
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

P f\J - A c ("::>- 0 C1;

n 'J :_~/ I

IMPLEMENTATION PLAN FOR

NEW TRADING ARRANGEMENTS

NIS InstItutIOnal Based ServIces Under the
Energy EfficIency and Market Reform Project

Contract No CCN-Q-OO-93-00152-00

DelIvery Order No 14
GeorgIa Power Sector Reform

Fmal Report

Preparedfor

U S Agency for InternatIOnal Development
Bureau for Europe and NIS

Office of EnvIronment, Energy and Urban Development
Energy and Infrastructure DIVISIOn

Prepared by

Hagler BaIlly
1530 WIlson Boulevard

SUite 400
Arlmgton, VA 22209-2406

(703) 351-0300

September 1998



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

CONTENTS

IntroductIOn 1

Current Market Structure ID Georgia 2

AlternatIve Market Structures 4

Recommended Market Structure for Georgia 6

ImplementatIOn of RecommendatIons 6

Complete the Restructurmg of Sakenergo 6

Formulate Market Rules PrmcIples 7

Implement the Governance Structure 7

ConclUSIOn 8

Appendix A Structure of EXIstmg Market

AppendIX B PosItIOn Paper No 1 OblIgatIOn to Supply

AppendiX C PosItIOn Paper No 2 OblIgatIOn to Connect

AppendiX D PosItIOn Paper No 3 Wholesale Market Members

AppendiX E PosItIon Paper No 4 The Inter-relatIOnshIp Between Regulatory, Techmcal, and
CommercIal Standards

AppendiX F PosItIOn Paper No 5 Pncmg Methodology TranSItIon Plan

Hagler Bailly ---------------



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

IMPLEMENTATION PLAN FOR NEW TRADING ARRANGEMENTS

INTRODUCTION

Dunng the SOvIet era, GeorgIa'S power system was mtegrated WIth those of Armema and
AzerbaIjan m a Transcaucasus network, whIch m turn was lmked to the vast USSR gnd
ElectncIty supply m GeorgIa Itself was m the hands of Sakenergo, a vertIcally mtegrated, non
commercIal government monopoly Smce the breakup of the SovIet Umon, GeorgIa has had to
rely pnncIpally on ItS hydroelectnc productIOn, because a lack of financIal resources has severely
curtaIled the ImportatIOn of natural gas and mazut as fuel for thermal generatmg umts Moreover,
mtemal polItIcal problems WIth the AbkhazIa regIOn, mcludmg armed conflIct, have threatened
the avaIlabIlIty of the largest smgle source of hydropower m the country, the Ingun statIon,
whIch IS located on the nver separatmg GeorgIa and ItS AbkhazIan provmce

These polItIcal and financIal problems contnbuted to an overall detenoratIOn m the capabIlIty of
the power system to supply the natIOn ThIS detenoratIOn was made worse by a lack of
mamtenance, mIsuse of eqUIpment, and overloadmg ofthe dIstnbutIOn network by households
trymg to replace cut-off gas supplIes WIth electrIC heaters and stoves Of the country's ongmal4
882 MW ofmstalled generatmg capaCIty, less than 700 MW were avaIlable for servIce at the
begmmng of 1996 ThIS compared to an estImated unconstramed annual peak ofnear 1700 MW,
Itself reduced dramatIcally from earlIer levels by GeorgIa's collapsed economy

Parallel WIth the detenoratIOn of servIce capabIlIty, a cntIcal problem of non-payment
developed In early 1996, barely 4% of the amounts bIlled were bemg paId by reSIdentIal
customers WhIle mdustnal users were oblIged to pay more regularly, the average rate of
payment for all customers at the begmmng of 1996 was less than 25%, and only a portIOn of that
was cash The non-payment problem had a devastatmg Impact on the power sectors operatmg
and financIal results, m spIte of the gradual mcrease m tarIff levels smce 1991

ThIS report proVIdes Hagler BaIlly's ImplementatIOn plan for new tradmg arrangements m the
GeorgIa wholesale power market It descnbes the reforms m market structure necessary to
permIts the new tradmg arrangements, and outlmes the steps reqUIred to achIeve those reforms
These recommendatIons center on the development of a competItIve wholesale electncIty market

Hagler BaIlly ---------------
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IMPLEMENTATION PLAN FOR NEW TRADING AGREEMENTS • 2

for GeorgIa As a cntical by-product the wholesale market IS accompamed by restructunng of
the current market to enhance collectIOns and cash flow at all levels of the sector As GeorgIa
achIeves these power sector reforms. the resultmg wholesale power market WIll serve to permIt
growth and enhance effiCIent operatIOn of the sector, as economIC condItIOns m GeorgIa and the
Caucasus Improve

Structural reform of the electnc sector must, of course, be planned and Implemented m the
context of other reform ObjectIves elsewhere Identified for GeorgIa These ObjectIves mclude

~ Estabhsh a market structure that Will attract mvestment to the sector, as dIstnbution and
generatIOn assets are made aVaIlable for pnvatIzatIOn

~ Improve the effiCIency ofthe power sector on both the demand SIde and the supply SIde,
through tarIff deSIgn, pnvatIzatIOn, and the mtroduction of competitive pressures, where
appropnate

Improve finanCIal performance, by mcreasmg collectIOns to levels comparable to the
successes achIeved mother emergmg markets

Increase pubhc confidence m the electnc sector among the management of sector
enterpnses, pobcy-makers, and the pubbc

In sum, the fundamental ObjectIve of market reform IS to create an electnc sector charactenzed
by fully commercIal, market-onented operatIOns, to support and sustam GeorgIa S economIC
growth

CURRENT MARKET STRUCTURE IN GEORGIA

The Government of GeorgIa has Implemented a number of structural and other reforms to
Improve the operatIon of the power sector

~ The dIsaggregatIOn of the former fully-mtegrated vertIcal monopoly mto generatIOn
enterpnses (m general, one enterpnse per generatmg facIhty), an enterpnse owmng and
operatmg the transmISSIon system, and mdividual dIstnbutIOn companIes (m general, one
per mUnICIpalIty)

Enactment of the GeorgIan Electncity Law of 1997 whIch, among other thmgs,
estabhshed the GeorgIan NatIOnal Electnc Regulatory CommISSIOn, an mdependent
agency WIth comprehensIve authonty to regulate the rates, terms and condItIOns of
electnc servIce through a system of hcenses and tarIffs

Hagler Badly ---------------
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IMPLEMENTATION PLAN FOR NEW TRADING AGREEMENTS. 3

Commencement of the pnvatIzatlon process by GoG's retaInIng Mernll Lynch as Its
financIal advIsor for pnvatIzatIOn, and the subsequent Issuance by the MInIstry of State
Property Management ofa tender for pnvatIzatIOn of TelasI, the dIstnbutIOn company for
TbIlIsI

The current structure therefore represents a functIOnally unbundled model, In whIch generatIOn,
transmIssIOn, and dIstnbutIOn are handled by separate corporate organIzatIOns Rates are
currently set by a PreSIdential Decree, although the Regulatory CommIssIon has commenced rate
proceedIngs and IS expected to speCIfy rates that Will fully recover costs In late 1998, and
contInuIng mto 1999 And, although most enterpnses are state-owned,1 the government has taken
the InItIal steps toward pnvatIzmg those assets

The current market structure In GeorgIa reflects the steps that the government has taken In
makIng the tranSItIOn from the vertlcally Integrated, monopohzed system to a more fully market
onented configuratIOn AppendIx A Illustrates the energy flow In the structure of the eXIstIng
market At present, the GeorgIan power sector most closely resembles a "SIngle buyer" model,
albeIt one that IS not fully developed A central purchaSIng authonty, Sakenergo, purchases all
power at wholesale and transmIts It to dIrect customers and to dIstnbutIOn utIhtIes for ultImate
sale to consumers The GeorgIan structure IS not fully developed In that usually, In a SIngle buyer
market structure, the SIngle buyer has no responsIbIhty for, or overSIght of, technIcal dIspatch
Further, With regard to pncIng, GeorgIa's SIngle energy tanff for wholesale and retall electncity
sales fads to proVIde proper mcentIves to the enterpnses In the sector

Although, as dIscussed above, the Government of GeorgIa has Implemented meanIngful reforms
In the electrIC sector, further measures are approprIate to remedy the chrOnIC problems that
hobble the sector These Include

.. CollectIOns rates that have stagnated at levels well below amounts reqUIred to restore the
finanCial vIabIhty of the sector's enterprIses

Lack of suffiCIent Internal financIal controls to ensure proper dISposItIOn of cash flow and
safeguardIng of assets

Tanffs that remaIn sIgmficantly below cost recovery levels, caUSIng detenoratIOn of
capItal assets

.. SalarIes that, even when pald, are Inadequate

.. DeterIorated assets due to Inadequate maIntenance

.. InsuffiCIent commerCIal onentatlon of the sector

1 GoG sold some hydropower projects to prIvate Investors dUrIng 1996

Hagler Bailly ---------------
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IMPLEMENTATION PLAN FOR NEW TRADING AGREEMENTS. 4

.. Unclear and arbItrary financIal settlement procedures

These problems are, of course, mterrelated InsufficIent collectIOns combmed WIth below full
cost recovery tarIff levels JeopardIze the sector's abIlIty to provIde adequate levels of
mamtenance and Investment InsufficIent and unpaId salarIes for employees create dlSlncentives
to perform crItIcal maIntenance, and IncentIves to bypass mternal financial controls Lack of
clear finanCIal settlement procedures leads to sItuatIOns In whIch, even If collectIOns were
Improved, not all partIes would benefit equally, partIcularly the generatIOn enterpnses Any
market reform recommendatIons should address all of these mterrelated problems

ALTERNATIVE MARKET STRUCTURES

An electnclty market IS compnsed of a number of charactenstIcs mcludmg the structure of the
sector (e g , vertIcally mtegrated, honzontally mtegrated, functIOnally separated), the type of
ownershIp (e g , publIc, pnvate, mIxed), pncmg pnnclples (e g , cost-based, market pnce, value
of serVIce based) extent of open access to the electnclty networks, the extent to whIch
consumers can select theIr supplIer and the type of regulatIOn used (e g , dIrect government
oversIght, mdependent regulatIOn, so-called contract plans) The market structure m-and-of-Itself
does not de facto determIne the structure of the other components For Instance, there can be a
vertIcally Integrated mdustry WIth a varIety of dIfferent types ofpnCIng and dIfferIng methods of
regulatIOn and ownershIp Each alternatIve may have Its advantages and dIsadvantages In order
to determIne the optImal structure for GeorgIa, It IS necessary to examme each of these
components and assess the optImal "mIX" that best meets the reform objectIves noted

InternatIOnally, there are numerous ways In whIch countnes have organIzed theIr power sectors
There are the tradItIOnal vertIcally Integrated utIlItIes, such as seen In some parts of the U S
(although admIttedly wanIng) and France There are functIOnally unbundled markets, In WhICh
generatIOn can be (or must be) bId Into a power pool, such as In the UK, ChIle, and UkraIne
Tbere are Markets dom.nated-by bIlateral contracts (Norway) In whIch consumers are free to
choose the supplIer of theIr chOIce or, as IS more customary, mIxed markets m whIch poolmg
arrangements eXIst along WIth bIlateral contract opportunItIes for buyers and sellers (Austraha,
New Zealand, New England and Cahforma) There IS a SIngle buyer model (such as seen In
Hungary and Poland) where a central buyer purchases all wholesale power under contract WIth
generatIon enterpnses and then In turn resells the power to the dlstnbutIOn utIlItIes and In some
Instances, large consumers

Generally, the smgle buyer model has the potentIal to retard economIC effiCIency SImply put, In
a smgle buyer market, there IS both a monopoly and a monopsony Even If there are multIple
generatIOn enterpnses, there IS only one buyer of electnclty, even If there are multIple
dlstnbutIOn utlhtles, there IS only one seller GIven thIS ObVIOUS shortcommg In the smgle buyer

Hagler BaIlly ---------------
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IMPLEMENTAnON PLAN FOR NEW TRADING AGREEMENTS • 5

market structure, the model has often been cntIcIzed by reVIewers and not recommended for
adoptIOn Other models, makmg greater use of competItIOn, have been promoted mstead 2

In many countrIes, there IS a growmg trend towards more open and competItIve power markets
through the use ofa bId-based pool In thIS model, generatIon enterprIses compete to proVIde
power to the pool (and m some cases dIrectly to consumers) The poolIng and bId-based
approach IS conSIdered more economIcally efficIent m that It creates a greater lIkelIhood of
competItIOn between generatIOn enterprIses Those enterprIses bIddmg too hIgh run the rIsk of
not bemg dIspatched and thus not receIvmg revenue As the supply of electrICIty becomes more
constramed, due to hIgher load levels or generatmg umts bemg off lme, the prIce of electrICIty
rIses m tandem because more expensIve unIts are generatmg electrICIty m order to meet the load
Over tIme, as the supply and demand balance becomes more constramed, the hIgher prIces seen
m the spot market encourage new partICIpants to enter the market to proVIde addItIOnal needed
capaCIty Use ofa bId-based pool creates mcentIves for those most cost-effectIve new unItS to be
added as capaCIty

2 ThIS IS obVIOusly an overSImplIficatIOn of the SIngle buyer model UltImately, economIc efficIency wIll be
dnven by pnCIng (I e , does the pncIng structure promote efficIency?) and the extent to whIch competitive
prIncIples are promoted For Instance, penodlc transparent all-source bIddIng can be an effectIve way to
encourage generatIOn competItIOn even In a SIngle buyer settIng However, It IS clear that a more effectIve way
to ensure economIc effiCIency IS to create a market settIng WIth numerous buyers and sellers rather than
haVIng a SIngle buyer In place

Hagler Bdllly ----------------
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IMPLEMENTATION OF RECOMMENDATIONS

RECOMMENDED MARKET STRUCTURE FOR GEORGIA

Wholesale Market Members

OblIgatIOn to Supply

OblIgatIOn to Connect

Pncmg Methodology TranSItIon Plan

Subject-Matter

The Inter-relatIOnshIp Between Regulatory,
Techmcal, and CommercIal Standards

3

1

4

5

2

PosItIon Paper No

Hagler BaIlly's recommendatIOns as to the appropnate market structure for GeorgIa are reflected
In a senes of posItIOn papers appended to thIS report They are

Complete the Restructurmg of Sakenergo

These pOSItIOn papers form an Integral part of thIS report Hagler BaIlly has had these documents
translated and presented them to counterparts In the Government of GeorgIa and the electnc
sector, to promote and faCIlItate dIscussIOn of market reform

We propose the followmg steps to Implement the market reform proposals reflected m the
pOSItIOn papers

Sakenergo currently serves two dIfferent functIOns It operates and mamtams the transmISSIOn
gnd, and It dIspatches power and energy on a daily baSIS We propose that these two functIOns be
separated, so that m future, as the new market takes shape and commences operatIOn, eIther or
both of these functIOns mIght be perfonned on a contract baSIS

I
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IMPLEMENTATION PLAN FOR NEW TRADING AGREEMENTS + 7

Formulate Market Rules Prmclples

Hagler Batlly proposes that a task force be assembled to commence dlscussmg the market
restructunng recommendatIOns, wIth the goal of formulatmg market rules pnnclples that wtll
govern future development of the market The workmg group mIght plausIbly consIst of one
representatIve from the electrIC sector (Sakenergo bemg the logICal candIdate, due to Its central
functIOn m the sector and Its mstltutIOnal knowledge), one from the government (the Mmlstry of
Fuel and Energy bemg a logIcal candIdate), and a representatIve from the Electnc CommISSIOn,
due to ItS expertIse and the contmumg oversIght role that the CommISSIOn IS expected to play
over tIme, as the market develops

Implement the Governance Structure

We expect that the market rules pnnclples WIll, at least to some extent, reflect the
recommendatIOns set forth m the pOSItIOn papers, mcludmg the recommendatIOn that the market
members select an ExecutIve CommIttee (or SImIlar body) At some pomt after formulatIOn of
the prmcIples, therefore, the ExecutIve CommIttee should be selected and convene, to perform
the followmg functIOns

+ ASSIgn workmg commIttees The ExecutIve CommIttee should aSSIgn commIttees to
perform the work necessary for the market effectIvely to functIOn, mcludmg, m
partIcular a commIttee to prepare the detaIled market rules that WIll govern the market
once It commences operatIOn, and a commIttee to prepare the gnd code, settmg forth the
techmcal specIficatIOns for electnc servIce and operatIOns of the market and ItS members

+ Determme the legal status of the market The ExecutIve CommIttee should determme
what sort of legal entIty the market should be under GeorgIa law, takmg mto
conSIderatIOn tax ImplIcatIOns, ItS abIlIty to contract for servIces, the prereqUISItes for
openmg and mamtammg a bank account, and so on

+ Analyze the Electnclty Law Certam features of Hagler Batlly's recommendatIOns may
be mconsIstent WIth the ElectncIty Law, as for example the elImmatIOn of the central
buyer/reseller of electnclty (a functIOn that the Electnclty Law aSSIgns to the DIspatch
LIcensee) The ExecutIve CommIttee should analyze the Electnclty Law to determme
whether amendments are necessary or appropnate to accommodate the new market
structure

Hagler Bailly ---------------



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

IMPLEMENTATION PLAN FOR NEW TRADING AGREEMENTS • 8

CONCLUSION

GeorgIa has taken several steps to reorganIze Its electnc sector It has conducted an aggressIve
restructunng of Sakenergo, the former state-owned vertIcal monopoly, mto enterpnses separated
along functIOnal hnes Enactment of the Electncity Law and creatIOn ofthe NatIOnal Electnc
CommISSIOn has provIded for the mstitutIOnal change necessary to oversee the transItIon to a
market-onented sector The Government's selectIon ofa financial advIsor for pnvatizatton and
ItS statements of wtlhngness to commence pnvatIzmg electnc sector assets sIgnals a wIllmgness
to capture the advantages offered by pnvate-sector mvestment and ownershIp

The recommendatIOns stated m thIS plan are mtended to represent the next major phase of the
power sector restructunng process WIth the structural changes here suggested, along With the
new mstItutIOns to be developed, the sector wIll be well-eqmpped to sustam Improvement and
finanCIal recovery

Hagler Bailly -----~~- _
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STRUCTURE OF EXISTING MARKET

------- HaglerBaJlly -------



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

ENERGY FLOWS IN STRUCTURE OF EXISTING MARKET (DECEMBER 1997)

Sakenergo TransmISSIOn
and DIspatch

Imp Imports

G( Gz G3 Generators (only 3 shown) Includes large and small hydropower statIOns and Gardabam
Thermal StatIon

Large IndustrIal customer Sakenergo serves some of these dIrectly

DISCO DlstnbutlOn and retaIl supply enterpnses, only 3 ofapproxImately 70 shown Some, but
not all DISCOS serve Large IndustrIal Customers

R ReSIdentIal customer

C CommerCIal customer

Exp Exports

Hagler BaIlly
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POSITION PAPER No.1: OBLIGATION TO SUPPLY
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.1:
OBLIGATION TO SUPPLY

ThIS posItIOn paper wIll define the concept of "oblIgatIOn to supply" as It pertams to the
operatIon of the future GeorgIan wholesale electrICIty market ThIS paper represents a prelImInary
step In the effort to define the terms and concepts upon WhICh the GeorgIan Wholesale ElectrICIty
Market Rules WIll be based The oblIgatIon to supply IS brIefly dIscussed In the GeorgIan
ElectrICIty Law of 1997, but thIs Important responsIbIlIty must be stated In greater detaIl for the
purposes of creatIng a sound set of market rules to govern the operatIOn of the wholesale
electncity sector

The oblIgatIOn to supply on the wholesale market refers to the responsIbIlIty to provIde wholesale
electrICIty consumers wIth adequate capaCIty and/or electncity relatIve to theIr antIcIpated needs
To meet thIs oblIgatIOn, the responsIble party (or partIes) must weIgh the aVaIlable supply
optIOns and theIr costs agaInst the needs of the wholesale consumers TypICal optIOns may
Include the constructIOn of new generatIng assets, the mcrease of foreIgn electrICIty Imports, the
mandatIng of demand SIde management and energy effiCIency programs, or any combmatIOn of
these and other Investment optIons

In a vertIcally Integrated market, the obhgatIOn to supply IS generally the responsIbIlIty of the
Integrated utIlIty smce the utIlIty has monopoly over the ItS regIOnal market The Integrated
utIlIty must make Investment deCISIons for new supply optIons for the entIre market based on the
estImated costs and potentIal benefits of each mvestment alternative The analySIS of mvestment
optIons to determme the most economIcally effICIent IS usually conducted accordmg to a least
cost planmng approach

However, m a competItIve wholesale market the wholesale electrICIty consumers (1 e ,
dIstrIbutIon compames and dIrect IndUStrIal customers) are responsIble for meetIng theIr own
future supply needs, and the needs of theIr franchtsed customers, through contracts WIth domestIC
or foreIgn power producers, or through demand SIde management and other effiCIency ImtiatIves
If Increased supply IS contracted from power producers, the power producers must then perform

