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1. TOPICS DISCUSSED

V Natural gas market structures and main players in Lithuania and in Georgia.

In this section of discussions NCC and GNERC representatives delivered presentations that
aimed tointroduce natural gas market structures and main players in the respective countries and
exchanged comments on the market transactions. Particularly discussions covered topics of natural
gas transmission system structure, natural gas distribution systemalrgas supply market model
and natural gas exchange in Lithuania. The unbundling process of Lithuanian vertically integrated
company-AB ALi etuvos Dujosfi was reviewed. Natur al
trading arrangements were reviswv for both Georgia and Lithuania. Key energy supply and
consumption statistics, also historic natural gas prices were presented and explained. Presentations
were followed by interactive discussions between NCC and GNERC representatives.

V Investment evailation and adjustment in Lithuanian natural gas sector

The presentation covered topics of legal background in Lithuania for investment evaluation,
investment evaluation principles, instruments and tools, categorization of investments and finally
case stug of investment evaluation was reviewed.

According to the Law of Energy in Lithuania energy undertakings engaged in the activity with
regulated prices must coordinate planned investments with the Commission. Where such
investments of the energy undertaisnare not coordinated with the Commission, they may not be
recognized as justifiable for the review of prices regulated by the State. The investments in gas
infrastructure projects are evaluated according to the principles laid down in the Methodology of
investments evaluation in energy sector approved by NCC.

Evaluation principles for different type of investments, i.e. size of investments (when regulated
company is serving 100 000 or more consumers and (or) the value of the investment is not lower
than2 min. Euro; when the investment represents 5 % or more of the overall planned yearly
investment sum but is not smaller than 0,15 min Euro, there is also a list of commonly evaluated
investments for relatively small investments) and framework of invegsn(Ten Year Network
Development Plan of Transmission system operator, projects of common interest) were discussed
and analyzed. Investment assessment tools such as economie Beosfit Analysis), Financial
(financial internal rate of return, net penmt value) and technical reasoning of investments were
discussed. Finally, case study of a PCI (projects of common interest) project covered review of
Gas Interconnection PolaridLithuania (GIPL) project implemented by TSOs from Lithuania (AB
AAmbeird iGr and SYITEMSIIA)( GAZ

V Regulation on Wholesale Energy market Integrity and Transparency (REMIT).
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Requirements of Regulation (EU) No 1227/2011 of the European Parliament and of the Council
of 25 October 2011 on wholesale energy market irtiegnd transparency (REMIT) and the role
and involvement of NCC were discussed. Concept of REMIT and different categbMerket
manipulation (entering into any transaction or issuing any order to trade in wholesale energy
products which: gives, or i&kely to give, false or misleading signals as to the supply of, demand
for, or price of wholesale energy products; secures or attempts to secure, by a person, or persons
acting in collaboration, the price of one or several wholesale energy productaréfiaal level;
employs or attempts to employ a fictitious device or disseminating information which gives, or is
likely to give, false or misleading signals) were analyzed. Additionally, the discussion covered
analyzing definitions of wholesale markatoducts and market participants (based on definitions
provided at (Directive 2009/72/EC; Directive 2009/73/EC; Regulation (EU) No 1227/2011;
Directive 2004/39/EC) that are subject to REMIT regulations. The process of wholesale market
monitoring from ACERactivities to NRA decisions, also detailed steps for market participants to
submit data at Agencyo6s registry were descridhb
with the provisions of REMIT according to the Lithuanian Law on Energy wecesied.

V Pricing in Georgian and Lithuanian natural gas sector, WACC setting: principles and rules.

On the pricing topic two presentations were delivered by GNERC and NCC representatives,
describing pricing regime and tariff setting principles forrespei ve countryodés nat
and market participants.

For Lithuanian natural gas market NCC adopts pricing methodology and approves price caps for
Transmission, Distribution, Liquefaction, Supply (in case the supplier has been discovered in
abusing market), and Guaranteed Supply. As for Georgian natural gas market GNERC is
responsible for adopting natural gas transportation, distribution and supply (for regulated household
sector) activities and sets tariffs for the mentioned companies. Hencetatiessncovered pricing
of the companies involved in above mentioned activities for respective countries.

