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O Regulated Sectors

* Power sector - 10 activity types and 19 enterprises
* 1 transmission system operator
e 1 balancing and ancillary services market operator
e 2 distribution system operators
e 1 universal service provider
e 1 public service provider
e 1 lastresort supplier
1 wholesale supplier
* 1 day-ahead and intraday market operator
* 9 hydroelectric power stations
5 thermal power plants




* Natural gas

* 1 transportation licensee
e 20 distribution suppliers and licensees

 Water supply

* 9 water supply licensees

* Irrigation

 1lirrigation licensee




‘O General Principles of Tariff Regulation
Regulation models

Cost-based Incentive-based

Price-cap regulation

Revenue/Cost Plus Marginal prices
income
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Tariff Regulation Period

2019 2021 2023 2025
Baseline year Tariff year Tariff year Tariff year
2020 2022 2024
Tariff Tariff year Tariff year
calculation
year

!

Regulation period




@ Full Cycle of Regulated Cost Audit

---1 October ‘ November -

Submitting a Final report after the
tariff application regulated cost audit

Presentation/approval of the audit
results and the tariff calculation
3 days project at the commission meeting
Checking the completeness of
documentation
Legal opinion
Technical conclusion




<O Consumer Tariff Structure

EUT = TSOT + DSOT + SST

Tariff for distribution
End User Tariff system operator
(DSO Tariff)
Tariff for transmission
system operator Service Supplier Tariff

(TSO Tariff)




t@f’) Formula for Calculating the Transmission and Distribution Tariff

Regulatory Cost Base (for the
tariff year) (GEL)

Amount of electricity per tariff
year (kWh)




‘O Regulatory Cost Base

-

Cost plus
Incentive-based regulation

spOPEX _Cost Plus

ncOPEX _ Cost Plus
cOPEX Incentive-based regulation

Cost plus
and
Incentive-based regulation




<© Capital Expenditures

CAPEX =RAB x WACC +D
RAB =TA +IA + INV -D-TP-RA
Cost plus

and
Incentive-based regulation

,




Weighted Average Cost of Capital

1
“a-o

WACC =gxrg+(1—-g)xr,

rAe,

* g - [0ONA NPUBJIEYEHHOro KanuTtana, %; weight of total debt
{ - Hanor Ha NpubbINb, %; income tax

¥, - CTOMMOCTb NPUBNEYEHHOrO KanuTtana, %, costof debt
* r,- CTOMMOCTb cobcTBEHHOro KalfnnTtasa, %. cost of equity




@ Depreciation rates
&
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Annual
Grid components Depreciation/Amortization Useful life (years)
Rate (%)
- Overhead power lines 500-400-330-220-110 kV 2.22 45
- Underground cables 110 kV 2.50 40
Overhead power lines 35 kV 2.85 35
- Underground cables 35 kV 3.33 30
- Overhead power lines 6/10 kV - 220/380 V 3.33 30
- Underground cables 6/10 kV - 220/380 V 3.33 30
Power transformers 3.33 30
n Instrument transformers 4.00 25
n Intangible assets 20.0 5




(O Operating Expenses

—_—

OnepauunoHHble 3aTpaTbl

Controllable operating expenses:
Salaries, current repairs, materials, —

business trips, utilities,

Uncontrollable operating
expenses:
Property tax and other taxes,

communication, rent and other
expenses

KoHTponupyembii

(3apnaama, mekywuli pemoHm,
mamepuansl, KOMAHOUPOBKU,
KOMMYHANbHbIE pacxoobl, C8A3b, ApeHOod u
npo4ue pacxoovl)

N

regulation fees, cost of market

operW@\

HekoHTpoAnpyembin

(Hanoz Ha umywecmeo u dpyaue HAN0208ble
pacxodsl, cbopsl 3a pe2ynuposaHue,
cmoumocme ycsye onepamopa peiHKa u m. 0.)

NS




(Q Controllable Operating Expenses

U KoHTponupyemble onepaumoHHble 3aTpaTbl 3a TapudHbIN rog, (t+1)
PACCYUTLIBAOTCA NO cneaytouen popmyne:

l
COPEX,,; = cOPEX,_{ * 1_[[(1 + CPI,;) * (1 — X44j)| + sPOPEX,,;
j=0

= Regarding salaries, if inflation is a negative number, then it is equal to
zero (CPIt+j = 0%), and if it exceeds 5%, then it is equal to 5% (CPIt+j =
5%).

= Part of controllable operating expenses, which are determined during
the correction period based on forecast data (spOPEXt+i), are subject to

correction.




Cost adjustment factor
(inefficient company)

9 : Additional profit
O : incentive”) '
= :
Leb]
L
2
T
=
§ Cost adjustment factor
(efficient company):
=1 T= T= T=




‘@ Special Operating Expenses

1 Part of controllable operating expenses that were not relevant
in the baseline year, although the Commission considers them
as relevant in the tariff based on forecasts

v Changes in legislation

v Expanding the license use




(O Cost of Normative Losses

Electricity price
(GEL/KWh)

Electricity losses
(kWh)




Imbalance probability

IC =E;,;c kI *xP *c )
Electricity price
(GEL/kKWh)

Electricity losses
(kWh) Imbalance factor (%)




(O ‘ Working Capital Costs

WCC=WC * R,

Interest rate (%)

Working capital (GEL)

Operating expenses — 45 days
VAT - 10 days



E@ Correction component

CORR = CAPEX + sp&ncOPEX + CNL +IC - REV

v’ Capital expenditures- CAPEX

v’ Special operating expenses- spOPEX

v Uncontrollable operating expenses- ncOPEX
v’ Cost of normative losses— CNL

v’ Imbalance cost- /C

v Amount of electricity- REV




@ Correction Scheme
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2021 2023
Tariff year Tariff year 2025
2020 2022 2024
Tariff Tariff year
calculation
year Lagging
2021 2023

2024 2025 2026

Calculation Tariff . .
year arift year Tariff year Tariff year




(Q Service Quality Component

b

» Informing consumers in advance about the v' 90% of the total number of
date and duration of the planned supply outages must be informed on
outage time

» Informing consumers about unplanned v Supply to 80% of disconnected
outages and restoring supply consumers must be restored on

time

» Call center operator response time
v' 80% of incoming calls need to be

» Reducing the Electric System Average answered on time
Interruption Duration Index (SAIDI) and
Reducing System Average Interruption v" The commission has the right to
Frequency Index (SAIFI) in the relevant increase or decrease the
sector regulatory cost base when

calculating the tariff.




(O Tariff Calculation Formula

The value of the regulatory cost
base at the k voltage level (GEL)

Forecast amount of electricity
distributed at the k voltage level

(kWh)




@ Cost Cascading

» Costs by voltage levels of electricity distribution are
attributed to a specific voltage level using the cost cascading

method




» Supply tariff components:

v" Price of supplied electricity

v Guaranteed capacity component

v’ Supply service component

v’ Service quality component

v’ Cost of risk of non-payment by consumers




E@ Supply Service Component

» Costs associated with the supply service component:

v Operating expenses

v’ Depreciation

v’ Cost of imbalance

v Working capital cost

v Reasonable profit — 1.5%
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Thank you for your -

attention [




