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969MagHho30bo o dpatoo gubznmoatgdol obbhohyho

96a6agMm030by o daMoo gobzomutgdob obbhohyhe oombeo 2013
Bgmb o gomofEgdd omoob bLobgmdbomm pbogzgmbopghoby o
obomomoga® 13066 .dbmmmom godmizomgds badohmzgmmbmzob®
(WEG) dmbfob omoboddthmdmmaoolb boggydzgemdg. o0bbogyhob doBoboo
9600a9M030Lb o dobo dmdozbo3zy oMagdolb 0bhaMmobndmobyto
bodgzbogtma3zmaze, 9bataghos30b o daMoumo gubzomatgdob bo3ghmdo
auboommgdolb 3MmEgbob bLodgizboghm  PBMYB3zgmMmymaY,bodmaamgdob
36modngtgoolb vdommady o dpaMhoo aobzomuMgdob 3dMobizndgdob
ubgMma3ob bgemdgbymado. dmbobugg boghmadmbobm aodmiormadob o
1hadbmmmangdob mMmdo dgbbogmo o bojohomzgmmdo domo Eobghazob
bgmdgbymodo;dato gbgfaghosdodo bobgmdbooym Jdmmohogob o
baonaaeamoaaEobyzgannmadgdob 33mma3omo ydkybagmymaa.

dbmgmom agodmpEomgdo bodothmngzggmmbogob (WEG)

vbomomogao 3obhto dbmammom aoudmEomagdy bojumzgmmbomzob
(WEG) uotboo 2006 Bgmb. dobo doBoboo bgmo dgnbymb dofhopmo
LOBMaBEMYBEL EgdmaMohoym aubzomafgdab o dMmamagblb, dmbobogg
boghmudmMobm godmEomgdol, mozobymomo bododMm 3Mobizndgdoba
o 93hHmaogdoMob bhobobmgdob ubgtaznm gbgMaghosnlb, gofgdmb
o330L o dmdoxbogg boyghmaddo. mMaubodoiznob doomo boddoobmobob
BoMdmoagbb Ladhmpmo 33mMAa39060, dmmopogdob m3ydabhadab
dmdBoady o boaobdobommagdmm Embobdgoob Aohmotgds g39ybab
fMggmtdoMgdob o dpghao gobzomafgdob dboHpobodgMoc.
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Benefits and Challenges of Energy

Community Membership for Georgia

The audience included sector officials and experts, students and academia,
other public officials, CS0Os and general public.

The seminar was moderated by Murman Margvelashvili — Director of World
Experience for Georgia (WEG), who also announced opening of a new Energy and
Sustainability Institute in llia State University and preparation of a new MBA
program in Energy and Sustainable Development where a new generation of
competitive professionals in energy and sustainability will be prepared.

The purpose of the series of seminars is to organize stakeholder consultations,
in-depth professional discussion of important energy sector and related
economic, environmental, social and security issues; To identify the pathways
of their resolution in compliance the best world practices, and to increase the
awareness of stakeholders in support of energy sector reform and progress
towards higher energy security and compliance with EU standards.

This publication is a compilation of presentations made at the
seminar - “Benefits and Challenges of Energy Community
Membership for Georgia, on February 20" 2014 in llia State
University, Thilisi, Georgia. The seminar opens a series of city
seminars on Energy Policy and Sustainability organized jointly by
World Experience for Georgia (WEG) and llia State University. It
was conducted with the support of the EU under the project Civil
Society, Dialogue for Progress.

The seminar was officially opened by a speech of Mr. Guenther
Oettinger EU Commissioner for Energy of the EU. Other
speakers were:

= FabrizioBarbasso - deputy director general of the
commission's energy directorate.

= Mariam Valishvili—- Deputy Minister of Energy,

= Giorgi Vashakmadze — Trans Caspian Gas Pipeline Project
(W-Stream consortium, UK],

= Sukru Bogut - Senior Energy Infrastructure Advisor,

USAID

Giorgi Mukhigulishvili— energy researcher, WEG.
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Bobodadoubg dn3maho BofMHdmoagblb omoolb bobgmadbooym
16039Mboghdo 2014 Bemob 20 omgdghzomb aodobHomym
bodobotdg  ,Lodomzgmmb gobgztoubgdo gbgfrgahosdnm
avabmoobgdodo, dgbodmadmmodgdo o aodmbzgzgde” -
Bogombymo dmbbgbgdgdab Boztgdb.

badoboMo ofob J3doMggmo bobomo gbabggmogobo o
doabowo gobzomotgdolb Ldnbofgdolb 13ogmoby, MHm3mab
mbgobodgdoboy obomopogyMo 3gbpMo ,Bbmgymom
godmomado bodohomzgmmbom3zob“(WEG) omooab
bobgmdbooym Pbozgtbopghood oo o g3thmgzozdotnb
dbofodagom abmzngmmaob.

bodoboMmo goobbbo g3zhmzgmdobmob gbgMaagthosznm
bogombaddn-goynbhaf mbobagtob dobobomdgdamo boghyzoom.

bbgo dmdbbybgdmado:

* qgoobogom odoMoobm - 93Mmamdoboob gbgMaghogol
dodomymgdob ggbgmamyMmo potgdhmMob dmoanmy

»  gufood goemodzomo - 9656agMho30b dobobhfob dmaaomy

* aomMao godoydodg -mfobbgobdoyMmo dommbogbob 3dfmagdhmob
Botdmduagbgmo

*  dydy dmayho - 0dd goubzomotgdob booggbhm

* gomfao dgbogymmodzomo - ,dbmgmom godmpoomagss bodob-
®39mmbmngob”

bLodobotb gbbMgdmEBgb gdb3gbmado, bLHYIbhado, o3dIdooby O
bodmgomagm badmaomgoob Botdmdoagbemado.

bLgdoboMb dmEagMmopmbmdob ybgzo ,Jbmmymom FodmEzEomgdo
bogdoMmyzmMmmbmzob“(WEG) @ofmgdhmto gbgfaghognm bLogombgddo,
dptadob doMmagzgmodzomo.

bodobot®g WEG-3o obgzg avoggmo aobisbomgdo ommoalb bobgmdbomm
36039Mbofmghdo 9bgMagholdobyd o daMmoo gobzomofgdob boygtmdo
obomo 0bbohymobo o vbomo bodogobhtm dmatodob dmboddogdgmmo
bodydomadob dgbobgd, Mmdgmo dodBbow obobogb 33tmMa3a00L Rogotgdob
o Db3goomobpgdob BmdBoagdob dpahowo gbghagmdmmonoglzolb
bogombgddo.

bgdobot®yg, oobpgtgbgdymmo dbofMggdolb mobobbMgdom ©o domo
dmbubomamobom, gobbommym 0gbo g3fm3nb gbgtaghosam aogtomnobgdodo
bodofmzggmmb Bgztmonb ogdom o yofymamnom dbothggsdo o vd adady
96963 3Mm033emo bagdhmEob Bobodg daoto gadmb3g3zgoo.
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Today is a remarkable day in many respects:

Today the negotiations have started on Georgia's full
membership in Energy Community that can become animportant
factor of country's European Association and sustainability. We
are honored with the visit of EU Commissioner on Energy,
Mr.Oettinger and the high officials of the EC and Energy
Community and EU delegation in Georgia as well as
representatives of Georgian government.

Today llia State University and WEG are opening a series of city
seminars on Energy Policy and Sustainable Development where
want to establish a constructive discussion of important energy
issues including infrastructure and the need of sectors'
transformation and reform.

Today is the birthday celebration of llia State University and a day when the new
Rector is being elected. This will give a new momentum to development of the
university which is the strategic center of society's progress. We want also to
announce an opening of a new Energy and Sustainability Institute in llia
University and start of preparation of a new MBA program in Energy and
Sustainable Development, where a new generation of effective and competitive
professionals in energy and sustainability will be educated.

This day is also marked with the sorrow and worries about the future of our
friends and colleagues in Ukraine who are fighting for their dignity and the
freedom of choice of European future. One of them, Mr.Mikhailo Gonchar was
going to join us in our discussion but couldn't leave the country at this very
dangerous and heroic time of fight. This makes us to think more carefully about
assuring that our process of European integration goes irreversibly and
sustainably.

We have invited the stakeholders in the EU -Georgia Association:
Representatives of energy sector, specialists, civil society and remarkably the
youth who are going to benefit most from the closer economic, cultural and
scientific links with the EU and from the higher standards of society's
development.

The EC Georgia negotiations are very important and need to be well prepared by
all parties to properly take into account the specifics of Georgian reality.
Equally important is what needs to happen in this room. Because the reforms
that will need to follow will not be always easy and will require strong support
fromGeorgian citizens.

Society and especially the youth need to get engaged in the development
processes, take the responsibility for their future and become qualified and
equal participants of their country's future development. Only this way the
sustainability of country's progress and European association will be assured.

On this note lam pleased to pass thefloor to Commissioner Oettinger and
encourage you for active participation in the following discussion.
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mab  aobbogymmgdymo
©moo MHodwgbodg doBgBob
aodm:

©maL oobym dmemado-
Moggdgoo bodohomzgmmb
Lfymo gobgzMmoobgodob
dobobgd  gbgMagmogam
auaghomoobgoodo, oy
dgodmmaodo gobglb 3bod-
36gmm3zobo xwodhmMo
930460L g3tm3ozdomob
obmzotgdoby o daho-
omodobomgolb. ©mabL
830Mam  3dohozo 93bm-
3u3zdoMmolb gmdobMob
06abagmogzam bogoom-
bgddo - aopbmat mpob-
aagfob, a3hmzmdoboobo
o gbgMaomogamo
899hmoobgdob dogommo
00bodgdmonlb  3ofMgodolb
o bogotoggmmb domog-
Hmoob BoMdmdowagb-
mgdob 30Bohobo.

omab Azab - .Bbmxygmom
agudmpoomagody bodob-
n3gMmmbmngob” o
omoolb bLobgmdbogm
p6039Mbopgmo 3bbLBom
bgdobofgoolb bgbMoob
mgdodg  .0baMaahosymo
dmmohogo o dafoo gobzomatgda”, Momos a3Lbymb, Hmad
dg3ddboom bLogbg 360d36gmmgobo  gbgMagmosnmo
bogombgool, dom dmbob, gbgbggnozdyamo obgMo-
baadhabobo o badpmbob HmHObboymMdomhadobmzab
bogdotm BHgoymmMdgdob 3mbbhMadizoamo gobbomzgdobmgob.

o®ab, obaggg, om360dbogzm omoob LobgmdBoogm
36039Mbomghob udoEadolb EEab o obommo MadhmMob
offggolb, gb odmg3L obomm 0d3xmbL pbogagMbohahL,
Mmdgmo 9oL bobmaswmgdolb 3Mmagmabob bhohaaoymmo

B396M0. az0bo vbzg avdmgzgobomom gbaMagnogobo o

doaMoo aoubzomoMmgodob obbhohyhob ooMmbgsdd ogmoob bobgmdbogm
36039Mbohghdo o vbomo 30BBgLoL bodogobhHm dMmamodob dgdndozgdo
96a0aghogoby o dagMmo aoubzomoMgdodo, bLowoy obamo momdob
Bomdmdoagbmado doomdgb gxgdn®d o 3mbgipMabmynbomoub
aubommgdab.

b Mg vbgzg abob dbybofgsdobo o bobobymob mg Hhzgbo yitoobgmo
dogmotgoobo o 3mmgagdobomzob, Mmdmagdol moMbgymo odd3zno0b
0o30LbY3mgooba o g3bhmdgmo oMhgzobobmznl. ghm-ghoo B3g6o
3mmoaa, oommbo 3. agmbRofo agadogmo dgdmghomgomeo H396L
mmbobdogdob, myd30 396 oH™m30 d3994obo 98 dogmoob budndo o gdoMymo
omdmmob hmb. patoobodo aobzomoMgdymo dmzmagbgdo ag3ndondagob
3030d6mm o 30dmddgomom yo3hhm  Bobobgoymo, Mmd HB3g60
9360m3gmo  obhogamogoob 3Mmgbo BoModohomb JpaMoo @©o
800939390 .