Hagler BaIlly, Inc
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MARKET RULES PosmON PAPER # 1 OBLIGATION TO SUPPLY ~ Draft Report ~ 2

theIr own least cost estImates of how best to meet the supply requrrements of theIr contracts
Thus, the oblIgatIOn to supply IS transferred from a central mstItutIOn to the mdIvidual wholesale
consumers and power producers wIthm the wholesale market

The language 10 Clause 33 and 33a of tlie 1997 GeorgIan Electnclty law appears to place the
burden of secunng future electncIty supply on the DIspatch LIcensee SpecIfically the clause
states that,

(33) Accordmg to the License CondItIons the DIspatch LIcensee shall, for the duratIon of
the LIcense (a) Plan for and secure adequate nghts to electnclty supplIes, mcludmg nghts
to electrICIty supplIes from foreIgn IndIvIdual or Legal Persons, and transmISSIOn services
to satIsfy the needs of DIstrIbutIOn Licensees and DIrect Consumers at least m pnnclple,
provIded, that If any DlstnbutlOn Licensee or Direct Consumer has contracted dIrectly
WIth one or more GeneratIon LIcensees or other foreign or domestIc Legal Persons to
weet part or all of ".5 elecu.iclLY supply reqUIrements anOior the TransmiSSIon LIcensee for
transmISSIOn capacIty, the DIspatch LIcensee shall not be responSIble for obtammg back
up or stand-by electriCIty supphes or transmISSIOn capacIty unless the DlstnbutlOn
LIcensee or DIrect Consumer has paId the appropnate CommIssIon approved rates for
such servIces,

However, accord1Og to Clause 34 of the GeorgIan ElectncIty Law, the Dlstnbutlon LIcensee IS
also responSIble for secunng long term electrIcIty supply Clause 34 and 34b of the GeorgIan
ElectrICIty Law state

(34) Accordmg to the LIcense CondItions, each DistrIbutIon LIcensee shall for the
duratIon of the LIcense (b) Obtam nghts to suffiCIent transmISSIOn capacIty from the
TransmissIOn LIcensee and/or the DIspatch LIcensee, and also from GeneratIon
LIcensees other foreIgn or domestIc Legal Persons, and the DIspatch LIcensee

ThIS appears to gIve both the DIspatch LIcensee and the DIstnbutIOn LIcensee the responSIbIlIty
to secure long term supply, creat10g a clear conflIct of responsIbIlIty It IS recommended that the
oblIgatIOn to supply rest solely WIth the DlstnbutIOn LIcensees for several reasons

The responSIbIlIty for long term system planmng IS at odds WIth a DIspatch LIcensee's short term
functIonal perspectIve A dIspatch entIty's pnmary responSIbIlIty IS to carry out the functIOn of
balanc10g current system load WIth supply to ensure system stabIlIty ThIs IS an objectIve actIVIty
WhIch IS carrIed out from a deCIdedly short term perspectIve Long term system plann10g and
supply IS an entIrely separate functIOnal responsibIltty Placmg the responsibIltty for secunng
long term system supply on the DIspatch LIcensee IS mconslstent WIth the core concept and
functIon of electncity dIspatch

In addItIOn, the DIspatch LIcensee also lacks the capItal structure or guarantees to effect long
term 10vestment deCISIOns The DIspatch LIcensee may, as a neutral party, be 10 a pOSItIon to
collect and dissemmate 1OformatlOn on future supply condItIons, but no more so than any other
thIrd party Thus, the DIspatch LIcensee WIll not be able to secure the necessary fmancmg for

-------------====---JHi<a~gler Bailly Inc



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

MARKET RULES PosmON PAPER # 1 OBUGATION TO SUPPLY ~ Draft Report ~ 3

power development projects even If It mcreases Its functIOnal responSIbIlItIes to mclude secunng
long term supply The oblIgatIon to supply would only work under the assumptIOn that the
DIspatch LIcensee act as a central purchasmg agent for all electrIcIty bought and sold 10 GeorgIa,
WIth the necessary capItal and organIzatIOnal structure However, the creatIOn of a smgle buyer
entIty In the GeorgIan wholesale electncIty market runs counter to the goal of creatIng a
competItIve market Because the Industry IS unbundlIng by functIOnal area to promote greater
cOmpetItIOn and development accordIng to the pnncIples of market econOmICS, It IS only
appropnate to adopt an InterpretatIOn of the oblIgatIOn to supply whIch supports such a market
model

In a competItive wholesale market the oblIgatIon to supply should rest WIth the DIstnbutIon
LIcensees as stated In Clause 34b, eIther explICItly or ImplICItly ExplICIt reqUIrements would
resemble the US style oblIgatIOn to supply whIch IS only appropnate as long as the DIstnbutIOn
LIcensee IS a monopoly retaIler (1 e , as long as the retaIl customers have no chOIce WIth regards
to theIr supplIer) Such reqUIrements would compel the DIstnbutIon LIcensee to fully plan for
and meet all of Its expected future wholesale electrICIty needs ImplICIt reqUIrements would flow
from the commercIal deCISIons made by the DlstnbutIOn LIcensee 10 a competItIve market place
The Dlstnbutlon LIcensee would make the most appropnate supply declSlons based upon Its
response to costs, the perceptIon of future costs and the value assIgned to the loss of energy
supply An ImplICIt reqUIrement IS less heavy-handed than explICIt reqUIrements and also allows
for the pOSSIbIlIty of greater competitIon for customers among DIstnbutIon LIcensees, two goals
whIch are also compatible WIth the creatIon of a competitIve wholesale electnclty market

The DlstnbutIon LIcensee's oblIgatIOn to supply hIghlIghts the dual function of the DIstrIbutIon
LIcensee as both a dlstnbutIon WIres company and an electrICIty retaIler As an electnclty retaIler
WIth captIve customers WIthIn ItS franchIse terntory, the DlstnbutIon LIcensee has the oblIgation
to meet the needs of ItS customers and make the appropnate supply plans to meet theIr needs

In the Market DeSIgn for GeorgIa, It WIll be assumed that any oblIgatIOn to supply IS ImplICIt and
carned out by the DIstnbutIOn LIcensees The DIspatch LIcensee wIll not have any oblIgatIOn to
plan and augment the system, except for the plannmg and augmentatIOn of the dIspatch center
The responsIbIlItIes of the DIspatch LIcensee WIll be lImIted to the short term balanCIng of load
WIth supply WIthIn the tranSmISSIOn system The responsIbIlIty to plan and augment the system
wIll be carned out by the transffilSSIOn lIcensee, WIth mput from all the wholesale market
members through the governance structure of the wholesale electrICIty market

The GeorgIan ElectrICIty Law also states that the Transffilsslon LIcensee has the oblIgatIOn to
proVIde adequate hIgh voltage tranSmISSIOn capacity to wholesale customers Clause 32 3 of the
GeorgIan ElectrICIty Law states

(3213) When a new transmiSSion faclhty IS reqUIred m the TransmissIOn Gnd the
TransmissIOn Licensee shall apply for a modificatIOn to Its License proposmg the new
transmiSSIOn faclhty If after notice and heanng pursuant to the rules promulgated by the
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CommiSSion, the Commission deterrmnes that the new faclhty IS reqUIred, and further
deterrmnes that the proposed route for the faclhty as may be amended at or following the
hearing wJ!1 reasonably minimiZe adverse Impacts on the area concerned, IS consistent
with the State Pohcy concerning the proposed route as expressed to the CommissIOn
during the proceedmg and complies With the reqUirements of the Law, the Commission
shdllissue [0 me Transmission Licensee a modlfie01'ransmlsslon License that Includes
the new transmiSSIOn facJ!lty and authonzes ItS constructIOn on the approved route

The ElectrICIty Law clearly states that once new transrrussIOn faCIlItIes are needed, the
TransffilssIOn LIcensee must obtam the approval of the regulatory comrrusslOn to amend Its
lIcense and construct the facIlItles However the Law does not speCIfy where the declSlon to
construct new faCIlItles orIgInates ThIs deCISIOn could orIgInate WIth the TransrrusslOn LIcensee
or WIth the Market Members governance body The former optIOn adheres to general Industry
practlces However, In the latter case, plaCIng the deCISIon to construct new transrrussIOn
facIlItles In the hands of the Market Members would grant the Market Members greater control
over the actual wholesale market It IS recommended that at least dUrIng the transItlon perIod, the
deCISIOn to construct new transffilSSIon facIlItles rest WIth the TransffilssIon LIcensee If the
Market Members feel that the TransffilsslOn LIcensee and ItS Investment plan IS not In the best
Interest of the wholesale market, then the Market Members governance body WIll be able to bnng
such to the attentlon of the regulatory comrrusslOn
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.2:
OBLIGATION TO CONNECT

ThIS posItlOn paper wdl define the concept of "obltgatlOn to connect" as It pertams to the
operation of the future GeorgIan wholesale electncity market ThIs paper represents a preltm10ary
step 10 the effort to define the tenns and concepts upon whIch the Wholesale Market Rules WIll
be based The obltgatlOn to connect IS dtscussed 10 the GeorgIan Electncity Law of 1997, but the
1OterpretatlOn of thIS Important responsIbIltty must be clear for the purposes of creat10g a sound
set of market rules to govern the operatlOn of the wholesale electncity sector

The obltgatlOn to connect refers to the responsibIltty of the TranSmISSIOn LIcensee and the
DlstnbutlOn LIcensee to provIde wholesale and retail electncity consumers, respectively, WIth the
appropnate connectlOns to the electncity gnd network to meet theIr needs The TranSmISSIOn
LIcensee's ob1tgatlOn to connect IS codIfied 10 the GeorgIan Electncity Law under Clause 32 6 a
WhICh states

(32 6) Accordmg to the License Conditions the TransIDIssiOn Licensee shall for the
duratIOn of the License (a) Develop and mamtam the TransIDIssiOn God m a manner
adequate to support the needs of Generation LIcensees, DlstnbutiOn Licensees and Direct
Consumers

The TranSmISSIOn LIcensee has the obltgatlOn to connect all wholesale electncity customers and
generators to the hIgh voltage electrICIty gnd 10 a manner whIch WIll support theIr tranSmISSlOn
needs If the connection of a partIcular wholesale customer to the gnd WIll reqUIre substantIal
upgl*<ldesJo the gnd then the TraIlsrrussion LIcensee has t!:le nghHo Impose the appropnare
charges, WIth regulatory COmmISSlOn approval, upon the customer The manner and cases m
WhICh charges may be leVIed must be detennmed m the pennanent TranSmISSIOn LIcense The
techmcal speCIfications and standards governmg the obltgatlOn to connect on the part of the
TranSmISSIOn LIcensee are mcluded m the GeorgIan tranSmISSlOn code

The DIstnbutIOn LIcensee's oblIgatIOn to connect IS codIfied In the GeorgIan ElectncIty Law
under Clause 34 3 a WhICh states

(34/3) Accordmg to the LIcense ConditiOns each DistnbutiOn LIcensee shall for the
duratiOn of the License (a) Extend distnbutlOn servIces to consumers consistent WIth
elIgibilIty cntena establIshed by the CommiSSiOn and With the Licensee s mvestment
program
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As stated In the ElectncIty Law, DIstnbutIon LIcensees have the oblIgatIOn to connect all retaIl
customers that meet predetermIned techmcal standards to theIr respectIve gnds If the connectIOn
of a partIcular customers wIll reqUIre substantIal upgrades to the eXIstIng gnd, then the
DIstnbutIOn LIcensee has the fIght to Impose the appropnate fees, wIth regulatory COmmISSIOn
approval, upon the consumer The manner and cases In whIch charges may be levIed must be
determIned In the permanent DIstnbutIOn LIcenses The techmcal speCIficatIOns and standards
governIng the oblIgatIOn to connect on the part of the DIstnbutIon LIcensee are Included In the
GeorgIan dIstnbutIOn code

The oblIgatIOn to connect a consumer to the hIgh or low voltage electncIty gnds does not
necessarIly entaIl the oblIgatIOn to prOVIde the wholesale or retaIl consumer wIth power
regardless of the SItuatIOn ThIS partIcular POInt hIghlIghts the dual functIOn of the DIstnbutIOn
LIcensee as both a WIres company and an electncIty retaIler As a WIres company the DIstrIbutIOn
LIcensee has the oblIgatIOn to connect all customers to the dIstnbutIOn gnd However, as an
electncIty retaIler the DIstnbutIon LIcensee may also have the oblIgatIon to prOVIde the electncal
supply reqUIred by the customers The role of the DIstrIbutIOn LIcensee as an electncIty retaIler
WIll be covered In separate documents (1 e , LIcenses, Market Rules chapters, Decrees, etc)

The TranSmISSIOn LIcensee does not face the same oblIgatIOns as the DIstnbutIon LIcensees
SInce It IS stnctly a WIres company The wholesale electncIty Market Members are the actual
eleCtrICIty wholesalers These Market Members control the way In whIch the wholesale market IS
operated through a governance structure and, In turn, determIne the condItIons governIng
wholesale supply servIce In the system, IncludIng hIgh voltage transmISSIOn The TranSmISSIOn
LIcensee IS vested WIth the responsIbIlIty by the Market Members for connectIng wholesale
customers and generators and maIntaInIng the hIgh voltage gnd WIth the approval of the
regulatory COmmISSIOn
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.3:
WHOLESALE MARKET MEMBERS

ThIS posItIOn paper WIll descnbe the basIc structure of the recommended GeorgIan wholesale
electnclty market, IdentIfy the partIcIpants m that market and descnbe the basIc mter
relatIOnshIps between these partIcIpants The concepts and mter-relatIOnships outlmed m thIS
posItIOn paper wIll be explIcItly defined m the forthcommg Market Rules documents that wIll
govern commercIal practIces wlthm the GeorgIan wholesale electncity market

ExhIbIts 1 and 2 provIde m schematIc form the pnmary partICIpants m the proposed power
market structure, and the electnclty payment and mformatIOn flows between and among these
entItles

WHOLESALE ELECTRICITY MARKET

The GeorgIan wholesale electncity market IS envlSloned to be one where the Market Members
WIll be able to enter mto a varIety of commercIal and financIal arrangements ThIS mcludes
contracts of varIOUS types and duratIOn, Jomt ventures where allowed, short term tradmg, and
other SImIlar commercIal arrangements At the core of these commercIal arrangements IS a
wholesale market pool created through a multI-lateral agreement between Market Members, the
GeorgIan ElectrIcity Market Agreement The Market Members mclude all wholesale market
entItles WIth commerCIal contracts for electnclty supply, electrICIty retaIlmg or dIrect
consumptIOn These entItIes comprIse all the Generator LIcensees, the DIstrIbutIOn LIcensees, the
DIrect Consumers, the Import/Export traders and any other trader or power marketmg entitles

Market Members can choose to sell or purchase electnclty eIther through theIr own mdlvldually
negotIated contracts or through the wholesale market pool WIth regard to electnclty purchased
through mdlvldual contracts, the contracts WIll speCIfy the prIce, quantIty, and payment terms as
negotIated between the contractmg partIes There WIll be no regulatory reVIew or approval of
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mdividual contracts For electrIcIty purchased through the wholesale market pool, the Market
Members must abIde by the terms and condItIOns establIshed m the Market Rules and agreed to
under the GeorgIan Electncity Market Agreement (GEMA) The regulator wIll reVIew and
approve the wholesale tarIffs embodIed m the GEMA

GOVERNANCE STRUCTURE

The multI-lateral agreement, GEMA, bmds the Market Members together through the
estabhshment of a governance structure and detenmnes the commercIal arrangements through an
mItIal set of operatmg and pncmg rules known as the Market Rules The governance structure
defines the framework withm whIch declSlons regardmg the sale and purchases of electncIty are
made Governance encompasses the processes and procedures for admISSIOn to the wholesale
market, declSlon makmg or votmg nghts of each of the members, makmg or changmg the rules,
surveIllance and compllance of the rules by the members and others, IdentIficatIOn and resolutIon
of dIsputes between members and the admInIstratIon of the wholesale market

The first and most fundamental element of the governance structure IS the process by whIch
partIes are bound to the GEMA ElectncIty, as opposed to other COmmodItIes, IS produced and
transmItted through an mterconnected system In an mterconnected electncal system the actIOns
of an mdIvIdual generator or consumer can have a pOSItIve or negatIve Impact on other
generators or consumers connected to the transffilSSIOn system Transffilsslon losses, for example,
are not detenmned Just by the actIOns of two partIes to a bl1ateral contract but are detenmned by
the actIons of all the generators and consumers and the configuratIOn of the tranSffilSSIOn system
at any moment m tIme LIkewIse, all connected partIes benefit from the presence of the
tranSffilSSIon system and the system secunty servIces such as reactIve support, frequency control,
black start capabIllty and others Problems arIse If partIes who benefit from servIces are not
bound to adhere to the rules that gIve nse to those servIces Connected partIes, even If they do
not partIcIpate m the wholesale market, WIll need to pay for the transffilSSIOn and system secunty
servIces they use

As a result of the mterconnected nature of the wholesale electnclty market It IS reasonable to
reqUIre as a llcense condItIOn that all mterconnected partIes are bound by the GEMA It IS
recommended that all GeneratIOn LIcensees, DlstnbutIon LIcensee and other Consumers that are
connected to the transIDlSSIon system and that are above a IDlmmum SIze must SIgn on to the
GEMA at least to the extent of provIdmg mformatIOn, meetmg techmcal standards and takmg on
payment and lIabIlIty responsIbIlItIes WIth respect to transIDlSSIon and system secunty servIces

Governance, as stated above, IS the framework for deCISIOn makmg One of the largest areas of
deCISIOn makmg IS the development, ImplementatIOn and on-gomg adffilll1stratIOn of the Market
Rules Through the governance structure the Market Members are responsIble for agreemg to the
mItlal Market Rules and subsequent changes To facIlltate the development and ImplementatIon
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processes a focused endeavor IS reqUIred It IS recommended that an ExecutIve COmmIttee be
selected to lead that effort The ExecutIve ComlTIlttee would be chosen for both theIr sIalls and
experIence as well as theIr representatIOnal posItIOn withm the electrIC mdustry The ExecutIve
COffilTIlttee proVIdes a central body to coordmate and oversee the work reqUIred to fully develop
and Implement Market Rules

MARKET RULES

If the governance structure IS the declSlon maIang framework, then the Market Rules are the
commercIal and operatmg terms of the GEMA Market Rules mcorporate the processes and
procedures for schedulmg and dispatchmg electrIcIty, deteflTIlnmg the prIce paId to generators
and the prIce paId by wholesale consumers for electrIcIty, preparmg mVOIces, collectmg and
disbursmg funds and dissemmatmg mformatIOn to the members Market Rules also delmeate the
treatment of the other servIces proposed to be proVIded through the wholesale market such as
tranSlTIlSSIOn servIces and system securIty servIces

SCHEDULING AND DISPATCH

Schedulmg and dispatchmg of electncity IS currently the responsIbIlIty of the DIspatch LIcensee
and It IS envlSloned to remaIn theIr responsIbIlIty under the Market Rules The Market Rules,
however, should be deSIgned to add transparency to the schedulmg and dIspatch processes
Market members WIll have responsIbIlIty for provIdmg mformatIOn to the DIspatcher regardmg
theIr generatmg capabIlItIes and theIr load curtaIlment capabIlItIes It IS Important to recognIze
the commUnIcatIon and mformatIOnal technology aVaIlable to the Market Members when
deSIgnIng the mformatIOn flows between the DIspatcher and the Market Members

The DIspatcher IS responsIble for Issumg mstructIOns to the generatmg faCIlItIes m accordance
WIth the declSlon maIang authonty outlIned m the Market Rules Market Members should have
an oblIgatIon to follow the mstructIons receIved from the DIspatcher After the fact, the Market
Members could dIspute an mstructIon Issued by the DIspatcher m whIch case the DIspatcher
would need to prOVIde an explanatIon of theIr actIOns One of the ways changes to the Market
Rules WIll be IdentIfied IS through thIS process of after the fact disputmg of dIspatch mstructIOns

PRICING

It IS proposed that the pnce of electrICIty m the wholesale market pool mlt1ally should be set
through an adlTIlnIstered wholesale tarIff approved by the GERNC The aIm IS to develop a
SImple, robust method of allocatmg costs of the varIOUS generatmg technologIes to the wholesale
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customers A more complete dIScussIon of pnce determmation and the transItion to a more
market based pncmg methodology WIll be presented m a separate paper The proposed pnce
determmatlOn methodology IS much sImpler than advancmg ImmedIately mto a wholesale
bIddmg system, and more practIcable for the short run gIven the lack of generatlOn m the country
and the technologicalllIrutatlOns withm the electrIcity sector However, the goal of the Market
Rules work IS to deSIgn a smgle framework for the wholesale market that wIll allow It to grow
and expand m compleXIty, facilItatmg the market's move mto competitIve generation bIddmg
and other areas as the demand for these options mcrease~ m the future

