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Abstract

The workconsidersthe perfection of economic mechanisms of tariffs formation
on Georgian electric power market. Here is described what conditions should
tarrification methodology satisfy and what parameters participate in tariffs calculation.
It should be particularly underlined that dissertation research does not intend the
creation of new formulas (re-inventing the wheel) of tariffs determination. Here is
given qualitatively new approaches of determination of the parameters included in the
existing methodologies.

The analysis accumulated during rich experience in the sphere of tariffs
formation shows that at present in perfection of regulation methodology the main
strategic direction is liberalization of the respective processes. The principal idea of
the contemporary tendency is expansion of indirect economical factors of control
which supposes significant encouraging of energy companies in effectiveness increase
of efficiency and production.

Each country chooses tariff methodology according to its own specific
conditions. The same should be considered for Georgia. Among the methodologies
existing in the world, it will be justified for Georgia to accentuate such methodology
where advantageous is motivated and not administrative approach or priority should
be given to stimulating tariff methodology. This case may be explained by the fact
that in Georgia regulation of electric power tariffs began just 14-15 years ago. Control
organ is not informed about many aspects of power companies’ activities that make
regulation according profit rate ineffective. In our opinion, the possibility of
overcoming the mentioned difficulties is undoubtedly given by stimulating control of
tariffs.

The work concerns the improvement of power regulation processes, balancing
of the interests of power companies and consumers, protection of their rights,
perfection of market mechanisms regulation on the basis of power energy policy,
elaboration of transparent and effective mechanisms of tariff rates, creation of specific
investment environment, provision of moderate power energy price, formation of open
and effective power market, sustainable and safety development of the sphere.

The work substantiates the effectiveness of using rated balance profit of long-
term tariff estimation in tariff policy, which may appear alternative in main funds
instead of using of funds recoupment amount. Practically, Georgian National Energy
and Water Supply Regulatory Commission (GNERC) introduced using of long-term
tariffs in relationship with “Telasi” Corporation which estimates investment
attractiveness of such tariffs.

Georgian government decree of August 6, 2008 “On the support of investments
realization in power engineering sector of Georgia” being based on State policy, the
government considers appropriate to support investments realization and in order to
create sustained investment environment puts into operation preliminarily determined
fixed boundary tariffs for long-term periods.

In accordance to this decree the approaches to tariff policy are changed. As is
known tariff on electric power protects consumers from monopolistic prices and at the
same time gives electric power producers the possibility of long-term, sustainable
financial and technical development.

Power program of the government is intended to raise general and public service
level of population, improve social policy, activate and develop industrial objects and
provide consumers with continuous and reliable supply, increase electric power
stability and service quality.
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A significant place in full and effective realization of this program is given to
implementation of new approaches stated and adopted by government in tariff policy.
So, the introduction of determined, fixed, boundary tariffs for long-term period is very
important. Their existence is convenient for power energy sellers, as well as for
electrical consumers. Electric power distributing companies have the possibility to
plan their activities for long-term steady prospect and realize additional investments,
while as to consumers they will steadily balance their possible expenses connected
with electric power supply.

Tariff methodology considers admitted commercial rate of losses in consumer’s
tariff. According to methodology GNERC has to consider the state of earlier years and
according to organization-technical state of distribution licensee to state the schedule
of admissible losses reduction. Or GNERC has to estimate what improvements are
possible to be realized during a year of hard work, while the rest objectively
indispensable losses should be considered when defining the tariff.

It is evident that in such a way consumer’s tariff will increase but an important
principle step will be done: tariff methodology will be devoid of the function alien for
its social protection. It will really perform its purpose and determine real price of
electric power supply for consumers which will promote activity of the State, as well
as, the society in the whole. Here arises the problem of paying capacity of consumers
but the consideration of the reality and working on problem solution is social
economic task of the State which in our conviction surpasses the sphere of tariff
methodology.

The work considers one of the directions of power strategy — creation of
competitive power engineering market. Particularly, formation of legislative laws and
institutions of power resources commerce; formation of centralized and decentralized
power supply optimum proportions; stimulation of fuel and electric power
independent production; development of price (tariff) formation and processes of
electric power commerce.

Proceeding from the necessity of formation of new market relations in power
engineering sector stage by stage liberation of electric power market is to be realized,
also a new model of market is to be implemented which will provide distinct
differentiation of rights and duties and responsibilities among subjects functioning in
the sector which will be achieved by transition to the system of direct contracts
between electric power wholesalers and buyers on electric power market.

The dissertation contains a 162 pages. It consists of an introduction, literature
review, results, discussion and final parts. Discussion of the results consists of three
chapters and 9 paragraphs. The work includes 6 tables and 31 drawings, and

appended a list of used literature, applications and software.
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