B396 dm3znb30gm bodomzgmmb o g3tmzozdoMmb dmMob sbmzofgdom
ouobhagMgbgdymo dbotggoon: 96gMagnogab badhmob Bathdmdowagbmado,
b3goommobHgdo, bodmdomodm Lodmagomgdob BoMdmdowagbmagdo o
obomaodMmagdn, Mmdmgddoy y43gmodg dgho pbo doomb bofMagdgmo
930Mm303dohmob g3mbmadongyto, 3amapatymo, bodgbogtm oobemmagdoom
o bokmaomgdob gabzomatgdob domamo bhobpoMpgdoom.

dmmoadoMmogzgogoo 9bgMaamodnm avghomnabgdoby @o bodomzgmmb
dmtob dogmoob 360dbgmmgzoubod o by oymb sobao dmddBomgdymo
0dobmzgob, MHmd gomzomobbobgdymo ogmb bodoMHmzggmmb fMHgommaoo.
ofnobogmad d60d3bgmmmgaobos my Mo dmbgdy 08 mmobdo, ndopmad Hmad
Mommmdgdo, Hmadmadoy nbo gobzobmMzogmmom ot 09bgdd v3znmo o
dmombm3b bogofmzgmmb dmdomadggsdob demogt dbatradggfob.

0d 3Mhmgbdo Bompmo pbo oymb bodomzgmmb dmbobgmgmodo, o,
a3ubbogymMgdom vbamaadgdo Mmdmgdol vomadgb 3obybobdggdbemmadob
dmdogombg, 0gbgd0ab 330mmog3o3nnMgdo o gdbgdum mabodatn Bggmommo
d39460Lb dmdagom aobzomotgoodo. dbmmmo 03 a®oo dgodemgodo J3gybob
doahomoobo o dMmaMmgbolb dgboMhybgdo o g3mzogzdoHomob
oubgmmado.

obgmo 3o, dmboMpmo 306, bohyzd agomozisg a3mamdobot gopbhat
mHhobaghb o dmanbmmadm oghontho dmbobomgmobnbigbh dmazoubgdoom
audohomym obgzyboodo.
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5tainability" Seminar

Ladies and Gentlemen,

| am delighted to stand here today at the llia State University and
to open the first "Energy Policy and Sustainability" Seminar.

This is my first time in Georgia and the culmination of the
excellent impressions | have had from Georgia! And | do not just
mean your excellent gastronomy and wine, but also your
hospitality and sense of commitment.

Today, | met several members of the Government, and | met
business representatives. It is a particular pleasure to me to
meet with all of you here, as representatives of the civilsociety
and as voices of the society you represent. This is why | would not
like to come here and just make a speech, but | would rather
prefer hearing from you, from vyour impressions and
expectations. Let me therefore keep my words short.

You have come a long way since Georgia's independence in 1991.
Over the past few years, Georgia has undertaken considerable

efforts to move closer to the EU. These efforts are now
resulting in important milestones that will mark the start of a
new era in our relationship. After a three-year

process, the EU and Georgia initialled last November the Association
Agreement and its related Deep and Comprehensive Free Trade Area. We
expect to sign these agreements by this summer.

These agreements are the most advanced of their type ever negotiated by the
EU and they will entail significant benefits to Georgia. Firstly, the ambitious
liberalization of import duties will provide better access for Georgian goods and
services to the EU market, the largest single market in the world. It is
estimated that the Deep and Comprehensive free Trade Agreement could
boost trade between the EU and Georgia by 12% as regards Georgia's exports
to the EU, and by 7.5% on imports from the EU. This opportunity will be
maximized by policy reforms and regulatory approximation in line with the EU
standards, which will greatly contribute to the creation of an open, stable and
predictable policy-making environment. In turn, these developments will also
boost the inflow of European and Foreign Direct Investments to Georgia
creating more enterprises and strengthening the competitiveness of the
economy and individual sectors.. Stronger domestic rules will improve the
safety of consumer products and therefore of consumers in general.

The DCFTA as a whole is expected to improve the current account balance of
Georgia and boost the GDP by 4.3% ( 292 million EUR in national income),
provided that the reforms are completed.

But it is not just trade we are talking about. We are talking about people! As an
example, since 2012 the EU and Georgia hold a dialogue on visa liberalization,
and the EU-Georgia Visa Facilitation Agreement has been the first of the kind
between the EU and a Southern Caucasus country. The Association Agreement
also places great emphasis to the full absorption of values, such as democracy
and rule of law, human rights and fundamental freedoms, good governance and
sustainable development.

All in all, the implementation of these agreements will be conductive to further
socioeconomic development and competitiveness, and hence to enhanced
growth and job opportunities. Equally importantly, it will facilicate the
progressive integration of Georgia with the EU standards and economy.

It is no secret that Georgia could be subject to significant external pressure to
prevent the completion of these agreements. In the EU, we are aware of this,
and we have a lot of respect and appreciation for Georgia's choice. | want to
reassure you that the EU will remain vigilant and will stand by Georgia, in
particularin the run-up to the signature of the agreements.

In addition, the EU will also support Georgia in implementing the ambitious
reforms, both financially and by sharing the EU experience and know-how. In
2011-2013, the European Neighbourhood and Partnership Instrument
provided Georgia with 230m EUR. Further considerable assistance will be
devoted to the implementation of the Free Trade Agreement.

10
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Energy cooperation is paramount to our overall partnership. Today, the
Government of Georgia and the European Union launched the negotiations on
Georgia's membership in the Energy Community.

We expect to finalize these negotiations by September this year.
What benefits does Georgia have from the Energy Community membership?

By extending most of the EU's internal energy policy to the contracting
parties, the Energy Community creates the right conditions for a modern and
competitive energy sector. This in turn attracts investments in power
generation and networks, facilitates energy trade, and increases both the
sustainability and the security of supply of the energy sector.

Placed in the heart of South Caucasus, Georgia plays an increasingly important
role in the transit of hydrocarbons towards the EU. In particular, Georgiais a
key transit country for the Southern Gas Corridor, a top priority project that
will deliver natural gas from the Caspian Sea to the large EU and Turkish energy
markets. The Final Investment Decision taken by the Shah Deniz Il consortium
last December represents a landmark decision for the Southern Gas Corridor
that is of high strategic relevance for both Georgia and the EU.

The realization of the Southern Gas Corridor will in fact provide strong
incentives to further deepen and sustain our energy cooperation based on
mutual benefits. In this respect, this project still has a tremendous
unexploited potential that can be realized. The EU does not expect the
Southern Gas Corridor to only transport gas from Shah Deniz Il field. We
expect that in the medium-term this corridor could supply 10% of EU demand,
accommodating additional volumes from other gas fields in Azerbaijan,
Turkmenistan, Iraq, but potentially also Iran, among others. Upon realization
of the Trans-Caspian Pipeline, Turkmenistan alone has indicated that is like to
supply 30 bcm per year to the EU by 2025.

Facilitating and supporting the realization of this potential is in our mutual
interest as it would maximize commercial benefits, strengthen the security of
energy supply in Europe and in the region, and it would create a true "win-win"
relationship based upon our common strategic interests.

Ladies and Gentlemen,

The EU attaches great value to Georgia's decision to move closer to the EU,
not only in economic terms but also as regard our common values. This
choice has been underpinned by concrete efforts which will soon start to bear
their fruits. However, we are not at the end of the road yet. 2014 will be
another important year in this respect, both for our overarching

cooperation and for our common energy goals. The actual implementation of
several ambitious agreements will not be possible without a clear vision, a
strong ownership and a true commitment by Georgia.

The EU is ready to assist and support you in this historic journey.

o)
w
Thank you. s )
o)

Jomoohmbgdm o dohmbgdm!

dmbofymob g0, MHmd oEab
3034ma3qoo og, ogmoob babgmm-
d6ogym pbozggMbonmghdo o
3bbbo gbgMaghmogobo o
doghowo aobgzomamgdob
badobotgdob ;303mmb.

b ofob Hgdo 3oMzgmo
309%0ho0 Lodobhmzgmmdo O
damdobogoo 0d domodgd-
oogogoobo, Mo 03 9439y6ab
dabobgd dgmbo. 3anmob-
bdmd obo dobhpm omdgzgbb
dgbobodbog boddoMHgnmmmb o
®m306mb, obag3zg omd3a60L
Ldohmdmyzomgmadob o
dogmobymmoob.

oMb 37 dgabzmo dmozthmadnb
MHodgbodg bBgghb o
00%69boL BoMHdmdoagbemgdl.
aubboggmMagdymo 3dopozoo
Agdmzolb od dggbagdomo
bodmdomodm  buBmasmadob

Bobodg BoMmpamdo. vdohmad,
omab dg Bogongombog oMo
30Momme dmbbgbgdob,ofHodgo
obg3zg dLby&dL dmzobdobm
md306o0 dmodgdoomadgdo @O
dmmmeobgdo. odohmd, Bgdo
dodmdgom, Hgdo bLoomgdgmo
dmama dmaobbgbmom.

39H030bY o dpatoo gubzomoMmgoab bgdobatob
2014- ogmoob bobgmdbogym pnbozghbomaho

8036Mmhat mpobagto
93Mhmamanbofo gbgMmaghogob
bogombgddo
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®d306 1991 BmoEob dmymmagdymo odmyalogdmmoob oo ado
aubzmom. dmmmm &Mudgbodg Bmob gubdogmmadodo, bLodohmzgmmad
d60d3bgmmzubo  bodoggdo aooagy 9g3hmgzogzdobHmob oobmmgdob
damboom. gb Bodoggodo gdbob dzuznmbgmb MHmTgmol Loxwydzmom gadY

obogm ghodb g3bhmgozdoMobo o bLodobhmzggmmb Ihooghomoodo.
bLodbovbo 3tmi3gbob dgdmoa, aobamm bmagdodghb dmbmo g3fm3ozdtmub
obmoMmagoob bgmdgzMpmagdob o Ao o ygmzmobdmadzzgmo
030byggomo 3udhmonb dgbobgd dgmobbdgoolb oboiotgdo. B350 39mom,
fMmad Bogbyemdo vd bgemdg 3o gdb bgemo dmgbgtgodo.