WIth regard to translllisslOn servIces, It IS proposed that a contractual structure be establIshed
between the GEMA and the TransmISSIon LIcensee for the Translllission LIcensee to proVIde
translllissiOn capabIlIty to the Market Members ThIS contractual arrangement would consolIdate
the bIllmg and market collectIon actIVItIes for both wholesale market electncity and translllissiOn
servIces WhIle the TransmISSIon LIcensee could enact mdividual contracts WIth each Market
Member, such a contractual structure would fragment the bIllmg and collectiOn processes
OperatiOnal effiCIenCIes are gamed by combmmg the bIllmg and collectIon procedures for all
common servIces The transllliSSiOn tarIff, reVIewed and approved by the GERNC, WIll form the
baSIS for payment for translllisslOn servIces Market Members WIll be bIlled for TranslllisslOn
servIces by the Settlement Manager and the Market Funds Manager WIll collect the funds and
dIsburse them to the TranslllissiOn LIcensee The detaIls of the proposed tranSllliSSIon tarIff WIll
be presented m the separate pnce determmatiOn paper mentiOned above

There are a number of servIces that are reqUIred by the DIspatcher to ensure system stabIlIty
These mclude reserves, reactive support, frequency control, and black start capabIl1ty
TradItiOnally the costs for these servIces have been bundled m WIth the cost of electncity
Separatmg these servIces from the cost of electncity adds transparency and enhances the
possIbIl1ty of alternatIve sources for the provlSlon of these servIces WhIle the proposed mitIal
wholesale pnce deteflllination does not separately Identify these servIces, It IS clearly a goal of
future pnce deteflllinatiOn methodologIes

The Market Members wIll engage a number of ServIce PrOVIders to operate the wholesale
market, to detefllline the wholesale market transactiOns, and to collect and dIsburse funds related
to those wholesale market transactiOns ServIce ProVIders mclude the SchedulerlDIspatcher, the
Settlement Manager, and the Market Funds Manager The Market Rules WIll delmeate the
operatiOnal and declSlon makmg responsIbIhties of each of the ServIce PrOVIders

The ServIce ProVIders wIll be In a pOSItIOn to mOnItor the operatiOn of the wholesale market and
to alert the Market Members when modIficatIons appear to be warranted WhIle these ServIce
ProVIders perform a valuable mOnItorIng functiOn, they themselves are not responSIble for
modIfymg the GEMA or the Market Rules The Market Members retam responSIbIlIty for
revIewmg the ServIce ProvIder's recommendatiOns and modIfymg the GEMA or the Market
Rules
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MARKET MEMBERS

GeneratIon Licensee

It IS recogmzed that GeneratIOn has the potential to be the most competItive area wlthm the
electncIty market The wholesale market structure wIll be Influenced by the structural desIgn
chosen for the GeneratIOn sector As the structural desIgn of the GeneratIOn sector evolves, the
market rules wIll lIkeWIse need to evolve Optimal market rules would lImit the opportumty for
the abuse of market power, ensure least cost generatIOn through econOmIC dIspatch and prOVIde
InCentIves for generatIOn to reduce costs and mcrease operational effICIenCIes

There are some basIC mter-relatIOnships between the GeneratIOn sector and the other sectors of
the wholesale market that WIll remaIn constant regardless of the structure of GeneratIOn

~ GeneratIOn LIcensees WIll be responsIble to provIde mformatIOn to the DIspatcher with
regard to generatmg quantity, future aVaIlabIlIty and assOCIated costs for each generatIng
umt or hydro based system The DIspatcher wIll Issue dIspatch mstructIOns to the
GeneratIOn LIcensees for the generatmg umts under theIr control and the GeneratIOn
LIcensee WIll be OblIged to tollow those dIspatch mstructIOns The frequency and detaIl of
the mformatIOn flow between GeneratIOn LIcensees and the DIspatcher WIll be speCIfied
m the Market Rules

~ GeneratIOn LIcensees WIll be responsIble to prOVIde metenng InfOrmatIOn from each of
theIr generatmg umts or hydro based systems to the Settlements Manager They WIll also
need to provIde mformatIOn concernmg theIr mdlvldual contracts that are outSIde the
wholesale market pool to the Settlement Manager such that the Settlement Manager can
determme the amount of eleCtrICIty the GeneratIOn LIcensee sold through the wholesale
market pool Pnor to mvolcmg, the Generation LIcensee WIll be responsIble for verIfyIng

- WIth the Settlement Manager the payments that wIll be due to them for that settlement
penod Includmg any offsets owed by them for ServIce PrOVIder fees

~ GeneratIOn LIcensees wIll receIve payment for wholesale market pool transactIOns and
any separately IdentIfied system servIces from the Market Funds Manager

Generation LIcensees WIll be responsIble for mVOIcmg and recelvmg payment for any
mdividual dIrect contract from the contractmg party

DIstrIbutIOn LIcensee, DIrect Consumers

Withm GeorgIa there are 66 mumclpal dlstnbutIOn compames, not mcludmg Abkhazla and
Ossettla There have been a number of proposals to group these dlstnbutIOn compames m order
to faCIlItate commerCIal functIOnmg, attract mvestment and allow for appropnate regulatIOn of
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the dIstrIbutIon sector DIstrIbutIOn LIcensees, as currently formed, are responsIble for both the
dIstrIbutIOn network (the WIre busmess) and the retaIlmg of electrICIty (the supply busmess)
OptImal market rules would lessen the effect of pnce volatIlIty, and provIde adequate
mformatIOn on WhICh to base commercIal declSlons such as consumptIOn, contractmg and new
mvestment decIsIOns

There are some baSIC mter-relatIOnshIps between the dIstrIbutIOn sector and the other sectors of
the wholesale market that WIll remam constant regardless of the number of DIstrIbutIOn
LIcensees

.. DIstrIbutIOn LIcensees and DIrect Consumers WIll be responSIble to provIde mformatIon
regardmg load projectIOns and demand SIde curtaIlment schemes to the DIspatcher
ImtIally the DIspatcher may develop a load forecast that IS not totally dependent on the
mformatIon proVIded from the DIstrIbutIOn LIcensee but rather mcorporates the
mformatIon receIved

DIstrIbutIon LIcensees and DIrect Consumers WIll be responSIble for provIdmg meterIng
mformatIon to the Settlement Manager They WIll also need to proVIde mformatIOn
concernmg theIr mdivIdual contracts that are outsIde the wholesale market pool to the
Settlement Manager such that the Settlement Manager can determme the amount of
electrICIty the DIstrIbutIOn LIcensee or DIrect Consumer purchased through the wholesale
market pool PrIor to mVOIcmg, the DIstrIbutIOn LIcensee or DIrect Consumer wIll be
responSIble for verIfymg WIth the Settlement Manager the payments that WIll be owed
from them for that settlement perIod mcludmg any payments owed by them for ServIce
ProVIder fees

DIstrIbutIOn LIcensees and DIrect consumer WIll pay the Market Funds Manager for
wholesale market pool transactIOns, separately IdentIfied system servIces, transffilssIOn
servIces contracted from the Transffilsslon LIcensee and ServIce ProVIder fees

DIstrIbutIOn LIcensees and DIrect Consumers WIll pay the contractmg party for any
mdIvIdual contract transactIons

ImportlExport Traders

The GeorgIan power system mterconnects WIth Turkey, RUSSIa, AzerbaIjan and Armema Small
amounts of energy are currently bemg traded and It IS pOSSIble that Imports could mcrease as
commerCIal relatIOns are establIshed between these countnes Absent a regIOnal wholesale
market, It IS very lIkely that the prIce determmatIOn methodology for each country wIll vary
Imports mto the GeorgIan system are eqUIvalent to another GeneratIOn source and ltkewIse,
exports out of the GeorgIan system are eqUIvalent to another DIrect Consumer It IS not practIcal
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or recommended that the foreIgn tradmg entItIes become Market Members and be bound by the
rules and condItIOns of the GEMA However, the Imports and exports are clearly part of the
Interconnected system and wIll be reCeIVIng benefits from that InterconnectIOn

In order to fatrly treat Imports and exports wIthIn the GeorgIan wholesale market It IS
recommended that a Trader pOSItIon be created Traders must be regIstered as GeorgIan entItIes
and wIll be responsIble for tradIng Imports and/or exports WIthIn the wholesale market I It IS
recommended that for the sake of transparency the Trader category should be mdependent of the
other Market Members SImIlarly, to aVOId a conflIct of Interest, the Trader category should be
Independent of the ServIce ProVIders The DIspatcher WIll faCIlItate Imports and exports,
however, It would be Inappropnate for the DIspatcher to negotIate contract terms or take on the
other finanCIal responSIbIlItIes Involved In the Import and export of electnclty

_ __ As regIstered GeorgIan entItles, all electn€lty Traders would be Market Members and bound by
the terms and condItIOns of the GEMA and the applIcable lIcenses LIke other Market Members,
the ImportlExport Traders would be free to enter Into IndIVIdual contracts WIth other partIes
wIthm GeorgIa as well as partICIpate In the wholesale market pool

The finanCIal structure of the ImportlExport Trader category WIll need to be exammed as the
wholesale market transItIOns from an adffilmstered pnce to a market detefffilned pnce

SERVICE PROVIDERS

The category of ServIce ProVIders mcludes the entItles that facIlItate the operatIon of the
wholesale electnclty market, such as the SchedulerlDlspatcher, the Settlement Manager and the
Market Funds Manager

DIspatcher

To the extent pOSSIble the proposed responSIbIlItIes for the DIspatch functIon WIll be deSIgned to
allow the development of a market that ultImately IS able to detefffilne both short term operatIOns
and long term mvestments whIle assessmg the trade off between relIabIlIty and cost ThIS means
that as a general pnncIple the Market Rules WIll allow Market Members to make their own
commercial Judgments and bUSIness deCISIOn and that the DIspatcher's role In makIng deCISion
on behalf of the Market Members Will be mInImiZed

The Dispatcher IS responSible for managIng the moment to moment balancmg of supply and
demand whIle ensunng that system secunty IS mamtatned The DIspatcher can be Viewed as
"makmg" the wholesale market as It IS the Dispatcher who WIll detefffilne the generatmg umts
that operate and the wholesale customers that are served The DIspatcher also has deCISIon
makmg responSibIlIty over events wlthm a tIme penod other than real-tIme Dunng the transItIOn
penod of the wholesale electncIty market the DIspatcher may need to have greater
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responsIbIlItIes out farther m time to ensure system secunty and relIabIlity Notwithstandmg the
need for system secunty these additIOnal responsIbIlItieS should be vIewed as a transItIOn feature
The DIspatcher wIll be reqUIred to make hIS deCISIon malang process transparent and to
maxImIZe the mformatIOn flow to Market Members, thus permIttmg them to begm to establIsh
commercIal Judgment processes

Settlement Manager

After the fact, the Settlement Manager IS responsIble for the settlement of wholesale market
transactIons ThIS mvolves the collection and venficatIOn of metenng mformatIon, the
determInation of a wholesale market pool pnce and the productIOn of mVOIces for the Market
Members AddItIOnally the Settlement Manager IS responsIble for the mVOIcmg of system
secunty servIces, when those servIces are un-bundled and pnced separately from electncIty
supply, and for the mVOIcmg of tranSmISSIOn servIces proVIded by the TranSmISSIOn LIcensee

The Settlement Manager determInes, based on the pncmg formula developed m the Market
Rules, the pnce for wholesale market pool transactIOns InitIally It IS proposed that the pnce for
wholesale market transactions be an admInistered pnce based on the cost of servIce from each
generatmg source Over time WIth the mtroduction of a competItive generatmg bIddmg system
the task of pnce determInatIOn WIll mcrease m compleXity

In support of the Settlement Manager's mVOIcmg role, the Settlement Manager IS responSIble for
developmg and mamtammg a Metenng Standard that WIll outlme the deSIgn, mstallatIOn and
operatIOnal standards for meters, meter reading procedures and meter database admmistratIOn
The TranSmISSIOn LIcensee IS responSIble for mstallmg and mamtammg the meters at the entry
and eXIt pomts on the tranSmISSIOn system and the DIstnbutIOn LIcensee IS responSIble for
mstallmg and mamtammg meters at the mterface pomts to theIr dIstnbutIon network

SpeCIfic functIOns of the Settlement Manager are

~ Collects and venfies metenng data from Market Members and the TranSmISSIOn LIcensee

~ Determme total amount of electncity supplIed from and to each Market Member

~ Determme tranSmISSIOn losses and asSIgn those losses to the appropnate DIstnbution
LIcensee, DIrect Consumer and/or Trader

Determme the wholesale market pool transactIOns for each Market Member by
subtractmg the mdividual contract amounts takIng account of transmISSIOn losses

Deterrntne pnce paid to and pnce paid by each Market Member for wholesale market
pool transactIOns
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ReceIve mfonnatIon from DIspatcher regardmg system secunty servIces provIded m
bIllmg penod

Prepare and submIt to Market Members an mVOIce detaIlmg wholesale market pool
transactIOns, system secunty payments or charges and tranSmISSIOn servIce payments

~ ProvIde mVOIce mfonnatIon to the Market Funds Manager

Market Funds Manager

The Market Funds Manager IS responsIble for the collectIOn and the dIsbursement of funds
related to the wholesale market actIvItIes mcludmg tranSmISSIOn The Market Funds Manager
WIll not collect or dIsburse funds related to the mdIvIdual contracts between wholesale market
partIes

Non-payment or partIal payment of an mVOIce by a Market Member WIll prevent the Market
Funds Manager from makmg a full dIsbursement The Market Rules WIll detaIl the procedures
that the Market Funds Manager IS to follow m the event of non-payment or partIal payment The
Market Members, rather than the Market Funds Manager, wIll be lIable under the tenns of the
Market Members Agreement for any payment default by another Market Member

SpecIfic functIOns of the Market Funds Manager are

~ ReceIve mVOIce mfonnatIOn regardmg wholesale market pool transactIOns, system
secunty servIces and tranSmISSIOn servIces from Settlements Manager

ReceIve mfonnatIOn regardmg ServIce ProvIder fees from the DIspatcher and Settlement
Manager

Collect funds from DIstnbutIOn LIcensees, DIrect Consumers and the Export Traders for
wholesale market pool transactIons, system secunty servIces, transmIsSIOn servIces and
ServIce ProvIder fees

DIsburse funds to Generator LIcensees and the Import Traders for wholesale market pool
transactIOns and system securIty servIce provlSlon less any ServIce ProvIder fees

DIsburse funds to the DIspatcher, Settlement Manager and Market Funds Manager for
serVIces provIded to the Market Members
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REGULATORY ENTITIES

Regulatory entItles Include the GeorgIan ElectrIcIty Regulatory NatIOnal COmmISSIOn (GERNC),
the MInIstry of Energy and the Standards Laboratory These bodIes regulate the commerCIal and
technIcal aspects of the wholesale electnclty market

The wholesale electrICIty tarIffs for sales and purchases through the wholesale market are
embodIed In the GEMA GERNC WIll need to approve the InItIal agreement and all subsequent
modIficatIOns The Market Members retaIn prImary responsIbIlIty for mOnItorIng the operatIOn of
the wholesale market and the Market Members' and ServIce ProVIders' complIance WIth the
rules Market members are also responsIble for InItIatIng addItIOns or changes to the governance
structure or the market rules In lIne WIth a lIght-handed regulatory regIme and a competItIve
wholesale electrICIty market, GERNC wIll be appraIsed by the ServIce PrOVIders on behalf of the
Market Members of key operatIonal and commerCIal aspects of the wholesale market such as
collectIOns It IS recommended that the GERNC be able to recommend modIficatIons to the
GEMA but not have the authOrIty to order speCIfic modIficatIOns to the agreement

As the structure of the wholesale market IS clanfied and the Market Rules are developed attentIOn
should be paId to the speCIfic LIcense reqUIrements for GeneratIOn, DIstrIbutIOn and DIspatch
lIcensees A reqUIrement that those partIes must be members of the GEMA WIll need to be added
as a lIcense condItIon A new lIcense may also need to be developed to account for the
reqUIrements placed on the Import/Export Trader category
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER No.4:
THE INTER-RELATIONSHIP BETWEEN REGULATORY, TECHNICAL,

AND COMMERCIAL STANDARDS

As part of the senes of prelnn10ary posItIOn papers lay10g the foundatIon for the GeorgIan Market
Rules, tills paper WIll dISCUSS the basIC 1Oter-relatIonsillps between, and the development of, the
regulatory, technIcal, and commerCIal standards WhICh wIll govern the transactIOns and
operatIOns of the new GeorgIan wholesale electncIty market The standards establIshed under
these three areas are mutually dependent upon each other and, therefore, must be crafted so that
they functIOn 10 harmony Tills IS not a SImple task smce there are eXIst10g technIcal and legal
constra1Ots detenmrnng how much certam aspect of the wholesale market can be changed
Keep10g these lImItatIOns 10 mInd, thIS paper proposes a strategy for acillev10g the major goals of
the Market Rules task, wluJe ensu.IIDg that t1-}e regulatorj, technlcal, and commerCIal standards
WIll functIon together at the conclUSIOn of the process

Before descnb10g the approach to be employed 10 the development of the Market Rules, It IS
necessary to provf<:Iea bnef descnptIOn of the role each area of standards plays m the wholesale
market The technIcal standards, contamed wItilln the gnd code, control the operatIOn of the gud
network The techmcal standards speCIfy the qUalIty of supply, 1 e , the frequency and voltage
levels, the connectIOn reqUIrements, the operatIOnal metenng and commumcatIon standards, and
the coordmatIon of mamtenance EXIst10g operatIonal procedures WIll need to be reVIewed and
re-wntten where necessary and new procedures WIll need to be developed such that the techmcal
standards balance WIth the market framework The regulatory standards speCIfy and enforce the
lIcensmg reqUIrements for all the wholesale market members and proVIde checks and balances
over the entIre system by establIshmg reportIng and other momtonng reqUIrements GeorgIa has
already adopted a progreSSIve regulatory legal framework whIch should work well to support the
development of a competItIve wholesale electncIty market Fmally, the commerCIal standards
govern the manner and process of conductmg electncIty sales, settlements, and payments It IS 10
thIS final area, commerCIal standards, where the bulk of the changes WIll need to be made to
create a VIable wholesale electncIty market
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The market rules process wIll pnmarily focus on developIng a set of commerCIal standards that
wIll shape the process for conductIng electrIcIty transactIons, creatIng the actual market and
market procedures The commerCIal standards are the heart of the wholesale market SInce they
define the actual market framework, determlne the amount and level of competItIOn, establIsh the
number of market members, InstItute governance procedures, and create a process for the
settlement of dIsputes

The goals of the market rules task are to 1) create a vIable, competItIve, and economIcally
effiCIent wholesale electncIty market that w111 2) accommodate dIrect contracts, but 3) mamtam
the umfied structure of the system and 4) promote future Investment In the power system In
order to achIeve these goals It IS necessary to begIn the process by first definIng the commerCIal
standards and then adjust the techmcal and regulatory standards to support the commerCIal
framework of the market The creation of the commerCIal standards must, of course, account for
the phYSIcal, techmcal and legal realItIes of the country, but the development of the commerCIal
framework for the market should not be dIctated by these eXIstIng condItions

The market rules work over the next few months WIll develop an InItial set of commerCIal
standards for the wholesale market and a tranSItIOn plan for advanCIng the market deSIgn as the
techmcal and commerCIal capabl1Ity of the market members advances Once these Ininal
standards have been developed and approved, the correspondIng changes to the regulatory and
techmcal standards wIll be IdentIfied and addressed
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO. S
PRICING METHODOLOGY TRANSITION PLAN

ThIS posItIOn paper wIll descnbe the mItIal wholesale market pnce determmatIOn
methodology that IS recommended to work m conjunctIon WIth the establIshment of a
multi-party agreement between market partIcIpants ThIs paper wIll further outlme the
tranSItional steps to move to a more competItive wholesale electncIty market, fOCUSIng on
the changes m the prIce determInation methodology DISCUSSIOn of the multI-party
agreement IS contamed In posItIOn paper #3, Wholesale Market Members

One goal of the electrICIty market reform IS to create a wholesale electncIty market that
allows Investment and consumptIOn decISlons to be determIned through the commercIal,
competItIve Interaction of producers and consumers For thIs goal to be realIsed the prIce of
electncIty should be allowed to change In response to the changes m the supply and demand
SItuatIOn Benefits are gaIned In two ways, through more efficIent consumptIOn decIsIOns
and through better Investment decIsIons By allOWIng the pnce to change, the wholesale
market SIgnalS the value of electrICIty relative to other sources of energy as well as the
relative value of electncIty consumption at VarIOUS tImes of the day or tImes durIng the
year ChangIng prIces also SIgnal the value and potentIal profitabIlIty of prodUCIng
addItIonal electrICIty at varIOUS tImes

