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GOAL OF THE POLICY DOCUMENT

The goal of the document is to provide stakeholders with the necessary summarized information
about the state guidelines and priorities in an accessible form and create a vision of a transparent,
stable and predictable operating environment. The document also aims to better understand the
current situation and challenges and take the sector planning and management to a new, higher level.
In particular, the main policy directions set out in this document form the basis for the development of
new strategies and action plans.

The document must be clearly formulated and equipped with informative graphs and infographics.
The Purpose of the Policy Document

The purpose of the policy document is to form a long-term vision for the development of the energy
sector, taking into account national needs and international cooperation commitments, and to define
the main priorities for development. The vision and development priorities set out in the document
provide a framework for the development of strategic documents at the next hierarchical level, both in
the energy and other related fields, which is also a prerequisite for inter-agency coordination. The
document also aims to better understand the current situation and challenges and take the sector
planning and management to a new, higher level.

The purpose of the document is to provide international and local stakeholders with the necessary
summarized information, inform them about the state guidelines and priorities, and create for them a
transparent, stable and predictable environment.

- The importance of the document and its use by stakeholders:

o The Parliament of Georgia - to assess the purpose of legislative changes. Legislative
documents related to the energy sector or addressing energy issues must take into
account the priorities set by the Energy Policy in initiating change. The expected impact
of any such change on the energy sector must be compatible with a long-term vision.

o The Government of Georgia - priorities set by Energy Policy must be taken into account
when the government drafts other strategic documents. All sector policy decisions and
measures must be in line with the long-term vision of the sector development.

o Other public institutions working in the energy sector — the Energy Policy is a
guideline for public and private organizations working in the energy sector, and all sub-
sector plans (e.g.: 10-year Network Development Plans) must take into account the
development priorities set for the sector.

o Local and international investors and developers — the Energy Policy also plays an
important role in shaping the country's investment climate. Clear and transparent
development priorities and a long-term vision create a stable and predictable
environment that helps to increase investments.

o Donors and international organizations / partners - the document also provides a
framework for prioritizing international cooperation through communication with donors
and international partners.

o Partner countries, EU Delegation and the Energy Community - reforming the energy
sector and harmonizing it with EU principles and directives, which is one of the priority
directions of energy policy, strengthens the country's aspirations for European
integration.

Civil society, media, and other interested organizations - a publicly available Energy Policy
document is a means of communicating a vision for the development of the sector to all stakeholders,
including the media. For the media and the civil sector, it is also a means of monitoring and analyzing
ongoing processes in the sector.

INFORMATION INCLUDED INTO THE ENERGY
POLICY DOCUMENT

The Energy Policy is an all-encompassing state policy document that integrates and makes available
to stakeholders the essence of the policy pursued by the state in the energy sector, taking into
account its various sub-sectors, domestic and foreign relations, and policies pursued by the state in
other sectors.
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THE ENERGY POLICY DEVELOPMENT PROCESS
AND PROCEDURES & QUALITY AS SURANCE

“Main Directions of the Energy Policy” is an extremely important document which defines the energy
sector vision, development principles, and mechanisms for coordination with adjacent sectors. It sets
priorities in policy planning, must define the interests of stakeholders and ensure their participation in
achieving the goals of the energy sector. Proper discussion of this document with interested parties
and management bodies of those adjacent sectors is a necessary precondition for ensuring their
participation. It is therefore advisable to consult with the stakeholders and receive comments before
adopting the document. Stakeholder involvement in the discussion of the principles is important to
facilitate further communication with them (e.g., mitigate resistance to hydropower projects).

In order to form the basis for the NECP and other strategic documents, it is necessary to develop
integrated energy scenarios. This will also create the grounds for drafting an integrated Energy
Strategy which must be developed separately and include the electricity and natural gas strategies.
The Energy Strategy will be developed and approved in accordance with Resolution #629 and will
also form the basis of the NECP. The Energy Strategy, as well as the NECP, must be approved by
the Government.

After adoption of the Energy Policy by the Parliament, NECP and sector / sub-sector strategies of the
next stage must be drafted based on “Main Directions of the Energy Policy”. By adopting the State
Energy Strategy, the Government approves long-term political priorities that must be reflected in the
strategic documents that are being drafted. The period for updating those is shorter compared to the
Policy Directions.

The integral Energy Strategy must be created by means of developing integral energy scenarios and
include the electricity and natural gas strategies. The Energy Strategy specifies the country's target
indicators and priorities for protection of the environment and ensuring sustainability of the energy
sector, as well as security, regional and technological development issues, risks, diversification
alternatives, etc. Work on development of an energy strategy is fundamentally different from the work
on the NECP and lays the groundwork for it. An Energy Strategy which includes the electricity and
gas strategies is drafted before the NECP.

Electricity and gas strategies are created based on integral energy scenarios, while the part related to
the transmission network is added and refined later.

The Energy Strategy development and planning process is described in the Regulatory Impact
Assessment Document developed by WEG and listed in Appendix 4.

RELATION WITH OTHER STATE POLICY
DOCUMENTS

The State Energy Policy includes and fully provides for state policy documents, including the Energy
and Climate Action Plan and the Law on Energy and Water Supply.

o Association Agreement (AA) with the EU, including a Deep and Comprehensive Free Trade
Agreement;

o Energy Community Agreement and Energy Community Legislation (Energy Community
Acquis);

o Paris Agreement;

o National Security Concept (has to be revised);

o Economic Development Strategy (when the new one is created) and other national policy
documents;

o Close coordination with the line ministries, review of their strategic documents and taking
them into account as needed,;

o Environmental, economic and social security policy.

The state energy policy should be formulated in coordination with other sectoral documents:

o Low Emission Development Strategy (LEDS) and Nationally Defined Contribution (NDC)
Documents - LEDS and NDC
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o The NECP is a key document to be submitted to the Energy Community Secretariat and is an
integral part of the Energy Policy under the law.

o Ten-year reports on electricity and natural gas network development;

o Two-year electricity supply security reports - short-term plans for energy efficiency and
renewable energy.

Studies, forecasts, risk analysis are the most important sources on which energy policy must be
based:

Economic, social and demographic development forecasts;
Foreign policy forecasts and risk analysis;

Forecasts of energy markets and prices;

Climate and hydrology forecasts;

O O O O

Forecasts of energy technology prices and products, etc.

PERIODICITY OF UPDATING THE DOCUMENT

The institutional and legislative environment of the energy sector is in the process of intensive
development. The political and economic environment, energy import and export prices are also
changing dynamically, and the priorities and opportunities for international cooperation may change.
Technologies, infrastructure, consumption trends are changing and evolving, which must be
periodically reflected in the complex energy strategy, electricity and natural gas strategies, energy
efficiency and renewable energy development action plans, etc.

o Relevant parts of the energy policy will be reviewed and updated at appropriate
intervals.

o “Main Directions of the Energy Policy “which will define the most basic principles will
be relatively unchanged and stable.

The Enerqgy Policy document will be updated by 2023 - in line with the NECP update. Further updates
will be made every five years, or in the event of an essential change of circumstances. The update
may be initiated by the Ministry of Economy and Sustainable Development.

IMPLEMENTATION MECHANISMS

Since the Energy Policy is a set of different documents, the integral mechanism for its implementation
will be ensured by the consistency of the state policy in the energy sector and the mechanisms for
implementation of specific legal, strategic documents.