gb dgmobbdgdgdo yzgmudg bLOYmMymBomos gzhmgozdoMmob vgodg
ofbgdym dgmobbdgdgdlb dmMob o dbnd3bgmmazab boMagdgmb 33oMgdo
bodomzggmmb. dofzgm Mogdo, 0ddmbnhob vddoizoyHo modghomodagoo
dgboadmgdmmadob dobizgdb bodoMmzgmmb 3hmoydhb o dmadbobyfgdab
3dmboglb n3gmabo Bzomdo g3tmazngdoMob dodoMBg, Moy oMob yzgmudg
0O 60BuMo dbmmomdo. oagbomoy, fHmad mMdy o ymzmobdmadizzgmo
mu30byxzOMmOo 304Mmaolb dgbobgd dgmobbdgdo audMEoL LodofhHmzggmmbo
o 93hmgzgozdomb dmmob gaghmoab 12%-0m gdb3mMhob boty®g o 7.5%-
00 0ddmbnob bogdg. o8 3Mm3gbob aubzMmoob bgmb dygbymaob
domonogob MggmMdgdo o dobgapmobgdgmo bhobwpohhgodob
oobemmady g3thmgogzdoMmob bhobuMhgdmab, Moy gobudofHmogdb Mmoo,
bhodomyMo o 3MmabmdoMmgdoo 3mmonogob dgdpdozgdob agotgdmb
dnddbob. mogob dbfMmog gb dm3zmgbgdo audMEoL doMmoadoMo ybmyho
0633LMHoE0g00L dg8mENnbgdolb bodjoMmzgemmdo, dgho bobotadmb dggdbob o
d39460b g3mbmdognba o Jagfdm bLadhm&ob 3mbiyhabhyboomabmonb
3udMmmab. dowo Bgbgdolb aoydsmodgbgdd EoEodomoE vobobgdy
dmdbdogdgmmo ybogtambmydabo o domo ya3mgdgdob oE3u%a.

dom3obgdymMos, Mmd mMdo o ymzmobdmadzgmo moznbyozamo 309Mmonb
dgbobgd dgmobbdgdo (DCFTA), Mgoymtdgoolb mobfymagdob dgdombggzodo,
3udMEob bodoMmzgmmb doxemoob doo dhmEypdnb 4.3 %-om (292
dogmombo g3tm gfamzbymmo dgdmbogaemo)

dogtmod PHzab of gLopdmoom BbmemeE zodhmoadg. B30 zLoydHMOm
0odoobgddy! dogomomnbomzgob, 2012 BmoEob bodofhmzggmmb o
936m303d0Mb dmMob dodobotgmoo oammaon 3090b MmaodgMamodozoob
dgbobgd. bodofmzgmmb o g3fhmgogzdomb dmbob Lozedm ®g70d0L
aodohozgdob dgomobbdgdo ofMob ghoghomo dofggmo  dgomobbdgdo,
MHmdgmo oom g3hmgogzdombo o bodbfgm 3ozzoboob d3gybadlb dmtob.
obmzofgdob dgomobbdgdo obo3g aubLognmMagdym  0d3abnb v3am9dL
mofgdymaogdolb mobbggoadg, obgm MofgdyMadgddg Mmammogoo:
odmaMhohoo o 3obmbolb PBgbogbmdo, oEydoobob ypmMadgdo o
dofhomoo mozoLbymmMadgdo, goMao ddobhomzgmmods o doaMowo
aubgzomogdo. bbgzo oy oMogghon, gb dgmobbdgdgdo 0dbgdo gbhmazoto

o 3mbaytabhnbotnubmoobmzolb o, dgbudodobom, bodydom vangdob
39BMoboum3zab.

ofno30bmzolb of ufMob booydmm, tmd bojohmzgmm dgodmagdd oymb
d60d3bgmmgzubo gofg Bgbmob gzgd vd dgmobbdgdgdolb dgbdpemadob
Mhmb. B396, g3tmgzouzdoMdo, zogoom gb yzgmomgfo o 30030bodm O
dohozb 3398m bLodohmzggmmb oMhg306L. dobpo @ogoMbdybmm, ™Mmd
930Mm303doto ;mg3g6L a3aMom aob, gabbogyomMgdom 88 dgmobbdgdgdob
bgmdmbgMmob 3thmi3gbdo.

gofho odobo, g3tmaogdoto obg3zg dbobb pdamlb  bodoMmzgemmdo
dodobofg odoogonh GoggmmMdgob MHmagméy obobbyfom, obg
936Mm303doMolb audmEomagdobs o 3mEbolb aodooutgdom. 2011-2013
Bemagddo 93m3olb  LOTgdmoMm o Jduhbombmdolb obbhMydgbhob
gugmgddo, Lodomzgmmad doomm 230 dMb g3bhm, yRGHMm OO
obdofgdo godmoymmyd omogzobygomo 3zodbhmoolb dgmabdgoob
aubbmM30gmadob 3hm3gbdo.

96a6390030L Laygmdo mobuddhmdmmos ofob aoodbyzgho H3gbo
bogfom dobpbomMmdobomzgolb. ©®AL, bodoMmzgmmb dmozthmosd o
93hmaogdoMado oobygb dmmodomoggdgdo bodohmzgmmb  aoabgs-
fMoobgdods 16963 9Mh033m gughmoobgdodo.

A306 3gmoom, Mmd gb dmodoMoggdgdo obHymeagb odagg Bemob
badmadogdo.

Mo bLoMagdamL doomadlb bLodofmzgmm 96gMagmodarm gogthmnobgoodo
auBa3Moobgdom?

93hmgogdotob dowo gbgfgamogamo dmmonogdob doMomoo Babogmob
au3zMzagmadom bgmdgamymagodob dmbobBomg yszgmo dboMmghg,
96903900390 gogMomnoabgodo Jdbob bomobowm dofHmogob mobadgemag
o 3mbintMabhmybomoubo gbgMaahosdnmo badhmmaob hodmyomaogoabomznb.
gL, oogob dbfoz o0Boogb 0633bHoogdL gbgfgoolb BofMHdmgoabs o
duamagdob aobgzomotgoodo. bgmb pbgmab gbgMagnodam zodtmoab, o
Boob Mmamtz dpaMomodob, obgsg ybogyomm dobmegsob gbgMgamosnb
baygtmdo.

dgoathmgob Mo badbMgm 30330L0oL dnogymdo, bodjoMmzgmm madadmab
audmMhgymo 960d3360mm3zub MHmmb bobdoMHByomoowadobhtabBonhdo
936ma3o3dotolb dodobhmymagdom. ymbhm 3mbghghamom, Lodumzgmm
ofob domogoafo bogmobBogm J3gygubo budbfgmab godob gmMopmMmobomzgob -
domogofo 3Mmgdmo, Hmdgmog 0b3ob dpbgdtng aodlb gobdool| Bmaoab
936Mm3o3dotob o mymdgomob gbgMaghodnm dodMHgdb. doud ©obadab I

n dmopomdo 8gdpamdo bmpom-g3mbmdoggmo aobzomomgdobo 3mbLbmMEoY3oL avbymo Bmob ©a3gddgMdo domadnmo 0bzgbhofgoob m
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bodmmmm agoobyzghomgde BuoMdmoagbb boghodm aoobyzghomgdab
bodbfgoob agodob gmMomMobozgob Moy oob oo bhMohgaoymo
d60d36gmmdob godpmMo Mmamby g3bhmgzogzdmobomzolb, obg3a.
bodomzgmmbomznb.

bodbMgmob aodob gmMomMob ®mgomodgdo o0dbgdo dmogho
Bodobomobgdgmo godnmto gbgbgghogob boghmdo hHzgbo dgdamdo
00603 MAMmo0L gomMmdoggoobomzolb omMmdbMogzo LoMagdmoobmanb
bomyydgmBg. 03 MZaEbLBMOLom, dMbodbymm 3Mmadnb 0d3Lb IBoMBOBOMO
30dmy33tma39tmo dmhgbnomon Mmdgmoy dgodmads Mmd Mgmodgdymo
0dbab. g3tmaogdomb o ogab dmmmeobo, Mmd LodbMhgmob aodob
3mommMo dmabpgbb aokob HMobbdmmMmpotgdob dbmmme. 396 3gmom,
md Lodyommgzgooob 3dgMb3gdhogzodo 0d EoMgxwbdo dgodmagdo
3%9MY639mymb 93Mm303d0tM0b dmmbmzabob 10%. oboMmBgbo boddgmogtob
03pdgmotgdy dmbEgdo 0BgMdonkubolb, omyhddgbgomob, gMmoygob
009MgdoEob, dmigbiznyto abgza, otobomab.

0d 3mhgboomaob Mgomodgdob bogmdgbymoo Hzgbo mtdbfogzo obhagfgbob
bogouboo, Mudgmg PBMYP63aMYymab 3Mmdghopmo dmaggodob aadbMhobl,
avadmogfgdb 9bgMampbogymbmgdab g3tmadodo o fHggombdo o dgddbob
dagddoMmopom "dmdanonob’ yhmoghommoolb B3gbo Loghom gmdghzonmo
06hgfgbgdob bogyyndzgmda.

Jomaohmbgdm o dohmbgdm,

P306 o d60d3bgmmmobulb 3vbodgdm bLodomzgmmb aoobyzghomgdab
uyobemm3zaLb 93hmazogdomb, oo dohhm g3mbmdogyto ;mzambodMobom,
obodgh 0d boghom @oMgdymadgdob aodmys, oy azodsb. ab
890006Y35M0mg60 3339 9M0oMgBYMOY o dogmg dgbodvdob dggandb ybo
39MmmEMmo. ;mydio $3M 303 o gdod gobougmaemo. 2014 Bgemo 0dbgdo
360d36gmm3zobo Bgmmo 0d dodummpmgdom. Modgbodg vddooyto
dgmobbdgdob dgbfymgdo o 0dbgdo dgbodmmagdgmo bBomgmo bgozob
0Mbgdmo0b o ;mobdndgztymo badoggdob gotgds.

930Mm303doMo 3Bom otMob ogbdofHmb o bgemo dgybymb bogofmzggmmb od
obhmMoymm dmadoytmaoado.

000 3OEEMOO.

EU-Georgia energy cooperation already has a solid basis.
Expansion of energy interests and relationships with the EU is
among our priorities. Georgia aspires to create most attractive
energy market in the region and to be a reliable partner country
for European community in the field of energy.

Finalization of the Association Agreement including DCFTA is the
core aspect in the EU-Georgia energy relationships, a strong
commitment to further deepen our energy relations and advance
integration of Georgia's energy market with that of the EU.

With the purpose of advancing and further supporting
integration process we officially applied for the membership
in the Energy Community, which serves as a basicplatform
for acceding to the common energy market of the European
Union. We express our strong objective to become a part of
this Community and look forward to the finalization of the
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negotiation process concerning Georgia's formal accession in this
organization. We are confident that our aspiration will have positive impact on
the development of our energy sector, long-term stability and security of
energy trade, transit and supply.

In view of the official start of negotiations | would like to express my confidence
that EU will adequately assess our endeavors. The fact is that Georgia is a
country in the region neighboring with EU and certainly we have tight energy
relationships and interdependence with neighboring states. Regardless of our
aspirations and political motivations certain open questions still remain in a
view of full-fledged implementation of EU requirements. Therefore, we are
confident that the negotiation process is going to be smooth and gradual
political and regulatory convergence with the EU standards and norms in the
energy sector will contribute positively to the sector development and
together we will be able to find reasonable solutions to the issues on the
agenda.

We strongly believe that the cooperation will be based on the principles of
partnership and mutual interest and in the short-term the country will be able
to become a part of the common European energy space.

The development of renewable energy is one of the main priorities of our
country. By acceding to the Energy Community and to the funds defined for
the member countries Georgia will be able to improve investment climate in the
sector and enhance clean energy production in the country, which possesses
huge unused hydro potential. In addition, Georgia will be able to develop
electricity trade with European countries through Black Sea Transmission Line
and future cross-border infrastructure through Turkey.

Georgia has been the reliable partner country for the EU and the important
bridge for energy supplies to the European Union and Western Europe. Georgia
provides transit route to the South Caucasus Pipeline (SCP), which is
recognized as a high priority project for the European Union and a vital part of
the Southern Corridor. After the operation of the Shah Deniz Stage Il the
Southern Corridor pipelines (SCP, TANAP and TAP) will be one of the largest
and most complex projects in the history of the energy industry, which
requires cooperation and long-term relationships between companies and
relevant governments. Therefore, we assume our role and commitments in
this regard and express our political support to existing and to any alternative
energy projects, which will ensure diversification of energy transportation
routes to Europe and increased security of supply.

