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Executive Summary

Executive Summary

Background

The Republic of Azerbaijan (Azerbaijan) is an energy-rich country that became a major
regional energy player after restoring its independence in 1991. The country’s territory
covers an area of 86,600 sg. km and borders Russia, Georgia, Iran, Turkey and Armenia.
Azerbaijan has a population of about 10 million, 53% of whom reside in urban areas.
Due to its geographical position, the territory of Azerbaijan includes eight out of 11
existing world climate zones.

Azerbaijan is an upper-middle income country, with a gross domestic product (GDP)
per capita at purchasing power parity (PPP current international USD) of 17,460,
representing 43% of the EU28 average in 2017. Qil exports have constituted the main
revenue source for the economic development of the country, rendering it vulnerable
to external shocks and changes in global oil prices. The Government of Azerbaijan
(GoA) has devoted significant efforts to develop its non-oil sector, leading to an
increase in the non-oil share of its economy in GDP from 38% in 2008 to 57% in 2017.

As of 2017, one third of all GDP-generating activities are related to oil and natural gas
extraction, yet this sector employs less than 1% of the employed population. At the same
time, 37% of the working population are involved in agricultural sector, contributing
6% to the GDP Transportation, distribution and storage of electricity, natural gas and
heat energy contribute 1% to the GDP and employ 5% of the employed population.
The unemployment rate was about 5% in 2017.

During 2008-2017, almost 90% of all energy investments were related to the extraction
of hydrocarbons and 9% to the development of the electricity sector, including
renewables. Investments in natural gas and heat distribution and supply sectors were
insignificant compared with other energy subsectors. Azerbaijan is a Commonwealth
of Independent States (CIS) leader, ranked 25 among 190 economies in the 2019 Ease
of Doing Business rating.

The energy intensity of Azerbaijan decreased by 14% or from 0.105 to 0.090 tonnes of
oil equivalent (toe) per thousand 2011 USD PPP during 2007-2016. It followed almost
the same dynamics as the energy intensity of the European Union (EU). The country’s
energy intensity indicator is the lowest in the Eastern Partnership (EaP) region.

Energy Supply and Demand

Azerbaijan is a large oil and gas producer and a net energy exporter. Indeed, the
country exported an average 77% of all produced energy during 2008-2017. Crude
oil has constituted the largest exported commodity, in 2017 representing 78% of total
exports, with natural gas representing 19% and other types of energy carriers 3%.
Azerbaijan also uses produced hydrocarbons to cover an internal energy demand that
increased by 12% during 2008-2017. The residential and transport sectors have been
the dominant energy consumers in the last decade. In 2017, the share of renewable
energy accounted for 1.66% of the total primary energy supply and was mainly
represented by hydropower plants.


https://en.wikipedia.org/wiki/Russia
https://en.wikipedia.org/wiki/Georgia_(country)
https://en.wikipedia.org/wiki/Iran
https://en.wikipedia.org/wiki/Armenia
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There are neither nuclear nor coal facilities in Azerbaijan, with natural gas the primary
source for electricity generation. During 2008-2017, the total installed generating
capacity of the country increased by 37% and was about 8 GW at the end of the
analysed period. At the same time, electricity generation increased by only 12% over
the same period. As of 2017, gas-powered and hydro plants represented 85% and
14% of the total installed capacities and generated 92% and 7% of the total electricity
produced, respectively.

In 2017, Azerbaijan was ranked 20% in the world for its proven oil reserves and 23" for
its oil production. Oil production reached its peak in 2010 and has been decreasing
since then. The consumption of oil products on the domestic market increased by 45%
over the last decade. Both factors resulted in the steady reduction of crude oil and
petroleum products export during 2011-2017.

In 2017, the country was ranked 27" for its natural gas reserves and 32" for its
natural gas production. Although Azerbaijan has historically been an oil producer,
its significance in the region is growing as a gas producer and exporter. The export
of natural gas increased from 32.2% of total production in 2008 to 48.7% in 2017.
To cover the recent imbalance of demand and supply on external markets, Azerbaijan
started importing natural gas and the volume of import has increased from 1.6% of
gas production in 2016 to 11.6% in 2017. Despite some structural changes, the total
consumption of natural gas on the internal market in 2017 remained almost at the
same level as in 2008.

The primary source for the production of heat energy in Azerbaijan is natural gas.
There have been significant fluctuations in heat energy production and consumption
over the last decade, but the level of production of heat energy in 2017 was only 6%
higher than in 2008.

Market Structure for Electricity, Natural Gas and Heat

Since the reforms of 2015, the electricity market of Azerbaijan comprises two state-
owned natural monopolists as well as state-owned and private generators that
operate in the mainland of the country. Azerenerji OJSC is the transmission system
operator (TSO) and the largest electricity producer, owning 85% of all generating
capacities. Electricity distribution and supply functions in Azerbaijan’s mainland are
assigned to Azerishig OJSC. Electricity generation, transmission, distribution and
supply in the landlocked exclave of the country are executed by the State Energy
Service of Nakhchivan Autonomous Republic (AR). In total, 50 out of 57 plants or
91.5% of all installed capacity belongs to state-owned companies. Natural gas is the
primary source for 82% of generating capacities. Meanwhile, large hydro represents
15.5% and RES sources 1.8% of the total installed capacity.