PRINCIPLES AND MAIN DIRECTIONS OF ENERGY
POLICY

INTRODUCTION

“Main Directions of the Energy Policy” is a statement made by the country to stakeholders about the
main principles and priorities of the policy which will be implemented in different areas of the energy
sector. It shows to the stakeholders what goals and visions the state has in the areas of their interest
and therefore what principles will be applied in the near and distant future. The term “Stakeholders”
includes a wide range of players who have an interest and willingness to cooperate with Georgia and
in particular with its energy sector. This includes international partners and investors, existing and
potential players in the energy market, consumers, citizens, etc. The principles of this document shall
be taken into account in sectoral policy documents and strategic guidelines.

The principles and main directions of the Energy Policy must serve as the basis for further strategic
documents, which will ensure the implementation of the principles and priorities set out here for the
next ten years. The Energy Policy is developed taking into account previous policy experiences,
existing challenges and opportunities. Development of energy strategies and implementation of
policies requires appropriate institutional support, human resources, analytical capabilities, data, and
research.

USAID ENERGY PROGRAM
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GUIDING PRINCIPLES AND PRIORITIES OF THE
ENERGY POLICY

Georgia aspires to become a leading independent and developed country, part of the Western
democratic world and an equal member of the European Union (EU) and NATO (North Atlantic
Alliance). The energy sector is playing an important role in achieving this goal by enhancing energy
security and developing mutually beneficial partnerships with neighboring states as well as the EU
and Energy Community member states.

“Main Directions of the Energy Policy” is a statement made by the country to stakeholders about the
main policy principles and priorities which the Government of Georgia (GoG) seeks to implement in
different areas of the energy sector, in close cooperation with international and local partners and
citizens. The state’s integral, long-term vision for the energy sector development which is stated here,
serves as a basis for developing short-term, medium-term and long-term strategies of the sector,
energy programs developed based on such strategies® and the refinement of the legal framework
regulating the sector.

The main goal of the Energy Policy is to increase the energy security of both the country and
consumers. In the short and long term, the energy sector must en sure reliable and uninterrupted
supply of different types of high quality energy to all consumers in the country, at a fair price, while
protecting the interests of the national security and sustainable development. Improving energy
security requires rapid development of infrastructure as well as energy efficiency to eliminate the lag
between demand growth and domestic supply.

Part of Georgia’s territory is occupied and the state cannot exercise control over it, including the most
important Enguri Hydro Power Plant (HPP) and electricity consumption in Abkhazia. Georgia will
continue to cooperate on the issue of energy supply to Abkhazia, and at the same time try to

spread a healthy energy policy and its benefits throughout the country, with the help and

dir ect contacts with the international community.

The Energy Policy is part of the integral state policy and takes into account its foreign and domestic
political, economic, environmental, social and other priorities. Its main task is to establish sustainable,
developing, high-tech energy sector and thus create conditions for economic development and
household comfort for all residents of the country, throughout the whole territory (including temporarily
occupied territories). Successful development of the energy sector is possible only by adhering to the
principles of sustainable development , which means optimal balancing of economic,
environmental, social and security interests, as well as implementation of activities for climate

change mitigation and adapta tion and promotion of sustainable development goals.

The Energy Policy envisages, relies on and interacts with the sectoral and general policies of the
country. Including:

- National Security Policy - energy security, foreign policy and regional cooperation;
diversification of supply and transit routes and sources; Avoiding supply threats and
increasing the resilience of the sector.

- Economic policy - expected energy demand and its satisfaction; energy prices and physical
availability, economic activity of the sector, market development, support of other sectors;
innovation, research and technological development.

- Environmental policy - measures to mitigate climate change and adapt the sector; proper
consideration of the environmental and social impact of infrastructural projects.

- Social policy - overcoming energy poverty; consumer rights and assistance to vulnerable
consumers; protection of the rights of the population.

- Science, technology, and education (STI) policy - studies and forecasts in the field of
environment and energy resources, technological studies as well as applied research in
various fields.

It is necessary to consider and balance the relationship between these aspects in accordance with the
sustainable development principles.

YIncluding NECP
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As a signatory to the Association Agreement and a member of the Energy Community, Georgia is
implementing energy reforms through gradual harmonization and enactment of EU energy legislation,
which should ensure the establishment of competitive, transparent and efficient energy markets, a
secure environment for international investments and strengthening of international links.

Along with the reforms, the state will gradually reduce the degree of interference in the energy
markets, state investments and tariff subsidies; consistently reduce regulatory mechanisms in order to
create an attractive investment environment in the electricity generation sector and create competitive
and liquid electricity and natural gas markets by means of attracting highly qualified companies with
international reputations and protecting their interests; and create highly professional and transparent
economic mechanisms for regulation.

The capacity of the energy system must be improved through economic and technical optimization
measures both on the energy supply and consumption sides. This will ensure the best results under
the current conditions of limited resources and political-economic constraints. It is necessary to draft
energy development scenarios, where production and consumption of various energy sources will be
optimized taking into account all sub-sectors, while economically justified alternatives will be selected
based on minimization of risks.

The energy sector, as the most important sector of the economy, must be economically profitable and
benefit the country through its own activities, including improvement of the energy exports - import
balance. Infrastructure development must be based on the principle of economic feasibility. If
economic viability and sustainable development are promoted, the state may implement incentive
measures, including tax incentives, state guarantees or other measures, in order to ensure the
financial cost-effectiveness of specific technologies. This is especially true with regard to energy
efficiency, renewable energy and clean technologies. The state must gradually reduce the sector
subsidies and public investments and thus reduce its interference in the energy markets. The sector
must be consistently move towards applying commercial and self-sufficiency principles.

In the context of rapid development of technologies, the energy policy must focus on introduction of
advanced, new and promising, efficient and clean technologies, information systems, cyber security,
smart grids, modern methods of short and long term forecasts and applied research methods. This
requires a qualitative improvement of applied research in the energy sector.

The main guiding principle of Georgia's energy policy is its transparency and openness to
partnerships with stakeholders and adherence to EU standards and internat ionally accepted
best practices through good governance, sound competition and independent regulation.

Using these principles, Georgia will implement an active energy policy in the following main directions:

THE MAIN DIRECTIONS OF THE ENERGY POLICY
DIVERSIFICATION OF EXTERNAL SUPPLY SOURCES

Due to the high degree of energy dependence, it is of great importance for Georgia to reduce political
and economic risks by diversifying its external dependence. Optimal balancing of external supply
sources, putting them in a competitive environment and working on the development of new sources
is the most important direction of foreign and domestic energy policy. Diversification of external supply
sources means reduction of energy security risks by means of alternative suppliers, balancing the
interests of suppliers, and minimizing and controlling political and technological risks.

SUSTAINABILITY OF THE ENERGY SECTOR

Energy reserve and its management mechanisms will be established to ensure supply security and
minimize the impact of possible interruptions. The construction of a gas storage facility must be
finished and strategic reserves of adequate volumes of oil and/or oil products must be established.
The possibilities of on-site recycling of local energy resources, including planning of technologies for
refining and further use of oil and coal, must be identified. In addition, it is necessary to identify the
possibilities for substituting different energy sources with each other and to develop emergency
response plans.

The sector needs to develop its own capacity to balance seasonal fluctuations of supply and
consumption, including in the form of natural gas and water reservoirs and assess the potential
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impacts of climate change on electricity generation and consumption and plan mitigation measures
accordingly. Due attention must be paid to the development of strategic infrastructural projects and
creation of strategic reserves on the basis of an integral strategic plan, as well as to protecting critical
energy infrastructure against kinetic and cyber-threats.

The unresolved problem of free electricity supply to Abkhazia, which harms the country's integral
energy system, as well as Abkhazia's economy and consumers, is of particular concern. Itis
necessary to use available channels of cooperation and apply sustainable commercial principles to
the relations with Abkhazia in the energy sector.

