporters, suppliers, consumers of gnergtural gas, water supply sectors, and
market operator.

f) Develops and modifies tariff methodologies ire tbf electricity, natural gas, and water
supply sectors.

g) Calculates and sets connection fees for newurness.

h) Calculates and sets tariffs for energy genematicansmission, dispatch, distribution,
import and consumption, market operator, obligastage purchase, systems capacity reserve,
transportation, distribution, supply of natural gasd water supply.

i) Develops Uniform System of Accounts for all isees
]) Prepares drafts of normative acts

k) Monitors fulfilment of the individual administi@e-normative acts approved by the
commission

I) Reviews the letters in its competence.

The Department consists of tpérsons, all of them are economists.

Methodology Support and Quality of Service Departme

a) Develops methodologies for the calculation adcelc energy, natural gas, and water
tariffs.

b) Prepares legal normative acts, including rubgsusage of electric energy, natural gas and
water.

c) Ensures the proper registration of the Commmssiapproved standard acts in the Ministry
of Justice and publishes them at a publishing effic

d) Examines international tendencies and methodmbgpproaches to regulation and
preparation of conclusions.

e) Develops and modifies tariff methodologies fiecticity, natural gas, and water supply.
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f) Prepares recommendations on rehabilitation awestment programs in the electricity,
natural gas and water supply sectors.

g) Monitors Quality if Service of Distribution liosees.
h) Monitors and analyses Reliability of Supply lo¢ tDistribution licensees.

The Departments consist of four persons, includimg lawyer, two engineers and one
economist.

Electricity Department

a) Examines and prepares conclusions on normatsses$ by the licensees on the initiative of
commission.

b) Prepares draft legal acts of the Commission.
c) Develops standard-technical documentation fectdt sector.

d) Prepares appropriate conclusions on the tedhoadaulations presented by the current
licensees of electric sector.

e) Examines technical documentation filed by lieerapplicants in the electric sector,
prepares conclusions, and receives and reviewdusioes of other departments on similar
issues.

f) Prepares documentation for further discussioth@atcommission meetings on granting the
appropriate licenses, modifying or revoking them.

g) Establishes control over the licensing condgiamthin the electricity and natural gas

sectors of Georgia and, for violation of the coiodis, combines relevant administrative

sanctions, according to existing Georgian legistatin addition, draws up protocols upon the
breach of established requirements and makes suguesn the course of action foreseen by
the legislation.

h) Participates in development of the schedule emdple with licensees, importers, and
Electricity Market Operator on the settlement afulatory fees.

i) Develops Grid Rules.
) Monitors and analyses the electricity market.
k) Develops data base for electricity trade.

I) Reviews the Standard Conditions provided by teity Market Operator, Dispatch and
Transmission licensees.

m) Inspects meters used in wholesale accounting.
n) Develops draft of normative loss calculatioresul

0) Examines new investment projects in electricégctor and prepares appropriate
conclusions.

The Department consists of four persons, includihgee electric engineers and one
economist.

Considering the staffing situation in these thred ather relevant departments of GNERC it
is important that the two Working Groups to be getwithin the Twinning Project involve
gualified specialists not only from these three atgpents but also from the other ones to
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ensure an overall significant capacity building.eTtomposition of the Working Groups
should be clarified and agreed on during the firstith of the project implementation.

5. Budget

The Beneficiary will provide in kind contribution the form foreseen in the twinning
manual.

The maximum total budget available of the actiofi i5000,000.

6. Implementation Arrangements

6.1 Implementing Agency responsible for tenderoaptracting and accounting

The European Union Delegation in Thilisi will bespgnsible for tendering, contracting,
payments and financial reporting, and will workclose cooperation with the Beneficiary.
The person in charge of this Project is:

Ms Muriel Lambert de Rouvroit

Project Manager

Delegation of the European Union to Georgia

38 Nino Chkheidze str., 0102 Thilisi, Georgia

Tel: + 995 32 943 763 Fax: +995 32 943 768

e-mail: Muriel. LAMBERT-DE-ROUVROIT @eeas.europa.eu

PAO will support the TWG Project implementation gess together with the EU Delegation.
The person in charge of this project is:

Mr Roman Kakulia

Head of Department

Office Address: EU Assistance Coordination Departitiroject Administration Office
(PAO) in Georgia, Office of the State Minister oe@gia on European and Euro-Atlantic
Integration #7, Ingorokva Street, Thilisi 0134

Georgia Office tel./fax: (995 32) 99 89 14

e-mail:pao@eu-nato-gov.ge

6.2 Main counterpart in the B@cluding contact person and contact details.

Project leader:

Mr. Gocha Shonia

Commissioner

Georgian Energy and Water Supply Regulatory ComonssGNERC

19 A. Mitskevichi Street

0194 Thilisi, Georgia

Tel. (+995 32) 2 42 01 80

Fax. (+995 32) 2 42 01 60.
Email: gocha.shonia@gnerc.org

RTA Counterpart:
Mr. Nugzar Beridze
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Director of Electricity Department

Georgian Energy and Water Supply Regulatory ComonssGNERC
19 A. Mitskevichi Street

0194 Thilisi, Georgia

Tel. (+995 32) 2 42 01 80

Fax. (+995 32) 2 42 01 60

Email: nugzar.beridze@gnerc.org

6.3 Contracts

The Project will be implemented through one Twignaontract.