The State Qil Company of the Azerbaijan Republic (SOCAR) is the state-owned
monopoly that is among other activities involved in the exploration, extraction,
transmission, distribution and supply of natural gas. The natural gas upstream sector
in Azerbaijan is mainly concentrated in the Shah Deniz field located in the deep-water
shelf of the Caspian Sea. The continued development of this field can potentially bring
six bcma of gas to Turkey and ten bcma of gas to the EU via the Southern Caucasus,
Trans-Anatolian (TANAP) and Trans Adriatic (TAP) pipeline projects.
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The functions of production, distribution and supply of heat energy are assigned to
Azeristiliktechizat OJSC. The company was established in June 2005 and currently
operates in 51 of 63 of the administrative regions of Azerbaijan. Despite the recent
increase in the number of connected residential consumers, less than 3% of residential
buildings in Azerbaijan have access to district heating services.

Energy Pricing Policy

The Tariff Council is the leading responsible authority for the approval of energy tariffs
in Azerbaijan. Although the Council was officially cut off from state budget funding in
January 2019 and there is now a new Energy Regulatory Agency (AERA), the Council
remains functional based on the voluntary representation of all concerned state
authorities. AERA was established in December 2017 as a public legal entity that is
subordinate to the Ministry of Energy (MoEn). After the adoption of the draft Law
on the Regulator, which was developed with the support of the European Bank for
Reconstruction and Development (EBRD), all functions related to the calculation and
approval of energy tariffs should be transferred from the Tariff Council to AERA.

Electricity tariffs in Azerbaijan were relatively stable during 2008-2017, seeing only
three major changes in tariff rates and structure. The latest changes were related to
the introduction of inclining block tariffs for residential consumers and purchase prices
from generators using alternative and renewable energy sources. The recent tariff
changes led to social discontent and resulted in a retrospective threshold increase of
the first tariff block from 250 kWh to 300 kWh per month in December 2016.

Similarly to the dynamics of electricity tariffs, natural gas tariffs have also been relatively
stable. Thelatestchangesinthetariffpolicywerealsorelated totheintroduction ofinclining
block tariffs. The initial first block of 1,500 m?® per year was retrospectively increased to
1,700 m* in December 2016 and further increased to 2,200 m* in May 2019.

There were no changes to district heating tariffs over the last decade, except the
deregulation of hot water prices in November 2016. After the removal of hot water
tariffs from the list of the state-regulated tariffs (prices), Azeristiliktejhizat JSC increased
hot water tariffs by almost five times in January 2017. Despite this significant increase,
hot water tariffs remain below the cost-reflective level.

Existing energy tariffs in Azerbaijan are determined based on a general “cost plus”
methodology and there are no separate rules as to the calculation of electricity, natural
gas and heat tariffs. Under the current tariff methodology, there are no incentives
for utilities to improve the cost-efficiency of their services. On the contrary, the
methodology provides wrong incentives to increase operational costs to justify a
higher need for the regulated revenue. Targets for the reduction of energy losses are
envisaged only for electricity network operators.

The tariff system includes cross-subsidies between consumer groups and energy
carriers as well as direct subsidies from the state budget. The non-cost-reflective
energy tariffs are part of the social policy of the country. The results of the price
gap estimation analysis, based on average export prices and the opportunity cost
of export to neighbouring countries, show that direct subsidies to electricity, natural
gas, and heat consumers exceeded 3.2 billion USD during 2015-2017. Energy tariffs in
Azerbaijan are also among the lowest in the region.
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Energy and Energy Efficiency Policy

As of 2019, there is no energy strategy in Azerbaijan, although the MoEn has already
started cooperating with the EU to develop a long-term energy strategy. The main
driving force for implementing reforms and updating the legislative framework is the
Presidential Decree on “The Acceleration of Reforms in the Energy Sector of Azerbaijan”.
The Decree stipulates responsible authorities and strict deadlines for the development
and submission for approval of relevant draft legislative acts.

The 12 Strategic Roadmaps (SRM) constitute the most recent set of adopted strategic
documents. The main act is the “Strategic Road Map on National Economy Perspectives’,
which is accompanied by 11 Sector Roadmaps, some of which are restricted. The main
SRM and those on Oil and Gas Industries (Including Chemical Products) Development
and Public Utilities (Including Electricity, Heat, Gas, and Water) Development are the
key documents related to the energy sector. The main SRM does not have measurable
energy-related targets and the SRM on Oil and Gas is restricted. The SRM on Public
Utilities includes specific goals for power, including renewables, natural gas and district
heating sectors until 2020.

The Legal Framework for Energy Efficiency is outdated and mainly includes legislative
documents developed during the 1990s. There have been some recent amendments to
the legislative framework. Still, most efforts of the GoA are devoted to the development
of new laws according to the best international practice. The Law on the Use of Energy
Resources is the key document regulating energy efficiency. The law defines the legal,
economic and social foundation of state policy and governs the relations between
different entities in this area. However, not all provisions of the law have been reinforced
since its adoption in 1996. The MoEn is currently in the process of adopting a new Energy
Efficiency Law with the support of the EU4Energy project.

There is no National Energy Efficiency Action Plan (NEEAP) in Azerbaijan. However,
once adopted, the new Law on Energy Efficiency (EE) will require the development of a
five-year NEEAR Therefore, in 2019, the MoEn started developing the NEEAP with the
support of the EU4Energy project. In 2011 and 2015, there were also attempts to develop
state EE programmes, but neither document was adopted.