DEVELOPMENT OF FOSSIL ENERGY RESOURCES

Georgia currently produces small amounts of natural gas, oil and coal, although a significant portion of
these primary resources are still untapped. It is necessary to maximize exploration and rational
utilization of existing supplies and potential resources and to meet the energy demand in the country
by gradually replacing imported energy sources with its own;

The development of local fossil energy resources must be carried out in an optimal and expedient
way, in parallel with the development of renewable energy resources and implementation of energy
efficiency measures, taking into account the energy security requirements and sustainable
development principles, including the possibilities of alternative and optimal use of resources as well
as protection of the environment and population’s interests. This will be achieved by creating an
investment environment, introducing modern technologies, attracting strategic investors with a high
reputation and experience and engaging them in the development of the sector.

ENERGY EFFICIENCY

Energy efficiency plays one of the most important roles in the energy supply and consumption areas
for ensuring energy security and sustainable development, technological and economic advancement
and resolving social problems. Georgia shares the EU policy in this regard and is harmonizing its
legislation with the EU legislation. Particular attention is paid to the energy efficiency of buildings as
one of the highest consumption areas.

The state will promote the institutional and professional environment in order to develop energy
efficiency and transparent market environment, inform and educate the public, gradually remove
market barriers to energy efficiency and promote formation of cost-based pricing.

The state will develop and implement state support measures taking into account economic and social
factors, security and sustainable development, which will ensure the fulfillment of the commitments
made to the Energy Community and at the same time create a solid foundation for the establishment
of an optimal energy market.

Proper management of energy generation, transmission, distribution and consumption, as well as the
development and implementation of energy efficiency action plans, will play an important role in
optimizing energy consumption in the country. In order to promote the energy demand management
system, it is necessary to establish the relevant legal framework, plan and implement measures
aimed at creation and implementation of energy efficient devices and technologies, and develop and
establish regulatory norms that create incentives for energy enterprises and consumers;

DEVELOPMENT OF RENEWABLE ENERGY RESOURCES

In order to improve energy security, provide clean energy and cooperate on mitigation of climate
change, it is necessary to ensure complex use of renewable energy resources in the country.

Georgia's hydropower resources provide the opportunity to receive the huge benefits in the energy
sector and economy. In case of proper development, they can play a significant role in energy security
and economic development. The hydropower potential must be developed taking into account the
experience of the past period. The quality of design and construction, safety and environmental
procedures, compliance with high international standards and stakeholder involvement must be
ensured. Hydropower resources will be exploited in accordance with the principles of basin
management, protection from natural disasters, and interests of alternative water use. Corresponding
procedures and rules will be developed.
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Georgia has the potential for wind, solar, biomass and geothermal energy, which allows to create
additional capacity through local and foreign investments. Wind and solar potential will be exploited as
large-scale and small-scale projects as a result of further refinement of the legislative environment
promoting renewable energy sources and public-private partnership forms and support schemes,
technological and informational support, and development of international trade opportunities and
balancing mechanisms.

Effective use of biomass potential will be based on modern technologies. Production of modern
biofuels and biogas from waste, sharp improvement of the efficiency of using firewood, and promotion
of bioenergy plantations are necessary conditions for sustainable energy development.

Renewable energy resources will be developed in a complex and optimal way, taking into account
their seasonality and diurnal fluctuations, alternative use and optimal resource utilization
requirements.

Taking into account the positive effect of renewable energy development on security, social,
technological, and environmental parameters, the state will develop and implement measures to
support these technologies, set technically and economically justified target indicators and ensure
their achievement.

INTERNATIONAL COOPERATION IN THE ENERGY
SECTOR

Georgia's security and sustainable development are closely linked to the support of the international
community. In order to strengthen its energy security and support Euro-Atlantic aspirations, Georgia
actively pursues foreign policy and economic relations with the region and international partner
countries to develop mutually beneficial cooperation.

Georgia is open to cooperation in the energy sector with neighboring countries, based on the
principles of equality and mutual benefit. While cooperating with the countries in its neighborhood and
the Energy Union, Georgia strives for partnerships based on transparency, European energy
legislation, the Energy Charter and international best practices.

The areas that are of high interest to Georgia in its international energy relations include transit
projects, development of import and export capabilities, establishing of regional energy markets,
mitigation of climate change, integration into renewable energy network, technological development,
scientific and technical research and innovation and other promising areas of cooperation;

Georgia is an important transit country. As a corridor connecting Europe and Asia, Georgia has the
potential to increase its role in the implementation of the East-West and North-South transit projects
with the prospect of becoming a regional hub for energy trade. Effective use of geopolitical location
will contribute to improving the country's energy security and economic development;

Georgia will continue to support international transit projects and energy flows through the use of
security measures and early warning mechanisms. Georgia is making efforts in the international arena
to create a favorable environment for the development and implementation of new transit routes,
including from Central Asia and the Caspian region as well as to the North-South direction.
Establishing links with the EU and Energy Community countries, including the development of transit
projects of regional importance, is crucial.

Development of regional energy trade . By using its geographical location and strengthening its
inter-system connections, Georgia can fulfill the function of an energy trade center. In addition to
infrastructure connections, compatibility mechanisms for trading platforms must be established.

In case of optimal and purposeful use, Georgia's abundant hydropower potential allows integration of
other renewable energy sources. With the development of cross-border trade mechanisms, peak and
baseload electricity trade and hourly trade mechanisms can be developed in stages. As a result,
optimal use of Georgia's hydropower potential, including balancing and network integration of wind
and solar power in the Georgian power system, will be possible.

Cooperation within the Energy Community Membership Format

Georgia will continue to approximate its energy legislation with the EU and establish transparent and
competitive electricity and natural gas markets compatible with the EU. Together with the Energy
Community countries, Georgia will fully share its responsibility to mitigate climate change through the
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development of renewable energy and energy efficiency. Technological, research, innovative and
methodological cooperation with the Energy Community countries will become a mechanism for
professional development. In addition, Georgia will study and develop opportunities and projects for
direct energy connections with European countries.

Cooperation with the European Network of Transmission System Operators for Electricity
(ENTSO-E) Central Europe Synchronous Zone

Georgia strives to be as close as possible to the European energy market and standards and in the
long run (15-20 years) to achieve synchronization with the Central European zone.

THE ENERGY MARKET REFORM

The intensive reform going on in the energy sector in the format of the Energy Community serves to
create a transparent, non-discriminatory competitive environment in the sector, improve the
investment climate, and develop energy efficiency and renewable energy sources, which are essential
conditions for price optimization and energy security.

Georgia will fully complete the reform of the energy market and establish a transparent and equal
competitive relations in its sub-sectors. Transparent and competitive market will influence the
electricity and gas sectors. The oil sector will continue to operate in a competitive environment, and
biomass supply market will be established.

The process of gradual opening of the electricity and natural gas markets will protect the legitimate
commercial interests of the sector participants, and at the same time will lead to a complete
separation of activities and the development of competition in the sector.

Opening of markets and the creation of new opportunities for its participants through the
establishment of transparent and fair tariffs for energy as well as grid activities must ensure that, on
the one hand, the enterprise fully reimburses the costs of providing services and, on the other hand,
customers receive high quality services at a fair price.

This will help to create a competitive, transparent and efficient energy market model and an attractive
and stable investment environment, develop trade in energy resources between Georgia and EU
member states, develop renewable energy resources in an economically and ecologically justified
way and implement energy efficiency measures.