NCC representatives explained transformation process from postage stamp pricing in
transmission system to ertexit model and also upgrading pricisgmmodityfrom m3 to MWh
for nonhousehold customers.

GNERC and NCC representatives discussed WACC setting principles and rules, which is
almost the same for both countries. Current WACC for regulated natural gas companies in Georgia
comprises 13.54 % before tax and 6.253i#6Lithuania.

V Licensing rulesand monitoring of licensed activities in Georgia and in Lithuania.

As in pricing and market structure topics, for the licensing rules and controlling licensed
activities two presentations were delivered by GNERC and NCC representatives. The overview of
licensed activities covered legal basis for obtaining license and entities that are subject to licensing.
For Lithuanian case presentation covered topics such as, main documents to be submitted and
licensing procedure regarding evaluation of technologitancial and managerial capabilities of
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applicant. Additionally documents and procedures for evaluation unauthorized control in case of
natural gas transmission activities were reviewed.

Documentations and conditions to obtain a natural gas distriblitense in Georgia and
Lithuania were presented and followep by discussions.

V TSO (Amber Grid) profile, activity and projects.

TSO activities and projects were presenggdd mb e r Gridbés office, w h
about Lithuanian gas transmissiosystem dispatching were explained by Amber grid
representatives at national di spatch center a
presentation covered topics such as key transmission infrastructure, interconnection capacities and
supplysour ces, strategic infrastructure project
capacity, transmission systemds safety and r
service pricing, connection to the transmission network and electrangntission service booking
and administration system.

V Ensuring technical safety in natural gas sector: roles and responsibilities.

Safety standards and monitoring of safety requirements in Lithuanian natural gas market were
discussed. The role of State Energy Inspectorate in monitoring technical conditions of natural gas
distribution network was presented. Important discussion topg safety in networks owned by
househol dsé (generally metering point divides
and safety requirements for household appliances. Households are responsible for safe operation of
appliances and network insideritory owned by them. However only certified gas engineers and
companies can construct natural gas pipelines and check safety of installations inside of
househol dds premises. There is not an obligat
ownal by a household. Finally, dispute resolution mechanisms on technical safety issues were
discussed.

V Overview of district heating regulation

Since district heating is complete new topic for Georgian gas market (some companies recently
started implementig centralized heating in higising buildings) the presentation aimed to provide
general overview of district heating regulation and regulatory challenges in Lithuania. The
discussion topics covered: overview of district heating market structure uahity legal aspects
of district heating tariff setting and tariff structure; tariff setting internal process; approval, analysis
and monitoring, benchmarking of public service providers; criteria (technical, economical) that are
taken into account for umedtakings being regulated or not; protection of consumer rights and
interests; complaint handling mechanism in district heating sector; collaboration with other state
institutions and municipalities; administrative resources, staff and structure dedizatesdrict
heating regulation.
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V Connection to the transmission and distribution network.

Discussion covered issues concerning to the connection procedures of a new costumer to
distribution or transmission network, connection fees and gasification okva territory.
Additionally discussion topics included entities involved in granting right to construct gas pipelines
and parties involved in adopting pipeline for exploitation.

2. LESSONS LEARNED

Overview of natural gas markdynamicsin Lithuaniahas clearly demonstrated timeportance
of diversification natural gas supply sourc€enstructionof LNG terminal in Klaipeda improved
competitionon natural gas market in Lithuania wiluccessfulkealization of the mairgoal of
competition reducing(becoming more coseflective) enduse prices At the same time, moving
towards competitive market with better diversified supply sources opens doors for further
enhancinghe regional cooperatiorConstructiorof Gas Interconnection Polaiid.ithuania (GIPL)
is good example of regional cooperation that brings benefits to customers at the regional level. It
also demonstrates support from EU for regional cooperatiompplied CBA methods create frame
for fair allocation of costs between involved member states.