TradItIOnally, the pnce of electrICIty has been regulated on a cost of servIce plus rate of
return basIS to protect the mterests of the captIve end users from pOSSIble unregulated
monopolIstIc pncmg abuse When prIces are fixed for a perIod of tIme to protect the end
user those prIces faIled to SIgnal the relatIve value, scarCIty or margmal cost of producmg
and consummg electrICIty Such a pncmg methodology faIls to prOVIde strong mcentIves for
effiCIency m the supply of electncIty and encourages mappropnate consumptIon durmg
tImes of scarCIty

So why are we recommendmg a regulated cost of servIce plus rate of return pncmg
methodology as the mItIal phase of the wholesale market m GeorgIa?

fu some countnes the wholesale market establIshes hourly, or even half-hourly prIces based
on margmal cost offenngs by electrIcIty supplIers Settlements and bIllmg are also
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~ GeneratIOn lIcensees, and

~ Import Trader lIcensees, WhICh represent the GeorgIan Interface for foreIgn sellers

Wholesale SupplIers wIll mclude

REGULATED COST OF SERVICE PRICE METHODOLOGYPHASE I

Market Rules POSItlOn Paper Pncmg Methodology TransItIOn Plan ~ Draft Report ~ 2

In order to successfully develop a competItIVe wholesale electncity market based on free
market pnnciples, the current wholesale market should evolve through several steps, or
phases, of development The InItlal phase of the wholesale market development process IS
deSIgned to educate the wholesale market members m basIC commerCIal practIces such as
contractmg, marketIng, corporate control, fiscal control and accountabIlIty, and cost-based
as well as competItlve pncmg At the same tlme, the mitlal phases of the market WIll work
to ensure suffiCIent and relIable cash flow to wholesale market members to stabIlIse the
finanCIal condItions withm the mdustry Revenue stabIlIty WIll place wholesale market
members m the pOSItIOn to procure and mstall the necessary technology (commUnICatIOns,
computers, hourly meters) to move towards a more SOphIStlCated market model

calculated on a correspondIng hourly or half-hourly basIS These are sophIstlcated market
models whIch detemune optImal pnces wIth detaIled preCIsIon They reqUIre the eXIstence
of many market-based concepts and Institutlons as well as a stable finanCIal system and an
advanced level of operatIons, technology and commUnICatIons GIven the lack of a market
based econOmIC traditIOn In GeorgIa, the rudImentary managenal, technIcal, InfOrmatIOn,
and commUnICatIOn systems In the eXIstIng power sector enterpnses, and the payments and
related finanCIal problems m the electncity supply mdustry, a sudden leap to a
SOphIstIcated, technology laden wholesale market model IS not feasIble For thIS reason a
gradual tranSItIOn to a market-based wholesale pool IS recommended

Phase I presumes the pnor establIshment of a multI-party agreement between the market
partICIpants and the Implementatlon of a rudImentary wholesale pool, neIther of WhICh
currently eXIst m GeorgIa It WIll be essentIal to develop a well understood and transparent
wholesale settlement and collectlon process pnor to the begmnmg of Phase I EXIStlng
metenng, commUnICatIOns and dIspatch systems, whIle sub-optImal, could be used m the
early stage of Phase I

Wholesale SupplIers WIll receIve compensatIOn for avaIlable capaCIty and actual electrICIty
productIon System secunty services, also known as ancIllary servIces, WIll not be
unbundled from capacIty and energy and separately compensated Rather, the cost of
provIdmg system secunty services wIll be factored Into the overall cost of service
calculatIon for each generatmg faCIlIty
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AvaIlable capaCIty WIll be defined as the demonstrated capabIltty of the generatIng facIlIty
to produce electrICIty absent a shortage of fuel, or In the case of the hydro plants, water The
avaIlable capaCIty WIll be recorded, by the generatIng plant personnel, on an hourly baSIS A
monthly average avaIlable capaCIty WIll be determmed from the average of all th~ourly
capaCIty values and the rollIng average of the precedIng eleven months The avaIlable
capaCIty payment WIll provIde an IncentIve for a Wholesale SupplIer to maIntaIn Its
generatIng faCIlItIes, albeIt not as strong an InCentIve as WIll be aVallable m later prIce
phases Each generatIng faCIlIty or, In the case of small hydro, generatmg group WIll receIve
a payment for electrICIty that reflects the speCIfic rate of return on assets for that facIltty or
group Import Traders WIll receIve a payment that reflects the capaCIty payment terms of
theIr contract WIth the foreIgn entIty

Actual electrICIty productIOn WIll eIther be metered at the transffilSSIon entry pomt or wIll
reflect the productIOn amount less the amount of electrICIty used by the generatIng facIltty
for Its own purposes, Ie, statIon servIce Each generatIng facIltty or, m the case of small
hydro, generatIng group WIll receIve a payment for electrIcIty that reflects the speCIfic cost
of servIce for that facIltty or group tImes the actual productIOn m the month Import Traders
WIll receIve a payment for electrICIty that IS based on the contractual energy rate tImes the
metered amount of electncIty receIved at the GeorgIan Interface

The settlement for avaIlable capaCIty and actual productIOn WIll be on a monthly basIS The
Wholesale Supplter WIll be responSIble for prOVIdIng InformatIon to the Settlement
Manager regardmg the Monthly Avallable CapaCIty and dally meter readmgs for the
electrIcIty produced In that month

Wholesale Customers WIll Include

~ Customers, usually large IndustrIal facIlItIeS, who are dIrectly connected the hIgh
voltage grId and do not receIve electrICIty from DIstrIbutIOn LIcensees,

DIstrIbutIOn lIcensees, IncludIng enterpnses WIth local government ownershIp, JOInt
stock companIes WIth prIvate ownershIp, and JOInt stock companIes WIth a ffilxture
of local government and prIvate ownershIp, and

Export Trader lIcensees, whIch WIll represent the GeorgIan mterface for foreIgn
buyers

Wholesale Customers who purchase capaCIty and energy from the pool dunng the month
WIll be bIlled, by the Settlements Manager, for theIr purchases plus an allocated amount of
the total energy losses for the month The amount of energy purchased from the pool WIll be
the metered consumptIon for that Wholesale Customer less the energy loss adjusted amount
of electncIty purchased under a dIrect contract
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For Phase I, It wIll be assumed that a Wholesale Customer's oblIgatIOn to supply WIll be
fulfilled though the purchase of a pro-rata share of the total Monthly AvaIlable CapacIty A
Wholesale Customer's charges for ItS share of the total Monthly AvaIlable CapacIty WIll be
based on the ratIO of that Wholesale Customer's yearly peak usage versus the non
cOincIdent yearly peak usage of all Wholesale Customers

Charges for electncIty consumed dunng a month wIll be based on the total pool cost of
electncIty supply for that month dIvIded by the total electrIcIty sold to the wholesale pool,
effectIvely a monthly pool pnce expressed as $lkWh The monthly pool pnce WIll be
multIplIed by the Wholesale Customer's actual metered consumptIon less an adjustment for
the amount of electncIty purchased under dIrect contracts plus an allocatIOn of the energy
losses Energy losses are the dIfference between the total metered amount of electncIty
produced and the metered amount of electncIty consumed

In addItIOn to the charges for capacIty and energy, a Wholesale Customer WIll also pay for
tranSffilSSIon servIce as establIshed In the transffilSSIon tarIff and for pool servIces as
establIshed In the Market Members Agreement The pool servIces fee WIll cover the cost of
proVIdIng schedulIng, dIspatch, settlement and collectIOn servIces to the Wholesale
Customers

The IncentIve for Wholesale Customers and Wholesale SupplIers to enter Into dIrect
contracts dunng thIS phase WIll be Influence by the structure of the retaIl tarIff adopted
dunng thIS phase If the retaIl tanff allows for a full pass through of capaCIty and energy
purchase costs there wIll be lIttle to no IncentIve for partIes to contract outSIde the pool If,
however, the retaIl tarIff sets a pnce cap on capaCIty and energy purchase costs there WIll be
some incentIve for Wholesale Customers to contract WIth Wholesale SupplIers whose
productIon costs are lower than the average pool pnce Wholesale SupplIers should be
econoffilcally mdlfferent to sellmg theIr productIon under dIrect contract or selling theIr
productIOn to the pool

Currently, the GERNC has placed a lIffilt on the amount of electnclty that can be sold
through dIrect contracts to between 10% and 20% dependmg on the yearly level of
productIOn of an mdIvIdual GeneratIon lIcensee Dunng Phase I when the monthly pool
pnce IS a regulated average prIce, these hffiltS WIll prevent low cost Generators from bemg
captured by a partIcular Wholesale Customer and thus drIvmg the average pool prIce up for
all other Wholesale Customers It IS recommended that the dIrect contract luruts remaIn m
place untIl the energy sector IS ready to move to Phase II of the wholesale prIcmg path
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SETTLEMENT AND BILLING PROCEDURES

At the end of each month the SettleIPent ManaggI" wIll collect mformatIOn from Wholesale
SupplIers and Wholesale Customers to aId m the preparatIOn of the bIlls Wholesale
Supphers wIll provIde theIr Monthly Avatlable CapacIty amount and theIr total metered
production for each generatmg facIlIty Wholesale SupplIers wIll also provIde theIr per umt
cost of productIOn ($/kWh) that IS wIthm the bands establIshed by the GERNC Wholesale
customers WIll provIde the Settlement Manager wIth theIr total monthly metered
consumptIon Both Wholesale SupplIers and Wholesale Customers wIll provIde
mformatIOn regardmg the amount of electncIty purchased under a dIrect contract durmg the
month

The Settlement Manager wIll calculate

~ the Monthly AVaIlable CapacIty payments based on the mformatIOn supplIed by
Wholesale SupplIers and the rate establIshed by the GERNC,

~ the Monthly AVaIlable CapacIty charges based on the total Monthly AVaIlable
CapacIty payments and Wholesale Customer's hlstonc peak usage versus the
hIstonc non-comcIdental peak usage of all the Wholesale Customers

the monthly wholesale pool pnce from the productIon and cost mformatIon supplIed
by all the Wholesale SupplIers,

the total energy losses for the month by reference to the productIon and
consumptIon mformatIOn supplIed by Wholesale SupplIers and Wholesale
Customers,

the energy loss adjusted amount of electrICIty each Wholesale Customer purchased
under a dIrect contract dunng the month, and

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
from the pool dunng the month

The Settlement Manager WIll produce a bIll for each Wholesale Customer that WIll detaIl
the charges for capaCIty, electncIty, tranSlTIlSSIOn servIces and pool servIces AppendIX I
prOVIdes a sImple IllustratIOn of the settlement procedure dunng Phase I

Although the Settlement Manager IS responsIble for deteflTIlnmg the bIllmg and payments
for each wholesale market partIcIpant, It IS recommended that a separate Market Funds
Manager be responsIble for receIvmg payments from the Wholesale Customers and
dIsbursmg payments to the Wholesale SupplIers
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REGULATION

In order to rrutlgate the pOSSIbIlIty of rate shock to the end use customers as the result of
mtroducmg market reform, It IS recommended that the mitIal wholesale pool pnce
deterrrunatIOn methodology embodIed m the Market Members Agreement follow a cost
based model whIch wIll be approved and regulated by GERNC As a hcense reqUirement at
the start of Phase I of the wholesale market, Wholesale Supphers wIll be reqUired to submIt
the cost of servIce data for each of theIr umts, or contracts m the case of Import Traders, to
GERNC

GERNC wIll use thIS data to estabhsh the mitial cost of servIce tarIffs for each generatIon
umt or contract The tarIff methodology WIll establIsh a band withm WhICh the mdiVIdual
generatIOn tarIff can fluctuate as a means of accountmg for changes m fuel and other
varIable costs WIthout contmuous regulatory mterventIon If the cost of servIce exceeds the
parameters of the tarIff band, then the Wholesale SupplIer can request a rate mcrease from
the GERNC The Wholesale Suppher WIll be reqUired to resubrrut ItS cost of servIce data
and to prove Just cause for the requested mcrease

A regulated cost of servIce tarIff WIll be establIshed for each generatmg faCIlIty or contract
above 10 MW For small hydro statIOns m the GeorgIan wholesale market, a group cost of
servIce tanff wIll be establIshed based on the costs of a select number of representatIve
statIons ThIS group cost of servIce tarIff wlll then be applIed to all small hydro Generators
However, If a hydro statIon belIeves that It should receIve a dIfferent tarIff It can request a
rate reVIew and subrrut the appropnate cost data to GERNC that WIll serve to JustIfy a
separate tarIff

NEXT PHASE

The cost of servIce approach to wholesale pool pncmg IS recommended dunng Phase I to
ensure that all Wholesale SupplIers Imtially have the funds to cover theIr costs of operatIOn
as well as theIr cost of capItal In addItIon, by estabhshmg a robust cost based methodology
the Wholesale SupplIers WIll be encouraged to begm Implementmg real cost accountmg
standards withm theIr busmesses ThIS WIll enable the Wholesale Supphers to gam a better
understandmg of theIr actual busmess costs, a cntical step for entenng Phase II 10 WhICh
Wholesale SupplIers w111 offer theIr umts accordmg to margmal cost calculatIOns

Wholesale Customers WIll also be developmg slalls to support the movement to a more
open market Power purchase costs from the wholesale pool WIll vary each month and the
DIstnbution LIcensees wIll need to develop tools and techmques that allow them to forecast
those varIatIOns and develop appropnate retaIl tarIffs
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Wholesale SupplIers wIll receIve compensatIOn for aVailable capaCIty and actual energy
productIOn As m Phase I, the cost of system secunty servIces wIll contmue to be bundled m
WIth the cost of energy and not compensated for separately

ADMINISTERED PRICE METHODOLOGYPHASE II

Once the market has Implemented the proper technologIcal reqUIrements (1 e ,
commumcatIOns and metenng) and certam market performance benchmarks have been
achIeved, the wholesale market wIll tranSItIOn to Phase II - ImplementatIon of a wholesale
spot market

Before the wholesale market IS able to move to Phase II, It IS recommended that the mdustry
operate under the Phase I condItions for a penod of time (2-3 years) to allow partIcIpants to
adjust to the new market concepts and procedures and to buIld up the technologIcal
capabIlItIes needed to progress to the next step ThIS wIll reqUIre sIgmficant mvestments In
hourly metenng, commUnICatIOns, computers, and other management mformatIOn systems
Dunng thIS penod the low payment levels and other finanCial problems plagUIng the
mdustry must be successfully resolved In order to make the move to a more commerCIal
market feasIble It IS recommended that market performance targets be set specIfymg
collectIOns levels and other key benchmarks that must be met before the transItIon to Phase
II can begIn However, the market must not be allowed to stall dunng Phase I

In Phase II, the wholesale pncmg methodology departs from the fully regulated wholesale
market of Phase I, and mtroduces more mformation m the pnce SIgnal In Phase I the pnces
seen by the Wholesale Customers were an average rather than a margmal pnce and there
was no mformatIOn contamed m the pnce that would mdicate to the customer the relatIve
value of electncIty at any pomt m tIme In Phase II the concept of margmal pncmg WIll be
mtroduced to prOVIde consumptIOn SIgnalS to the Wholesale Customers Allowmg the pnce
to vary m response to the supply and demand SItuatIon WIll create an mcentIve for
Wholesale Customers and Wholesale SupplIers to develop finanCIal mstruments to manage
the nsk of these pnce vanatIons ProvIdmg Wholesale Consumers WIth such SIgnalS IS one
of the mam reasons for establIshmg a spot market

AVailable CapaCIty WIll be determIned as In Phase I, 1 e , as a twelve month rollmg average
of the hourly aVailable capaCIty of a generatIng faCIlIty The dIfference In Phase IT wIll be
that the amount of payment receIved wIll be based on the margmal cost of capacIty for the
system rather than each mdividual generatmg facIlIty's speCIfic asset cost baSIS
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The margmal cost of capacIty WIll be an adrmnIstered value set each year by the GERNC
Margmal cost of capacIty IS defined as the carrymg costs for a new Increment of generatlon,
whIch IS usually the carrymg cost of a gas-fired peakIng UnIt ASsocIated wIth the margmal
cost of capacIty wIll be an assessment of the capacIty reqUIrement for the GeorgIan system
The capacIty reqUIrement wIll act as a modulator on the margmal cost of capacIty To the
extent that the total mstalled capacIty IS less than the assessed capacIty reqUIrement, the
admInIstered margmal cost of capacIty wIll effectIvely be mcreased LIkeWIse If the
mstalled capacIty exceeds the assessed capacIty reqUIrement the admInIstered margmal cost
of capacIty wIll effectIvely be decreased The adrmnIstered margmal cost of capacIty WIll
SIgnal the profitabIlIty of new mvestment m productIon

Actual electrICIty productIOn WIll stIll reflect metered productIOn less statIon servIce as m
Phase I Settlement qUalIty hourly meterIng wIll be reqUIred eIther at the transrmSSIOn entry
pomt or at the generatmg facIhty Every Wholesale SupplIer that IS supplymg electrICIty to
the wholesale pool wIthm an hour WIll receIve the same calculated wholesale pool prIce for
each UnIt of electrIcIty supphed to the wholesale pool m that hour

In advance of real-tIme operatIons, the Wholesale SupplIers WIll mform the DIspatcher of
theIr offer to supply electrICIty The offer WIll conSIst of the amount of electrICIty aVaIlable
to be supplIed to the wholesale pool and the prIce of that electrICIty In Phase n, the prIce
offers wIll be constraIned to the demonstrated cost of energy productIon for each Wholesale
Suppher The wholesale pool pnce WIll be deterrmned from the cost based offer of the
margmal suppher WIthIn an hour

It could be argued that there IS no need to constraIn the pnce offers SInce In a fully
competItIve market supphers wIll be dnven to offer short run margInal costs GeorgIa, WIth
Its hrmted number of generatmg faClhtIes and the dIvergent costs of those facIlItIes, may
lack the charactenstlcs necessary for a competItive market dunng Phase n However, It IS
stIll of benefit to mtroduce a pncmg system that varIes WIth supply and demand condItIOns
albeIt In a constraIned form ThIS constramt WIll be most eVIdent dunng tImes of energy
shortages when the wholesale pool pnce IS not allowed to raIse to the level necessary to
clear the market

Wholesale Customers WIll mclude the same partIes as m Phase I Wholesale Customers
who purchase capaCIty and energy from the pool WIll have the amount of theIr pool
purchases calculated In a manner surular to that In Phase I

As In Phase I It wIll be assumed that a Wholesale Customer's oblIgatIon to supply WIll be
fulfilled though Its purchase of a pro-rata share of the total Monthly Adrmmstered CapaCIty
A wholesale Customer's charges for Its share of total Monthly Adrmmstered CapacIty WIll
be based on the ratIO of that Wholesale Customer's yearly peak usage versus the non
COInCIdent yearly peak usage of all Wholesale Customers
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Charges for electncity consumed dunng a month WIll be based on the summatIOn of the
charges for each hour wIthIn that month For each hour, the calculated pool pnce WIll be
multIplIed by the Wholesale Customer's actual metered consumptIOn adjusted for the
amount purchased under a dIrect contract for that hour plus an allocation of the energy
losses Incurred In that hour Energy losses are the dIfference between the total metered
amount of electncity produced and the metered amount of electncIty consumed

The two major dIfferences for Wholesale Customers, under Phase n, IS that they WIll see a
margInal cost rather than an average cost for all theIr pool energy purchases and the tIme
penod WIll shnnk from a month to an hour thus creatIng more vanatIon In average
wholesale pool purchase costs amongst Wholesale Customers

In additIOn to the charges for capaCIty and energy, a Wholesale Customer WIll also pay for
tranSmISSIOn servIce as establIshed m the tranSmISSIOn tarIff and for pool servIces as
establIshed In the Market Members Agreement The pool servIces fee WIll cover the cost of
proVIdIng schedulIng, dIspatch, settlement and collectIOn servIces to the Wholesale
Customers

WhIlst In theory, the total amount of payments leVIed over a year under the Phase I pncIng
methodology could be equal to the total amount of payments leVIed for the same penod
under the Phase n pncIng methodology, the cash flow ImplIcatIOns for the two pncmg
regImes WIll create an much stronger Incentive for contracts or other finanCIal Instruments
In other wholesale markets that have moved from an average co~t of servIce methodology
to a margmal pncIng methodology, "transItIOn" contracts have been prepared, In
consultatIon WIth the partICIpants, to add stabIlIty to the cash flows and reduce the Impact of
the pnce volatIlIty TranSItIon contracts often take the form of finanCIal "contract for
dIfferences" or hedges agaInst the pool pnce It IS recommended that a set of tranSItIOn
contracts be prepared Such contracts should be structured to gradually expIre over a penod
of time (3 - 5 years)