The institutional framework for energy efficiency includes multiple stakeholders and the
MoEn is the leading responsible authority for the development and implementation
of energy policies related to energy efficiency, renewable energy and environmental
protection. However, there is a lack of coordination of EE-related activities in industry,
buildings and transport sectors.

Renewable Energy Policy

Due to its geographical location, the Caspian Sea and its diverse landscape of plains and
mountains, Azerbaijan has significant potential to utilise its renewable energy sources
(RES). The highest technical potential belongs to solar (23 GW) and wind (3GW), but the
country also has good potential for small hydro (0.5GW) and biomass (0.4GW).

The SRM on Public Utilities envisages specific targets for the installation of new RES
capacities by 2020. At the same time, the document does not specify any targets for
small hydro. In 2019, the country exceeded its target for bioenergy, but needs to make
extra effort to achieve its solar and wind-installed capacity targets. There are no specific
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targets for RES development beyond 2020 and they should be part of the long-term
energy strategy being developed with the support of EU.

There is no regulatory framework for the development of RES in Azerbaijan, aside
from specific purchase tariffs for electricity produced from alternative and renewable
energy sources. The Presidential Decree on “The Acceleration of Reforms in the Energy
Sector of Azerbaijan” assigns specific responsibilities to the MoEn for the development
of RES law and for creating a favourable climate for private investments in renewables.
To fulfil its assigned obligations, the MoEn actively cooperates with donor organisations
and international companies. Namely, the Ministry collaborates with the EU on the
development of the RES legislative framework, the EBRD on the Implementation of
Renewable Energy Auctions and the Asian Development Bank (ADB) on the construction
of the first floating solar photovoltaic (PV) plant.

Environmental and Climate Change Policies Related to Energy

In October 2016, the Parliament of Azerbaijan ratified the Paris Agreement with the
country’s commitment to reduce greenhouse gas (GHG) emissions by 35% in 2030
compared to the base year 1990. The state submitted its Second Biennial Update Report
to the United Nations Framework Convention on Climate Change (UNFCCC) in 2018.
According to the report, Azerbaijan needs to reduce its total emissions by 23% or
net emissions by 16% to reach the 2030 targets. The difference between total and net
emission targets relates to the forest and biodiversity restoration achievements of the
government during 1990-2013.

A more profound analysis indicates that the significant reduction of total emission was
related to the economic shutdown after the collapse of the Soviet Union in 1991 and the
fuel switch from oil to natural gas in the energy generation sector. This means that the
country still needs to make extra efforts to decouple its economic growth and energy
consumption to reach its GHG targets by 2030.

As of 2019, there is no official action plan on the activities aimed at achieving GHG
targets. The Ministry of Ecology and Natural Resources, together with the United
Nations Development Programme (UNDP), is currently working to prepare its Third
Biennial Report and a national action plan to meet its intended nationally determined
contributions (INDC) targets.

Finance and International Assistance

The EU is the largest provider of financial assistance to Azerbaijan in the energy sector.
This support is mainly based on the EU-Azerbaijan Partnership and Cooperation
Agreement and the EaP policy initiative.

The identified dynamics of the low enforcement of policy reforms in EE and RES fields
completely changed in 2017, when the Government of Azerbaijan initiated major energy
reforms. The new impetus to tackle energy markets, sustainable energy and climate
change challenges contributed to negotiations over a new framework agreement on
mutually beneficial cooperation between the EU and Azerbaijan. The new agreement is
also related to the development of the Shah Deniz Stage 2 gas production field and the
Southern Gas Corridor that can additionally deliver ten bcma of gas to the EU market.
Funding for these projects was in part provided by the EU financial institutions European
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Investment Bank (EIB) and EBRD. By securing 3.9 billion euros, the TAP became the
largest European infrastructure project in 20718.

As of 2019, Azerbaijan is a part of the EU4Energy initiative, which supports the
improvement of energy supply, connectivity, promotion of energy efficiency and the use
of renewables. The Government of Azerbaijan also cooperates with ADB, the United
States Agency for International Development (USAID) and other international financial
institutions and donor organisations in the energy field.
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Recommendations

General Recommendations

1.

Prioritise the development and approval of a long-term energy strategy. Such a
strategy should include ambitious but realistic long-term quantitative targets and
attainable objectives for EE and demand-side management. The strategy should
also recognise EE as one of the priorities for meeting and reducing future energy
demand, increasing energy export revenues and other benefits as a result of
achieving long-term EE targets. In this framework, the strategy should also include
the ‘energy efficiency first’ principle.

Prioritise the approval of the draft EE law and the timely adoption of the NEEAP

and other legislative acts envisaged by the law. Continue ongoing efforts on the

development of an energy-related legislative framework according to the Presidential

Decree on “The Acceleration of Reforms in the Energy Sector of Azerbaijan’.

Take action to improve the enforcement of planned energy efficiency policies and

measures stipulated by the draft EE law, such as:

 Define clear responsibilities and strengthen the coordination of EE policy
development between different stakeholders;

+ Strengthen capacity and provide necessary resources to the authority responsible
for the implementation of EE policy in the country. It might be advantageous to
establish an entity on the basis of the existing Department of Energy Efficiency
and Ecology of the Ministry of Energy or a new entity responsible for the
implementation of EE policy under the Ministry. The possibility of separating the
policy development, policy implementation and policy evaluation functions of the
Department or a new entity under the Ministry should be analysed and assessed.
An enforcement function should also be ensured.