The Project will be implemented in the form of aifiming contract between the Delegation
of the European Union to Georgia and an EU MemhateS The implementation of the
Project requires one Project Leader with respolitsitior the overall coordination of project
activities. It is essential that the team haveicugifitly broad expertise to cover all the areas
included in the project description.

The interested Member State institution shall idelin its proposal the CVs of the designated
Project Leader, the proposed short and/or medium-texperts and the specific tasks to
which they will be assigned. Considering the faeit tthis Project is organised as a Twinning
project, no Consortia of MS partners are allowed.

7. Implementation Schedule (indicative)

7.1 Launching of the call for proposals: March 2015
7.2 Start of project activities: November 2015

7.3 Project completion: August 2017

7.4 Duration of the execution period: 24 monthdwaih implementation period of 21
months.

8.  Sustainability

The Project aims are based on the real developnesuls of GNERC. They are not additional
to the tasks ahead of GNERC, but integral parthef own plans. The sustainability of the
Project will be achieved through a suitable implatagon of the project activities and

availability of trained by the project personnellie electricity regulation subjects. It will be

promoted by introduction of the project resultsoifENERC resolutions and decisions.
Furthermore, needs of the local and internationatstors in clear and long term electricity
regulations as well as needs of Government of Gaa@ngd its population in a well regulated
and stable and reasonably priced electricity sestgply are expected to contribute to
maintaining high level services on a constant basiGNERC.

The sustainability of the project will be achievatso through a smooth and timely
implementation of the project activities and auaility of trained personnel at the GNERC.
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The workshops, seminars, on-the-job coaching andterniag should take into account an

opportunity for train-the-trainer approach, sintenay entail a multiplier effect and ensure
the sustainability of methodologies developedslinecessary to apply a training approach
characterised by focusing on cases in the locategbnDirect peer-to-peer and expert-to-
expert working relations should be established @& Wonstant monitoring of developments

shall be ensured through provision of short evadnasheets (or questionnaires) surveying
how Georgian participants appreciate of the contaethod, applicability and transferability

of the delivered topics.

9. Crosscutting issuegequal opportunity, environment, etc...)

The principle of equal opportunity will be integedt into all stages of the project
implementation. The Project does not have diresirenmental consequences, although
environmental awareness raising and environmegndty decision making in all branches of
the energy sector is a task of continuously growimgortance.

10. Conditionality and sequencing

The Twinning project fiche has been drafted by GIER/hich, by endorsing the Twinning
Fiche, commits itself to provide the contributiatated in the fiche.

They, among others, include:

» Strong commitment and support of GNERC managenoethiet Project implementation

* Strong involvement and commitment of GNERC stafilatevels

* Assigning indispensable personnel to activitiesnemted with the Project

» Ensuring co-ordination between departments andutishs connected with the Project

* Ensuring access to indispensable information amdments

» Ensuring sufficient development of computerisatiathin GNERC

* Adequate conditions for the STEs to perform thesrkwvhile on mission to the BC

* Providing suitable venues and equipment for trgrsassions and meetings that will be
held under the Project

» Designating a GNERC counterpart for each MS expert.

Significant changes in the GNERC staff could be aofsignificant risk for successful

implementation of the Project and the sustaingbitit the results to be achieved. This
primarily refers to professional staff having pagated in the project design and those
having knowledge of the English language.

In order to successfully implement the Twinningjeat it is regarded as important that the
Government of Georgia and GNERC management takesures to ensure appropriate
staffing — both in volume and quality - and theiotimation for participation in the Twinning
project, achieving the mandatory results jointlythwthe EU Partners and staying on in
GNERC so that it can effectively carry out its riegary function.

The ‘language barrier’ may become a critical isstiproject implementation: most probably
practically every meeting, discussion and worksWwiprequire interpretation services and all
presentations and technical material must be tgetsIbeforehand. This will pose serious
strain on the Project’s capacities but also maybto@and sometimes even triple the time
required and planned for each activity.

ANNEXES TO THE PROJECT FICHE

1. Logical Framework Matrix
2. Draft Implementation Chart
3. Organisation Chart of GNERC
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