SETTLEMENT AND BILLING PROCEDURES

The settlement and bIllmg functIon WIll be more data mtensIve and complex m Phase II
than m Phase I Changmg from a monthly calculatIOn of average pool pnce to an hourly
calculatIon wIll dramatIcally Increase the amount of data that must be retneved, processed
and then stored On the supply SIde, deterrrunmg the amount of funds that should be
dIsbursed to each of the Wholesale SupplIers WIll reqUIre referenCIng both the hourly pool
pnce as well as the hourly productIOn Information In Phase I the dIsbursements to
Wholesale SupplIers could be calculated WIthout reference to the monthly pool pnce SInce
all payments were speCIfic to a partIcular supplIer
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Dunng each month the Settlement Manager WIll collect InfOrmatIon from the Wholesale
SupplIers and Wholesale Customers to aId In the preparatIOn of the bIlls Although the
settlement penod has shorten from a month to an hour, It IS recommended that the bIllIng
penod remaIn a month ChangIng the bIllmg peflod and/or the bIllmg lag (the time from
when the bIll IS rendered until the bIll IS due and payable) WIll Impact the cash flow posItIOn
of the wholesale market partICIpants and not necessanly contnbute any benefits to the
wholesale market To ease the burden of valIdatIng and processmg the data, however, the
Settlement Manger may request that InfOrmatIon be subffiltted on a weekly or even dally
basIs rather than reCeIVIng all the data at the end of the month

Wholesale Supplters WIll contInue to proVIde theIr Monthly Avatlable CapaCIty amount and
the hourly metered productIon for each generatIng facIlIty Wholesale Customers WIll
prOVIde the Settlement Manager WIth theIr hourly metered consumptIOn for the month Both
Wholesale Supplters and Wholesale Customers WIll prOVIde mformatIOn regardIng the
hourly amount of electnclty purchased under a dIrect contract dunng the month

As opposed to Phase I, In Phase II the DIspatcher WIll play a VItal role In the pnce
determInatIOn process The DIspatcher WIll prOVIde the Settlement Manager the hourly
margmal cost that IS based on the offers prevIOusly receIved form the Wholesale Supplters
and the actual dIspatch of facIltties durIng an hour

The Settlement Manager WIll calculate

I> the IndIVIdual Monthly AdffilnIstered CapaCIty payments based on the avatlable
capaCIty InfOrmatIOn supplIed by each Wholesale Supplter and the adffilnIstered
margInal cost of capaCIty rate establtshed by the GERNC,

the IndIVIdual Monthly AdffilnIstered CapaCIty charges based on the total Monthly
AdmInIstered CapaCIty payments and the Wholesale Customer's hlstonc peak usage
versus the hlstonc non-coIncIdental peak usage of all Wholesale Customers,

the amount of electncIty each Wholesale Supplter sold to the pool In each hour
based on the metered productIon InfOrmatIOn less the amount of electrIcIty sold
under a dIrect contract for the relevant hour,

the total energy losses for each hour by reference to the productIon and consumptIon
InfOrmatIOn supplIed by Wholesale Supplters and Wholesale Customers,

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
under a dIrect contract dunng each hour,
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the energy loss adjusted amount of electncIty each Wholesale Customer purchased
from the pool dunng each hour based on the metered consumptlOn less the adjusted
amount of electncIty purchased under a dIrect contract plus an allocatlOn of the total
hourly energy losses,

the monthly wholesale pool energy payment to each Wholesale Suppher based on
the summatlOn of the hourly pool pnces supphed by the DIspatcher and adjusted
productlOn mformatlOn for the relevant hour from each Wholesale Suppher, and

the monthly wholesale pool energy charges to each Wholesale Customer based on
the summatlOn of the hourly wholesale pool charges The hourly wholesale pool
charge WIll be the Wholesale Customer's pro-rata share of the total hourly wholesale
pool energy payment

The Settlement Manager WIll produce a bIll for each Wholesale Customer that WIll detall
the charges for capaCIty, electncIty, transffilsslOn servIces and pool servIces AppendIX 2
proVIdes a SImple Illustration of the settlement procedure for an hour

As m Phase I, It IS recommended that a separate Market Funds Manager be responsIble for
receIvmg payments from the Wholesale Customers and dIsbursmg payments to the
Wholesale Supphers

REGULATION

In Phase I the GERNC concentrated on developmg a cost of servIce pnce, both capacIty and
energy, for each speCIfic Wholesale Suppher One of the purposes of Phase I was to afford
the GERNC an opportumty to gam detatl knowledge of the cost structure and baSIS of each
Wholesale Suppher The emphaSIS ShIfts In Phase II from developmg a cost of servIce pnce
for each Wholesale Suppher to momtonng and audItIng the cost offers submItted by the
Wholesale Supphers to the DIspatcher The Wholesale Supphers WIll be responsIble for
developmg appropnate cost based offers for the supply of electncIty to the wholesale pool
The GERNC WIll act as a check agent to ensure that the offer are reasonable and can be
demonstrated to be cost based

In addItIon to the momtonng of wholesale supplIer offers, the GERNC WIll need to begm to
momtor the level and volatIlIty of the wholesale pnce

WIth regards to capaCIty costs, the GERNC WIll take on the role of a central planner
through the estabhshment of the Adffilmstered MargInal Cost of CapaCIty and the Assessed
CapaCIty ReqUIrement To develop these values the GERNC WIll need to focus on the
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market as a whole as oppose to focus on each specIfic generatIng faCIlIty as was the case
dUrIng Phase I It IS recommended that the GERNC develop a consultatIve process WIth the
wholesale market partICIpants whereby there IS Involvement of the market partICIpants In
the determInatIOn of the system capaCIty reqUIrement

As mentIOned above, It IS recommended that finanCIal hedge contracts be developed to
manage the potentIal volatIlIty of the pool prIce As opposed to dIrect contracts where the
ElectncIty Law gIves the GERNC the responSIbIlIty to regulate pnce a.'1d-terms, the
GERNC has no JUrISdIctIOn over finanCIal hedge contracts It IS antICIpated that dunng
Phase IT dIrect contracts may be re-cast as finanCIal hedges In WhICh case the GERNC wIll
no longer regulate the prIce and terms of those contracts

NEXT PHASE

The transitIon from Phase I to Phase II occurred when the electrICIty power sector exhIbited
the SIgns of a robust, commerCIally stable market by meetIng a number of proSCrIbed
benchmarks CollectIon targets had to be met, technology and traInmg had to be acqUIred
and systems needed to be developed The tranSItIon from Phase IT to Phase ill WIll occur
when the structure rather than the systems of the electncIty market exhIbIts the SIgnS of
beIng able to support an open, competItIve market The structure of the electrICIty market In
GeorgIa wIll lImit what the market rules and the GERNC can accomplIsh WIth regards to a
COmpetItIve wholesale market Pnor to Implementmg Phase Ill, the ownershIp, SIze and
dIverSIty of the generatIOn portIOn of the power sector WIll need to be carefully examIned to
msure that no group or mdivIdual Wholesale SupplIer IS able to exerCIse undue market
power

PHASE III OPEN COMPETITIVE PRICE METHODOLOGY

Phase III extends the concept of margInal pncIng and creates a prIce clearIng market In a
pnce clearmg market mformatIOn about scarCIty IS sent through the pnces In tImes of
shortage the pnce wIll be allowed to rIse to market clearmg levels so that the amount that
consumers want to buy and the amount the producers want to sell match SImIlarly In tImes
of plenty the pnce WIll be allowed to fall

The advantage of havmg a market that clears on prIce mclude

.. a ratIOnmg mechamsm whIch can be lInked to the deSIred effiCIency cnterIa,

a ratIOnIng mechanIsm that IS transparent and SImple,
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pnces WhICh efficIently dIrect resources among dIfferent sectors of the economy
wIthout compulSIOn, and

.. pnces WhICh tranSIIl1t mformatIOn contmuously and smoothly

The dIsadvantages of havmg a pnce clearmg market relate to

.. how qUickly pnces can adjust to reflect new states of demand, supply and
knowledge,

the extent to WhICh market power dIstOrts the sIgnal that pnces are meant to convey,

.. the SIze of the transactIOn costs mvolved m establIshmg a pnce

The benefits WhICh can be gamed from a pnce clearmg market, m terms of Improved
SIgnalS for mvestment and consumptIOn, WIll be maxIIIl1sed only If pnces are allowed to
respond to changes m supply and demand condItions

Wholesale SupplIers WIll contmue to mclude the same market partiCIpants as m Phase I and
Phase II

Wholesale SupplIers wIll receIve compensatIOn for actual energy production and for system
secunty servIces they prOVIde to the wholesale pool Wholesale SupplIer WIll not receIve a
separate fixed payment as m Phase I and Phase II

As m Phase I, actual electncIty productIOn wIll stIll reflect metered productIOn less station
servIce and settlement qUalIty hourly metenng WIll be reqUired eIther at the tranSIIl1SSIOn
entry pomt or at the generating faCIlIty As m Phase II, every Wholesale SupplIer that IS
supplymg electrICIty to the wholesale pool wlthm an hour WIll receIve the same calculated
wholesale pool pnce for each umt of electnclty supplIed to the wholesale pool m that hour

In advance of real-tIme operaaons, the Wholesale Supphers WIll mform the DIspatcher of
theIr offer to supply electrICIty The offer WIll conSIst of the amount of electnclty aVaIlable
to be supphed to the wholesale pool and the pnce of that electnclty In Phase ill, as opposed
to the constramt Imposed m Phase IT, the pnce offers WIll be unconstramed and need not be
the cost of energy production for each Wholesale Suppher Tills means that dunng times of
energy shortages Wholesale SupplIer wIll raise theIr pnces to reflect the mcreased value of
electnclty and hkewlse dunng times of energy surpluses the Wholesale SupplIers WIll lower
theIr pnces to reflect the lower value of electnclty productIon at that tIme The wholesale
pool pnce WIll be detefIIllned from the value based offer of the margmal supplIer wlthm an
hour
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In addItIOn to receIvmg compensatIOn for actual productIOn the Wholesale SupplIers who
provIde system securIty servIces to the wholesale pool, such as spInnmg reserve, stand-by
reserve or reactIve support, wIll receIve separate compensatlOn for those products The
costs of those servIces WIll not form part of the wholesale pool pnce but wIll be charged to
the Wholesale Customer as a separate charge

Wholesale Customers WIll Include the same partIes as m Phase I and Phase II Wholesale
Customers who purchase energy from the pool WIll have the amount of theIr pool purchases
calculated m a manner sImIlar to that m Phase II

Charges for electncity consumed dunng a month WIll be based on the summatIOn of the
charges for each hour wIthm that month For each hour, the calculated pool pnce WIll be
multIplIed by the Wholesale Customer's actual metered consumptIon adjusted for the
amount purchased under a dIrect contract for that hour plus an allocatIon of the energy
losses mcurred m that hour Energy losses are the dIfference between the total metered
amount of electncIty produced and the metered amount of electncIty consumed

In addItIon to the charges for energy, a Wholesale Customer WIll also pay for system
secunty charges Incurred by the wholesale pool, tranSmISSIOn servIce as establIshed In the
tranSmISSIOn tarIff and for pool servIces as establIshed In the Market Members Agreement
The pool servIces fee WIll cover the cost of provIdmg schedulIng, dIspatch, settlement and
collectIOn servIces to the Wholesale Customers

The major dIfference for Wholesale SupplIers and Wholesale Customers, under Phase III, IS
that wholesale pool pnces WIll no longer may capped dunng tImes of energy shortages

Movmg from a quantIty clearmg market to a pnce clearIng market wIll mvolve fundamental
changes m the pnce nsks faced by the Wholesale SupplIers and the Wholesale Customers
as there WIll no longer be centralIsed admInIstratIon of capaCIty and wholesale pool pnces
WIll not be held at the cost of servIce and thus could nse or fall beyond that level

Wholesale Customers WIll lIkely WIsh to develop hedgmg contracts WIth Wholesale
supplIers to substantIally cover theIr expected consumptIOn Thus hedge contracts WIll
determIne the major portIOn of monetary flows for sales and purchases m the wholesale
pool Although the non-contracted purchases wIthm the wholesale pool may determme only
a small fractIon of the monetary flows between Wholesale SupplIers and Wholesale
Customers, thIS does not make the wholesale market any less Important or Its pnce SIgnals
any weaker The wholesale pool pnce WIll determtne the pnce expectatIons agamst WhICh
future hedge contracts WIll be wntten, and proVIde strong mcentIves for mcremental supply
or load management when demand threatens to exceed supply
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If wholesale pool pnces nse to hIgh levels, a fully hedged Wholesale SupplIer wIll face
strong mcentlves to produce beyond theIr contracted amount, and a fully hedged Wholesale
Customer WIll face strong mcentIves to reduce demand and sell theIr contracted but unused
energy mto the wholesale pool In short, the wholesale pool WIll provIde opportumtIes for
those partIes who have the techmcal capabIlIty and commercIal mterest to operate m the
market on a day to day basIs, whIle the hedge contract market WIll provIde the means by
whIch Wholesale SupplIers and Wholesale Customers can protect theIr cash flows

SETTLEMENT AND BILLING PROCEDURES

The settlement process WIll be sIffi1lar to that used m Phase II except there WIll no longer be
a fixed payment aspect to the process The Settlement Manager WIll calculate

~ the amount of electnclty each Wholesale SupplIer sold to the pool m each hour
based on the metered productIOn mformatIOn less the amount of electnclty sold
under a dIrect contract for the relevant hour,

the total energy losses for each hour by reference to the productIOn and consumptIon
mformatIon supplIed by Wholesale SupplIers and Wholesale Customers,

the energy loss adjusted amount of electncity each Wholesale Customer purchased
under a dIrect contract dunng each hour,

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
from the pool dunng each hour based on the metered consumptIOn less the adjusted
amount of electnclty purchased under a dIrect contract plus an allocatIon of the total
hourly energy losses,

the monthly wholesale pool energy payment to each Wholesale SupplIer based on
the summatIOn of the hourly pool pnces supplIed by the DIspatcher and adjusted
productIOn mformatIOn for the relevant hour from each Wholesale SupplIer, and

the monthly wholesale pool energy charges to each Wholesale Customer based on
the summatIOn of the hourly wholesale pool charges The hourly wholesale pool
charge WIll be the Wholesale Customer's pro-rata share of the total hourly wholesale
pool energy payment
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REGULATION

The market momtor1Og role for GERNC that began 10 Phase II wIll contmue and expand 10
Phase ill GERNC wIll momtor the performance of the wholesale market to ensure the
market IS deltvenng competItIve pnces and there IS no abuse of market power by 10dIvIdual
Wholesale Supplters WhIle changes to the market rules wIll undoubtedly be necessary to
correct mmor market aberratIons, senous and cont1Oual pnce dIstortIOns 10 the wholesale
market WIll suggest that the underlY10g structure of the 10dustry needs to be reformed It
WIll be GERNC's responsIbIltty to alert the Government of GeorgIa to any structural
defiCIencIes 10 the wholesale market

Hagler Badly, Inc



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

ApPENDIXC

POSITION PAPER NO.2: OBLIGATION TO CONNECT

-------- HaglerBatlly --------



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.2:
OBLIGATION TO CONNECT

Tills posItIOn paper will define the concept of "oblIgatIon to connect" as It pertaInS to the
operatIon of the future GeorgIan wholesale electncity market ThIs paper represents a prelImInary
step m the effort to define the terms and concepts upon willch the Wholesale Market Rules wIll
be based The oblIgatIon to connect IS dIscussed m the GeorgIan Electncity Law of 1997, but the
mterpretatIon of tills Important responsIbIlIty must be clear for the purposes of creatmg a sound
set of market rules to govern the operatIon of the wholesale electncity sector

The oblIgatIon to connect refers to the responsIbIlIty of the Transnussion Licensee and the
DIstnbunon LIcensee to prOVIde wholesale and retaIl electncity consumers, respecnvely, wIth the
appropnate connectIons to the electncity gnd network to meet theIr needs The TransnussIOn
LIcensee's oblIgatIOn to connect IS codIfied In the GeorgIan ElectrICIty Law under Clause 32 6 a
willch states

(326) According to the License COnditIOnS, the Transnusslon Licensee shall, for the
duratIOn of the License (a) Develop and malntam the Transnusslon Gnd m a manner
adequate to support the needs of Generation Licensees, DlstnbutlOn Licensees, and Direct
Consumers

The Transnusslon LIcensee has the oblIgatIon to connect all wholesale electncity customers and
generators to the illgh voltage electncity gnd In a manner willch wIll support theIr transnussion
needs If the connecnon of a partIcular wholesale customer to the gnd WIll reqUIre substantIal
upgrades to the gnd, then the Transnussion LIcensee has the nght to Impose the appropnate
charges, wIth regulatory conumssion approval, upon the customer The manner and cases In
whIch charges may be leVIed must be determmed m the permanent Transnussion LIcense The
techmcal speCIficatIOns and standards governmg the oblIgatIOn to connect on the part of the
Transffilssion LIcensee are Included In the GeorgIan transnussion code

The DIstnbution Licensee's oblIgatIon to connect IS codIfied In the GeorgIan Electncity Law
under Clause 34 3 a whIch states

(34/3) Accordmg to the License ConditIOns each DlstnbutIon Licensee shall, for the
duration of the License (a) Extend dlstnbutIon services to consumers consistent With
elIgibIlity cntena establIshed by the COImmsslOn and With the Licensee s mvestment
program
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As stated m the ElectncIty Law, DIstnbutIon LIcensees have the oblIgatIon to connect all retaIl
customers that meet predetenmned techmcal standards to theIr respectIve gnds If the connectIon
of a partIcular customers WIll requIre substantIal upgrades to the eXIstIng gnd, then the
DIstnbutIon LIcensee has the nght to Impose the appropnate fees, wIth regulatory COmmISSIOn
approval, upon the consumer The manner and cases m WhICh charges may be leVIed must be
detennmed m the pennanent DIstnbutIon LIcenses The techmcal specIficatIOns and standards
governIng the oblIgatIOn to connect on the part of the DIstnbutIOn LIcensee are Included In the
GeorgIan dIstnbutIOn code

The oblIgatIOn to connect a consumer to the hIgh or low voltage electncIty gnds does not
necessarIly entaIl the oblIgatIOn to prOVIde the wholesale or retaIl consumer WIth power
regardless of the sItuatIon ThIS partIcular POInt hIghlIghts the dual functIon of the DIstnbutIon
LIcensee as both a WIres company and an electncIty retaIler As a WIres company the DIstnbutIOn
LIcensee has the oblIgatIon to connect all customers to the dIstnbutIon gnd However, as an
electncIty retaIler the DIstnbutIOn LIcensee may also have the oblIgatIon to prOVIde the electncal
supply requIred by the customers The role of the DIstnbutIOn LIcensee as an electncIty retaIler
WIll be covered In separate documents (1 e , LIcenses, Market Rules chapters, Decrees, etc)

The TranSmISSIOn LIcensee does not face the same oblIgatIons as the DIstnbutIOn LIcensees
SInce It IS stnctly a WIres company The wholesale electncIty Market Members are the actual
electncIty wholesalers These Market Members control the way In whIch the wholesale market IS
operated through a governance structure and, In tum, detenmne the condItIons governIng
wholesale supply servIce In the system, mcludIng hIgh voltage tranSmISSIOn The TranSmISSIOn
LIcensee IS vested WIth the responsIbIlIty by tb€:: M~ket Members for connectmg wholesale
customers and generators and maIntaInIng the hIgh voltage gnd WIth the approval of the
regulatory COmmISSIOn
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.3:
WHOLESALE MARKET MEMBERS

ThIS posItIon paper WIll descrIbe the basIC structure of the recommended GeorgIan wholesale
electrICIty market, IdentIfy the partICIpants In that market and descnbe the basIC Inter
relatIonshIps between these partICIpants The concepts and Inter-relatIOnshIps outlmed m thIS
posItIOn paper WIll be explICItly defined m the forthcommg Market Rules documents that wIll
govern commerCIal practIces wIthm the GeorgIan wholesale electncIty market

ExhIbIts 1 and 2 proVIde m schematIc form the pnmary partICIpants In the proposed power
market structure, and the electncIty payment and mformatIon flows between and among these
entItIes

WHOLESALE ELECTRICITY MARKET

The GeorgIan wholesale electrICIty market IS enVISIOned to be one where the Market Members
WIll be able to enter Into a varIety of commerCIal and finanCIal arrangements ThIS Includes
contracts of varIOUS types and duratIOn, JOInt ventures where allowed, short term tradmg, and
other sHll1lar commerCIal arrangements At the core of these commerCIal arrangements IS a
wholesale market pool created through a multI-lateral agreement between Market Members, the
GeorgIan ElectncIty Market Agreement The Market Members mclude all wholesale market
entItles WIth commerCIal contracts for electnclty supply, electrICIty retaIlmg or dIrect
consumptIOn These entIties comprIse all the Generator LIcensees, the DIstrIbutIOn LIcensees, the
DIrect Consumers, the ImportlExport traders and any other trader or power marketmg entitles