 Ensure effective feedback loops by improving coordination between the
development, implementation and the evaluation of energy efficiency policy,
energy sector strategy development and energy system planning. Develop internal
communication rules in order to widely disseminate monitoring and evaluation
results, including via the Internet.

* The Energy Efficiency Fund, envisaged by the draft EE law, needs to be separated
from the general state budget and ideally should be based on stable revenue
streams e.g. tariff increases (public benefit charge), environmental taxes (e.g.
transport fuels) or revenue received from exporting energy resources saved as a
result of the implementation of EE measures. The EE Fund can also be appointed
as the key authority for the implementation of EE policies, programmes and
measures.

Establish a clear baseline, management information and benchmarking system in

the EE field. This in-depth energy efficiency report can serve as a baseline for the

monitoring and evaluation of future progress in implementing EE reforms.

Approve and implement new energy tariff methodologies supporting the efficient

use of energy, including specific focus on the following provisions:

« Clear incentive for energy utilities to reduce their operational costs;

« Further improvement of the existing electricity tariff design in order to stimulate
the efficient use of the existing electricity system, i.e. introduce prices depending on
voltage and capacity, time-of-use pricing for all consumers, critical peak pricing, etc.



Recommendations

6.

Enhance awareness of decision makers, civil servants and other stakeholders as
to the multiple benefits that EE measures can bring to Azerbaijani society, i.e. the
creation of new jobs, attracting new investments, increased exports, etc., using real
evidence and case studies.

Recommendations: Energy Sector

7.

10.

.

12.

13.

Conduct further reforms supporting functional unbundling and the development
of electricity market, taking into consideration EE. Introduce competition in the
electricity generation market and develop an efficient regulatory framework,
incentivising optimal capacity distribution among power plants in Azerbaijan in
order to ensure the most reliable and efficient balance of electricity demand and
supply.

Prioritise the reduction of specific fuel consumption and power plants’ own use.

Introduce incentives for the management and the staff of the plant to improve

overall plant efficiency and reduce fuel consumption. Increase transparency and

regularly publish data on key performance indicators of the power-generating

sector (see Recommendation 13).

Introduce specific long-term targets aimed at improving the efficiency of energy

transformation, the reduction of losses in electricity, natural gas and heat

networks.

Develop and approve a methodology for ancillary services. Network operators

can be required to encourage demand side, like aluminium and other heavy

industry plants, to participate in ancillary service market.

Adopt policy measures to promote a wider application of high-efficient

cogeneration and/or efficient district heating and cooling systems. Conduct cost-

benefit analysis for the application of high-efficient cogeneration for installing
new or refurbishing existing electricity generating units with a total thermal input
exceeding 20 MW.

Initiate the development of a heat map that should include existing district

heating capacities and waste heat from industry and power generation sector.

Use the heat map for the planning and development of district heating/cooling

systems and the efficient utilisation of waste heat.

Maintain efforts to improve national energy statistics, including the following:

* Improve the availability of statistics on natural gas losses with regard to the
separation of transmission and distribution losses;

* Improve the availability of detailed statistical information on the energy sector’s
own use, dividing this indicator into own use of the power plants (as one of
the main energy saving indicators of power plants) and final consumption by
energy industry sub-sectors;

* Introduce new statistical information on key performance indicators of power-
generating plants;

+ Align electricity balance terminology with best international practices (i.e. the
use of correct terminology for combined cycle power plants (CCPPs), thermal
power plant (TPPs) and combined heat and power plants (CHPs) in energy
balances);

 Expand recently introduced EE indicators to all sectors of the economy and
add indicators based on physical outputs per sector.
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Recommendations: Industry

14.

15.

16.

17.

18.

19.

Define clear responsibilities for the development and implementation of policy
measures targeting EE in industry (see Recommendation 3), including in small and
medium-sized enterprises (SMEs). Provide sufficient resources for managing the
following key policy measures:

« Mandatory energy audits for large industrial enterprises on a regular basis;

* Incentives for SMEs to carry out energy audits on a regular basis;

* Energy audit and training/certification schemes for energy auditors;

+ Energy management standards and certification procedures;

« Financial incentives to encourage the implementation of EE improvements.
Prioritise the adoption and the implementation of ecodesign requirements for
industrial appliances. Start with the introduction of ecodesign requirements for
products that are less technically complex and contentious, but that can potentially
bring the highest energy savings for industry, such as power transformers, water
pumps and electric motors.

Initiate the development of benchmarking studies on technical and economic EE
potential in the industrial sector in general and strategic sub-sectors in particular.
Develop support programmes to promote energy audits among SMEs, ie. tax
exemption or direct financial incentives to support the implementation of EE measures
based on the results of the conducted energy audit, awareness-raising campaigns, etc.
Develop support mechanisms for local producers of modern EE equipment. The
support mechanisms can include new incentive measures, subsidised loans, tax
exemptions, etc.

Promote voluntary agreements and other industrial initiatives to stimulate EE in the
industry. Support business initiatives targeting improvements in EE, including fiscal
incentives for EE improvements and Energy Service Company (ESCO) schemes.

Recommendations: Buildings

20.

21.

22.

23.

Define clear responsibilities for the development and implementation of policy
measures targeting energy performance in buildings (see Recommendation 3).
Provide sufficient resources for managing the following key policy measures:

+ Minimum energy performance requirements (MEPRS);

* Energy performance certificates and certification procedures;

« Financial incentives to encourage improvements in energy performance;

« Public procurement criteria related to EE to be applied to public buildings.
Promote the exemplary role of the public sector with regard to building renovation.
Prioritise the implementation of EE measures in public and state-owned buildings.
Introduce specific sub-targets for improving efficiency in buildings.