930mg3u3doMob o bodofmzgaemmb
ohvbuddtmdmmmoolb  gbgfgahogob
Loygfmdo dgoto bouoyydzgemo ogab.
936Hm303d06Mhmob  9bgfaanmonsnemo
n0boddMmAMmmoob  aubzMzmdo
o0 gomMdoggdo H3zgblb 3Mo-
mbohghab BoMImoanblL.
bodofmzgemm qbbMomzob dgddbob
dod%ogzomo gbghaamozamo
00BoMo Mggombdo O oymb
poboybhagbo dobhpmbombo
936m30b ;abodggmotmdobomzgob.

obmotgoolb  bgemdgatHnemaodob,
obggg mgmby 3o o
gmaemobdmdzzgmmo mo3obyoamo
3046monlb dqbobgd dgoubbdgonbl,
0OEY00 oL bodofmgmmbo o
936Hm303doMob  yhomogfMomanb
dofMomoo o 3dbodzbgmmzababo
ob3dgdmo. hHgzgbo dgdwamdo
ahmoghomogdob  aobzomofgdo,
aomMdoggdo o 9baMagmosnm
009%0MBg o0bphogabosny @o-
dmgoEgdymos bbmMg od
dgomobbdndgddy.

936Mmaozdotdo 0bhnatooob o

dgdagmdo phomoghomdob

aufmadoggoob do®boom, B3nb

mgooomyMo dozgdobhmgom 9bagMagnogam gogtomonabgdob
Bggfmoob dmombmzgbom. 7bagMgghognmo aoghmoobgdo
BoMdmoaggbb dofomo dmoggmmMmdolb g3hmdob
196063900390 60BMOL dggfrcgdobomzalb. H39b gudm3zomdzodm
dna3o3a LYMZ3omML aougbagm vd gughmoobgdob Bazfo o
39mmEo0m dodobathg dmmodoufogndgdolb obMyemagodob.
835060, Mmd Bzgblb LBEMOmZOL o LyMH3oMmadL gdbgdo
EoEgdom dgegao R3abo gbaMagmogamo bLadmmmMob
aobgomaMmgdody, agMmdgmazooob LpodoMmybHmdab,
gbomHombmagdobo o gbgfgghognm 3odhmdodyg.

mgooomyMo dmmodofoggdgoob obygodob o3mb69g dobo
godmabopm Mo MBIgho o0dobo, Mmd g3Mmgzozdodo
bomobomE dgomobgdb H3gbL Bmbmdgdolb. omodhoo, Hmd
bodobmzggmm  ofob  g3tmgaozgdotolb dgdmogmo  g3gygobo
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fMoggombdo, ©o, Mo mgdo pbo hH396 a30d3Lb ddobm gbagMaghoymo
ahmghmoodmionmgdymadd dgdmogm J39ybgdmob. dopbgwogow hHzgbo
dobbMmomgdgdoby o dmmohogyto dmpozogooby, aoMzg39aMmo oY
dombgon MAhgdo g3hmgzogdoMmob dmmbm3zgbgdob bLOHYMABOLM3H
aubbmMzogmagdobmob EogugdoMgdom. o0gdgub godmdmobofyg,
P39b ubB3nbgdymbo 3zubhm, Mmd dmmoduboggdomo 3dMhmzgbo
06960 mobdndwagzhymo, o omobpomobmdom dmmopogyMo ©o
dofgaamogdgmo oobemmagda  g3Mmgzogzdotolb bhobpoMpgdmab o
Bmtrdgomob 9bgtambagdnmtdo bgemb dgnbymob oagdomo 133emomgdgodob
Bofdohmzgob. ghomow H396 azadbgdo dgbodmagdmmmoo 303mM3Mm
obbgdymo dmmodoMmoggdgoolb BoMdohmgob ©@o 3dhmomagdagdob

ambogMymo goobyzghob gdgdo.

P306 30390 335aM0, Mmad muboddtmammoo gmndbgdy, dJuMhbomMmaonbo
o mmdbMogo o0bpagMgbob gomzgomobbobgdolb 3dMmobyndgob o
dmgmazoonob 3dghomdo dgzggobo dgdmmgdb gobab g3hm3ymo
96063300390 bogmEzob bobogmo.

aubobmadoo gbghgoob Byutmgdob aobzomogdy HB3gbL gm-ghom
dhomMohghnem dodobmymagodolb BoMdmowagblb. g6ga30m033mo
809Mmoubgoolb Byztmoom, o 0d ;wymboadolb bodyomagdom, Moy Byztho
9d394bgoobmzgolb ofob godmymaomo, bodobhomzgmm dgdmgob
bLOOb3aLHOBOM autgdmb guxdEmogbgdab o bygymo gbgbaonlb BoMTmgdab
89dmgMaodab agudmyygbgdgmo 3om MgbyMbgdolb om3zobgdolb boMgda.
8ot vdobo, bogdomzgmm dgdmgdb gobogomotmb gemagdhtmagbataoolb
30g0moa 930m30b §3549690mab dogo m30b gououdizgdo bodob bodyomadoom.

bodjoMmzggemm oym o oMob g3hmgogzdomob bLubm doMhbomto o
360836g9mm3060 boo g3thm3agzdoMmbo o obugmgom g3tmadodo gbgfgoob
80oMgdobm3znb. bojomzgmm 1BMYbagmymab bonfHobdogm doMmabhyhb
bodbfgom 30330L00L aVBLOEYBOLbmMZzoL (SCP) MHmdgmoy dMooMgdyMoY
930mgougdofob domomdMomMopghyem dMmgdno o bodbMhgom
3dmMomob aoubyymogem Bobomom. dod ©gboab Il ghodob vdmgddgogdob
dgdaa LudbMHgm 3mMommob dombogbgdn 0dbgdo ghmgbmon yzgmodg
oo o 3gmddmadbyMo Jdhmagdhno 96aMaahosdamo obwybh™oob
obm&oodo, MHmdgemol3 Amombmzab ;oboddmammoaby o afdgmaoonab
ahm0ghmomogob 3mad3dubogdbo o dgbodudob dmogzthmagdb dmtob.

h306 @odmgbofogzm Jdmmopogdyh dbompodgMmob oMbbgdymo o
ammhaMmbogoymo 9bagMaghodymo dMmadhagdobowdo, Mmdmadoy bgmb
dognbymob g30m3ob 9bgtamdopotgdmgdobrooggtbomogoiznab o gudMoob
d0bmadob gbomHombmagdob.
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The Energy Community is a community established between the
European Union (EU) and a number of third countries to extend
the EU internal energy market to Southeast Europe and beyond.
With their signatures, the Contracting Parties have
commited themselves to implement the relevant EU
acquiscommunautaire, to develop an adequate regulatory
framework and to liberalize their energy markets in line with the
acquis under the Treaty. The Treaty establishing the Energy
Community was signed in Athens, Greece, on 25 October 2005,
and entered into force on 1 July 2006.

The Energy Community is a community established between
the European Union (EU) and a number of third countries to
extend the EU internal energy market to Southeast Europe
and beyond. With their signatures, the Contracting Parties
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have commited themselves to implement the relevant EU
acquiscommunautaire, to develop an adequate regulatory framework and to
liberalize their energy markets in line with the acquis under the Treaty. The
Treaty establishing the Energy Community was signed in Athens, Greece, on
25 October 2005, and entered into force on 1 July 2006.

The Energy Community Treaty provides for the creation of an integrated
market in natural gas and electricity in South-East Europe which will create a
stable regulatory and market framework capable of attracting investment in
gas networks, power generation and transmission networks, so that all
Parties have an access to the stable and continuous gas and electricity supply
that is essential for economic development and social stability. It enables a
regulatory framework to be set up, permitting the efficient operation of energy
markets in the region, including issues such as congestion management,
cross-border flows, power exchange and others. It therefore aims at
promoting high levels of gas and electricity supply to all citizens based on public
service obligations, and achieving economic and social progress and a high level
of employment.

The overall objective of the Energy Community Treaty is to create a stable
regulatory and market framework in order to:

1. Attract investment in power generation and networks in order to
ensure stable and continuous energy supply that is essential for
economic development and social stability

2. Create an integrated energy market allowing for cross-border
energy trade and integration with the EU market

3. Enhance the security of supply

4. Improve the environmental situation in relation with energy
supply in the region

5. Enhance competition at regional level and exploit economies of
scale

The tasks and obligations under the Treaty break down to three distinct tiers.
Also, the scope of Parties involved differs from Title to Title.

1. Extension of the acquiscommunautaire

2. Mechanism for operation of Network Energy Markets

3. Creation of a Single Energy Market

The latter includes key EU legal acts in the area of electricity, gas,

environment, renewable energy resources. The Treaty envisages that

the main principles of EU competition policy are also applied.

In addition and following the established procedures, the Contracting Parties
took up the commitment to implement an additional set of security of supply
and energy efficiency related legislation in 20089.

Whilst the electricity, gas, energy efficiency and renewable energy acquis
underwent an update, new acquis on statistics and oil emergency stock was
added in 2012. The acquis must be implemented within a fixed time frame and is
supported by Action Plans or by a work of a Task Force. A common regional
approach on investments and social dimension of the energy reforms is as well
being worked upon.

The implementation process is backed up by dispute settlement procedures,
which contribute to the enforcement of the Energy Community legal
framework.

The energy community so far includes the EU and eight nations from|southeast
Europe and the Black Sea region.

A strong institutional setting supports the process. Whilst the Ministerial
Council meets once a year, the Permanent High Level Group meetings take
place every three months. It is the minister or alternatively a high level senior
officer from Ministry of Energy or Economy who represents the Party in the
two executive bodies. The Energy Community Regulatory Board brings the
national regulators from the region around one table. Its work is organized in
working groups for electricity, gas and customer protection. Conceived as
discussion platforms, four advisory Fora in the area of electricity, gas, social
issues and oil complement the process.

PERMANENT
HIGH LEVEL

FORA
ELECTRICITY

MINISTRIAL

BOARD COMMUNITY GAS
COUNCIL GROUP (ECRB) SECRETARIAT ffj _SOCIAL
(PHLG) ISSUES OIL

With its seat in Vienna, the Secretariat is the only permanently acting
institution. It has a staff of 22 members, representing 13 nationalities. It
assists monitors and enforces the implementation process. Further to the
energy policy activities, it provides administrative support to the other Energy
Community institutions and organizes annually some 40 events.
All the Parties to the Treaty contribute to the Energy Community budget, out
of which 94.5 % originates from the European Union.

Georgia has been an Observer to the Energy Community Treaty since
2007, and in 2013 applied for full membership of the organization. The
European Commission and Georgia have launched negotiations for the
country's accession to the Energy Community. The first round of talks was
held on February 20™, 2014 in Thilisi in the presence of the EU's Energy m
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Commissioner G ntherOettinger, as well as Georgia's Prime Minister Irakli
Garibashviliand Energy Minister Kakha Kaladze.

By becoming a member of the Energy Community and implementing EU energy
legislation, Georgia will have closer ties with the EU's single energy market
which will increase the financial sustainability of the energy sector.