CONSIDERATION OF ENVIRONMENTAL
REQUIREMENTS

Environmental and social components must be properly considered in the implementation of energy
projects, based on the best international experience, which includes social and environmental impact
assessment, consultation with local communities, and publicity and access to relevant information.
These include the optimal step-by-step coordination of environmental procedures and design and the
preparation of risk reports. Also, while working on environmental impact assessments, it is necessary
to take into account the importance of cumulative effects of integrated resource management. It is
necessary to raise the quality of environmental assessment reports and communicate with local
communities using quality surveys and procedures.

CLIMATE CHANGE MITIGATION AND ADAPTATION

The Energy Policy addresses the government policies on climate change mitigation and adaptation,
as well as Energy Community membership requirements. Georgia is fully involved in the international
efforts to mitigate climate change and is ready to take a leading position in this regard, together with
the EU. Georgia also seeks to contribute to the development of other renewable energy sources by
developing energy efficiency and renewable energy (including hydropower potential), and promoting
advanced clean technologies.

As a member of the Energy Community, Georgia is committed to reducing greenhouse gas
emissions, with the energy sector accounting for a significant share.

At the same time climate change is affecting the energy sector itself and energy demand, which is
why it is necessary to plan for adaptation measures. It is necessary to analyze the sector's resilience
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to climate change based on climate forecasts, hydrological forecasts, energy efficiency measures,
possible demand and peak load forecasts, and appropriate measures have to be taken.

IMPROVEMENT OF THE SERVICE QUALITY AND PROTECTION OF
CONSUMERS'’ INTERESTS

Improving the quality of service and protecting customers’ interests is the top priority of energy policy.
Strengthening regulatory body’s regulatory function and adherence to the fairness principle, will
ensure monitoring of the quality of service and regulation of the relationship between the service
provider and the customer. To this end, the service quality standards and its evaluation criteria, as
well as simple and fair rules for monitoring the quality of service and its promotion by the regulatory
body will be further refined. Transmission and distribution network operators will take care of
maintenance and operation quality of electricity and gas network.

ENERGY POVERTY AND ASSISTANCE TO VULNERABLE
CONSUMERS

Energy poverty is a growing phenomenon in various regions of the world, including the European
Union. A significant part of the population in Georgia, especially in villages, uses firewood for heating
in conditions which cause air pollution dangerous to health; This also causes forest degradation, soil
erosion and loss of biodiversity. A large part of the population lives in dwellings with low thermal
characteristics, which leads to increased financial costs or uncomfortable living conditions in winter.

Often excessive energy consumption is caused by the lack of consumer awareness and wrong
choices. The State will take care of the gradual and consistent reduction of these manifestations of
energy poverty, using a combination of social and energy measures to increase the capacity of clean
energy supply, targeted energy assistance, energy efficiency and awareness-raising measures.

During the period of energy market reform, before its full opening, electricity and natural gas will be
supplied to the population at a regulated price, in the form of a public service obligation. At the same
time, it is known that the subsidized price leads to unreasonable waste of energy and hinders the
development of energy efficiency and renewable energy sources. Therefore, phasing out of tariff
subsidies is envisaged.

Uninterrupted power supply to socially vulnerable consumers should be ensured through social
programs and targeted subsidies developed by the GoG and local self-government bodies.

RESEARCH, INNOVATION, AND TECHNOLOGICAL DEVELOPMENT

The energy sector, as a high-tech sector of strategic importance, requires high quality research,
analytical and informational support, and highly qualified staff. In order to make sound, strategic
decisions, it is necessary to monitor, share and implement global and regional energy trends and
technological innovations. For this purpose, the energy sector must be identified as one of the priority
fields. It is necessary to develop professional human resources, experts and specialists of the energy
sector, and improve cooperation with research and education institutions and organizations in this
area.

New forms and mechanisms for involving research and educational institutions in solving energy
problems must be established. It is necessary to create a legislative and institutional environment
conducive to innovation and scientific research.

Renewable and fossil energy resources, their potential, and scenarios of their optimal use must be
researched; climate and meteorological forecasting, as well as forecasting of hydrological regimes
must be refined; new clean and alternative technologies, including hydrogen energy need to be
researched and introduced; optimal schemes for distributed generation, micro and isolated networks
and local small renewable energy facilities have to be developed.

In order to support and develop energy research, it is necessary to increase public investments in
applied energy research, create an attractive environment to facilitate private investment in research
and innovation, establish cooperation with the Ministry of Education, Science, Culture and Sports of
Georgia and the Shota Rustaveli National Science Foundation within the framework of its “Science,
Technology and Innovation (STI) Policy”.
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A high-tech modern energy system that uses advanced information and clean technologies (including
liquefied natural gas, energy storage facilities, flexible AC systems (FACTS), hydrogen, smart
networks and information systems, etc.), ensures sustainable low-emission development of the
sector, continuous and stable, full-fledged energy services.

IMPLEMENTATION OF THE ENERGY POLICY

Governanc e. Implementation of the Energy Policy will be based on the principles of good
governance, transparency and professional quality. The GoG must make appropriate efforts to
communicate with stakeholders and involve them, which will ensure the success of energy policy.
Transparency of management, quality and stability of legislation, independence of regulation and
clear separation of activities will be maintained, which is a necessary condition for an attractive
investment environment and rapid development of the sector.

Energy strategies and action plans . Appropriate sectoral and sub-sectoral strategies and action
plans will be developed in accordance with the principles and priorities defined by the Energy Policy,
in order to ensure the implementation of the main policy directions. This requires the development of
relevant analytical, informational and research skills, with participation of relevant analytical groups,
research institutions and academic organizations. These skills must be used to gradually update
strategies and action plans, as well as to provide information and analytical support for current policy
decisions.

Raising professional standards . It is essential that development and implementation of design,
construction, operating quality and safety standards is carried out in collaboration with academic and
engineering organizations. It is necessary to establish professional systems for policy planning, data
collection and analysis, and creation of new information.

Institutional development . In order to implement the Energy Policy, it is hecessary to create strong
and transparent institutions and develop their capabilities. Development of strategic and analytical
capabilities of the Ministry is also required. It is also necessary to intensively improve the system of
vocational education so that it satisfies the needs of the industry. Development of the energy sector
requires highly qualified, educated, and professionally trained staff, whose training must be carried out
through close cooperation between the sector and academia.

THE STRUCTURE OF THE STATE ENERGY POLICY
DOCUMENT

The structure of the State Energy Policy is presented below, with an indication of the relevant
chapters and agencies involved in the development. MOESD is responsible for developing the policy
document.

The State Energy Policy
Content
0. Preface (about 1 page)
The Minister's statement
Objectives of the document, the State’s visions and willingness to cooperate

For Georgia, which is a dynamically developing country, the energy sector is an important sector. On
the one hand is a pillar of security and economic development, and at the same time an area of
international cooperation. In 2021-2030, rapid and sustainable development of the energy sector will
take place, building a solid foundation for the national interests and security of the country.

Georgia will reduce the risks of its external energy dependence, diversify it, and build a modern high-
tech, competitive, and sustainable energy sector.

Optimal sustainable development will achieve reconciliation of interests in different sectors, supply
and consumption, traditional, renewable and clean technologies, environmental and climate change
and interests. efc.

1. The Goal of the document (about 1 page, MOESD)
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a. Purpose of the document, basic principles and goals. The Chapter on the Main
Directions of the Energy Policy lays the foundation for the development and
refinement of strategies and action plans at the next stage.

b. The authors of the document; periods and sub-sectors that are covered; stakeholder
participation;

c. Compliance with international agreements (e.g., Energy Community, AA) and national
level policy documents; coordination with sectoral policy documents;

d. The process of elaborating the document and stakeholder participation.