Market Members can choose to sell or purchase electnclty eIther through theIr own mdivIdually
negotIated contracts or through the wholesale market pool WIth regard to electncIty purchased
through mdlvldual contracts, the contracts WIll speCIfy the prIce, quantIty, and payment terms as
negotIated between the contractmg partIes There WIll be no regulatory reVIew or approval of
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mdividual contracts For electncity purchased through the wholesale market pool, the Market
Members must abIde by the tenns and condItIOns establtshed m the Market Rules and agreed to
under the GeorgIan Electncity Market Agreement (GEMA) The regulator WIll reVIew and
approve the wholesale tarIffs embodIed In the GEMA

GOVERNANCE STRUCTURE

The multI-lateral agreement, GEMA, bmds the Market Members together through the
establtshment of a governance structure and deternunes the commerCIal arrangements through an
mitIal set of operatmg and pncmg rules known as the Market Rules The governance structure
defines the framework withm whIch deCISIons regardmg the sale and purchases of electncity are
made Governance encompasses the processes and procedures for adnusslOn to the wholesale
market, deCISIOn makmg or votmg nghts of each of the members, makmg or changmg the rules,
surveIllance and compllance of the rules by the members and others, IdentificatlOn and resolutlOn
of dIsputes between members and the admInIstration of the wholesale market

The first and most fundamental element of the governance structure IS the process by whIch
partIes are bound to the GEMA Electnclty, as opposed to other commodItIes, IS produced and
transmItted through an mterconnected system In an mterconnected electncal system the actlOns
of an mdIvldual generator or consumer can have a pOSItIve or negatIve Impact on other
generators or consumers connected to the tranSmISSIOn system TransnusslOn losses, for example,
are not deternuned Just by the actlOns of two partIes to a bIlateral contract but are determmed by
the actlOns of all the generators and consumers and the configuratIon of the tranSmISSIOn system
at any moment m tIme LIkeWIse, all connected partIes benefit from the presence of the
tranSmISSIOn system and the system secunty servIces such as reactIve support, frequency control,
black start capabIlIty and others Problems anse If partIes who benefit from servIces are not
bound to adhere to the rules that gIve nse to those servIces Connected partIes, even If they do
not partICIpate m the wholesale market, WIll need to pay for the tranSmISSIOn and system secunty
servIces they use

As a result of the mterconnected nature of the wholesale electnclty market It IS reasonable to
reqUIre as a lIcense condItIon that all mterconnected partIes are bound by the GEMA It IS
recommended that all GeneratIon LIcensees, DlstnbutIon LIcensee and other Consumers that are
connected to the tranSmISSIOn system and that are above a mInImum SIze must SIgn on to the
GEMA at least to the extent of provIdmg mformatIon, meetmg techmcal standards and takIng on
payment and lIabIlIty responSIbIlItIes WIth respect to tranSmISSIOn and system secunty servIces

Governance, as stated above, IS the framework for deCISIon makmg One of the largest areas of
deCISIon makmg IS the development, ImplementatIon and on-gomg admmIstratIOn of the Market
Rules Through the governance structure the Market Members are responSIble for agreemg to the
InItIal Market Rules and subsequent changes To faCIlItate the development and ImplementatIOn
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processes a focused endeavor IS reqUIred It IS recommended that an ExecutIve COmmIttee be
selected to lead that effort The ExecutIve CommIttee would be chosen for both theIr skIlls and
expenence as well as theIr representatIonal posItIOn withIn the electrIc Industry The ExecutIve
COmmIttee provIdes a central body to coordInate and oversee the work reqUIred to fully develop
and Implement Market Rules

MARKET RULES

If the governance structure IS the decIsIOn makIng framework, then the Market Rules are the
commercIal and operatIng terms of the GEMA Market Rules Incorporate the processes and
procedures for schedulIng and dIspatchIng electncIty, determInIng the pnce paId to generators
and the pnce paId by wholesale consumers for electrIcity, prepanng InVOICeS, collectIng and
dISburSIng funds and dISSemInatIng Informatlon to the members Market Rules also delIneate the
treatment of the other servIces proposed to be proVIded through the wholesale market such as
tranSmISSIOn servIces and system secunty servIces

SCHEDULING AND DISPATCH

SchedulIng and dIspatchIng of electnclty IS currently the responSIbIlIty of the DIspatch LIcensee
and It IS enVISIOned to remaIn theIr responSIbIlIty under the Market Rules The Market Rules,
however, should be deSIgned to add transparency to the schedulIng and dIspatch processes
Market members WIll have responSIbIlIty for proVIdIng InfOrmatIOn to the DIspatcher regardIng
theIr generatIng capabIlItIes and theIr load curtaIlment capabIlItIes It IS Important to recognIze
the commUnICatIOn and InfOrmatIOnal technology aVaIlable to the Market Members when
deSIgnIng the InfOrmatIOn flows between the DIspatcher and the Market Members

The DIspatcher IS responSIble for ISSUIng InstructIOns to the generatIng facIlltles In accordance
WIth the declSlon makIng authonty outlIned In the Market Rules Market Members should have
an oblIgatIOn to follow the Instructlons receIved from the DIspatcher After the fact, the Market
Members could dIspute an Instruction Issued by the DIspatcher In whIch case the DIspatcher
would need to proVIde an explanation of theIr actIOns One of the ways changes to the Market
Rules WIll be Identified IS through thIS process of after the fact dlsputmg of dIspatch InstructIOns

PRICING

It IS proposed that the pnce of electrICIty In the wholesale market pool InItIally should be set
through an adIDlnIstered wholesale tarIff approved by the GERNC The aIm IS to develop a
SImple robust method of allocatIng costs of the varIOUS generatIng technologIes to the wholesale
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customers A more complete dIscussIOn of prIce determInatIon and the transItIon to a more
market based prICIng methodology wIll be presented In a separate paper The proposed prIce
determInatIOn methodology IS much sImpler than advanCIng unmedIately Into a wholesale
bIddIng system, and more practIcable for the short run gIven the lack of generatIon In the country
and the technologIcal lImItatIOns WIthIn the electncIty sector However, the goal of the Market
Rules work IS to deSIgn a SIngle framework for the wholesale market that WIll allow It to grow
and expand In compleXIty, faCIlItatIng the market's move Into competItlve generatIOn bIddIng
and other areas as the demand for these optlons Increases In the future

WIth regard to tranSmISSIOn servIces, It IS proposed that a contractual structure be establIshed
between the GEMA and the TranSmISSIOn LIcensee for the TranSmISSIOn LIcensee to proVIde
tranSmISSIOn capabIlIty to the Market Members ThIS contractual arrangement would consolIdate
the bIllIng and market collectIOn aCtlvitles for both wholesale market electncIty and tranSmISSIOn
servIces WhIle the TranSmISSIOn LIcensee could enact IndIVIdual contracts WIth each Market
Member, such a contractual structure would fragment the bIllIng and collectlon processes
OperatIOnal effiCIenCIes are gaIned by combInIng the bIllIng and collectlon procedures for all
common servIces The tranSmISSIOn tanff, reVIewed and approved by the GERNC, wIll form the
basIS for payment for tranSmISSIOn servIces Market Members WIll be bIlled for TranSmISSIOn
servIces by the Settlement Manager and the Market Funds Manager wIll collect the funds and
dIsburse them to the TranSmISSIOn LIcensee The detaIls of the proposed tranSmISSIOn tarIff wIll
be presented In the separate prIce determInatIOn paper mentloned above

There are a number of servIces that are reqUIred by the DIspatcher to ensure system stabIlIty
These Include reserves, reactIve support, frequency control, and black start capabIlIty
TradItIOnally the costs for these servIces have been bundled In WIth the cost of electncIty
SeparatIng these servIces from the cost of electncIty adds transparency and enhances the
pOSSIbIlIty of alternatIve sources for the provlSlon of these servIces WhIle the proposed InItlal
wholesale prIce determInatIOn does not separately Identify these servIces, It IS clearly a goal of
future pnce determInation methodologIes

The Market Members WIll engage a number of ServIce ProVIders to operate the wholesale
market, to determIne the wholesale market transactlons, and to collect and dIsburse funds related
to those wholesale market transactIons ServIce PrOVIders mclude the SchedulerlDIspatcher, the
Settlement Manager, and the Market Funds Manager The Market Rules WIll delIneate the
operatIOnal and declSlon makIng responsibIlItleS of each of the ServIce ProVIders

The ServIce ProVIders WIll be III a pOSItiOn to momtor the operatIon of the wholesale market and
to alert the Market Members when mOdIficatIons appear to be warranted WhIle these ServIce
PrOVIders perform a valuable momtonng functIOn, they themselves are not responSIble for
modIfyIng the GEMA or the Market Rules The Market Members retaIn responSIbIlIty for
reVIeWIng the ServIce ProVIder's recommendatlons and modIfyIng the GEMA or the Market
Rules
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MARKET MEMBERS

GeneratIon LIcensee

It IS recogmzed that GeneratIOn has the potentIal to be the most competItIve area WIthIn the
electncIty market The wholesale market structure wIll be Influenced by the structural desIgn
chosen for the GeneratIOn sector As the structural desIgn of the GeneratIon sector evolves, the
market rules wIll lIkeWIse need to evolve OptImal market rules would lImIt the opportumty for
the abuse of market power, ensure least cost generatIon through econOmIC dIspatch and proVIde
InCentIves for generatIOn to reduce costs and Increase operatIOnal effICIenCIes

There are some basIC Inter-relatIonshIps between the GeneratIon sector and the other sectors of
the wholesale market that WIll remain constant regardless of the structure of GeneratIon

~ GeneratIon LIcensees WIll be responsIble to proVIde InfonnatIon to the DIspatcher WIth
regard to generatIng quantIty, future aVailabIlIty and assocIated costs for each generatIng
umt or hydro based system The DIspatcher WIll Issue dIspatch InstructIOns to the
GeneratIOn LIcensees for the generatIng umts under theIr control and the GeneratIon
LIcensee WIll be oblIged to follow those dIspatch InstructIOns The frequency and detail of
the InfOnnatIOn flow between Generation LIcensees and the DIspatcher WIll be speCIfied
In the Market Rules

GeneratIOn LIcensees wIll be responsIble to proVIde metenng InfOnnatIOn from each of
theIr generatIng umts or hydro based systems to the Settlements Manager They WIll also
need to proVIde InfonnatIon concernIng theIr IndIVIdual contracts that are outSIde the
wholesale market pool to the Settlement Manager such that the Settlement Manager can
determIne the amount of electrIcity the GeneratIon LIcensee sold through the wholesale
market pool Pnor to InVOICIng, the GeneratIon LIcensee WIll be responsIble for venfyIng
with the Settlement Manager the payments that WIll be due to them for that settlement
penod IncludIng any offsets owed by them for ServIce ProVIder fees

GeneratIon LIcensees WIll receIve payment for wholesale market pool transactIOns and
any separately IdentIfied system servIces from the Market Funds Manager

GeneratIon LIcensees WIll be responsIble for InVOICIng and reCeIVIng payment for any
mdividual dIrect contract from the contractmg party

DIstrIbutIOn LIcensee, DIrect Consumers

WIthIn GeorgIa there are 66 mumcipal dIstnbutIOn companIes, not IncludIng AbkhazIa and
OssettIa There have been a number of proposals to group these dIstnbutIOn compames In order
to faCIlItate commerCIal functIomng, attract Investment and allow for appropnate regulatIOn of
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the dlstnbutIOn sector DlstnbutIOn Licensees, as currently formed, are responsible for both the
distribution network (the wire business) and the retaIling of electncIty (the supply business)
Optimal market rules would lessen the effect of pnce volatilIty, and provide adequate
information on which to base commercial deCISIOns such as consumptIOn, contracting and new
Investment decIsions

There are some basIc inter-relationships between the dlstnbutlon sector and the other sectors of
the wholesale market that Will remaIn constant regardless of the number of DlstnbutIOn
Licensees

~ DlstnbutIon Licensees and Direct Consumers Will be responsible to prOVide information
regarding load projectIOns and demand Side curtailment schemes to the Dispatcher
InItially the Dispatcher may develop a load forecast that IS not totally dependent on the
information proVided from the Dlstnbutlon Licensee but rather Incorporates the
information received

DlstnbutIOn Licensees and Direct Consumers Will be responsible for prOVIding metenng
infOrmatIon to the Settlement Manager They wIll also need to proVIde infOrmatIOn
concerning theIr indiVIdual contracts that are outSIde the wholesale market pool to the
Settlement Manager such that the Settlement Manager can determIne the amount of
electncity the DlstnbutIOn LIcensee or Direct Consumer purchased through the wholesale
market pool Pnor to inVOICing, the DIstnbutIOn Licensee or DIrect Consumer wIll be
responsIble for venfyIng WIth the Settlement Manager the payments that WIll be owed
from them for that settlement penod including any payments owed by them for ServIce
ProVider fees

DIstrIbutIOn LIcensees and DIrect consumer wIll pay the Market Funds Manager for
wholesale market pool transactions, separately IdentIfied system servIces, transnussIOn
servIces contracted from the Transnussion LIcensee and ServIce ProVIder fees

DIstnbutIon LIcensees and DIrect Consumers WIll pay the contracting party for any
mdividual contract transactions

ImportlExport Traders

The GeorgIan power system mterconnects WIth Turkey, RUSSIa, Azerbaijan and Armema Small
amounts of energy are currently bemg traded and It IS pOSSIble that Imports could mcrease as
commerCIal relatIOns are establIshed between these countnes Absent a regIonal wholesale
market, It IS very lIkely that the pnce determinatIOn methodology for each country Will vary
Imports Into the GeorgIan system are eqUIvalent to another GeneratIOn source and lIkeWIse,
exports out of the GeorgIan system are eqUIvalent to another DIrect Consumer It IS not practIcal
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or recommended that the foreIgn tradmg entItIes become Market Members and be bound by the
rules and COndItIonS of the GEMA However, the Imports and exports are clearly part of the
Interconnected system and wIll be reCeIVIng benefits from that InterconnectIOn

In order to faIrly treat Imports and exports wlthm the GeorgIan wholesale market It IS
recommended that a Trader posItIon be created Traders must be regIstered as GeorgIan entItIes
and WIll be responsIble for tradmg Imports and/or exports wIthm the wholesale market I It IS
recommended that for the sake of transparency the Trader category should be mdependent of the
other Market Members SImIlarly, to aVOId a conflIct of mterest, the Trader category should be
mdependent of the ServIce ProVIders The DIspatcher WIll facIlItate Imports and exports,
however, It would be mappropnate for the DIspatcher to negotIate contract terms or take on the
other finanCIal responsIbIlItIeS mvolved m the Import and export of electnclty

As regIstered GeorgIan entItles, all electncIty Traders would be Market Members and bound by
the terms and condItIOns of the GEMA and the applIcable lIcenses LIke other Market Members,
the ImportlExport Traders would be free to enter mto mdlvldual contracts WIth other partIes
withm GeorgIa as well as partICIpate m the wholesale market pool

The finanCIal structure of the ImportJExport Trader category WIll need to be eXamIned as the
wholesale market tranSItIons from an admInIstered pnce to a market determIned pnce

SERVICE PROVIDERS

The category of ServIce ProVIders mcludes the entItIes that facIlItate the operatIOn of the
wholesale electrICIty market, such as the SchedulerlDlspatcher, the Settlement Manager and the
Market Funds Manager

DIspatcher

To the extent pOSSIble the proposed responSIbIlItIeS for the DIspatch functIon WIll be deSIgned to
allow the development of a market that ultImately IS able to detefffilne both short term operatIOns
and long tenn mvestments whIle assessmg the trade off between relIabIlIty and cost ThIS means
that as a general pnnclple the Market Rules WIll allow Market Members to make theIr own
commerCIal Judgments and busmess deCISIOn and that the DIspatcher's role m makmg declSlon
on behalf of the Market Members WIll be mInImIZed

The DIspatcher IS responsIble for managmg the moment to moment balancmg of supply and
demand whIle ensunng that system secunty IS mamtamed The DIspatcher can be VIewed as
"makmg" the wholesale market as It IS the DIspatcher who WIll determme the generatmg umts
that operate and the wholesale customers that are served The DIspatcher also has declSlon
makIng responsibilIty over events wlthm a tIme penod other than real-tIme Dunng the transItion
penod of the wholesale electncIty market the DIspatcher may need to have greater
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responsIbIlItIes out farther In tIme to ensure system secunty and relIabIlIty NotwIthstandIng the
need for system secunty these addItIOnal responSIbIlIties should be vIewed as a transItIon feature
The DIspatcher wIll be reqUIred to make hIS deCISIon makIng process transparent and to
maxImIze the InfOrmatIon flow to Market Members, thus permIttmg them to begIn to establIsh
commerCIal Judgment processes

Settlement Manager

After the fact, the Settlement Manager IS responSIble for the settlement of wholesale market
transactIOns ThIS mvolves the collectIOn and verIficatIOn of meterIng InfOrmatIOn, the
determInatIOn of a wholesale market pool prIce and the productIOn of mVOIces for the Market
Members AddItIOnally the Settlement Manager IS responSIble for the InVOICIng of system
securIty servIces, when those servIces are un-bundled and prIced separately from electncIty
supply, and for the InVOICIng of tranSmISSIOn servIces proVIded by the TranSmISSIOn LIcensee

The Settlement Manager determInes, based on the pncmg formula developed In the Market
Rules, the prIce for wholesale market pool transactIOns IIlltIally It IS proposed that the prIce for
wholesale market transactIOns be an admIIllstered prIce based on the cost of servIce from each
generatIng source Over tIme WIth the IntroductIon of a competItIve generatIng bIddIng system
the task of prIce determInatIOn WIll Increase m compleXIty

In support of the Settlement Manager's InVOICIng role, the Settlement Manager IS responSIble for
developIng and mamtaInIng a MeterIng Standard that WIll outlme the deSIgn, InstallatIOn and
operatIonal standards for meters, meter readmg procedures and meter database adIDlIllstratIOn
The TranSmISSIOn LIcensee IS responSIble for InstallIng and maIntaInmg the meters at the entry
and eXIt pOInts on the tranSmISSIOn system and the DIstnbutIOn LIcensee IS responSIble for
InstallIng and maIntaInIng meters at the Interface pOInts to theIr dIstnbutIOn network

SpeCIfic functIOns of the Settlement Manager are

~ Collects and venfies metenng data from Market Members and the TranSmISSIOn LIcensee

• DetermIne total amount of electncIty supplIed from and to each Market Member

~ DetermIne tranSmISSIOn losses and asSIgn those losses to the appropnate DIstnbutIOn
LIcensee, DIrect Consumer and/or Trader

Detenrune the wholesale market pool transactIons for each Market Member by
subtractIng the mdIvIdual contract amounts takIng account of transmISSIOn losses

Detemune pnce paId to and pnce paId by each Market Member for wholesale market
pool transactIons

Hagler BaIlly, Inc
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ReceIve mformatIOn from DIspatcher regardmg system secunty servIces provIded m
bIllmg penod

.. Prepare and submIt to Market Members an mVOIce detaIlmg wholesale market pool
transactIOns, system secunty payments or charges and tranSmISSIOn servIce payments

.. ProvIde mVOIce mformation to the Market Funds Manager

Market Funds Manager

The Market Funds Manager IS responsIble for the collectIOn and the dIsbursement of funds
related to the wholesale market actIVItieS mcludmg tranSmISSIOn The Market Funds Manager
WIll not collect or dIsburse funds related to the mdividual contracts between wholesale market
partIes

Non-payment or partIal payment of an mVOIce by a Market Member wIll prevent the Market
Funds Manager from makIng a full dIsbursement The Market Rules wIll detaIl the procedures
that the Market Funds Manager IS to follow m the event of non-payment or partIal payment The
Market Members, rather than the Market Funds Manager, WIll be hable under the terms of the
Market Members Agreement for any payment default by another Market Member

SpeCIfic functIOns of the Market Funds Manager are

• ReceIve mVOIce mformatIon regardmg wholesale market pool transactIOns, system
secunty servIces and tranSmISSIOn servIces from Settlements Manager

ReceIve mformatIOn regardmg ServIce ProVIder fees from the DIspatcher and Settlement
Manager

Collect funds from DIstnbutIOn LIcensees, DIrect Consumers and the Export Traders for
wholesale market pool transactIOns, system secunty servIces, transmIssIon servIces and
ServIce ProVIder fees

DIsburse funds to Generator LIcensees and the Import Traders for wholesale market pool
transactIOns and system secunty servIce provlSlon less any ServIce PrOVIder fees

DIsburse funds to the DIspatcher, Settlement Manager, and Market Funds Manager for
servIces proVIded to the Market Members

Hagler BaIlly Inc
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REGULATORY ENTITIES

Regulatory entItles Include the GeorgIan ElectrICIty Regulatory NatIOnal ComnussIOn (GERNC),
the MInIStry of Energy and the Standards Laboratory These bodIes regulate the commercIal and
technIcal aspects of the wholesale electnclty market