106a9Maahoa3amo aogbhomoobgdo dmoagzb g3thmgozdotob Bazth
oo &Modepagbodg oMHobgzt dJzgybob. dobo doBoboo
93Mm3o3dotMob doo 9bgMaahosdamo 6uBHHgdob gomatmmado
omdmbogmaom g3hm3dodo o dob gabamgdb agobgom.
bamdgzhamaoob dbofggdo bomdmbafom  vobhpfgdgb
d%omaolb, cMmd doommb g3zthmgzozdotob oMgdhozado,
dgodpdomb oEag33ohpbo doMggamoMagdgmo RBobhm ©o
dmobobmb 9bgbagthognmo  d9dMadolb  ModgMomodoino
dJofhoob dgbododobo. JoMhoob, Mmdmob boogyydzamas
dgoddbo gbagfaggmogdamo aogmoobgdy, bgmo dmgbgMo
0m9bdo, LodgMdbgomdo 2005 Bemob 25 mdpmdoghb o
dogmodo dg3oo 2006 Bemaob 1 ogemabb.

106a639M03ammo  goghmoobgdo 1BMyPb3amymab dpbadfozo
audobo o gmadhtmabgfaoob  0bhaatotgdymo 6uBMObL
dnddbob bodbMHgm-omdmbozMam g3Mm3udo, Jdbob bhodomyt
doMgaamomgdgm o gMmoob bodwdMm RoMAmb MHmdgmoy
dmoBoou3b 0635LHoE0g0L aOBob aobobomgdodo,
amadarmgbghaoolb agbagMogooby o obhModyioodo.
bodmemm Fu3do, yzgemo dbotgb 996gdo Bzomado bhodomyMo
o 36493900 3udobo o gemagdhrmagbataonbodo, Moy gbmoab
d60dgbgmmm3zouboo ggmbmadogyMmo gobgomofgdobo o
booomyMo bpodomyhmdobomzgob. 96afaghogymo
aoaghomoubgodo, obLH3g, TodBbow obobogb boMobboobo
amadntmgbgMmagoobo o 0ybgdMozo aodob Tobmadob
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dmbobmgmoobomgzgob. 93mbmdngyMo o bmoomyto dhmatgbob dombgzob
o abogddgoob domam mbgb.

dofoomoo doBbgdn dmazma dgodmagdo dgdgabooto Rodmyamodgb:

1. 0639bhoEngdob mBozo gemadhtrmabataoobo o aodab badhmdo,
0dobmzgob, hmd xdMyYbzamymamnmo n0gbob bhodomyto o ybyzano
96gMmamdmdotoggds Moy 960d3zbgmmzoboo gambmdogyMo
39b63000Mgd0bo o bmooamyto bodomyHmoobomzob.

2. gbhomoobo gbgMagmosnmo 69dMob dgddbo (mdgemol odmmagzo
bLodmaMmobdoMmo gbgMaghosdammo 3odtmonlb dgbodmgdbemmoolb) @o
936Hm303doM0b duBotBg 0bhgationo.

3. dobmmaodnb ybomytmbmagdob godgmogfgdo.

4. fggombdn gbghamdmdogagdobmob ogzuzdoMgdymo gzmmm-
309t0 dgmadoMmgmadob gondzmdgbagdo.

5. Mgpombym mbgdg 3mbayntgbiznob godo.

bagmdg3tymgdob vdmi3ubgdo o 30emEgdMmgdas0 Bodmomons 3 dofhomao
dodofhommgdom:
1. 936mgozdofMob 9bgMaghogdymm 30bmbadwmgdmmaobmab poobmmagdo
2. duagmypto gbgMaghosnmo 6adMgdob oPbdombofgdob dgdo-
60®dgdob dggdbo

3. B3omMa93mo 96963900390 6uBMgo0L Hodmyomodgdo

bomdgstymagdob dbofggddo 2008 Bgmb oomgb 3omgdnmagdo Hmd
0%Mybmb 9gbgMamamgdhamiobo o 9bgMaghosdnamo ybogtmbmgdob
3obmbdgommoolb gobbmMzogmgda®g. bomm @©gbob, godobl,
969MhamamgdnaHhmoob o gobobmadowo gbgManob ofgdhozgdo
aubobmeo 2012 Bgmb. 2012 Bgemb obggzg ogdofo abomo otgdhozgdo
bohobhogzobo o bBogoxmdob bogomEgdymm Mgdgtzgoolb dgbobgd
oMmgdhozgdo pbo aoubbmmMzngmogb gobbodmathymo Mmob dobdombg
o ob dbotrodgfomoo bodmdgdgom ggagdgdomo my bodydom odmi3obgdom.
ofgdhogzgoolb aobbmMzngmadob 3dhmpgbo aodygoMgoymos ©o3ob
aoobyzgholb bL3goomyMo 3dMhmzgEyMgodom, Moy bgmb Pbygmab
1969639Mm039m0 gogmoobgsob bodoMmmadtngo BoBmML oMb gdOb.

OMa39bgmo dpamdoMgmoom, 36gMaghodamo aughomoobgds dmoEozb
93Mmg3o3dotob B3t J3gybgdbo o M3zo bubgmdbooymb badbMgm gztm3nbo
o dugo Bm30b Mgaombomab.

od 3dbmpgbdo hobhopmoo dmogho obbhodhysopto LHMIIhMgdO.
Bammobado ghmbgm ogModgds dobobhtmo baddm, bod mmggdo glhmbemg 30
odohmgdy domomo mbob 3anomob dgbgzgbgdo. mommgyem dbofgb
omdobmHymgdgm mbaobmdo BuoMmdmoagbb dobobhfo 0b bbzo domomo
oobudgdmoob oo gbgaamogolb vb g93mbmdongolb bodobobhtmmuob.
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069Magmozdamo aughomoobgdob doMgagpmobgogmo boodm gbhom
dognabmob gytob mogb ghmzbym doMgaymotgdemgdb. dobo dpdomodo
mMaubodgdymos budydom 3anmgodob boboom Mmdmadoy dmoo3b ©obob,

3udob o dmdbdoMgdgmmo o30L dodobomymgdgdb. dgddbomoo
dtRg3aemomo 4 539B0.
daanan
d0e0bomO Gh]uhuy (5 SHaN W pH e [WL )] %i%iﬁsggsgf BFJBUB:]@U]J
LGS0 fggg 0ac30 bIBRO3EM 58030

06a9Maohogamo  gughmobgodob bOdEogzbm, Mmdgmol aoubomogbgdymos
3960do, 0f0b ghmogthm dxodngdmddgoo mMaabm. dob dgdoangbemmoodo
dgoob 13 Dbbgoobbgzo d3g4bob BofMdmdowagbgmo, bLym 22 ByzMo.
bodogbm gbdoMmgdy dmbonmmmMobanlb 3dhmzgbdo dmbobogmg 3ofgdb o
obg3g dmbobomomodalb omgdlb aoobyzghomgdgdob ombMHmgdado.
bodogbm obg3zg obmMogmadb gbghgghodnmo goghmoobgodob
bbgoobbgo 0bbhHohyhob oEdobobpMooym dbohodghob o
m&Ma0bodgdab nba3b BemoyMom osbemmagdom 40 mmbobdogdab.

baomdg3tymagdob dmbobogmyg yzgmma dbofgb agd3b dgbatubo gbgtgghosnmo
309Mmo0bgoolb doysgmdo, oggob 94.5% dmeob g3thmaozdotolb Bgzth

d3ay69099.

2007 Bmoob bLodobhomgzggmm gbgMaghodam aoghomoobgdodo
udga30t3q0mob  bhoppboo o0dymomgdmeo, 2013 Bgmb 3o dgopobo
aubosboon by Bgztmoadg Mob dgdgao onbym dmmuodafogzgdgdob
bgfoo, JdoMggmo dgbgzgoMo VMbBodbym Logombmob Eogzuzdofgdm
aundobhmo 2014 Bemob 20 mygdgfgzomb. dgbzgoMo dmgbym moogmobdo,
dobdo dmbobomgmdbgbh g3tmgzogzdofolb gmdobofo gbghagholym
bogombgddo - aoybhmat ™mbmobagMo, bodomzgmmb dMgdgof-dnbobhto
ofogmo EaMododzomo, 9gbgMgghogob dobobpMo gobo gomods.
969Magnodnmo aoghomoobgdob Bgzhmoomo o g3hmgzgozddob
96aMagmogymo  306mbdgdmmoolb  gabbmzngmadom, bLogofHmzgmmb
996900 yo3thm ddotm 3ogdoMo gztmzogdomMob 9bgMagholdymm doBotmub,
fo3 audMob 9bgMagnnanmo badhmmMob i3obubbyt damomdab.

Dear Ladies and
Gentlemen,

First, | would like to
express gratitude to
you and the whole
Georgian nation for
moral solidarity
and support ¢to
Euromaidan, to
Ukrainian nation in the
battle against ruling
criminal regime and
its Kremlin's lords. My
deep gratitude to our
friends and colleagues
from the USA, Canada,
Poland, Lithuania,
Czech Republic and
other countries, which express solidarity with our efforts.

Mykhailo Gonchar
NOMQOS, Ukraine

Georgian full-fledged membership in the Energy Community will
become a definitively positive fact for your country. This very
thing will bring you closer to the EU. Irrespectively whether
Georgia will be someday EU member or not, your energy sector
will become an integral part of the European energy market after
implementation of corresponding EU legislation. However, it is
important to understand very clearly, what the Energy
Community is and what it is not.

1. Signatory to the Energy Community Treaty makes you closer
to the EU but it definitely does not open the way to the EU
membership perspective. Here you should not have any illusions.
Your country belongs to five states, which are important for the
EU either as energy suppliers or as transit countries: Norway,
Ukraine, Moldova, Georgia and Turkey. Ukraine and Moldova are
ECT member states; Norway and Turkey have observer status
and do not want to join the ECT. Georgia is a key transit country
for oil and gas supply from Caspian region with a perspective to
insert gas flows from Central Asia.

2. The ECT is a tool of influence of the European Commission on
ECT signatories, but it will not become your tool of influence on
Brussels. The maximum you may count on is the possibility to

bctations and results.
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be heard. The ECT is the mechanism for EU energy legislation implementation
into the legislative, regulatory and legal framework of the Treaty signatories,
which are not the EU member states. It is the very attractiveness of the ETC.

3. The membership at the Treaty and the successful implementation of
European energy legislation will have some positive impact on investment
attractiveness of your energy sector for EU investors. As for investors from
countries, where state-owned energy monopolies dominates (Russia, China,
and Azerbaijan) usually they perceive country's ECT membership as a negative
factor restricting impact on their activities.

4. | would like to share with you some conclusions regarding my country and its
experience of 3 years membership at the ECT. Since February 1, 2011,
Ukraine has been the signatory to the Treaty and has been implementing
European energy legislation according to the Protocol on Ukraine's accession.
However, | would not describe the implementation process as definitely
successful. Speaking from the point of view as an independent think tank, | will
state that this process is very slowly and problematic. | would not recommend
it as a model for your country.

5. There are several reasons, why Ukraine's membership is not a successful
one, at least during the last three years:
= The government, which is already dismissed, had only declarative
approach toward prioritization of Ukraine's commitments under the
Treaty, real priorities were concentrated on relations with
Gazprom, which was and is vexed with the ECT.
= The government had populism view on Ukraine's European
integration, energy sector reforms were simulated and did not bring
any qualitative changes.
= Russia made all and very efforts to hamper closer relations between
the EU and Ukraine, in particular in energy sector. It requested
twice Ukraine's withdrawal from the ECT. The same request was
made also to Moldova.