2. The Main Directions and Principles of the State Energy Policy

(6-7 pages, MoOESD, internal coordination within the government and public discussions)

Important information for scoping:

This chapter will present a general overview of the Main Directions of Energy Policy — stated
vision and principles. Due to the general nature of the Main Directions, it will be possible only to
assess the directions of the environmental and social impact (e.g.: development of local fossil
resources, introduction of renewable and energy efficient technologies). One of the main
principles of the sector. In future, the specific policies, strategies and measures for the next phase
will be developed based on these principles and directions.

Foreword;

Analysis of previous experience;

The main directions of energy policy;

Energy Policy Guidelines and Priorities;
Diversification of supply sources;

Increasing the resilience of the energy sector;
Development of local energy resources;
Utilization of renewable energy resources;
International cooperation in the energy sector;
Reform of the energy sector;

Energy efficiency;

Consideration of environmental requirements;

. Mitigating of and adaptation to climate change;
Research, innovations and technological development;
Energy poverty and assistance vulnerable consumers;
Improvement of the service quality and protection of customers’ interests;
Implementation of the Energy Policy;

Necessary research.

SeTOSITATTISQ@TOQ0 T

3. Description of the Current Situation in the Energy Sector and Main Challenges
(5-6 pages, MOESD)

Important information for scoping:

This chapter will describe the situation in the sector and the main challenges. This information is
not the subject of analysis for scoping, but serves only for informational purposes. This section
can go directly to the introductory part of the scoping application (sector description). The
environmental part can be used as a basis for assessing the impact of further measures.

a. Energy supply and consumption, main challenges (assessment of the current
situation, description of energy balance) MoESD;

b. Energy infrastructure and main challenges (stations, lines, pipelines, etc.) (GSE?,
GOGC?);

c. Economic characteristics and main challenges of the sector (turnover, GDP
contribution, income, export-import trade balance, public investment and subsidies,

2 GSE- Georgian State Electrosystem.
8 GOGC - Georgian Oil and Gas Corporation
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economic profitability, investment environment, tariff level and energy prices, MoESD,
GNERCHY;

d. Energy investments and main challenges (external and internal investments major
projects);

e. Environmental challenges:

i. Environmental challenges of energy projects (MOESD, MEPASY).
ii. Challenges related to mitigation of and adaptation to climate change (MoESD,
MEPA, NEAS),

f.  Energy efficiency and major challenges (MoESD);

g. Renewable energy and main challenges (MoESD);

h. Technological and innovative development, main challenges (MoESD, GSE, GOGC,
GNERC, Ministry of Education, Science, Culture and Sports of Georgia);

i. Research, education and professional development, main challenges (MoESD. With
Ministry of Education);

j- Energy poverty and assistance to vulnerable consumers, key challenges (MoESD,
GNERC, Energy Ombudsman, The Ministry of Internally Displaced Persons from the
Occupied Territories, Labour, Health and Social Affairs of Georgia (MoLHSA)).

Institutional and Legal Framework of the Sector (2-3 pages, MoESD, GNERC, assessment
and visions)

a) The sector’s institutional arrangement and reform;

e Management and regulation of the sector (MOESD, GNERC);

e Sector reform and implementation of EU legislation (MoESD);

e Arrangement in electricity and natural gas markets (GNERC, GOGC, Georgian
Energy Exchange (GENEX)).

b) Protection of consumers’ rights and security of supply (GNERC, Energy
Ombudsman).

4. The Energy Sector Development Scenarios in 2010- 2030 and Vision 2050 (4 -5pages,
(MoESD, MEPA-Target parameters taking into account all sub-sectors, after the integrated
planning model is built - TIMES or other).

Important information for scoping:

This chapter will present the main assumptions of the sector development planning and modeling
results - description of the baseline and alternative scenarios, target indicators. The scenarios will
outline the directions and means of achieving the targets in general (e.g.: power plant types and
indicative capacity, although there may have been specific large-scale projects whose impact on
the environment and human health, as well as their alternatives will be discussed in more detail
during the project Environmental Impact Assessment (EIA) and feasibility study).

a. Basic planning assumptions and forecasts (BAU scenario characteristics);

b. Energy sector development scenarios and target indicators 2010-2030, (2050);

c. Long-term balancing of supply and demand, taking into account all energy sources
and consumption sectors.

Power Sector Development Strategy 2021- 2030 - Vision 2050 (5-6 pages, MoESD,
GSE, GNERC, Ten Year Network Development Plan (TYNDP) and 5 year distribution
plans).

Short, medium and long-term;

The reconciled result of TIMES and GSE planning is reflected in the 10-year plan.

4 GNERC - Georgian National Energy and Water Supply Regulatory Commission
5 MEPA — Ministry of Environment Protection and Agriculture
5 NEA — National Environmental Agency.
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Natural Gas Sector Development Strategy 2021 -2030 - Vision 2050 (5-6 pages, MoESD,
GOGC, GGTC’, GNERC).

Short, medium and long-term;
The reconciled result of TIMES and GOGC/GGTC is reflected in the 10-year plan.

5. Energy Security, Goals and Measures (5-6pages, a short version from the NECP,
MoESD, GOGC, GSE, GNERC, the institution responsible for the country’s cyber security).

Important information for scoping:

This chapter will discuss the goals and measures of diversifying energy import routes, the need
for existing transmission lines or construction of new transmission lines, oil/gas pipelines, and
transit projects that may have a significant impact on the environment; Possible impacts on the
environment and human health, transboundary impacts and possible alternatives will be
discussed in depth during their feasibility study and EIA preparation. Environmentally, socially and
economically realistic and feasible alternatives will be considered for some of the more elaborate
projects in the process of preparing the Strategic Environmental Assessment Document.

a) Assessment of the existing situation;

b) Diversification of import sources, routs, and suppliers;

¢) Reduction of energy import dependence;

d) Development of the energy system resilience;

e) Regional cooperation and promotion of international transit projects;
f) Opportunities for increasing electricity export;

g) Cyber security, natural risks, human risks;

h) Security of delivery (Technical issues NECP ES. 3).

e Current status, tasks and achievement periods;
e Emergency Response Strategy (132.2.a);
o Key parameters of the action plan (136, 137).
6. Mitigation of and Adaptationto  Climate change, (NECP short version - 3 pages,
MOESD, MEPA, NEA)

Important information for scoping:

This chapter will review greenhouse gas emissions from the energy sector, target parameters,
mitigation potential, and adaptation measures. Mitigation and adaptation measures will build on
the Nationally Identified Contribution (NDC) document, the Climate Change Action Plan, the
National Adaptation Plan and the Low Emission Development Plan, which will be harmonized with
the National Energy Efficiency and Renewable Energy Action Plans. These strategic documents
in turn may go through the scoping procedure independently. In addition, different alternatives are
considered in the development of each document and the best one is selected according to pre-
established criteria, the most important of which are the potential, cost, etc. of reducing
greenhouse gas emissions.

a. Strategy and measures of the sector for mitigation of and adaptation to the climate
change

e Greenhouse gas emissions from the energy sector and target parameters;
e Expected impacts of the climate change on the energy sector and adaptation
measures (this issue will have to be thoroughly explored in the future).

b. Approaches and strategic steps to improve the environment and adhere to the
principles of sustainable development in infrastructure projects.

7. Development of Renewable Energy Sources. Goals and Activities (5pages, short
version of the NECP, MOESD, in future the National Renewable Energy Action Plan
(NREAP) must be updated in compliance with the New Directive, the results of which will be
reflected in the updated NECP).