The wholesale electncIty tarIffs for sales and purchases through the wholesale market are
embodIed In the GEMA GERNC wIll need to approve the InItIal agreement and all subsequent
modIficatIOns The Market Members retaIn pnmary responSIbIlIty for mOnItonng the operatIon of
the wholesale market and the Market Members' and ServIce PrOVIders' complIance WIth the
rules Market members are also responSIble for InItIatIng addItIOnS or changes to the governance
structure or the market rules In lIne WIth a lIght-handed regulatory regIme and a competItIve
wholesale electnclty market, GERNC wIll be appraIsed by the ServIce ProVIders on behalf of the
Market Members of key operatIOnal and commerCIal aspects of the wholesale market such as
collectIOns It IS recommended that the GERNC be able to recommend modIficatIons to the
GEMA but not have the authonty to order speCIfic modIficatIons to the agreement

As the structure of the wholesale market IS clanfied and the Market Rules are developed attentIon
should be paId to the speCIfic LIcense reqUIrements for GeneratIon, DlstnbutIOn and DIspatch
lIcensees A reqUIrement that those partIes must be members of the GEMA WIll need to be added
as a lIcense condItIon A new lIcense may also need to be developed to account for the
reqUIrements placed on the Irnport/Export Trader category

Hagler BaIlly Inc
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER No.4:
THE INTER-RELATIONSHIP BETWEEN REGULATORY, TECHNICAL,

AND COMMERCIAL STANDARDS

As part of the senes of prelnmnary posItIOn papers laymg the foundatIon for the GeorgIan Market
Rules, tlus paper wIll dIscuss the basIC mter-relatIonslups between, and the development of, the
regulatory, technIcal, and commercIal standards WhICh wIll govern the transactIons and
operatIons of the new GeorgIan wholesale electncity market The standards establIshed under
these three areas are mutually dependent upon each other and, therefore, must be crafted so that
they functIon m harmony ThIs IS not a sImple task smce there are eXIStIng techrucal and legal
constraInts determImng how much certaIn aspect of the wholesale market can be changed
Keepmg these ImutatIons m mmd, thIs paper proposes a strategy for acluevmg the major goals of
the Market Rules task, whIle ensunng that the regulatory, technIcal, and commercIal standards
wIll functIon together at the conclusIon of the process

Before descnbmg the approach to be employed m the development of the Market Rules, It IS
necessary to prOVIde a bnef descnptlOn of the role each area of standards plays m the wholesale
market The techmcal standards, contaIned WIthIn the gnd code, control the operatIon of the gnd
network The techrucal standards speCIfy the qUalIty of supply, 1 e, the frequency and voltage
levels, the connectIon reqUIrements, the operatIonal metenng and commumcation standards, and
the coordInatIon of maIntenance EXIStIng operatIonal procedures wIll need to be revIewed and
re-wntten where necessary and new procedures wIll need to be developed such that the techmcal
standards balance WIth the market framework The regulatory standards speCIfy and enforce the
hcensmg reqUIrements for all the wholesale market members and prOVIde checks and balances
over the entIre system by estabhslung reportIng and other momtonng reqUIrements GeorgIa has
already adopted a progreSSIve regulatory legal framework wluch should work well to support the
development of a competItIve wholesale electnclty market Fmally, the commercIal standards
govern the manner and process of conductmg electncity sales, settlements, and payments It IS m
thIS final area, commercIal standards, where the bulk of the changes wIll need to be made to
create a VIable wholesale electncity market

Hagler Badly, Inc
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The market rules process w111 pnmanly focus on developmg a set of commercial standards that
w111 shape the process for conductmg electnclty transactions, creating the actual market and
market procedures The commercIal standards are the heart of the wholesale market Since they

-define the actual market framework, determIne the amount and level of competition, establIsh the
number of market members, institute governance procedures, and create a process for the
settlement of dIsputes

The goals of the market rules task are to 1) create a viable, cOmpetitIve, and economIcally
efficient wholesale electrICIty market that WIll 2) accommodate dIrect contracts, but 3) maintain
the unIfied structure of the system and 4) promote future mvestment m the power system In
order to achIeve these goals It IS necessary to begm the process by first definIng the commerCIal
standards and then adjust the technIcal and regulatory standards to support the commerCIal
framework of the market The creatIon of the commerCIal standards must, of course, account for
the phYSICal, technIcal and legal realItIes of the country, but the development of the commerCIal
framework for the market should not be dIctated by these eXIstmg COndItIOnS

The market rules work over the next few months w111 develop an InItial set of commercial
standards for the wholesale market and a tranSItIon plan for advancmg the market desIgn as the
technIcal and commerCIal capabIlIty of the market members advances Once these mitIal
standards have been developed and approved, the correspondmg changes to the regulatory and
technIcal standards WIll be IdentIfied and addressed
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GEORGIAN POWER SECTOR

MARKET RULES POSITION PAPER NO.5:
PRIcING METHODOLOGY TRANSITION PLAN

ThIS posItIOn paper WIll descnbe the mitial wholesale market pnce detennmatIOn
methodology that IS recommended to work m conjUnctIOn wIth the establIshment of a
multI-party agreement between market partICIpants ThIs paper wIll further outlme the
transItIOnal steps to move to a more competltlve wholesale electnclty market, focusmg on
the changes m the pnce determmatlon methodology DIScussIon of the multl-party
agreement IS contamed m posItIon paper #3, Wholesale Market Members

One goal of the electnclty market refonn IS to create a wholesale electnclty market that
allows mvestment and consumptlon decIsIons to be determIned through the commercial,
competltlve mteractlon of producers and consumers For thIs goal to be realIsed the pnce of
electnclty should be allowed to change m response to the changes m the supply and demand
SItuatIOn Benefits are gamed 10 two ways, through more efficIent consumptIon decIsIons
and through better mvestment decIsIons By allowmg the pnce to change, the wholesale
market SIgnalS the value of electnclty relatlve to other sources of energy as well as the
relatIve value of electnclty consumptlon at vanous tImes of the day or tlmes dunng the
year Changmg pnces also SIgnal the value and potentIal profitabIlIty of producmg
addItIOnal electnclty at vanous tImes

TradItIOnally, the pnce of electncity has been regulated on a cost of servIce plus rate of
return basIS to protect the mterests of the captIve end users from possIble unregulated
monopolIstIc pncmg abuse When pnces are fixed for a penod of tlme to protect the end
user those pnces faIled to SIgnal the relatlve value, scarcIty or margmal cost of producmg
and consummg electncity Such a pncmg methodology falls to provIde strong mcentlves for
effiCIency m the supply of electnclty and encourages mappropnate consumptIOn durmg
tImes of scarCIty

So why are we recommendmg a regulated cost of servIce plus rate of return pncmg
methodology as the InItlal phase of the wholesale market m GeorgIa?

In some countnes the wholesale market establIshes hourly, or even half-hourly pnces based
on margmal cost offenngs by electncIty supplIers Settlements and blllmg are also
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~ GeneratIon lIcensees, and

~ Import Trader lIcensees, whIch represent the GeorgIan Interface for foreIgn sellers

REGULATED COST OF SERVICE PRICE METHODOLOGYPHASE I

In order to successfully develop a competItIve wholesale electncIty market based on free
market pnncIples, the current wholesale market should evolve through several steps, or
phases, of development The InItIal phase of the wholesale market development process IS
deSIgned to educate the wholesale market members In basIC commercIal practIces such as
contractmg, marketIng, corporate control, fiscal control and accountabIlIty, and cost-based
as well as competItIve pncIng At the same tIme, the mItIal phases of the market wIll work
to ensure suffiCIent and relIable cash flow to wholesale market members to stabIlIse the
finanCIal condItIons WIthIn the Industry Revenue stabIlIty WIll place wholesale market
members In the pOSItIOn to procure and Install the necessary technology (commUnICatIons,
computers, hourly meters) to move towards a more sophIstIcated market model

ealCtllated-on-a- correspondIng hourly or half-hourlY OasIS Tnese are sopJ:ustIcated market
models WhICh determme optImal pnces WIth detaIled precIsIon They reqUIre the eXIstence
of many market-based concepts and InStltutIOns as well as a stable financIal system and an
advanced level of operatIons, technology and commUnICatIons GIven the lack of a market
based econOmIC tradItIon In GeorgIa, the rudImentary managenal, technIcal, InfOrmatIon,
and commUnIcatIon systems In the eXIStIng power sector enterpnses, and the payments and
related financIal problems In the electncIty supply Industry, a sudden leap to a
sOphIstIcated, technology laden wholesale market model IS not feasIble For thIS reason a
gradual transItIon to a market-based wholesale pool IS recommended

Phase I presumes the pnor establIshment of a multI-party agreement between the market
partICIpants and the ImplementatIon of a rudImentary wholesale pool, neIther of whIch
currently eXIst In GeorgIa It WIll be essentIal to develop a well understood and transparent
wholesale settlement and collectIOn process pnor to the begInnIng of Phase I EXIStIng
metenng, commUnICatIOns and dIspatch systems, whIle sUb-optImal, could be used In the
early stage of Phase I

Wholesale SupplIers wIll Include

Wholesale SupplIers wIll receIve compensatIon for aVaIlable capaCIty and actual electncIty
productIon System secunty servIces, also known as ancIllary servIces, wIll not be
unbundled from capacIty and energy and separately compensated Rather, the cost of
proVIdIng system secunty servIces WIll be factored Into the overall cost of servIce
calculatIon for each 2eneratInQ' factlltv_ Q ~ ---- J

i
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Market Rules Posltlon Paper Pncmg Methodology TransItIon Plan ~ Draft Report .. 3

AvaIlable capacIty WIll be defined as the demonstrated capablltty of the generatmg facIlIty
to produce electrIcIty absent a shortage of fuel, or 10 the case of the hydro plants, water The
aVaIlable capacIty wIll be recorded, by the generatmg plant personnel, on an hourly baSIS A
monthly average aVaIlable capacIty WIll be detenrnned from the average of all the hourly
capacIty values and the rollIng average of the precedmg eleven months The aVaIlable
capacIty payment WIll provIde an mcentlve for a Wholesale SupplIer to maIntaIn Its
generatmg faCIlItIes, albeIt not as strong an mcentlve as WIll be aVaIlable 10 later pnce
phases Each generatmg faCIlIty or, 10 the case of small hydro, generatlng group WIll receIve
a payment for electnclty that reflects the specIfic rate of return on assets for that faCIlIty or
group Import Traders wIll receIve a payment that reflects the capacIty payment terms of
theIr contract WIth the foreIgn entIty

Actual electncIty productlon WIll eIther be metered at the tranSmISSIOn entry pomt or WIll
reflect the productIon amount less the amount of electnclty used by the generatmg faCIlIty
for ItS own purposes, 1 e , statIon servIce Each generatmg faCIlIty or, 10 the case of small
hydro, generatmg group WIll receIve a payment for eleCtrICIty that reflects the specIfic cost
of servIce for that facIlIty or group tImes the actual productIon 10 the month Import Traders
WIll receIve a payment for electncIty that IS based on the contractual energy rate tImes the
metered amount of electncIty receIved at the GeorgIan mterface

The settlement for aVaIlable capacIty and actual productIon WIll be on a monthly basIS The
Wholesale SupplIer WIll be responsIble for provldmg mformauon to the Settlement
Manager regardmg the Monthly AvaIlable CapacIty and daIly meter readmgs for the
electncIty produced 10 that month

Wholesale Customers WIll mclude

~ Customers, usually large mdustnal faCIlItIes, who are dIrectly connected the hIgh
voltage gnd and do not receIve electnclty from DIstrIbutIon LIcensees,

DlstnbutIon lIcensees, mcludmg enterpnses WIth local government ownershIp, Jomt
stock companIes WIth pnvate ownershIp, and Jomt stock companIes WIth a mIxture
of local government and pnvate ownershIp, and

Export Trader lIcensees, whIch wIll represent the GeorgIan Interface for foreIgn
buyers

Wholesale Customers who purchase capacIty and energy from the pool dunng the month
WIll be bIlled, by the Settlements Manager, for theIr purchases plus an allocated amount of
the total energy losses for the month The amount of energy purchased from the pool wIll be
the metered consumptIOn for that Wholesale Customer less the energy loss adjusted amount
of electncIty purchased under a dIrect contract

Hagler BaIlly Inc
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For Phase I. It WIll be assumed that a Wholesale Customer's oblIgatIon to supply WIll be
fulfilled though the purchase of a pro-rata share of the total Monthly AVaIlable CapacIty A
Wholesale Customer's charges for ItS share of the total Monthly AVaIlable CapacIty WIll be
based on the ratIo of that Wholesale Customer's yearly peak usage versus the non
cOIncIdent yearly peak usage of all Wholesale Customers

Charges for electnclty consumed dunng a month wIll be based on the total pool cost of
electncIty supply for that month dIVIded by the total electncIty sold to the wholesale pool,
effectIvely a monthly pool pnce expressed as $/kWh The monthly pool pnce WIll be
multIplIed by the Wholesale Customer's actual metered consumptIon less an adjustment for
the amount of electncIty purchased under dIrect contracts plus an allocatIOn of the energy
losses Energy losses are the dIfference between the total metered amount of electrIcIty
produced and the metered amount of electncIty consumed

In addItIOn to the charges for capaCIty and energy, a Wholesale Customer WIll also pay for
tranSmISSIon servIce as establIshed In the tranSmISSIOn tanff and for pool servIces as
establIshed In the Market Members Agreement The pool servIces fee WIll cover the cost of
provldmg schedulmg, dIspatch, settlement and collectlon servIces to the Wholesale
Customers

The InCentIve for Wholesale Customers and Wholesale Supphers to enter mto dIrect
contracts dunng thIs phase WIll be Influence by the structure of the retaIl tanff adopted
durmg thIS phase If the retaIl tanff allows for a full pass through of capaCIty and energy
purchase costs there wIll be lIttle to no InCentIve for partIes to contract outSIde the pool If,
however, the retaIl tanff sets a pnce cap on capacIty and energy purchase costs there WIll be
some InCentIve for Wholesale Customers to contract WIth Wholesale Supphers whose
productIOn costs are lower than the average pool pnce Wholesale SupplIers should be
econOmIcally mdIfferent to sellmg theIr productIon under dIrect contract or sellIng theIr
productIOn to the pool

Currently, the GERNC has placed a lImIt on the amount of electnclty that can be sold
through dIrect contracts to between 10% and 20% dependIng on the yearly level of
productIOn of an mdIvIdual GeneratIon lIcensee Dunng Phase I when the monthly pool
pnce IS a regulated average pnce, these lImIts WIll prevent low cost Generators from bemg
captured by a partIcular Wholesale Customer and thus dnvIng the average pool prIce up for
all other Wholesale Customers It IS recommended that the dIrect contract luruts remaIn In
place untIl the energy sector IS ready to move to Phase IT of the wholesale prICIng path
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SETTLEMENT AND BILLING PROCEDURES

At the end of each month the Settlement Manager will collect mformatlOn from Wholesale
SupplIers and Wholesale Customers to aId m the preparatIOn of the bills Wholesale
SupplIers Will proVide theIr Monthly AVailable Capacity amount and their total metered
productIOn for each generatmg faCIlIty Wholesale SupplIers Will also provide theIr per umt
cost of productIon ($/kWh) that IS wlthm the bands establIshed by the GERNC Wholesale
customers WIll prOVide the Settlement Manager With their total monthly metered
consumptIon Both Wholesale SupplIers and Wholesale Customers Will proVIde
InformatIOn regardIng the amount of electnclty purchased under a direct contract dunng the
month

The Settlement Manager WIll calculate

~ the Monthly AVaIlable Capacity payments based on the mformatlOn supplIed by
Wholesale SupplIers and the rate establIshed by the GERNC,

the Monthly AVaIlable Capacity charges based on the total Monthly AVaIlable
Capacity payments and Wholesale Customer's hlstonc peak usage versus the
hIstone non-comcIdental peak usage of all the Wholesale Customers

the monthly wholesale pool pnce from the productIon and cost InfOrmatIOn supplIed
by all the Wholesale SupplIers,

the total energy losses for the month by reference to the productIOn and
consumptIOn mformatIOn supplIed by Wholesale SupplIers and Wholesale
Customers,

the energy loss adjusted amount of electnclty each Wholesale Customer purchased
under a dIrect contract dunng the month, and

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
from the pool dunng the month

The Settlement Manager wIll produce a bIll for each Wholesale Customer that WIll detaIl
the charges for capaCIty, electnctty, transnussIOn servIces and pool servIces AppendIX 1
prOVIdes a SImple IllustratIon of the settlement procedure dunng Phase I

Although the Settlement Manager IS responsIble for determmmg the bIllmg and payments
for each wholesale market partICIpant, It IS recommended that a separate Market Funds
Manager be responsible for reCeIVIng payments from the Wholesale Customers and
dISburSIng payments to the Wholesale SupplIers
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REGULATION

In order to rmtIgate the pOSSIbIlIty of rate shock to the end use customers as the result of
IntrodUCIng market reform, It IS recommended that the InItIal wholesale pool pnce
detenrunatlOn methodology embodIed In the Market Members Agreement follow a cost
based model whIch WIll be approved and regulated by GERNC As a lIcense reqUIrement at
the start of Phase I of the wholesale market, Wholesale SupplIers WIll be reqUIred to submIt
the cost of servIce data for each of theIr UnIts, or contracts In the case of Import Traders, to
GERNC

GERNC wIll use thIS data to establIsh the InItIal cost of servIce tanffs for each generatIon
UnIt or contract The tarIff methodology WIll establIsh a band wIthm whIch the IndIVIdual
generatIon tarIff can fluctuate as a means of accountIng for changes In fuel and other
varIable costs WIthout contInuous regulatory InterventIon If the cost of servIce exceeds the
parameters of the tarIff band, then the Wholesale SupplIer can request a rate Increase from
the GERNC The Wholesale SupplIer WIll be reqUIred to resubrmt Its cost of servIce data
and to prove Just cause for the requested Increase

A regulated cost of servIce tarIff wIll be establIshed for each generatIng faclbty or contract
above 10 MW For small hydro statIons In the GeorgIan wholesale market, a group cost of
servIce tanff WIll be establIshed based on the costs of a select number of representatIve
statIons ThIS group cost of servIce tanff WIll then be appbed to all small hydro Generators
However, If a hydro statIon bebeves that It should receIve a dIfferent tanff It can request a
rate reVIew and subrmt the appropnate cost data to GERNC that WIll serve to JustIfy a
separate tanff

NEXT PHASE

The cost of servIce approach to wholesale pool pncIng IS recommended dUrIng Phase I to
ensure that all Wholesale SupplIers InItIally have the funds to cover theIr costs of operatIon
as well as theIr cost of capItal In addItIOn, by establIshIng a robust cost based methodology
the Wholesale Suppbers wIll be encouragt'd to begIn ImplementIng real cost accountIng
standards WIthIn theIr bUSInesses ThIS wIll enable the Wholesale Suppbers to gaIn a better
understandIng of theIr actual bUSIness costs, a cntIcal step for entenng Phase IT In whIch
Wholesale SupplIers wIll offer theIr UnIts accordIng to margInal cost calculatIons

Wholesale Customers WIll also be developIng skIlls to support the movement to a more
open market Power purchase costs from the wholesale pool wIll vary each month and the
DIstrIbutIon LIcensees wIll need to develop tools and technIques that allow them to forecast
those vanations and develop appropnate retml tarIffs
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Before the wholesale market IS able to move to Phase II, It IS recommended that the mdustry
operate under the Phase I condItIons for a penod of tIme (2-3 years) to allow partICIpants to
adjust to the new market concepts and procedures and to buIld up the technologIcal
capabIlItIeS needed to progress to the next step ThIS WIll reqUIre sIgmficant mvestments m
hourly metenng, commumcatIons, computers, and other management mformatIOn systems
Durmg thIS penod the low payment levels and other finanCIal problems plagumg the
mdustry must be successfully resolved 10 order to make the move to a more commercIal
market feasIble It IS recommended that market performance targets be set specIfymg
collectIOns levels and other key benchmarks that must be met before the tranSItIOn to Phase
II can begm However, the market must not be allowed to stall dunng Phase I

Once the market has Implemented the proper technologIcal reqUIrements (1 e ,
commumcatIOns and metermg) and certam market performance benchmarks have been
achIeved, the wholesale market wIll transItIon to Phase II - ImplementatIon of a wholesale
spot market

PHASE II ADMINISTERED PRICE METHODOLOGY

In Phase II, the wholesale pncmg methodology departs from the fully regulated wholesale
market of Phase I, and mtroduces more mformation 10 the pnce SIgnal In Phase I the pnces
seen by the Wholesale Customers were an average rather than a margmal pnce and there
was no mformatIon contamed 10 the pnce that would mdicate to the customer the relatIve
value of electncity at any pomt m tIme In Phase II the concept of margmal pncmg WIll be
mtroduced to prOVIde consumptIon SIgnalS to the Wholesale Customers Allowmg the pnce
to vary 10 response to the supply and demand SItuatIon WIll create an mcentive for
Wholesale Customers and Wholesale SupplIers to develop finanCIal mstruments to manage
the nsk of these pnce vanatIons ProvIdmg Wholesale Consumers WIth such SIgnalS IS one
of the malO reasons for establIshmg a spot market