Introduce MEPRs for buildings based on overall energy performance (kWh/m?/year).
Gradually make more stringent MEPRs to achieve nearly zero-energy buildings.
Design the Energy Performance Certification scheme as a self-funding mechanism,
where the revenue from issuing Energy Performance Certificates covers all costs
related to its management and quality assurance. Design the Energy Performance
Certificates’ software in such a way that the collected information on buildings’
energy performance is automatically available for the State Statistics Committee of
Azerbaijan and for a wider decision-making process.



Recommendations

24. Initiate the development of a study on the potential use of solar thermal systems
in Azerbaijan. Evaluate the potential of solar thermal systems to contribute to the
electricity system’s development in a more cost-effective way compared to the
supply-side option. Based on the results of the study, develop a supporting
mechanism for the installation of solar thermal systems in residential and service
sectors. Evaluate the costs of running this support scheme against the multiple
benefits for the Azerbaijani economy, creation of jobs, increase of investments,
increase of electricity exports, decrease of electricity consumption during peak
hours and investments in network reinforcement, etc. Consider opportunities for the
creation of additional incentives for local producers of solar water heating systems.

25. Introduce incentives for local authorities and the owners of public buildings to
reduce energy consumption and implement EE measures. Local authorities should
be allowed to use energy savings for the repayment of investment in EE and, once
the debt has been repaid, to keep the energy savings each year.

26. Initiate the development of a study on technical and economic EE potential in
residential buildings. Conduct targeted campaigns to improve consumers’ awareness
of their historical energy consumption and promote no-cost or low-cost measures
to reduce their energy bills. Ensure that consumers have easy access to information
about their historical consumption (up to a three-year period). Conduct awareness-
raising campaigns on no-cost and low-cost measures to reduce energy bills based
on international best practices and promoted nationwide.

Recommendations: Energy-using Products

27.Define clear responsibilities for the development and implementation of policy
measures targeting the EE of energy-using products (see Recommendation 3).
Provide sufficient resources for managing the following key policy measures:

* Import ban on incandescent light bulbs;

+ Ecodesign regulations;

* Energy labelling regulations;

* EE criteria in public procurement procedures.

28. Prioritise the adoption and the implementation of ecodesign and energy labelling
requirements, as one of the highest impact EE policy measures to achieve future
EE targets. Start with the introduction of ecodesign requirements for products that
are less technically complex and contentious and that can potentially bring the
highest energy savings for residential consumers, such as heaters, air conditioners,
dishwashers, washing machines and televisions.

29. Consider raising consumer awareness through information campaigns on energy
labelling to inform consumers of the benefits and money they could save.

30. Enhance the capacity of involved stakeholders on the efficient implementation of
ecodesign and energy labelling compliance, enforcement and market surveillance.
Strengthen the cooperation and coordination of activities between all involved
stakeholders (see Recommendation 3).

31. Provide general support and assistance to facilitate a higher uptake of highly
efficient products and appliances. Develop targeted awareness-raising campaigns
to enhance consumers’ awareness of the benefits of using more energy-efficient
appliances.
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Recommendations: Transport

32. Assign clear responsibilities to a relevant governmental authority/department for the
overall control and implementation of EE measures in the transport sector. Provide
sufficient resources for managing such responsibilities (see Recommendation 3).

33.Introduce fleet management strategies in state authorities and state-owned
companies;

34.Promote modal shift, in particular the use of public transport by improving its
comfort, accessibility and affordability. Explore the cost benefits of adding new
routes and creating dedicated road space for buses so that they can avoid traffic
jams, particularly in tourist destinations. Promote sustainable transport, including
subway and other electric means of public transport. Promote railway transport and
an obligation for airport and airline companies to promote public transport travel to
and from airports. Promote the use of bicycles, the development of specific bicycle
lines and the use of electrical scooters.

35. Promote rail and maritime transport means for cargo transportation.

36. Explore options to restrict or influence vehicle imports to favour vehicles that are
more fuel efficient and of lower emissions (i.e. hybrid, liquefied natural gas, liquefied
petroleum gas), taking advantage of the improving fuel efficiency and emissions
performance of the EU market.

37. Conduct targeted campaigns to promote measures related to behavioural changes,
including eco-driving, car-sharing and proper vehicle maintenance. Introduce
ecodriving as part of driver’s licence study and tests.
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Umumi malumat

Azarbaycan Respublikasi (Azarbaycan) 1991-ci ilde 6z mustagilliyini barpa etdikden sonra
regionda energetika sahasinds asas oyunguya cevrilmis enerji ehtiyatlar ils zangin 6lkadir.
Olka arazisi 86 600 km? taskil edir va Rusiya, Gurcustan, Iran, Turkiys ve Ermanistanla
sarhaddir. Azarbaycanin texminan 10 milyon shalisi var ve 6lks ahalisinin 53%-i sahar
arazilarinda maskunlasmisdir. Cografi mévgeyina géra dunyada méveud olan 11iglim tipinin
8-i Azarbaycanda yerlasir. Azarbaycan alicilig gabiliyysti paritetine (AQP) gore adambasina
dusen 17 460 dollar ( hazirki ABS dollar) ils orta haddsn yuxar galir saviyyasina malik
olkadir. Bu gostarici 2017-ci ilde Avropa lttifaqina Uzv 28 lkade mévcud gdstaricinin orta
hesabla 43%-ni taskil etmisdir.