" GGTC - Georgian Gas Transportation Company
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Important information for scoping:

This chapter will discuss the target indicators of renewable energy sources (hydro, solid, liquid
and gaseous bhiofuels, solar, wind, geothermal, etc.) and development opportunities, policies and
specific measures. In addition, this section will build on the National Renewable Energy Action
Plan (NREAP) and the National Energy and Climate Integrated Plan (NECP), the alternatives of
which will be explored in detail.

a. Assessment of the existing situation and target parameters (1-2 pages);

b. Legal framework and mechanisms for promotion of renewable energy;

c. Trajectories (scenarios) for achieving targets for energy generation and consumption
from renewable energy sources; incentives and support mechanisms;

e Biomass - Biomass Action Plan;
e Electricity:

o Establishment of mechanisms to support solar and wind energy;
o Hydropower
e Share of renewables in heating, cooling and transport

d. Incentives for investments in renewable energy.

8. Energy Efficiency Development, Goals, and Activities (5 pages, mainly based on the
brief NECP, with its structure MOESD).

Important information for scoping:

This chapter will review energy efficiency targets and measures that will contribute to the
development of clean and energy efficient technologies in the country over the next 10 years. This
section will build on the National Energy Efficiency Action Plan (NEEAP) and the integrated
National Energy and Climate Plan (NECP), the alternatives of which will be explored in detail. In
case of a separate large-scale projects, a preliminary feasibility study and EIA will be carried out.

Target indicators

Legislative framework and support mechanisms

Energy efficiency development trajectories (scenarios with intermediate indicators)
Measures to increase the efficiency of energy activities, as well as electricity and
natural gas consumption;

e. Measures, including any related support mechanisms designed to facilitate combined
production of electricity and heat;

oo op

e Horizontal
e Energy sector, including cogeneration
e Buildings
e Economic sectors and households.
9. Energy market development and regional cooperation, goals and activities (5-6

pages, mainly based on NECP, 10-year GSE plans and GNERC regulations; Physical
integration of markets is a long-term prospect and should be partially replaced by regional
cooperation).

Important information for scoping:

This chapter will be based mainly on the NECP document, which will discuss alternatives for
strengthening cross-border and regional cooperation, infrastructure projects for which
Environmental Impact Assessment will be subsequently individually implemented. In the process
of preparing the Strategic Environmental Assessment Document, environmentally, socially and
economically realistic and feasible alternatives and their transboundary impacts, will be taken into
account. This chapter will also discuss tariff policies and energy subsidy opportunities, which will
have a positive impact on supporting vulnerable populations and improving human health.

a. Strengthening cross-border and regional cooperation.

i. Regional cooperation in electricity (establishing market relations) (MoESD,
GSE);
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ii. Regional cooperation in natural gas (market relations) (MoESD, GOGC);
iii. Promoting transit projects of international importance.

e Diplomacy in the energy sector;
¢ Finding funding mechanisms;
e Transparency, investment attractiveness, etc.

b. Market development (GNERC and its regulations, in general)

i. Summary of basic principles of existing legislation on organization of the
electricity and natural gas markets;
ii. Measures to promote competition, transparency, non-discrimination and legal
clarity in energy activities;
iii. Measures to protect the rights and interests of energy sector participants.

c. Tariff policy and energy subsidies (MOESD, GNERC, GOGC).

d. Measures to encourage and attract investments in the energy system (MoESD,
GNERC, GOGC).

i. Legislative framework to ensure security of delivery (132.2.b)
e Status, tasks and achievement periods;
ii. Rules for security electricity and natural gas supply (132.2.d)

e General principles, current situation, tasks and achievement periods,
operational safety (mm - 135,)

iii. Grid Code, Market Rules, Supply and Consumption Rules and other GNERC
regulations.

10. Technological and Innovative Development of the Energy Sector, Promotion of
Research and Competitiveness Goals and Measures 2 (5 - pages, mainly based on the
NECP. Through consultations with sector companies, research institutes and analytical
center, MOESD sets research and innovation development priorities, which it then lobbies
with the Ministry of Education, so that later on they are reflected in the National Strategy of
Research and Innovations).

Important information for scoping:

This chapter will be based mainly on the NECP document, which will discuss the possibilities of
technological and innovative development and the research budget in the energy sector. One of
the goals of innovative development is to reduce the negative impact on the social and natural
environment and to develop clean technologies.

a. Current situation and target indicators in terms of innovations and promotion of new
technologies;

b. Measures to support research and education in the field of energy, including public
subsidies and attracting private investment;

c. Measures to promote innovative technological development and competitiveness;

d. Strengthening of links with researchers working in the energy sector (research of
policies, resources, technologies, etc.)

e. Promotion of education, vocational training and retraining in the energy sector.

11. The Energy Sector and Social Protection (3 pages, MOESD, GNERC)

Important information for scoping:

This chapter will be partly based on the NECP document and harmonized with the country's
socio-economic development policy. Measures and support mechanisms to help alleviate energy
poverty and support vulnerable populations, which will ultimately have a positive impact on human
health, will be discussed here.

8 The main provisions and directions on research and innovation are given in Appendix 2.
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a. Energy poverty indicators, goals and measures;
b. Physical and financial access to electricity and natural gas for consumers; gradual
overcoming of energy poverty;

e Provision of assistance to vulnerable consumers.

c. Key priorities, principles and mechanisms of assistance;
d. Amounts of assistance and further development (e.g.: by climatic zones and
municipalities, etc.).
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ANNEX 1: NATIONAL ENERGY AND CLIMATE PLAN
(NECP)
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ANNEX 2: SUPPORTIVE INFORMATION
A.1 LIST OF RELATED DOCUMENTS

International agreements:

Association Agreement between the European Union and the European Atomic Energy Community
and their Member States on the one Part and Georgia on the Other Part

1. Protocol Concerning the Accession of Georgia to the Treaty Establishing the Energy
Community Georgia's Accession to the Energy Community Founding Agreement
2. Paris Agreement

Legislation

1. The Law of Georgia on Energy and Water Supply

The Law of Georgia on Energy Efficiency

The Law of Georgia on Energy Efficiency of Buildings

The Law of Georgia on Promotion of Production and Use of Energy from Renewable Sources
The Law of Georgia on Energy Labeling

GNERC Resolution on Approval of the Electricity Market Rules

GNERC Resolution on Approval of the Electricity (Capacity) Supply and Consumption Rules
GNERC Resolution on Approval of the Natural Gas Supply and Consumption Rules

Decree No246 of the Government of Georgia on Approval of the Electricity Market Model
Concept

10. The Law of Georgia on Environmental Protection

11. The Law of Georgia on Environmental Assessment Code

12. The Law of Georgia on the Forest Code of Georgia

©CoNOOA~AWN

Strategic Documents

1. The National Security Concept of Georgia (this document is old. The Ministry of Economy has
to be involved in the updating process);

2. The National Energy and Climate Plan (NECP);

3. Low Emission Development Strategy (LEDS) (The process of drafting this document is going
on);

4. The Climate Action Plan (CAP), (This document has been developed but not officially
published yet);

5. The Nationally Determined Contribution (NDC);

6. The Energy Strategy of Georgia 2020-2030, (This document was adopted in 2019 by the
MoESD);

7. Ten Year Network Development Plan of Georgia 2020-2030;

8. The Natural Gas Sector Development Strategy (will be developed in future);

9. Ten Year Plan for Development of the Natural Gas Transportation Network of Georgia 2019-
2028;

10. Five Year Plans of the Gas and Electricity Distribution Network (The process of drafting this
document is going on);

11. On Approval of the Rules of Developing, Monitoring, and Assessing Policy Documents;

12. The National Energy Efficiency Action Plan 2019-2020 (It is planned to draft a new Plan);

13. The National Action Plan on Renewable Energy 2019-2020 (It is planned to draft a new Plan).

A.2 SPECIFICS THAT MAKE GEORGIA DIFFERENT FROM THE
ENERGY COMMUNITY STATES

A significant part of the Energy Policy document will derive from the NECP, which is a reporting and
planning document for the Energy Community and the European Union. Discussions with the
Energy Community will require explanation of the specific circumstances arising from the
geopolitical and geographical situation of the country , Which will have an impact on the energy
policy. In particular:

Energy security. Georgia faces a more acute problem in terms of energy security. Consequently,
more efforts should be invested in the development of its own resources, energy efficiency, system
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resilience, reserves and switching capabilities compared to the EU and the Energy Community
member states that operate in a single market.