Additionally, it was concluded thanhcreasing transparency at the market, implementation of
electronic booking capacity for transmission services provjteper signals toinvestors and
market participants

Discussions on natural gas safetydimellings owned by householdsiderlined importance of
having certification system for gas safety engineers or companies and to have a govebudgntal
responsibldor developingcorresponding safety legislation and to handle customer complaints on
technical safety issues.

Discussions on licensingulesfor natural gas distribution once agagmindedto participants
findnggol den mean between strict requi rements o
human capacities and attracting new market playéhsreduced entry barrier

3. POSSIBLE IMPACTS

The Association Agreement (AA) between the European Union and the European Atomic Energy
Community and their Member States, on the one hand and Georgia, on the other, was signed as on June 27,
2014, based on which Georgia takes the obligations to gradagisoximate its legislation (including
EnergyAcquis) to the EU legislation and international legal instruments in predetermined timeframe.

The project was initiated by GNERC to increase its capacity in natural gas regulation via reviewing the case
studyof an EU member state. At the same time, for the project purposes NCC had a relevant experience for
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Georgia as it has been a core institution to transform-qmset energy sector to EU compliant market
structures.

Current Georgian legislation does oy correspond to the main provisions of the EU energy acquis, some

of which are completely new to the Georgian legislation and require detailed and comprehensiverstudy

the other hand Georgian natural gas market is on its way to be transformeedrdaied to a competitive

market, and correspondingly regulations have to ensure successful transformation. Therefore, the main roles
and responsibilities of market players and governmental institutions and regulatory instruments to supply
safe, securera affordable natural gas were discussed between Georgian and Lithuanian colleagues and
representatives of GNERgained important knowledge.

Besides, the knowledge obtained through the project may have the impact during upgrading Georgian
legislation on e following topics connection to the natural gas transmission and distribution network,
investment evaluation for network companies and conditions for obtaining natural gas distribution license.

Finally, as the aim of the project was to share experience in natural gas regulation between GNERC and
NCC, it will further enhance cooperation between the two National Energy Regulatory Commissions and to
promote setting up new initiatives.

4. OTHER CONCLU®BNS

Transformation from a posoviet energy sector to EU compliant market structures may seem
long way ahead for number of countries, but Lithuanian case has demonstrated positive effects of
transforming gas sector towards mooempetitivestructureas a result ofoordinated work between
NCC, other governmental organizations and natural gas undertakingen le concluded that
unbundling of vertically integrated companies does not hamper security of supply and attracting
investmentsn the sector if proper regulatory mechanisms are in place.

5. RECOMMENDATIONS

The Expert Exchange Project in the frameworkEofergy Regulators Regional Association
(ERRA) Ad Hoc member project involved two national energy regulatauyhorities however
topics discusseduring the meetings may be also relevant for other regulators. Hemeay be
beneficial for above mentioned specifc topics to have afollow-up activity involving other
regulators as wellThis will further disseminate possible impacts ofstproject and strengthen
topic-based cooperation between national regulatory authorities.
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Appendix 1: Agenda and participants of the program

Valstybiné
kainy ir
energetikos
kontrolés
komisija

List of Participants

Georgian National Energy and Water Supply Regulatory Commission (GNERC)

http://www.gnerc.org

Mr. lvane Pirveli, Deputy director of the Natural gas department

Mr. Otar Nalchevanidze i Chief specialist of the Natural Gas Department

National Control Commission for Prices and Energy of Lithuania (NCC)
www.requla.lt

Mr. Renatas Pocius, Director of Gas and Electricity Department

Ms. Jiratd Pravalackaitada, Acting Head of Gas Divi
Ms.l rena Burdulyta, Adviser of Gas Division, Gas a
Mr . Ri mas Valungevi|ius, Chief Specialist of Gas
Ms.Mi | da Parnavaita, Chief Specialist of Gas Divis

M. Gedi minas Didgiulis, Chief Specialist of Gas D
Ms. Marta Vorobjova, Chief Specialist of Gas Division, Gas and Electricity Department
Ms. Lina Karpavililt&, Senior Speci ahmestt of Gas D