Wholesale SupplIers WIll contmue to mclude the same market partICIpants as m Phase I

Wholesale SupplIers WIll receIve compensatIOn for aVailable capaCIty and actual energy
productIOn As 10 Phase I, the cost of system secunty servIces WIll contmue to be bundled m
WIth the cost of energy and not compensated for separately

AVaIlable CapaCIty WIll be determmed as m Phase I, Ie, as a twelve month rollmg average
of the hourly aVaIlable capaCIty of a generatmg faCIlIty The dIfference m Phase II WIll be
that the amount of payment receIved WIll be based on the margmal cost of capaCIty for the
system rather than each mdividual generatmg facIlIty's speCIfic asset cost basIS
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The margmal cost of capacIty wllLbe an adnumstered value set each year by the GERNC
MargInal cost of capacIty IS defined as the carryIng costs for a new mcrement of generatIon.
whIch IS usually the carrymg cost of a gas-fired peakIng UnIt ASSOCIated WIth the margInal
cost of capacIty wIll be an assessment of the capacIty requIrement for the GeorgIan system
The capacIty reqUIrement wIll act as a modulator on the margmal cost of capacIty To the
extent that the total 10stalled capacIty IS less than the assessed capacIty reqUIrement, the
adm10lstered margInal cost of capacIty WIll effectIvely be 10creased LIkewIse If the
10stalled capacIty exceeds the assessed capacIty requIrement the admInIstered marg10al cost
of capacIty WIll effectIvely be decreased The adrrunIstered marg10al cost of capacIty WIll
SIgnal the profitabIlIty of new Investment 10 productlon

Actual electncIty productIon WIll stIll reflect metered productIOn less statIon servIce as 10
Phase I Settlement qUalIty hourly metenng WIll be reqUIred eIther at the tranSmISSIOn entry
pomt or at the generatIng faCIlIty Every Wholesale SupplIer that IS supplyIng electnclty to
the wholesale pool wlthm an hour WIll receIve the same calculated wholesale pool pnce for
each umt of electnclty supphed to the wholesale pool 10 that hour

In advance of real-tlme operatlons, the Wholesale SupplIers WIll 1Oform the DIspatcher of
theIr offer to supply electncIty The offer WIll conSIst of the amount of electncIty avaIlable
to be supplIed to the wholesale pool and the pnce of that electnclty In Phase II, the pnce
offers WIll be constramed to the demonstrated cost of energy productlon for each Wholesale
SupplIer The wholesale pool pnce WIll be determIned from the cost based offer of the
marg10al supplIer wlthm an hour

It could be argued that there IS no need to constram the pnce offers smce 10 a fully
competItIve market supplIers WIll be dnven to offer short run marg10al costs GeorgIa, WIth
Its lIrruted number of generat10g faCIlItIes and the dIvergent costs of those faCIlItIes, may
lack the charactenstIcs necessary for a competItIve market dunng Phase II However, It IS
stIll of benefit to Introduce a pncmg system that vanes WIth supply and demand Condltlons
albeIt In a constraIned form ThIS constramt WIll be most eVIdent dunng tImes of energy
shortages when the wholesale pool pnce IS not allowed to raIse to the level necessary to
clear the market

Wholesale Customers wIll Include the same partIes as 10 Phase I Wholesale Customers
who purchase capaCIty and energy from the pool WIll have the amount of theIr pool
purchases calculated 10 a manner sllrular to that 10 Phase I

As 10 Phase I It wIll be assumed that a Wholesale Customer's oblIgatlon to supply WIll be
fulfilled though Its purchase of a pro-rata share of the total Monthly Adnumstered CapaCIty
A wholesale Customer's charges for Its share of total Monthly Adnumstered CapaCIty WIll
be based on the ratIO of that Wholesale Customer's yearly peak usage versus the non
co1Ocldent yearly peak usage of all Wholesale Customers
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Charges for electrIcity consumed dunng a month WIll be based on the summatIOn of the
charges for each hour wIthIn that month For each hour, the calculated pool pnce WIll be
multiplIed by the Wholesale Customer's actual metered consumption adjusted for the
amount purchased under a dIrect contract for that hour plus an allocatIon of the energy
losses 10curred 10 that hour Energy losses are the dIfference between the total metered
amount of electncity produced and the metered amount of eleCtrICIty consumed

The two major dIfferences for Wholesale Customers, under Phase TI, IS that they WIll see a
marg10al cost rather than an average cost for all theIr pool energy purchases and the tIme
penod wIll shnnk from a month to an hour thus creat10g more vanatIon 10 average
wholesale pool purchase costs amongst Wholesale Customers

In addItIon to the charges for capaCIty and energy, a Wholesale Customer WIll also pay for
tranSmISSIOn servIce as establIshed 10 the tranSmISSIOn tanff and for pool servIces as
establIshed 10 the Market Members Agreement The pool servIces fee wIll cover the cost of
provId1Og schedul1Og, dIspatch, settlement and collectIOn servIces to the Wholesale
Customers

WhIlst 10 theory, the total amount of payments leVIed over a year under the Phase I pnc10g
methodology could be equal to the total amount of payments leVIed for the same perIod
under the Phase TI prIc10g methodology, the cash flow ImpltcatIons for the two pnc10g
regImes WIll create an much stronger 10centIve for contracts or other finanCIal 10struments
In other wholesale markets that have moved from an average co~t of servIce methodology
to a marg10al prIc10g methodology, "tranSitIon" contracts have been prepared, 10
consultatIOn WIth the partICIpants, to add stabIlIty to the cash flows and reduce the Impact of
the pnce volatIlIty TranSItIOn contracts often take the form of finanCIal "contract for
dIfferences" or hedges against the pool prIce It IS recommended that a set of tranSItIon
contracts be prepared Such contracts should be structured to gradually expIre over a perIod
of tIme (3 - 5 years)

SETTLEMENT AND BILLING PROCEDURES

The settlement and bIll10g function WIll be more data mtensive and complex 10 Phase TI
than m Phase I Changmg from a monthly calculatIOn of average pool pnce to an hourly
calculatIon WIll dramatically mcrease the amount of data that must be retneved, processed
and then stored On the supply SIde, determInmg the amount of funds that should be
dIsbursed to each of the Wholesale SupplIers wIll reqUIre referenc10g both the hourly pool
pnce as well as the hourly productIon 1OformatIon In Phase I the dIsbursements to
Wholesale SupplIers could be calculated WIthout reference to the monthly pool pnce smce
all payments were speCIfic to a partIcular supplIer

Hagler Badly Inc



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Market Rules PosItIon Paper Pnc10g Methodology TranSItIon Plan ~ Draft Report ~ 10

Dur10g each month the Settlement Manager wIll collect mformatton from the Wholesale
SupplIers and Wholesale Customers to atd 10 the preparatIon of the bIlls Although the
settlement penod has shorten from a month to an hour, It IS recommended that the bIllIng
penod rematn a month Chang10g the bIllIng penod and/or the blll10g lag (the tIme from
when the bIll IS rendered untIl the bIll IS due and payable) WIll Impact the cash flow pOSItIOn
of the wholesale market partIcIpants and not necessanly contrIbute any benefits to the
wholesale market To ease the burden of valldat10g and process1Og the data, however, the
Settlement Manger may request that 1OformatIon be submItted on a weekly or even datly
basIS rather than recelv10g all the data at the end of the month

Wholesale SupplIers wIll contInue to proVIde theIr Monthly AvaIlable CapacIty amount and
the hourly metered productIOn for each generat10g facIltty Wholesale Customers WIll
prOVIde the Settlement Manager WIth theIr hourly metered consumptIOn for the month Both
Wholesale SupplIers and Wholesale Customers WIll proVIde mformatton regard10g the
hourly amount of electnclty purchased under a dIrect contract dunng the month

As opposed to Phase I, 10 Phase IT the DIspatcher WIll play a VItal role 10 the pnce
deterrntnatton process The DIspatcher WIll prOVIde the Settlement Manager the hourly
marg10al cost that IS based on the offers prevIOusly receIved form the Wholesale SupplIers
and the actual dIspatch of facIltties dunng an hour

The Settlement Manager WIll calculate

~ the 10dIvidual Monthly AdmInIstered CapaCIty payments based on the avatlable
capaCIty 1Oformatton supplIed by each Wholesale Supplter and the admInIstered
marg10al cost of capaCIty rate establtshed by the GERNC,

the 10dIvIdual Monthly AdmInIstered CapaCIty charges based on the total Monthly
AdmInIstered CapaCIty payments and the Wholesale Customer's hIstone peak usage
versus the histonc non-co1Ocidental peak usage of all Wholesale Customers,

the amount of electncIty each Wholesale Supplter sold to the pool 10 each hour
based on the metered productIon 1Oformatton less the amount of electncIty sold
under a dIrect contract for the relevant hour

the total energy losses for each hour by reference to the productIOn and consumptIOn
1OformatIon supphed by Wholesale Supphers and Wholesale Customers,

the energy loss adjusted amount of electnclty each Wholesale Customer purchased
under a dIrect contract dunng each hour,
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~ the energy loss adjusted amount of eleCtrICIty each Wholesale Customer purchased
from the pool dUrIng each hour based on the metered consumptIon less the adjusted
amount of electrICIty purchased under a dIrect contract plus an allocatIOn of the total
hourly energy losses,

the monthly wholesale pool energy payment to each Wholesale SupplIer based on
the summatIon of the hourly pool prIces supplIed by the DIspatcher and adjusted
productIOn mformatIOn for the relevant hour from each Wholesale SupplIer, and

the monthly wholesale pool energy charges to each Wholesale Customer based on
the summatIon of the hourly wholesale pool charges The hourly wholesale pool
charge WIll be the Wholesale Customer's pro-rata share of the total hourly wholesale
pool energy payment

The Settlement Manager WIll produce a bIll for each Wholesale Customer that WIll detaIl
the charges for capaCIty, electrIcIty, tranSmtSSIOn servIces and pool servIces AppendIX 2
provIdes a SImple IllustratIOn of the settlement procedure for an hour

As In Phase I, It IS recommended that a separate Market Funds Manager be responsIble for
reCeIVing payments from the Wholesale Customers and dIsbursmg payments to the
Wholesale Supplters

REGULATION

In Phase I the GERNC concentrated on developmg a cost of servIce prIce, both capaCIty and
energy, for each speCIfic Wholesale Supplter One of the purposes of Phase I was to afford
the GERNC an opportUnIty to gain detail knowledge of the cost structure and basIS of each
Wholesale Supplter The emphasIS shIfts In Phase IT from developing a cost of servIce prIce
for each Wholesale SupplIer to mOnitorIng and audIting the cost offers submItted by the
Wholesale SupplIers to the DIspatcher The Wholesale Supplters WIll be responsIble for
developing appropnate cost based offers for the supply of electncIty to the wholesale pool
The GERNC wIll act as a check agent to ensure that the offer are reasonable and can be
demonstrated to be cost based

In addItIOn to the momtonng of wholesale supplIer offers, the GERNC wIll need to begm to
momtor the level and volatIlIty of the wholesale pnce

WIth regards to capacIty costs, the GERNC wIll take on the role of a central planner
through the estabhshment of the AdmtnIstered Marginal Cost of CapaCIty and the Assessed
CapaCIty ReqUIrement To develop these values the GERNC WIll need to focus on the
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market as a whole as oppose to focus on each specIfic generatIng facIlIty as was the case
dunng Phase I It IS recommended that the GERNC develop a consultatIve process wIth the
wholesale market partIcIpants whereby there IS Involvement of the market partIcIpants In
the detenrunatIOn of the system capacIty reqUIrement

As mentIOned above, It IS recommended that financIal hedge contracts be developed to
manage the potentIal volatIlIty of the pool pnce As opposed to dIrect contracts where the
ElectncIty Law gIves the GERNC the responsIbIlIty to regulate pnce and terms, the
GERNC has no JunsdIctIOn over financIal hedge contracts It IS antIcipated that dunng
Phase n dIrect contracts may be re-cast as financIal hedges In whIch case the GERNC wIll
no longer regulate the pnce and terms of those contracts

NEXT PHASE

The transItIon from Phase I to Phase n occurred when the electncIty power sector exhIbIted
the SIgnS of a robust, commercIally stable market by meetIng a number of proscnbed
benchmarks CollectIOn targets had to be met, technology and traInIng had to be acqUIred
and systems needed to be developed The transItIOn from Phase n to Phase ill WIll occur
when the structure rather than the systems of the electncIty market exhIbIts the SIgnS of
beIng able to support an open, competItIve market The structure of the electncIty market In
GeorgIa WIll lImIt what the market rules and the GERNC can accomplIsh wIth regards to a
competItIve wholesale market Pnor to ImplementIng Phase ill, the ownershIp, SIze and
dIversIty of the generatIon portIon of the power sector WIll need to be carefully eXamIned to
msure that no group or mdIvIdual Wholesale SupplIer IS able to exerCIse undue market
power

PHASE III OPEN COMPETITIVE PRICE METHODOLOGY

Phase ill extends the concept of margInal pnCIng and creates a pnce clearIng market In a
pnce clearIng market InformatIon about scarCIty IS sent through the pnces In tImes of
shortage the pnce wIll be allowed to nse to market clearIng levels so that the amount that
consumers want to buy and the amount the producers want to sell match SImIlarly In tImes
of plenty the pnce WIll be allowed to fall

The advantage of havmg a market that clears on pnce mclude

.. a ratIomng mechamsm WhICh can be lInked to the deSIred effiCIency cntena,

.. a ratIonIng mechanIsm that IS transparent and SImple,
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pnces WhICh efficIently dIrect resources among dIfferent sectors of the economy
wIthout compulSIOn, and

-- -~-- - -prices whICh transmit mfonnallon contmuously and smoodrty

The dIsadvantages of havmg a pnce clearmg market relate to

.. how qUickly pnces can adjust to reflect new states of demand, supply and
knowledge,

the extent to WhICh market power dIStOrtS the SIgnal that pnces are meant to convey,

.. the SIze of the transaction costs mvolved In establIshmg a pnce

The benefits whIch can be gamed from a pnce clearIng market, m terms of Improved
SIgnals for mvestment and consumptIon, WIll be maxlInIsed only If pnces are allowed to
respond to changes In supply and demand condItIOns

Wholesale SupplIers WIll contmue to mclude the same market partICIpants as m Phase I and
Phase II

Wholesale SupplIers WIll receIve compensatIOn for actual energy production and for system
secunty servIces they prOVIde to the wholesale pool Wholesale SupplIer wIll not receIve a
separate fixed payment as m Phase I and Phase II

As m Phase I, actual electncity producuon WIll still reflect metered productIon less statIon
servIce and settlement qualIty hourly metenng WIll be reqUired eIther at the tranSmISSIOn
entry pomt or at the generating facIlIty As m Phase II, every Wholesale SupplIer that IS
supplymg electncity to the wholesale pool withm an hour WIll receIve the same calculated
wholesale pool pnce for each umt of electncity supplIed to the wholesale pool m that hour

In advance of real-time operatIons, the Wholesale SupplIers WIll mform the DIspatcher of
their offer to supply electrICIty The offer WIll conSIst of the amount of electncity aVailable
to be supplIed to the wholesale pool and the pnce of that electnclty In Phase ill, as opposed
to the constramt Imposed m Phase II, the pnce offers Will be unconstramed and need not be
the cost of energy production for each Wholesale SupplIer Tills means that dunng times of
energy shortages Wholesale SupplIer wIll raise their pnces to reflect the lllcreased value of
electnclty and lIkeWIse dunng Urnes of energy surpluses the Wholesale SupplIers wdllower
their pnces to reflect the lower value of electncity producuon at that time The wholesale
pool pnce wIll be determmed from the value based offer of the margmal supplIer withm an
hour
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In addItIOn to reCeIVIng compensatIon for actual productIOn the Wholesale SupplIers who
provIde system securIty servIces to the wholesale pool, such as spInnIng reserve, stand-by
reserve or reactIve support, WIll receIve separate compensatK>n for those products The
costs of those servIces WIll not form part of the wholesale pool prIce but wIll be charged to
the Wholesale Customer as a separate charge

Wholesale Customers WIll Include the same partIes as In Phase I and Phase IT Wholesale
Customers who purchase energy from the pool WIll have the amount of theIr pool purchases
calculated In a manner SImIlar to that In Phase II

Charges for electncity consumed dUrIng a month WIll be based on the summatIon of the
charges for each hour WIthIn that month For each hour, the calculated pool prIce WIll be
multIplIed by the Wholesale Customer's actual metered consumptIon adjusted for the
amount purchased under a dIrect contract for that hour plus an allocatIon of the energy
losses Incurred In that hour Energy losses are the dIfference between the total metered
amount of electncIty produced and the metered amount of electnclty consumed

In addItIOn to the charges for energy, a Wholesale Customer WIll also pay for system
securIty charges Incurred by the wholesale pool, tranSmISSIOn servIce as establIshed In the
tranSmISSIOn tarIff and for pool servIces as establIshed In the Market Members Agreement
The pool servIces fee WIll cover the cost of proVIdIng schedulIng, dIspatch, settlement and
collectIOn servIces to the Wholesale Customers

The major dIfference for Wholesale SupplIers and Wholesale Customers, under Phase Ill, IS
that wholesale pool pnces WIll no longer may capped dUrIng tImes of energy shortages

Mov1Og from a quantIty clear10g market to a prIce clearIng market WIll Involve fundamental
changes 10 the pnce nsks faced by the Wholesale SupplIers and the Wholesale Customers
as there wIll no longer be centralIsed admInIstratIOn of capaCIty and wholesale pool prIces
WIll not be held at the cost of servIce and thus could nse or fall beyond that level

Wholesale Customers WIll lIkely WIsh to develop hedg10g contracts WIth Wholesale
supplIers to substantIally cover theIr expected consumptIOn Thus hedge contracts WIll
determ10e the major portIOn of monetary flows for sales and purchases 10 the wholesale
pool Although the non-contracted purchases wIth10 the wholesale pool may detenrune only
a small fractlon of the monetary flows between Wholesale SupplIers and Wholesale
Customers, thIS does not make the wholesale market any less Important or Its pnce SIgnals
any weaker The wholesale pool pnce WIll detenrune the pnce expectatIOns agamst WhICh
future hedge contracts WIll be wntten, and prOVIde strong 10centives for 10cremental supply
or load management when demand threatens to exceed supply
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If wholesale pool pnces nse to hIgh levels, a fully hedged Wholesale SupplIer wIll face
strong mcentives to produce beyond theIr contracted amount, and a fully hedged Wholesale
Customer WIll face strong mcentIves to reduce demand and sell theIr contracted but unused
energy mto the wholesale pool In short, the wholesale pool WIll provIde opportumtIes for
those partIes who have the techmcal capabIlIty and commercIal mterest to operate m the
market on a d~yiO day baSIS whIle the hedge contract mar!cet WI!! proVIde tf'le -means by
whIch Wholesale SupplIers and Wholesale Customers can protect theIr cash flows

SETTLEMENT AND BILLING PROCEDURES

The settlement process wIll be sunIlar to that used m Phase IT except there wIll no longer be
a fixed payment aspect to the process The Settlement Manager WIll calculate

.. the amount of electrIcIty each Wholesale SupplIer sold to the pool m each hour
based on the metered productIon mformatIon less the amount of electrIcIty sold
under a dIrect contract for the relevant hour,

the total energy losses for each hour by reference to the productIOn and consumptIOn
mformatIOn supplIed by Wholesale SupplIers and Wholesale Customers,

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
under a dIrect contract dunng each hour,

the energy loss adjusted amount of electncIty each Wholesale Customer purchased
from the pool dunng each hour based on the metered consumptIOn less the adjusted
amount of electncIty purchased under a dIrect contract plus an allocatIOn of the total
hourly energy losses,

the monthly wholesale pool energy payment to each Wholesale SupplIer based on
the summatIon of the hourly pool pnces supplIed by the DIspatcher and adjusted
productIOn mformatIOn for the relevant hour from each Wholesale SupplIer, and

the monthly wholesale pool energy charges to each Wholesale Customer based on
the summatIOn of the hourly wholesale pool charges The hourly wholesale pool
charge WIll be the Wholesale Customer's pro-rata share of the total hourly wholesale
pool energy payment
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REGULATION

The market momtonng role for GERNC that began m Phase II WIll contmue and expand m
Phase III GERNC wIll momtor the performance of the wholesale market to ensure the
market IS dellvenng competitIve pnces and there IS no abuse of market power by mdIvidual
Wholesale SupplIers WhIle changes to the market rules wIll undoubtedly be necessary to
correct mmor market aberratIons, senous and contmual pnce dIstortIOns m the wholesale
market wIll suggest that the underlymg structure of the mdustry needs to be refonned It
wIll be GERNC's responsIbIlIty to alert the Government of GeorgIa to any structural
defiCIenCIes m the wholesale market
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