Cross-border connections. Georgia does not have direct energy links with other countries of the
Energy Community, operating in a single market and enjoying mutual assistance mechanisms. There
are no uniform rules in the region and there are no common framework agreements that provide for
the joint action. Therefore, some parts of the Energy Community documents are only partially relevant
to Georgia’s reality, for example, the section dealing with the requirements for market integration.
Georgia cannot develop independently and may not have any proper motivation for the cross-border
projects, especially when the countries of the region, including Georgia, face unresolved conflicts and
territorial integrity problems.

Thermal system and promotion of co-generation - The use of thermal energy in central heating
systems has not been maintained in Georgia. Therefore, cogeneration opportunities are limited to the
area of industrial and commercial users. Georgia facilitates the use of advanced technological
solutions in this sub-sector and more detailed cost-benefit analysis.

The energy planning system has not been developed yet so it is difficult to align different strategic
documents. Moreover, due to undeveloped analytical capabilities and lack of research support it is
necessary to pay more attention to the analysis and understanding of the current situation in the
energy policy.

A.3 ANALYSIS OF PREVIOUS EXPERIENCE

When planning the energy policy, it is necessary to analyze, draw conclusions from and take into
account the experience of the previous period, which is a necessary condition for policy development
and improvement. The following circumstances were discussed with a broad audience of experts and
specialists. They should be included in the explanatory note of the policy document submitted

for approval and become the subject of discussion.

- Hopes and expectations related to the external markets (Turkey) did not come true.
Unbalanced non-diversified dependence on foreign markets and imports poses security risks
and requires diversification and risk management.

- Maximum development of hydro power resources as the key policy direction was not
balanced, caused a backlash from the population and non-governmental organizations, failed
to attract a sufficient number and quality of strategic investors.

- Low quality of design, environmental impact assessment, construction and operation, lack of
safety standards has a negative impact on infrastructure projects. The examples of Bakhvi
HPP, Mestiachala 1, Larsi HPP and Shuakhevi HPP show that there is no systemic quality
assurance provided for the design, environmental impact assessment and construction of
generation facilities, which requires attention from the state. It is necessary to develop and
pursue quality, environmental, safety standards in infrastructure projects as well as to
establish relevant institutions and develop secondary legislation.

- More attention should be paid to attracting reputable and experienced strategic investors in
order to develop infrastructure, improve the quality of projects and introduce new
technologies.

- The key focus of the energy policy — increasing supply and maintaining low tariffs has not
yielded optimal results. Supply and consumption side measures need to be balanced through
sound pricing mechanisms, which is a prerequisite for energy efficiency and activating
renewable energy potential, optimizing the real value of energy and supply risks.

- Stakeholder involvement and communication with them are crucial at all stages of energy
policy implementation. Sending convincing messages to the public and the non-governmental
sector, as well as to other stakeholders, is essential for gaining their confidence and their
involvement.

- Making strategic and tactical decisions requires proper information and analytical support, the
use of long-term planning and optimization methods, lack of which would inevitably lead to
non-optimal development and loss of opportunities and is therefore associated with big costs
of the energy sector and threats to statehood.

- Not analyzing, drawing conclusions and learning lessons from the past experience is an
important drawback of the energy policy. There is no procedure and practice for this.
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- Current and strategic decisions of the energy sector are not made on the basis of relevant
and sufficient information analysis and research. There is no proper system and procedures
in place for providing expert, research and professional support for decision-making.

- The political status, human resources and analytical capabilities of the Energy Department of
the Ministry are not sufficient for reforms and the timely and effective solution of the most
important tasks of energy security. It needs to be strengthened and more closely linked to
analytical and research organizations. Studies show that this could lead to billions in profits
over the next ten years.

- ltis necessary to consider the unified (pool) management of hydro resources, their alternative
use and introduction of the principles of optimal development.

- Improving communication with the local population, environmental organizations and all
stakeholders in the sector.

- Planning and economic feasibility studies for the development of different types of energy
resources.

- Research - researches are necessary to set realistic and practical policy priorities. For
example, the possibility of developing the hydro potential, a regional hub, hourly trade or
other.

- A proper strategy is required to address the challenges of energy security and the regional
energy policy, including the problem of Abkhazia and Enguri HPP, monopolistic dependence
on state-owned companies (SOCAR) of neighboring countries and their dominance in the
domestic market; transparency and strengthening of positions in energy import and transit
negotiations, their strategic preparation; strengthening strategic international cooperation and
projects, gaining political support, etc.

- Biomass is an important energy resource of Georgia. However, timber is thriftlessly used in
the form of firewood to the detriment of nature and health.

- Forms and methods of public-private partnership for the construction of hydropower plants
should be improved. Measures to improve the quality and safety of projects should be
considered.

- Energy management approaches should be revised - More transparency and monitoring
mechanisms should be introduced. Key Performance Indicators (KPIs) are to be developed in
order to monitor policy implementation in the energy sector against these KPIs.

A.4 SCIENTIFIC RESEARCH AND INNOVATION DEVELOPMENT IN
THE ENERGY SECTOR

Science and innovation have a strategic importance for the sustainable development and welfare of
the country. The Law of Georgia on Science, Technology and their Development considers the
development of science and research as part of the country’s socio-economic policy. According to the
same law, one of the goals of the science management state policy is “to set priorities for certain
fields of science based on the forecasts of socio-economic development of Georgia.”

The Georgian National Academy of Sciences submitted to the Ministry a vision for the development of
science and 87 priority areas, which were not accepted by the Ministry. Accordingly, science
management and funding in Georgia is carried out without considering the condition of the specific
specialization and existing science schools. There is no targeted mechanism for funding energy and
climate change research through which the government would be able to develop scientific potential
in this area. Policy directions are identified, and strategic decisions are made by Parliament and
government. In this process, the government is consulted by academia as well as scientific research
committees consisting of relevant government and business representatives. Policy is prepared and
implemented by the Ministries: The Ministry of Education, Science, Culture and Sports of Georgia
implements the policy of research and development of science, while the Ministry of Economy and
Sustainable Development is responsible for the implementation of innovation development policy.

MOoESD, as the key body for policy planning in the field of energy, will cooperate with the relevant
bodies in defining the energy sector as one of the priority areas, as well as with the Ministry of
Education, Science, Culture and Sports of Georgia and Shota Rustaveli National Science Foundation
operating under the Ministry to support and develop research in the energy sector within the
framework of existing science, technology and innovation (STI) policy.

The Ministry of Education, Science, Culture and Sports of Georgia, as the key policy planning body in
the field of science and research, has developed a unified education and science strategy 2017-2021.
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One of the goals of the strategy is to “modernize and internationalize the system of science,
technology and innovation in the country to generate new knowledge and promote the sustainable
development of the country.” To achieve this goal, it is planned to develop the Science, Technology
and Innovation (STI) ecosystem in the country, strengthen the status and value of the STl role, and
internationalize the STI system and diversify funding resources.

MoESD, together with Georgia’s Innovation and Technology Agency operating within its structure, will
develop a plan and a separate program to support innovations in the field of sustainable energy.