Mr. Matas Taparauskas, Head of Heat Producers and Competition Division

Mr . Dalius Kontrimavilius, Head of I nternati onal

ERRA SecretariatA 11 . J8&8nos P8l p8§pa t®r 7., 1081 Buda
Tel.: +36 14 7 7 0 4-&dl: sekret&riat@erranet.org A Wevtvw.erranet.org



mailto:secretariat@erranet.org
http://www.erranet.org/
http://www.gnerc.org/
http://www.regula.lt/

Program Agenda

February 29, 2016

9:45 Pick-up at hot el fi H oSkimyaiskiy strl In Vilnivgi | ni u
10:00 Wel come and intr oducH,iVinios NCC, Ve
10:10 NCC role in natural gas sectori Ms . Jiratd Praval ag
- Questions / discussion
10:30 Lithuanian natural gas market structure and main players i Mr. Rimas
Valungevilius
- Questions / discussion
11:10 Georgian natural gas market structure and main players i Mr. Ivane
Pirveli
- Questions / discussion
11:50 Lunch
13:20 Investment evaluation and adjustment in Lithuanian natural gas sector. 1
Ms. Milda Parnavaita
- Questions / discussion
14:00 Connection to the network. Rules and fees in Lithuanian natural gas
sectorri Mr . Gedi minas Didgiulis
- Questions / discussion
14:30 Coffee break
14:50 Regulation on Wholesale Energy market Integrity and Transparency
(REMIT). Participants, registration, task time line and problems i Ms.
Milda Parnavaita
- Questions / discussion
15:30 Close of the meeting and transfer to hotel
18:00 Dinner (fAullaVnius)Pi | i es
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March 1, 2016

9:15 Pick-up at hot el AHoliday I nn Vilniu

9:30 Overview of district heating regulation i Mr. Matas Taparauskas

- Questions / discussion

10:30 WACC setting: principles and rules i Ms . Il rena Burdul y

- Questions / discussion

11:00 Pricing in Lithuanian natural gas sector i Ms . l rena Burdu

- Questions / discussion

12:00 Lunch

13:30 Pricing in Georgia's natural gas sector i Mr. Ilvane Pirvel

- Questions / discussion

14:30 Coffee break
14:50 The legal basis for obtaining a license. Control and monitoring of licensed
activities. T Mr . Ri mas Valungevilius

- Questions / discussion

15:30 Licensing rules and control in Georgia i Mr. lvane Pirveli

- Questions / discussion

16:00 Close of the meeting and transfer to hotel

March 2, 2016

9:00 Pick-up at hotel #AHoliday I nn Vilniu

9:30 Meeting and welcome in the office

9:45 Presentations over profiles, markets, functions (Amber Grid / GNERC /
NCC)

- Questions / discussion

11:45 Break

12:15 Visiting Central Control Room and Vilnius M&R station (Amber Grid /
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GNERC / NCC)
- Free discussion
14:00 Break
14:15 Transfer to another Amber Grid office
14:30 Visiting Sales division (Amber Grid / GNERC)
15:30 Close of the meeting and transfer to hotel

March 3, 2016

8:30 Pick-up at hotel #AHoliday I nn Vilniu
9:00 Meeting with Amber Grid and trans
9:30 Visiting Jaunilnai compressor st a
12:00 Transfer from Jauniinai compresso
13:15 Break

13:45 Vi siting derapressoratgtipns/Amber Grid / GNERC / NCC)
14:45 Transfer to Vilnius

18:00 Dinner (ARi b Room, Hot el AHol i day

March 4, 2016

8:45 Pick-up at hot el AHol iday I nn Vilniu

9:00 Meeting with State Energy Inspectorate: Technical safety regulations in
natural gas industry in Lithuania

- Questions / discussion

11:00 Break

11:15 Overview of technical safety regulations in Georgian Natural gas sector. -
Mr. Otar Nalchevanidze
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12:00 - Close and transfer to NCC

12:15 Lunch

14:00 Connection procedures to the DSO network for households and small
customers T Mr . Gedi minas Didgiulis

- Questions / discussion

15:00 Coffee break

15:15 Summary of the topics discussed during the week, GNERC/NCC
Questions / discussion

16:00 Close of the meeting and transfer to hotel
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Appendix 2: Photos of activities
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