6. However, there are some problems in the Energy Community of European
origin. The very first is a lack of the EU single voice, announced back in 2007.
Declared by the EU single external energy policy is still only on the paper,
influencing directly processes within Energy Community Treaty. The second
problem is a lack of consensus regarding EU perspectives for several
neighbouring countries, which are participants of the Eastern Partnership

Program and important partners for the EU in terms of energy communication
(supply and transit). If regarding Western Balkans Brussels has clear perception

of these countries as the future EU members whether already realized (as it
was in case of Croatia), realized later (Macedonia) or realized in the most

postponed perspectives (Serbial), there are no such a vision toward Eastern
Europe. Ukraine, Moldova and Georgia are not even identified as European
countries to the full extent. It should be noted, that the EU does not dare to
call new partnership program Eastern-EUROPEAN Partnership, having limited

it to the vague Eastern Partnership. Therefore, Western Balkan countries in
contrary to Eastern Europe have quite serious stimulus to implement the ECT
as an element of the sectoral integration into the EU before gaining full
membership. Bulgaria and Romania became signatories to the ECT after they
had received clear EU membership perspective in two years.

Automatic ECT expansion to the Eastern Europe without a simultaneous
solution of the guestion about European membership perspective for those
countries creates huge problems for promotion of European rules of play in
energy sector. Contrary to Western Balkans with a single European
integration model Eastern Europe has an alternative Russian integration
model. It is difficult to call it integration model in European meaning. It is rather
a model for reconstruction of the Soviet space with dominant role of Russia
and simultaneous deep limitation of allied countries sovereignty. This model
reminds rather “Anschluss” and is of course unacceptable for political and
economic elites in Eastern European countries. However, it is difficult for them
to resist to pressure from Kremlin regime, which acts with clear awareness
that the EU will stand aloof from, limiting the reaction to verbal rhetoric, as it
was in case of Georgia in 2008 and as it is currently the case with Ukraine. The
third problem results from two previous; it is instrumental insufficiency of the
Energy Community Treaty. It should be noted that a breach of ECT obligations
does not lead to any significant consequences. Ukraine's example is here very
demonstrative. Failing to meet ECT obligations, the government has not only
ignored warnings from Vienna and Brussels but also announced that Ukraine
may even withdraw from the Treaty. During three years of membership,
Ukraine warned twice about such an intention.

7. A particular problem is the challenge on the part of the Russian Federation
to the EU energy policy. Russia defied the EU, striving not only to prevent the
spread of the European rules in the post-Soviet space, but also to affect
Brussels to revise some of the key provisions of the EU energy legislation, such
as the Third Energy Package. In the post-Soviet space,Russia is trying
tomaximize the lobbyingcommunicationmechanismswith the aim to deform
legislative andregulatory frameworkinone or another countryonits favour.The
usual method is apromise ofgaspreferences inexchange for notimplementing
the norms ofthe European energylegislation. The Government and the
Presidentof Ukraine have had the illusions, thatwithout irritatingRussia, they
would be able toachieve the revisionof discriminatorygas contractsof 20089.
However, as we can see, it did not work. The gas contracts remained

unrevised, an implementation of Second Energy Package is not completed,
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and the uncertainty concerning the Third Energy Package persists. That is, the
benefits of the situation get neither Ukraine nor Energy Community and the EU
but a third|party.

At the same time, the EU faces a choice: to promote European principles of the
energy markets functioning or to support the relations with Russia and it
prefers the second. Certainly, first, this applies not only to the EU as a whole
but also to the key member states, traditionally oriented to the Russian
Federation in the field of energy. Thereby, the EU value structure devaluates,
undermining the confidence in Europe and not only concerning the sphere of
energy.

8. The fifth problem is a lack of contractual arrangementslaid downin Chapter
IV ofthe Mutual Assistance. Thus, during gas crisis of 2009 the Energy
Community did not make any influence on the events. The only thing that Energy
Community can do is to give consultations and advices in case of crisis

uprising.

9. A real thing that Energy Community lacks is the solidarity mechanism in the
case of the third party actions against one or several member states of the
Treaty. The bright example is the Russian project “South Stream”, which is a
bypassing one in relation to Ukraine, Moldova, Romania, and directed to deprive
this countries of their transit function of gas supply to the EU and to cause the
economic damages. Moreover, Russia demands to withdraw the project from
the Third Energy Package. However, neither Energy Community nor the
European Commission has no objection to project implementation, limiting it
selves only by observations, that the project must meet the European energy
law. Therefore, do not be surprised if some time after the accession of Georgia
to the ECT, Russia will demand from you to give access for "Gazprom" to your
pipelines, basing its claim on the EU Third Energy Package. However, you will
not find solidarity in Brussels and Vienna.

10. Now, let us talk aboutthe futureof Caspian and possibly CentralAsiagas
transitthrough Georgia.As you know,"Nabucco" broadly represented, as the
EU priority number one is no longerrelevant. In fact, "Nabucco"became a symbol
ofcollapse of theEU external energy policy. Azerbaijan and Turkey nowprepare
to implementthe projectTANAP.Gas to it will comefrom the Caspian
Seathrough Georgia. One should pay attention to some of the trends the
European gas market and Russian gas policy. The EU gas market is becoming
more competitive thanks to LNG. LNG from the U.S. will come earlier than gas
from Shah Deniz to the EU gas market. This will already happen in 2016.
Russia, having lost in recent years a significant proportion of the EU gas
market due to the price escalation policy, will take steps to recover the lost

positions. Herewith, the work will be done in two directions. The first

direction is a more flexible pricing, an access of independent gas producers

to gas export, but keeping "Gazprom" as a single export channel. The second
direction is the elimination of competitors. In this sense, the gas flows from the
Caspian Sea and in the future from the Central Asia are competitive to traditional
gas flow from Siberia. As well as pipeline projects designed to bring new gas to the
EU market by the independent from Russia route.

11. Russia is implementing a large-scale economically senseless pipeline project
"South Stream" to bring gas from Siberia and Yamal to Southern Europe.
Moscow for several years unsuccessfully has been trying to get the priority
status for it from the European Commission and the exclusion from the Third
Energy Package. One of the arguments is the so-called transit instability through
Ukraine, which they confirm using gas crises of 2006 and 2003. Now, in order to
finally reach an agreement with the EU on "South Stream", Russia not only uses
the political crisis in Ukraine, but also actively affects it, trying to demonstrate to
Brussels once again the need of bypassing Ukraine. Transformation of Ukraine into
the "dark zone" fits best to "convincing argument" of Russia in Brussels. Now, if to
make an extrapolation to the South Caucasus and consider that "Gazprom" does
not need a competitive gas from the Caspian Sea on the not enough capacious
market in Southern Europe, it is possible to conclude that, in your region the
destabilization scenario can be expected. According to the logic of the Kremlin, it
should be another argument for Europe in the benefit of the "stable" gas supplies
from Russia via the no transit direct "South Stream" compared with supplies from
the unstable Caspian region through the unstable South Caucasus.

12. We would like this scenario to remain in the category of hypothetical, but
events in my country should be taken into account in Georgia, the EU and NATO.
Therefore, membership in the Energy Community, the future Association
Agreement with the EU (if it is signed) are undoubtedly positive developments in
your country, but they do not solve the problems of security and mutual aid. These
problems should be addressed through the United States and NATO. Moreover,
that MAP was promised to Georgia in Bucharest in April 2008. EU is passive,
weak and helpless when it comes to Russia. We saw this in the case of Georgia in
2008, now it is seen in Ukraine. Probably gas corruption forces have already won
the European values in Brussels.

Thank you for attention
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NVESTMENT IN GEOF{G?AND

Georgia's natural mendow
ment includes hydro power
resources. Foreign investment
into the energy sector of
Georgia will be enhanced
with Energy Community
membership and har-
monization of Georgian legal
and regulatory frameworks
with European Union (EU)
Energy regulations.

Investments are possible
through the non-recourse
financing of the projects
and export of surplus energy
into the competitive Turkish
and Southeast European
markets through the
newly constructed back-
to-back inter-connector
in Akhaltsikhe.

Sukru Bogut

Senior Energy Infrastructure Advisor,
USAID Caucasus, Energy &
Environment Office

USAID is assisting Georgia for the legal and regulatory
framework development, cross-border electricity trading, and
capacity building of the Georgian regulator, transmission
system operator and market operator.

USAID project Hydro Power and Energy Planning (HPEP)
developed and is now supporting the Government of Georgia in
implementing the Georgia Electricity Market Model (GEMM) of
2015 that satisfies several requirements of Energy Community
for the creation of an Electricity Trading Mechanism (ETM)that
utilizes EUA cquis, third party access, hourly balancing and
day-ahead planning.

The main goal of USAID HPEP is to support the government of
Georgia's in completing the task soutlinedin the GEMM
2015.WithGEMM2015, the International Financial Institutions
(IFIs)should be able to finance new run-of-river hydro power
projects through non-recourse (project-based) loans. The sales
of the new Hydro Power Plants (HPPs) would be facilitated

by GEMM 2015 which supports cross-border, competitive clean energy
trading.

GEMM 2015 was created to overcome obstacles for non-recourse financing.
These obstacles included:
* Insufficient legal and regulatory framework in Georgia for a competitive
electricity market
= Low capacity in the electricity sector institutions to plan and implement
a competitive electricity market
= Lack of tools to operate a competitive electricity market

The GEMM 2015 and ETM were developed by USAID Hydropower Investment
Promotion Project (HIPP) in201 1 to fill the gaps identified by IFl sand others to
overcome the obstacles described above. GEMM 2015 will create an enabling
environment for development of Georgian hydro resources and at the same
time protect domestic tariff costumers.

A key part of GEMM 2015 is the ETM. The ETM is an hourly balancing and day-
ahead process that will enable electricity trading on the regional competitive
power market. GEMM 2015 and the ETM are in line with EU competitive
market principles, and will be harmonized with the Turkish power market. And
GEMM 2015 implementation will greatly enhance the regulatory support
framework for new run-of-river HPPs.

GEMM 2015 and ETM Implementation include many aspects. USAID has
designed and continued to further refine the ETM as Georgia's electricity
market transforms from a monthly trading market to an hourly market. The
settlement period in the European electricity markets are no more than one
hour. In order to trade into those markets including Turkey's power market,
Georgia must get to settlement period of one hour.

HPEP has provided capacity building and institutional development on GEMM
2015 and the ETM to the Ministry of Energy (MoE), the Georgian State Electro
systems (GSE), the Market Operator (MO, formerly known as Electricity
Systems Commercial operator, ESCO) and the Georgian National Energy and
Water Supply Regulatory Commission (GNERC).Both the MO and GNER Care
undergoing significant re-organization in line with the recent amendments
made to Electricity and Gas Law initiating GEMM 2015.

The Electricity and Gas Law amendments were supported by USAID in a MoE
legislative Working Group (WG). That WG has also developed a standard
electricity supply agreement between Georgian HPP sand electricity off-takers
inTurkey, modifying the European Federation of Energy Traders
standard contract for trade in the Turkish electricity market.
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USAID HPEP has created a draft electricity transmission grid code and
supported the W Gon grid code development to finalize the transmission grid
code this spring. The grid code is the key legislation that will regulate the
technical aspects of the competitive electricity market. USAID has also
created a draft electricity distribution code which will regulate the issues
relating to the connection and use of the distribution network for trading of
electricity from small and medium-sized run-of-river hydro power plants.

USAID HPEP continues to support the development of a Uniform System of
Accounts (USoA) for the electricity market that will assure that network
tariffs are cost-based and only include the costs related to the provision of
transmission access. HPEP's activities also include technical assistance to
the GNER Cin development of cost and performance-based tariff methodology
for transmission and distribution network licensees. HPEP has provided
training to the GNERC staff on guarantee of origin(GOsland Public Service
Obligations(PSO)procedures required by EU legislation. GO sare are glistering
system for renewable energy projects(1MWH=1 green certificate) and PSO
relates to any obligation of payment by consumers for public good, such as
premiums paid for renewable energy production.

