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Executive Summary

This presentation sets out the opportunities in the hydro power generation sector in Georgia

Given the wide range of the opportunities, we expect that both financial and strategic
investors will find something of interest and of suitable size/investment commitment

In line with the overall high degree of economic liberty in Georgia, the energy sector has
been liberalised over the last few years

A Proximity of the Turkish market presents highly attractive export opportunities, described in
greater detail herein

A The development of the hydro power generation sector and boosting electricity exports to
the neighbouring is a priority for the Georgian government

A Accordingly, all interested investors may expect very tight cooperation and significant
assistance from the Georgian authorities, within the legislative framework that has been
created for the development of the hydro power sector

A Pleasecontact the following individuals with any queries:

T >

>

Nana Gurgenidze

Head of Department of International Relations and Bjorn Brandtzaeg

Investment Project, Ministry of Energy of Georgia Project Manager

Cell: 4995 77 577 515 Cell: +995 91 141 273

Email: nana.gurgenidze@minenergy.gov.ge bjorn.brandtzaeg@poyry.com
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The Georgian electricity sector at a glance

Total Primary Energy Sources, 2007 Energy consumption per unit of GDP( TOE/USS$), 2007
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A Per capita electricity consumption in Georgia is low, reaching 2070 kWhsin 2008, compared to 8,000 kWhsin Germany, 8,500
kWhsin Japan, 9,000 kWhsin France, 12,000 kWhsin the USand 26,000 kWhsin Norway

A Electricity sector in Georgia is mostly privately owned and nearly fully liberalised. Only Transmission, Dispatch and the largest
hydro power plant (HPP) and thermal power plant (TPP) are owned by the state, whereas all the other generation and
distribution assetsare privately owned. Bundled ownership of generation and distribution assetsis allowed

A Wholesale generation tariffs are fully liberalised and any generation company is permitted to sell electricity to any wholesale
customer at a directly negotiated tariff . Retail tariffs are regulated by Georgian National Electricity and Water Regulatory
Commission (GNEWRC) However, small HPPs (less than 13 MW capacity) can sell electricity at unregulated tariffs to any
wholesale or retail customer.

A The Ministry of Energy of Georgia expects that the electricity sector will be fully liberalised by 2017-2020
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Electricity sector regulatory landscape and state participation

A Following the liberalisation of the energy sector, Ministry of Energy of Georgia (MOE) retains only the
following functions:
UDevelopment and implementation of the Energy Policy (approved by the Parliament)
UApproval of the annual energy balances
UParticipation in the approval processof strategic projects in the sector
AGeorgian National Electricity and Water Regulatory Commission (GNEWRC) the independent regulator
governed by the commission comprising three members appointed by the President for a six years term,
is responsible for
UEstablishing rules and conditions for granting generation, transmission, dispatch, distribution, aswell as
natural gas transportation and distribution licenses, also granting, modifying and revoking licenses in
compliance with the Law of Georgia on Licensesand Permits, Law of Georgia on Electricity and Law of
Georgiaon Natural Gasand Licensing Rules
USetting tariffs for the electricity generation (except for newly constructed HPPSs),transmission, dispatch,
distribution and consumption, as well as for natural gas transportation, distribution (except for the
newly connected retail customers)
UResolvingarguments among licensees, suppliers and consumersand between licensees and consumers
UEstablishing control over fulfilling licensing agreements in the electricity and natural gas sectors of
Georgia, and imposing the relevant administrative sanctions, determined by the Georgian legislation, in
case of violations
UElectricity System Commercial Operator (ESCOYunctions as wholesale market for electricity
UBuysand sells electricity, including through medium and long-term import/export contracts
UProvides the system with reserve capacity in conformity with laws and regulations
AGeorgian State Electrosystem (GSE)- currently 100%state owned, in the processof being reorganized
UOperating and maintaining the 110-220 kV grid and ensuring that new generation facilities are connected
to the national grid

* Unique Investment Opportunity in the Georgian Hydro Power Generation Sector February 2009 3



Electricity sector
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Gas export prices in the region
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Average in Turkey
2008: US$335/tcm

Turkmenistan to Europe
2009: US$300/tcm

Turkmenistan to China
2009: US$195/tcm

A Central Asian countries

>

(Turkmenistan, Uzbekistan
and Kazakhstan) are
expected to start charging
European gas prices from
2009

Price development in Russia
and Central Asia will affect
the gas prices in the Caspian
region, which is expected to
increase in the coming years
and approach western
European level

Unique Investment Opportunity in the Georgian Hydro Power Generation Sector

February 2009



Oil and gas pipelines

A Georgia plays an important role as a strategic crossroad for hydrocarbon transit from the

_ CaspianBasinto Western Europe
A BPand its partners invested USH5 billion to develop the three major oil and gas pipelines

that cross Georgia
U BakuThilisi-Ceyhan (BTC)oil pipeline
UTotal length: 1,752 km (of which 244 km through Georgia)
UThe pipeline can transport 50 mtons of oil p.a.
UTransported 28 mtons of oil in 2007
UCurrently transporting 4.3 mtons per month
U Baku-Supsaoil pipeline
UTotal length: 830 km
UThe pipeline capacity is 10 mtons of oil p.a.
USupsaoil terminal with capacity to store over 140,000 tons of oil
U ShahDeniz Consortium (SCP)gas pipeline
UTotal length: 685 km (of which 244 km through Georgia)
UThe pipeline capacity - 30 bcm of gasp.a.
UTransported 1.2 bcm of gasin 2007

UThe pipeline is an important alternative route for delivering the Caspianand Central Asian gas to

_Europe
Aln addition, Georgia operates so called North-South Gas pipeline (the only way to

get Russiangas to Armenia) and an old Georgia-Azerbaijan Southern Gas (GASP)
pipeline, which has recently been rehabilitated, and allows Georgia to import gas

not only from Azerbaijan, but also from Iran
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Oil & gas expolation & transportation map

Source: Ministry of Energy of Georgia
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