Neft ixraci 6lkanin igtisadi inkisafi i¢Un asas galir manbayi olmusdur ki, bu da 6lkanin global
neft giymatlari Gzra xarici tasirlara va dayisikliklare hassas olmasina gatirib cixarmisdir.
Azarbaycan hokumati geyri-neft sektorunu inkisaf etdirmak Ugln ciddi tagabbusler hayata
kegirmisdir. Bunun naticesinde UDM-da igtisadiyyatin geyri-neft sektorunun payr 2008-ci
ilde 38%-dan 2017-ci ilde 57%-a galxmisdir.

2017-ci ilds UDM-ni formalasdiran batin faaliyystlerin tgds biri neft ve tabii gazin
istehsali ilo bagh olmusdur. Halbuki, igtisadi faal ahalinin 1%-dan daha asagi hissasi bu
sektorda faaliyyat gostarir. Eyni zamanda, igtisadi faal shalinin 37%-i kend tesarrufati
sektoruna calb olunmusdur ki, bu da UDM-ya 6% tohfe vermisdir. Elektrik enerjisinin,
tabii gazin va istilik enerjisinin daginmasi, paylanmasi ve saxlaniimasi UDM-ya 1% tohfs
vermis va igtisadi faal ahalinin 5%-i bu sahalerda calismisdir. 2017-ci ilds issizlik saviyyasi
5% olmusdur.

2008-2017-ci illarda butln enerji investisiyalarinin taxminan 90%-i  karbohidrogenlarin
¢ixariimasi, 9%-iisa barpa olunan enerji manbalari de daxil olmagla, elektrik enerjisi sektorunun
inkisafl ila bagl olmusdur. Tabii gazin va istilik enerjisinin paylanmasi va tachizati sektorlarina
goyulmus investisiyalar digar enerji alt-sektorlarina goyulan investisiyalar ilo migayisada
daha az shamiyyatli olmusdur. Azarbaycan 2019-cu ilds “Ease of Doing Business” reytinginda
190 ¢6lke arasinda 25-ci sirada yer almagla, MDB &lkalari arasinda liderdir.

2007-20716-cl illerds Azarbaycanda eneriji istehlaki har 2011 min dollar alicilig gabiliyysti pariteti
Uzra 14%, yaxud 0.105 ton neft ekvivalentinden 0.090 ton neft ekvivalentine dtsmusdur.
Bu demak olar ki Avropa Ittifaginin enerji istehlaki ile eyni dinamikani géstarmisdir. Olkanin
enerji istehlaki gostericisi Serq Tarafdashdi (ST) regionunda an asadi gdstericidir.

Enerji tachizati ve talabat

Azorbaycan boyik neft ve gaz istehsalcisi va xalis enerji ixracatcisidir. Olks 2008-2017-
ciillarda istehsal olunmus butin enerjinin orta hesabla 77%-ni ixrac etmisdir. Xam neft
an cox ixrac edilen mahsul olmus ve 2017-ci ilde xam neft Gmumi ixracin 78%-ni, tabii
gaz 19%-ni diger enerji dastyicilari isa 3%-ni taskil etmisdir. Azarbaycan 2008-2017-ci
illorda 12%-2 gadar artmis daxili enerji talebatini garsilamaq tgln karbohidrogendan
ds istifads etmisdir. Kommunal xidmat ve nagliyyat sektorlarindaki istehlakcilar son
on illikds asas enerji istehlakgilari olmusdur. 2017-ci ilds barpa olunan enerjinin payi
Umumi asas enerji tachizatinin 1.66%-n1 taskil etmis va asasan hidro-elektrik stansiyalar
ilo tamsil olunmusdur.
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Azarbaycanda nlva va komur elektrik stansiyalari yoxdur. Elektrik enerjisinin istehsali tcun
as5as manba tabii gazdir. 2008-2017-ci illerds 6lkanin Gmumi istehsal gicd 37%-a gadar
artmis va tahlil edilmis dévriin sonunda taxminan 8 QVt olmusdur. Eyni dévr arzinds elektrik
enerjisinin istehsall 12%-a gadar artmisdir. 2017-ci ilde gaz il islayan elektrik stansiyalari va
hidro elektrik stansiyalari mtayyan olunmus Umumi gtctin mavafig olaraq 85%-ni va 14%-ni
taskil etmis, istehsal olunmus Gmumi elektrik enerjisinin isa 92% va 7%-ini taskil etmisdir.

2017-ci ilde Azarbaycan 6zunun subut olunmus neft ehtiyatlarina gére dunyada 20-ci
sirada, neft istehsalina goére iss 23-cU sirada yer tutmusdur. Neft istehsali 2010-cu ilda
pik hadds catmis ve hamin doévrdan etibaran asagl dusmusdir. Daxili bazarda neft
mahsullarinin istehlaki son on ilds 45%-a gadar artmisdir. Har iki amil 2011-2017-ci illarda
xam mal va neft mahsullarinin ixracinin kaskin azalmasi ils naticalonmisdir.