Monitoring and evaluating existing programs and funding volumes is important for the effective
development of STls in the energy sector and for better adaptation to a changing environment.

Required Studies

Improvement of the quality of energy policy, development of sound strategies and action plans as well
as successful operation of the sector require scientific, methodological and informational support.
Among them it is necessary to develop applied studies in the following areas.

- Principles of optimal use of water resources - hydrology studies and forecasts, snow cover
studies and forecasts, integrated management modeling, taking into account irrigation,
drinking water and energy use; preparation of schemes for optimal river development;

- Should we export electric power or should we manufacture products by that power and export
them? — possible scenarios;

- Research on resolving the issues related to Abkhazia and Enguri;

- Researches on neighboring energy systems;

- Political studies and risk analysis;

- Monitoring the development of energy technologies;

- Monitoring of energy forecasts, global and regional markets;

- Including future oil and gas prices, affordability, competitiveness;

- Designing new large hydrotechnical complexes;

- Climate change and its impact on the production and demand for energy resources;

Studying the potential of integrating variable renewable energy sources into the system;
studying the capacities of energy accumulators (including hydro-accumulating power stations,
hydrogen, batteries, etc.);

- Studying the countries transit capacities;

- Seismological and geological studies, etc.

A.5 DEVELOPMENT OF ENERGY STRATEGIES?

The energy strategy development process and quality assurance:

OFFICIAL REQUIREMENTS

The procedures, methods and standards for the development of strategic documents are defined by
The Rules for Elaboration, Monitoring and Evaluation of Policy Documents adopted by Resolution
#629 of the Government of Georgia, dated December 20, 2019. These Rules fully define the
organization of the strategy development process, identification of stakeholders and other issues, as
well as the content and methodological criteria. These Rules are not mandatory for those policy
documents that must be approved by the Parliament, although they can be used as guidelines
needed for the implementation full-fledged, substantive and formal processes.

The criteria related to the document’s content include the following key issues:

e Compliance with the policy documents of the national level (the government program; the
national development strategy; the country’s obligations under the EU Association
Agreement; and other international obligations); concordance with relevant sectoral policy
documents already approved in a similar or related field. Checking of overlaps and duplicates
between documents.

9 Regulatory Impact Assessment of the National Energy Strategy on the Sector (WEG/USAID — 2020)

USAID ENERGY PROGRAM
ENERGY POLICY CONCEPT OF GEORGIA 28



Compliance of the directions presented in the Policy Document with the existing international
standards and best practices in the field (recommended criteria).

Methodological criteria:

Compliance of each part of the Policy Documents with quality standards — it means that each
part of the strategic document must satisfy the relevant standards and requirements defined
by the Policy Development Rules.

The process of developing a quality policy document involves many different stages, including:

In-depth, evidence-based situational analysis - this stage is an analytical process that
requires mobilization of relevant human resources. Identified problems must be analyzed
through building a Problem Tree, PESTEL® or SWOT?! analysis.

Public Consultations — public involvement is recommended at every stage of the document
development process, including, in particular - the situation analysis, policy development,
monitoring and assessment processes. However, it is mandatory to organize public
consultations at least with regard to the final draft of the document, while its results must be
presented in the introductory part of the policy document while the complete report must be
attached as an appendix. The process of public discussions must be perceived as a way of
communicating with stakeholders and addressing their awareness problem, which in itself is
valuable and will facilitate further activities.

Defining realistic and implementable tasks - it is necessary to consult with decision makers at
this stage. The consultations will be based also on the findings identified at the stage of
situation analysis.

Logical chain and connection between vision, goals and objectives - goals must respond to
the problems posed in the analysis of the situation. Tasks must respond to problems that
arise in the situation analysis or the factors that cause the problem.

In order to ensure the result-oriented management principle, it is important to define key
performance indicators (KPIs). These indicators must be developed based on so-called
SMART?*2 principle, preferably using SWOT analysis.

Besides:

- Coordination with various agencies is desirable not only at the level of policy and oversight, but
also at the level of specialists working on the Low Emission Development Strategy (LEDS), the
Climate Action Plan (CAP), the Nationally Determined Contribution of the Country (NDC), ten-
year development plans and other strategic documents.

The matrix of coordination and cooperation with various agencies in the development of the National
Energy Policy is given in Annex # 2.

10 Analysis of political, economic, social, technological, environmental and legal factors.
11 Analysis of strengths and weaknesses, opportunities and threats.
12 SMART- Specific, Measurable, Achievable, Relevant, and Time-bound.
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Figure 2: Key Stages of Strategy Development According to the Strategic Document
Development, Monitoring and Evaluation  Guidelines

Baseline Research Stakeholder Analysis

« Stakeholder mapping;

* Desk research, analysis of relevant strategic documents; . X
+ Consultations with stakeholders.

+ Lins with the provisions of the Energy Law;

+ Data analysis using problem tree, PESTLE or SWOT analysis
methods.

Logical Framework

Definition of Strategic Targets Setting Goals
+ Development of SMART indicators;
S + Determining quantitative and qualitative
the sector priorities. target; parameters for indicators;

+ Identification of verification sources.

+ Goals must be linked with problems;
+ Develop SMART indicators of results.

Development of a vision corresponding to

Cordination Mechanism

+ Establishing of an interagency committee and working groups and appointing a secretariat. An interagency committee must be set up at the beginning
(at or after the situation analysis stage) to ensure a high level of political support. The working groups will be set up by an interagency committee;

+ Thematic inter-agency working groups will be involved in the whole strategy development process and will ensure the final approval of the
document by the government.

Monitoring and Assessment
Compliance Assessment - consistency, efficiency, sustainability and impact.
Identification of Reporting Periods and Rules (Status Report, Progress
Report, Annual Report).
The interagency committee set up at the beginning can also be the
carrier of the functions of a high-level coordination council. An annual
monitoring report is submitted to the Committee.

« It is advisable to have the assessment carried out by an independent agency
or expert

Filling of the action plan template (defining activities, responsible Determining the budget of activities according to the budgeting
agencies, partner agencies, implementation time, etc.) instrument.
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A.6 WORKING PROCESS OF ENERGY PLANNING

The diagram presented below schematically describes the sequence of elaborating and analyzing
development scenarios and key assumptions, as well as interactions between stakeholders. This
process is the axis of the energy policy development.

Figure 3: Stages of Developing a Strategy and Action Plan within the Policy

A set of Research Policy priorities

planning and risk and
models analysis commitments
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Data collection and "\ analyses at the Modellin igi::;'z Alternative :::;ifi':z Review and
preparation sectoral level 8 P 6 decisions approval
KPIs and analysis plans

Statisticians, Sector Modeler, .
sector specialists, planning Policy analysts, Authorlzed
: al officials
enterprises analysts expert, experts
analysts,

experts

The planning process for energy policy development includes the stages of collection and
interpretation of data, identification and analysis of key indicators, optimization of measures under
external constraints, development of scenarios, their analysis and decision-making based on these
scenarios. It is an iterative process that requires close collaboration between different stakeholders.
Agreed procedures for reconciliation of analytical tools (including optimization programs) and
reporting are needed. An important part of this process is the development of KPIs, which should then
be used to monitor the strategy implementation process.

At every stage of this chain, proper distribution of functions and an iterative specification process are
of paramount importance. Analysts prepare decision options based on their cost-benefit analysis and
risk assessments and ultimately the decision is made by the relevant authorities.

With the help of their programs, research, data processing capabilities, and analytical skills,
universities and research organizations can make a valuable contribution to the development and
improvement of energy strategies. It is desirable to develop this direction in the long run in order to
achieve continuity of the process.
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