Using Turkey and European markets' experience, HPEP has guided GSE in
developing proposed rules for international transmission inter connection
capacity allocation and congestion management. Recently HPEP has
supported both the MO and GSE in developing day ahead planning with support
in market rules amendments, cloud-based software development for market
players and creation of manuals for operating the new software.

USAID has supported development of conceptual design of cross border
electricity trading between Georgia and Turkey supporting harmonization of
legislation/regulations, contracts, treaties and standards. USAID assistance
was instrumental in drafting the Cross Border Electricity Trading Agreement
which was ratified by both Parliaments.

As mentioned above, USAID HPEP is consistent with EU's Third Energy
Package, a set of legislation that promotes energy competition with an acute
awareness of environmental protection.

EU Legislation HPEP Technical Assistance

Separation of production and
supply from networks

Tariff methodology for networks
Regulatory accounting for each license type
Third party access rules

Recognition energy policy's = Development of white paper son energy
strategic importance policy and en-ergy strategy
= Development of an energy planning process
within the MoE

Facilitation of increased cross = Capacity allocation rules

border energy trade = Congestion management rules
= Development of a price zone for Georgia on
Turkey'sDAM
More efficient national = Re-org. of GNERC
regula-tors = Increased role and responsibilities of GNERC

via E&G Law amendments

Promotion of cross-border = Cross Border Electricity Trading Agreement
collaboration and investment (CBETA)
= Interconnection Operation Agreement
= Harmonization meetings between GNERC and
EMRA
= Electricity Supply Agreement template

Greater Transparency = Regulatory accounting
= Regulatory inspection
=  Web site development for TSO and MO
= Stake holder involvement indecision making

Enforcement of national = Market surveillance and monitoring procedures
stan-dards to support = Grid Codes
regional market

The Third Energy Package man dates the separation of production and supply
from transmission networks. This separation must be beyond accounting
separation, managerial separation and legal separation as was required in the
past. Now the separation must be in ownership.

The Third Package highlights the recognition of the strategic importance of
Energy Policy. HPEP has supported the Government of Georgia in developing its
energy policy and is now supporting the Go Gin developing its long-term energy
strategy consistent with that Energy Policy. The Energy Policy provides
assurance to potential renew able energy investors that Georgia will maintain its
support for renewable energy production.

The EU rules covering cross border trading between countries provides an excellent
framework for Georgia, especially when new Georgian HPPs look not only to Turkey to
market their electricity production, but also in EU countries. USAID HPEP has
provided guidance to GSE in developing the cross border allocation and congestion
management rules. In addition, HPEP has supporting a WG created by the
Turkish energy regulator, EMRA and GNERC to harmonize the

cross border-related legislative and regulatory framework.
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The Third Energy Package seeks for more effective national regulator. USAID
HPEP has been supporting the GNER Cas it takes on new roles and
responsibilities now that the E&G Law was amended. These new role and
responsibilities including adoption of the USoA, adoption of performance-based
network tariffs, adoption of transmission and distribution grid codes and the
monitoring of the competitive electricity markets. In all cases, HPEP has
provided extensive guidance to the GNER Cas it develops its capability to take
on these new roles and responsibilities.

Consistent with the EU Third Package, the adoption by GNER Cof the USoA
regulations and the creation and implementation of market monitoring
procedures will provide greater transparency in the electricity market as well
enforcement of national standards to support the domestic and regional
electricity market.
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forms in Georgia
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The EU advocates for stable and transparent regulatory rules for
the energy production and trade in the countries that play
important role asenergy suppliers, and especially in countries
that are interested in closer ties with the EU.

Transparent and stable regulatory rules enhance countries'
attractiveness in the eyes ofwestern investorswho conduct
their business in accordance with the best businesspractices
and thus encourage investment inflows from the EU and the US,
while on the other hand,diminishinginterestof those who

tend to benefit from non-transparent business environment. Greater
transparency in how government deals with investors alsomake countries
more resilient againstintrusiveexternal influences that can affect political
decisions.

Georgia was invited to join the European Energy Community back in 2006.In the
subsequent years multipleattempts were made bythe EU and the US to
encouragethe Georgian leadership to apply for the membership to the
European Energy Community, including the statement bythe President of the
European Commission,Jos Manuel Barroso' in 2010 following his meeting with
President Saakashvili. Had Georgia accepted the invitation, it would have
enabled the country to considerably advance its energy and antimonopoly
regulation reforms initiated and legislatively enacted earlier with the help of
numerous grant programs funded by international donors. Georgia's United
National Movement (UNM) governmentchosenot to get engaged and
demonstrated utmost reticence on the subject,both vis- -vis its western
partners and its own society. Furthermore, theytook the path of reversingthe
achievements of the previous reforms, further distancing the country from the
requirements of the Energy Community.

This situation changed after the new government assumed power following the
2012 elections: Georgia has officiallyapplied for Energy Community
membership.This is a remarkable change of Georgia's posture for which the
new government should be given due credit. But what has remained
unchanged, is the lack of awareness of the society, even country's NGO
sector,about Georgia's prospects of joining the European Energy Community
and itspotential benefits for Georgia's future. The importance of stable and
transparent regulatory rules has not been featured in media discussions. The
role, nature or purposes of the Energy Community has never been explainedto
the society andeven lessis known about its role in securing country's long-term
political stability whichin turn defines whether Georgia is perceived as a
reliableally toEurope's energy supply diversification efforts, especially its
strategic but extremely complex natural gas supply arrangementsenvisaged
by EU's Southern Gas Corridor plans.

Georgia successfully established itself as a reliable and instrumental transit
partner while negotiating and implementingthe East-West pipeline projects in
the late 90s - early 2000s, but did nothing to keep or enhance this reputation
after the Rose Revolution.

This is how FinancialTimessaw the situation just 3 weeks before the Russian
military invasion of August 2008%:

'http://europa.eu/rapid/press-release_SPEECH-10-660_en.htm?locale=en
*http://www.ft.com/intl/cms/s/0/0287616e-5108-11dd-b751-000077b07658.html#axzz2tmcOGPw4
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“The US and most European Union members support Georgia's efforts to
escape Russia's influence and integrate with the west, including joining NATO.
The west is also worried about the security of pipelines taking Caspian oil and
gas across the Caucasus to Turkey. Meanwhile, a resurgent Russia sees the
region, including the pipelines, as a key test of its capacity to reassert itself in
the former Soviet Union.”

Another quote from the same article: “Abkhazia and South Ossetia are levers
with which to put pressure on Thilisi to slow its pro-west policies and drop its
NATO bid. Dmitri Trenin, deputy director of the Carnegie Moscow Center, a
think-tank, says: “Russia has no strong interest in Abkhazia itself. Russia is
telling Georgia: 'If you join NATO you will pay a very big price. You will never get
back Abkhazia."”

Those who have been participating in the East-West Energy Corridor
development remember that similar messages were coming from Russian
officials in relation to BTC in late 90s: If you allow building BTC - you will never
get back Abkhazia.

Georgia was wise not to be swayed away from pursuing the development of
thesepipelines, nor its NATO aspirations.

Today, in the eve ofsigning major political and trade agreements with the EU,
different Government officials are frequently quoted saying that after the
events of 2008, Russia has no more leverages over Georgia's decision- making.
What is apparently meant here is that no additional leverages remain for
Russia in relation to Abhazia and South Ossetia. But the question is whether
the territorial integrity - a painful point mentioned by the Financial Times —is
the only substantialweakness of Georgia that Russia has a possibility to
exploit?

Weak and nontransparent energy sector opensanother opportunityfor
meddling, though in more sophisticated andfar lessvisible ways.

And in any case - a vulnerable and nontransparent energy sector means less
reinvestments, less best practices, less competitive economy, less jobs.

When it comes to complex and geopolitically significant transit projects, it also
means that the country is seen as a less reliable transit partner.

Timely adoption of the Energy Community standards could change the
reality. Today, Georgia's energy sector is much far away from the Energy
Community standards of transparency and good governance then it
was 9 years ago. This back-rolling was unjustifiable and unfortunate.

The United National Movement government has thrown away practically all
legislative reforms that had been undertaken through and with the help of the
US and EU funded institutional building programs. The practice was even
worse. Meticulous 'scientific' justificationshad been devised and offered to
justify the need of vertically integrated players in Georgia, deriding the notion
of strategic assets/infrastructure and abolishing regulatory instruments.

A one-time chance - the big privatization — conducted after|the Rose
Revolutionland so highly praised in the West that was too busy to look into the
details of this undertaking) have brought neither best business standards, nor
sustainability to the sector.

The main thing was 'forgotten'while praisingGeorgian 'anti-corruption' reforms
and was overlooked by public: non-transparent privatization of energy assets
allow stealing a sizeable portion of revenue for many years ahead.

Given the almost complete lack of information, it comes as no surprise that
there was no public questioning of reasons as to why starting from
2006Georgia was persistently ignoring EU calls on joining the Energy
Community.

Even when President Barroso publicly stated in 2010: “Concerning the
diversification of energy sources and routes, the development of the Southern
corridor is a key priority for the European Union. We attached great
importance to the crucial transit role played by Georgia. And | encourage
Georgia to formally apply for membership to the Energy Community.|[This would
enable further deepening of our relations and reinforce | Georgia's
attractiveness for energy investments”,there was complete silence from
government officials as well as media and expert community. This should have
served as an alert, but again, this fact was misinterpretedin the West: the
West was convinced that Georgian reforms deserve just applause- not critical
assessment.

In July 2010, the Eurasian Energy Analysis highlighted renewed attemptsof
the government to sell Georgian North-South gas pipeline® that was just
refurbished with the grant money provided by US Millennium| Challenge
Corporation:

“Georgian Prime Minister NikaGilauri promised that if Georgia sold shares of
the pipeline, that the government would keep controlling interest. The
opposition tried to hold the prime minister to his word by offering an
amendment that would limit the sale of pipeline shares to 49 percent. Had the
amendment passed, it would have been impossible for the government to sell

http://eurasianenergyanalysis.blogspot.com/2010/07/georgia-selling-gas-pipeline-that-feeds.html m
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control of the pipeline to any
outside investors. Parliament
rejected the amendment,
leaving open the possibility
that either GAZPROM or a
GAZPROM affiliate could snap
up the pipeline”.

Gazprom has been targeting
Georgian North-South gas
pipeline since 1995.0wnership
of this pipeline and the right-of-
way would potentially allow
Russia to kill the projected
large scale East-West gas
transportation and flood EU

countries with cheaper Iranian
supplies via'Russian' pipelines.

Such broader geopolitical considerations are important to keep
in mind while negotiating some of the EC Treaty application for
Georgia. This will require a thoughtful attitude from negotiating
teams from both sides. As an example, Russia might demand to
provide access for Gazprom to existing and future pipelines,
basing its claim on certain provisions of the Treaty. Georgia, a
bridge between the Caspian gas resources and the EUcertainly
has its geopolitical specificities that need to be taken into
account.

Transit of a strategic
commodity like gas is
lucrative for countries and
if the volumes are sizable,
apart from cash dividends
it is perceived to be
bringingimportant
geopolitical benefits.