2017-ci ilds 6lks eyni zamanda tabii gaz ehtiyatlarina gérs dinyada 27-ci yerds, tabii gaz
istehsalina gora isa 32-ci yerds olmusdur. Azarbaycanin tarixan neft istehsalcisi olmasina
baxmayarag, regionda gaz istehsalcisi va ixracatcisi kimi de shamiyysti artir. Tabii gazin
ixract 2008-ci ilds Umumi istehsalda 32.2%-dan 2017-ci ilde 48.7%-5 galxmisdir. Xarici
bazarlarda talab ve techizat Uzra hazirki disbalansi aradan galdirmag tgtn Azarbaycan
tabii gazi idxal etmaya baslamis va 2016-cr ilds gaz Uzrs idxal hacmi 1.6%-dan 2017-ci ilds
11.6%-2 yuksalmisdir. Bazi struktur dayisikliklarine baxmayarag, 2017-ci ilde daxili bazarda
tabii gazin Umumi istehlaki demak olar ki, 2008-ci ildaki saviyys ils eyni olmusdur.

Azarbaycanda istilik enerjisinin istehsall Uzre asas manba tabii gazdir. Son on ilds istilik
enerjisinin istehsalinda va istehlakinda ciddi dayisikliklar (fluktuasiyalar) olsa da, 2017-ci ilda
istilik enerjisinin istehsal saviyyasi 2008-ci il ils mugayisada cami 6% ¢ox olmusdur.

Elektrik enerjisi, tabii qaz ve istilik enerjisi lizra bazar strukturu

2015-ci ilds hayata kecirilmis islahatlardan sonra Azarbaycanin elektrik enerjisi bazari 6lkanin
boyUk hissasinds faaliyyst gostaran dévista-maxsus 2 tabii inhisargl sirkatden, o cimladan
dovlsta-maxsus va 6zal istehsalcilardan ibarat olmusdur. "Azsrenerji” ASC elektrik enerjisinin
otdrdlmesi Gzra sistem operatoru (OSO) va istehsal olunmus butin enerjinin 85%-na sahib
olmagla, an boyuk elektrik enerjisi istehsalcisidir. Azarbaycanin boytk hissasinds elektrik
enerjisinin paylanmasi ve tachizati vazifelari "Azarisiq” ASC-ya havale edilmisdir. Olkanin
blokadaya alinmis arazisinds elektrik enerjisinin istehsali, 6ttrtlmasi, paylanmasi ve tachizati
Naxcivan Muxtar Respublikasinin (MR) Dovlst Energetika Xidmati tarafindan hayata kecirilir.
Umumilikds, 57 stansiyadan 50-i, yaxud butin istehsal gticinin 91.5%-i dévlste maxsus
sirkatlara aiddir. Tabii gaz istehsal glictiniin 82%-i Ucin asas manbadir. Boydk hidro-elektrik
stansiyalart Gmumi istehsal gicunun 15.5%-ni, hidro-elektrik stansiyalari ve barpa olunan
enerji manbalari isa 1.8%-ni taskil edir.

Azarbaycan Respublikasi Dovlat Neft Sirkati (ARDNS) diger faaliyyatlarla yanasi tabii
gazin tadgigatina, ¢ixariimasina, 6ttrilmasina, paylanmasina va tachizatina calb olunmusg
dovlets maxsus inhisargl sirketdir. Azarbaycanda tabii gazin ¢ixarilmasi asasen Xazar
danizinin darin sulu selfinds yerlasan Sah Daniz arazisinds markazlasmisdir. Bu sahanin
gelacak inkisafi il Conubi Qafgaz, Trans Anadolu (TANAP) va Trans-Adriatik (TAP) boru
kamearlari layihalari vasitasile Turkiyays ilde 6 milyard kub metr, Avropa lIttifagi ¢lkslarine
isa ilde 10 milyard kub metr gaz vers bilar.

Istilik enerjisinin istehsall, paylanmasi ve tachizati vezifaleri “Azaristiliktachizat” ASC-ya
havals edilmisdir. Sirkst 2005-ci ilin iyun ayinda yaradilmisdir v hal-hazirda Azarbaycanin
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63 inzibati rayonundan 51-da faaliyyat gosterir Slagedar istehlakgilarin sayinda son
zamanlarda artim olmasina baxmayarag, Azarbaycanda yasayis binalarinin 3%-dan daha
azinin markazi istilik xidmatlarina ¢ixisi var.

Enerji giymatinin miiayyan olunmasi siyasati

Azarbaycanda enerji tariflarinin tasdiq edilmasi Uzra aparici masul qurum Tarif Surasidir. 2019-
cu ilinyanvar ayinda Suranin Katibliyinin dévlst budcasindsn maliyyalasdiriimasi resmi sakilda
dayandinimisdir. Sura battn slagadar dévlst qurumlarinin kénalld istiraki asasinda faaliyyst
gostarir. Enerji Masalalerini Tanzimlema Agentliyi Energetika Nazirliyinin tabeliyinds 2017-ci
ilin dekabr ayinda publik htiqugi sexs kimi yaradilmisdir. AYIB-in dastayi ile hazirlanmaqgda
olan tanzimlama haqginda ilkin ganun layihasinin gabul ediimasindan sonra enerji tariflarinin
hesablanmasi va tasdiglanmasi Uzra btin funksiyalar EMTA-ya havals edilmalidir.

2008-2017-ci illorde Azarbaycanda elektrik enerjisi Gzra tariflar nisbatan stabil olmus,
tarif giymatlarinds va strukturunda cemi 3 asas dayisiklik olmusdur. Sonuncu dayisiklikler
kommunal sektordaki istehlakgilar Ggtin guzastli tariflarin tatbiq edilmasi ve alternativ ve
barpa olunan enerji manbalarindan istifads etmakls enerji istehsalcilarindan alds olunan
alis giymatlarinin azaldilmasi ile bagli olmusdur.