The way the international
diplomacy was using
Turkmen gas transit as a high value bargaining chip and a
possible 'carrot' to engage with Iran back in 2009, can serve as
an illustration for the above:ln response to the Turkmen
President Gurbanguly Berdymukhammedov stating that

UKRAINE

energy routes and the inclusion of new —
countries and regions into the geography of o ——
routes”, Deputy Assistant Secretary of -_sww"‘m-- e, Horpeame g
State George Krolhas publicly suggested S -

"...we are looking for conditions to diversify Casplan KAZAKHSTAN
Sea
UZBEKISTAN

I.." -
TURKEY 'obeon : ",\

that the US remained open to the prospect ” o ”"“.*}““'5“"

of gas from Central Asia being exported to satocamon Ko iy PPN

Europe via Iran. K IRAN PAKISTAN

Karachi

EU's interest in new external pipeline
supplies from new energy sources and
through independent routes lead to the development of the Southern Gas
Corridor plan and inclusion of this plan into the Connecting Europe Facility (CEF)
scheme. The latter allows spending of EU taxpayers' money for covering up to a
half of the construction costs of SGC pipelines.The Southern Gas Corridor has
been identified as one of four European infrastructure priorities in gas and oil by
2020.

A fully pledged Southern Gas
Corridor is now perceived by
all involved parties as a doable
undertaking— an undertaking
capable of achieving its
declared strategic objectives
of reliably supplying sizable
guantities of gas to the
European market.

European infrastructures priorities — gas and
oil by 2020

For a long timeRussia was

planting doubts about

Turkmenistan's reserves, the

costs and commercial

feasibility of their
development. Turkmenistan has overcome difficulties and has proven not only
the sustainability of its reserves, but also the possibility of extracting much
more gas in commercially attractive manner.

Just in four years,a remarkably short timespan for such developments, 22
wells have been drilled on Galkynysh. In September 2013 Turkmenistan
hosted guests from various countries to celebrate the start of commercial
production within phase one development of the field. The Government of
Turkmenistan is building the so-called East-West pipeline that will have the
capacity of 30 bcma by 2016 making it ready to supply gas into Trans-
Caspian pipeline. Commercial development of the Galkynysh field has proven

that Galkynysh is comparable to the super-gigantic South Pars field shared

ARABIA iy Strawt of Hormuz
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by Qatar. In addition, as President Berdymukhamedov has publicly stated,
Turkmenistan will soon have 10bcma production in the Caspian offshore.

For two decades the EU has been working on gaining access to the Caspian's
energy resources, particularly to Turkmen gas, but the recent developments
with SD2, TANAP and TAP are certainly creating a momentum for the EU to
push the Caspian agenda even stronger than before. These developments
create favorable conditions for Georgia to join the team and become a helpful
and reliable ally to the EU and Caspian suppliers in implementing the Trans-
Caspian Pipeline. It is only through joint, concerted efforts that the success
can be ensured. EU efforts are clearly aiming towards the implementation of
the TCP, as a part of multi-project bundles within the SGC scheme before
2020. Georgia can help in midwifing these plans, or can remain a watcher
hoping to harvest the fruits if others succeed in doing the job.

The changes over the
past decade in global
energy affairs have been
unprecedented. The
global energy map has
been redrawn as a result
of the unconventional oil
and gas revolution in
North America and the
emergence of large
energy consumers in
Asia. EU countries are
extensively subsidizing
the renewables and
emergence of North
American cheap coal to
the European markets has contributed towards further
shrinkage of EU gas market. Now the prospects of Iran opening are perceived
as more realistic in medium term. Georgia needs to see these and other
developments as an encouragement to start playing an active role in Southern
Gas Corridor developments. EU market will need the TCP, but this need will not
be permanent — other developments will certainly make it less necessary if the
current window of opportunity is lost.And it is vital that Georgia thoughtfully
embraces opportunities of the Energy Community to free itself from the ties of
nontransparent relations with its current energy players invisibly influencing
its future.

W-Stream Consortium

The main goal of this article is to review Georgia's energy sector
in view of Energy Community (EC) membership and to show
strength and weaknesses of the sector and expected benefits
for Georgia and EU, identify main challenges of EC membership
and to make relevant recommendations.

In 2005 Energy Community Treaty was initiated by EU to create
a stable regulatory and market framework in the south-east
European countries in order to*: attract investment in power
generation and networks; create an integrated energy market
allowing for cross-border energy trade and integration with the
EU market; enhance the security of supply; improve the
environmental situation in relation with energy supply in the
region and enhance competition at regional level and exploit
economies of scale. Full members of the EC are obliged to
harmonize its energy legislation with the EU energy acquis.
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Since 2007 Georgia has an observer status in Energy Community and only in
2013 Government of Georgia applied for full membership of the organization. In
November 2013 Georgia and EU agreed on the text of Association Agreement
(AA), which provides a framework for a new relationship based on political
association and economic integration. Under the Association Agreement,
energy co-operation between EU and Georgia should be based on the principles
of partnership, mutual interest, transparency and predictability and shall aim
at market integration and regulatory convergence in the energy sector, taking
into account the need to ensure access to secure, environmentally friendly and
affordable energy’.

According to the draft article-218 of the Association Agreement, preference
in implementing energy chapter shall be given to the adoption of legislation or
acts which are consistent with the Energy Community Treaty or are based on
legislation applicable in the Union®. Key energy directives and regulations
should be implemented in accordance with the timeline agreed by Georgia in the
framework of the Energy Community Treaty. Should Georgia's accession to the
Energy Community Treaty not become effective within 2 years of the entry into
force of this Agreement, a proposal for a timeline will be submitted to the
Association Council no later than 3 years after the entry into force of the AA’.

Georgia has clear political motivation and aspiration of European and Euro-
Atlantic integration. Expansion of energy interests and relations with the EU is
among Georgia's high priorities. However, Georgia's energy sector has its
specificity, which should be assessed and duly considered by all parties during
the negotiations. Only formal membership of Energy Community should not be
of interest and should be accompanied by feasible and sustainable reforms
which will be agreed beforehand by parties.

To have an understanding of Georgia's energy sector in view of EC membership
its main strength and weaknesses should be reviewed.

Strengths:
= Geopolitical location is a natural wealth of the country. Georgia's

importance for energy transit became obvious in the beginning of 20th
century by oil exports from Azerbaijan to the Black Sea ports and its role
as the key energy transit country was revived in post-Soviet times.
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Georgia is a reliable international partner for transit of energy
resources. Major energy transmission lines and pipelines go through
the country. South Caucasus Pipeline (SCP) connects Caspian Shah
Deniz gas field to Turkey. The Baku-Thbilisi-Ceyhan (BTC) oil pipeline
connects the offshore oil fields in the Caspian to the Turkish coast and
further European markets. Western Route Export Pipeline Baku-
Supsa (WREP) also serves for supply of Azeri oil by tankers to global
markets. Georgian railway provides a corridor for transporting
petroleum products and crude from Azerbaijan, as well as
Kazakhstani and Turkmenistan to the Black Sea. North-South main
gas pipeline serves for export of Russian gas to Armenia. Georgia has
never leveraged its transit role for political reasons.

Having no significant oil & gas reserves, Georgia covers 60-70% of
domestic gas needs through the gas provided by transit agreements
while the rest is also imported. Thus by linking the interests of own
energy supply to the interests of other countries Georgia has
achieved a reasonable level of energy security and stable gas prices.
Notably, it was the startup of SCP that allowed Georgia to diversify
its gas supply away from critical dependence on Russian imports".

Despite the fact that the Ministry of Energy has little
experience/capacity in energy policy and strategy development, now
its main priority is to develop process oriented energy policy and
strategy.

By far the hydroelectric potential is the main prospective nesource of
domestic energy. According to various estimates there is a possibility
to economically develop about 20-30 TWh of annual generation. There
is also significant wind and solar power potential in Georgia.

Black sea transmission network which started operation in previous
year connects power systems of Georgia and Turkey; it/ increases
export opportunities of Georgian hydropower to Turkey's and further
European energy markets.

Weakness:

Georgia does not have significant oil & gas reserves. As a result, about
65% of country's primary energy supply is from external sources.

“Georgia and Its Role in Energy Transit towards the West, M. Margvelashvili, G. Mu K=
2011, www.weg.ge
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= Major concern is related to Enguri/Vardnili hydro power plant cascade. It is
a key contributor to Georgia's electricity generation and therefore major
factor of energy security. The power house and switchyard are located on
the territory occupied by Russia, while the dam and reservoir are on the
territory controlled by Georgian state. This can result in serious energy
problem in case of political escalation with Russia who already occupies
20% of Georgian territory®.

Controversial and nontransparent energy legislation poses a serious
problem. The legal documents adopted in 90's with the help of donor
organizations were constantly amended on an ad hoc basis for immediate
needs and without observance of good industry practices and underlying
principles.

Vertically integrated energy companies in power (RAO-UES, Energo-Pro)
and gas (SOCAR) sectors prevent competitive market development'®.

Long term memoranda with energy companies - number of controversial
concealed long term international agreements and memoranda with
investors and government owned companies of other countries may
contradict with the interests of Georgia's European and Euro-Atlantic
integration.

Unbalanced power in different institutions and weak regulator hamper
efficient functioning of energy sector.

There are no Energy Efficiency and Renewable Energy laws and
corresponding institutional system.

Accession to Energy Community, harmonization of Georgia's energy
legislation with EU energy acquis and implementation of reforms in the
sector might result the following benefits for the country and the
society: stronger ties with the EU (sectorial integration), more
sustainable and secure energy sector, stronger institutions and more
transparent/clear legislative base, better investment environment and
increasing strategic foreign investments, more chance to realize
strategic transit projects (WS, AGRI and Trans-Caspian), more resilient
to external influence and corruption, stronger political support of EU,
public service obligation will become priority, consumers will have a right
to choice suppliers, competitive energy market will result cost reflective
prices and quality of supply, EE and RE technologies will become available
for people, stable Investment environment creates more work places.

BRI ity Georgian Perspective, G.Mukhigulishvili, M.Margvelashvili. 2011, www.weg.ge
BRI and monopoly in internal energy markets, G.Mukhigulishvili, M.Margvelashvili. 2012, www.weg.ge

In case of Georgia's EC membership EU will have a reliable transit country which
allows EU to diversify not only energy supply sources and have an access to
Caspian hydrocarbon resources but also transit routes (Ehrough Turkey or
Black sea). Georgia's vast renewable energy potential might be beneficial for EU
countries to achieve 20-20-20 targets.

There are some barriers which prevent Georgia getting full benefits from EC
membership. Most important is that Georgia has no direct connection to EC
member countries, which complicates internal market integration. There is no
reverse flow possibility of gas, electricity in case of any emergency disruptions
in Georgia.

Georgia's energy sector faces some challenges which complicate EC
membership process. They might prioritize as follows: regulation of energy
transit according to EU directives and expected loss of transit fee, which has a
significant share in Georgia's economy; unbundling of vertically integrated
companies in power and gas sectors and development of competitive energy
markets; long term memoranda with integrated energy companies should be
revisited since they contradict with free market principles; creation of
supporting mechanisms for RE targets in different sectors; financing EE
projects from central or municipal budgets; guaranteed security of supply by
diversification and reserves (oil, gas storage) creation; assurance of
transparency and accessibility of energy data.

Based on the above the following recommendations can be made:

= Georgia should accelerate Implementation of the basic principles of EU
legislation, which are essential for sector development. It should create
competition and regulation mechanisms according to principles of free
market economy.

= EC should analyze and take into consideration energy sector specificity
of Georgia; formal participation should not be the goal of Georgia.

= EC should create the mechanisms to make EC membership benefits
accessible for each member country.

= (CS0s have an important role in the process; they should increase their
awareness, engage in the process and take responsibility for their
future by monitoring advocating and informing society about the
benefits and reforms needed for EC membership of Georgia.
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