2016-cr ilin dekabr ayinda elektrik enerjisi tzra ayliqg tarif limiti 250 kVt-saatdan - 300 kVt-saata
gadar artirlmisdir.

Elektrik enerjisine banzar suratds, tabii qaz Uzrs tariflor da nisbatan stabil olmusdur. Tarif
siyasatindaki sonuncu dayisikliklar do dayismaya meyilli glizastli tariflorin tatbig edilmasi ilo
bagl olmusdur. 2016-ci ilin dekabr ayinda limit illik 1500 m?3-dan 1700 m*-a galdinimis ve
daha sonra 2019-cu ilin may ayinda 2200 m?-a galdiriimisdir.

Son on il arzinde markazlesdirilmis istilik enerjisinin tachizati tariflarinde  dayisikliklar
olmamuisdir. Isti su ilo bagli tariflorin dovlet terefinden tenzimlanen tariflerin (giymetlarin)
siyahisindan ¢ixarilmasindan sonra ‘Azaristiliktachizat” Sehmdar Camiyyati 2017-ci ilin yanvar
ayinda isti su tariflarini demsk olar ki, 5 dafe galdirmisdir. Qiymatlarin ahamiyyatli dsracads
artinlmasina baxmayaragq, isti su Gzra tariflar xarclari aks etdiran saviyyadan asagidir.

Tarif sistemiistehlakcigruplariva enerjidasiyicilari arasinda sahalararasi carpaz subsidiyalarin,
0 cUmladan dévlst budcasinden birbasa subsidiyalarin verilmasini nazards tutur. Xarclari
aks etdirmayan enerji tariflari 6lkanin sosial siyasatinin bir hissasidir. Qiymat boslugunun
tahlili ile bagli naticaler, orta ixrac giymsati ve qonsu 6lkslars ixrac Gzre alternativ xarclar
onu gostarir ki, 2015-2017-ci illards elektrik enerjisi, tabii gaz va istilik istehlakgilarina verilan
birbasa subsidiyalarin dayari 3.2 milyard ABS dollarindan cox olmusdur. Azarbaycandaki
enerji tariflari regionda an asadi tarifler arasindadir.

Enerji va enerji ssmorsliliyi siyasati

2019-cu il tarixina Azarbaycanda enerji strategiyasi yoxdur, lakin Energetika Nazirliyi uzun-
muddastli enerji strategiyasinin hazirlanmasi tctn artiq Avropa Ittifagi ile emakdashga
baslayib. Islahatlarin hayata kecirilmasi va tonzimlayici ¢argivenin yenilenmasi Ugtin asas
sonad "Azarbaycan Respublikasinin energetika sektorunda islahatlarin sdrstlandiriimasi”
hagqinda Prezident Sarencamidir. Serancam mdavafig ilkin normativ hiqugi aktlarin
hazirlanmasi va tagdim edilmasi Uzra masul qurumlar ve isin icrasi Gzra zsruri olan son
tarixleri nazards tutur.
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Milli igtisadiyyat ve igtisadiyyatin asas sektorlari Uzra strateji yol xaritalarinin tasdiq edilmasi
hagginda Azarbaycan Respublikasi Prezidentinin 6 dekabr 2016-ci il tarixli Fermani ilo 12
strateji yol xaritasi gabul edilmisdir. (SYX). Bunlardan an asasi "Azarbaycan Respublikasinin
milli igtisadiyyat perspektivi Uzrs Strateji Yol Xaritasi”. Bundan alave 11 sektoru shats edan yol
xaritalari da var ki, bunlardan energetika sektoru ile bagli olanlari “Azsrbaycan Respublikasinin
neft va gaz sanayesinin (kimya mahsullari daxil olmagla) inkisafina dair Strateji Yol Xaritasi”
va "Kommunal xidmatlarin inkisafina (elektrik va istilik enerjisi, su ve qaz) dair Strateji Yol
Xaritasi'dir. Kommunal xidmatlarin inkisafina dair Strateji Yol Xaritasi barpa olunan enerji
manbalari, tabii gaz va markazlasdiriimis istilik tachizati sektorlar da daxil olmagla, elektrik
enerjisi Uzra 2020-ci il gadar hayata kecirilmali xtsusi hadaflari nezardas tutur.

Enerji samaraliliyi ilo bagl htiqugi ¢arcive kéhnadir ve asasen 1990-ci illards hazirlanmig
ganunvericilik sanadlarini ehtiva edir. Son zamanlarda huqugi ¢arciveys bazi slavaler
edilmisdir. Hokumatin tagabbuslarinin ¢coxu hals da an ugurlu beynalxalg tacribays uygun
yeni ganunlarin hazirlanmasi ils baglidir. Enerji ssmaraliliyini tanzimlayan asas senad “Eneriji
resurslarindan istifade haqginda” Azarbaycan Respublikasinin Qanunudur. Qanun doévist
siyasatinin huqugj, igtisadi va sosial bazasini misyysn edir va bu sahada muxtalif qurumlar
arasindaki alagalari tanzimlayir. Bununla bels, 1996-ci ilds gabul edildikden sonra ganunun
butlin muddaalan tatbiq edilmamisdir. Energetika Nazirliyi hal-hazirda  “EU4Energy”
layihasinin dastayi ila enerji ssmaraliliyi hagginda yeni ganunun gabul edilmasi prosesindadir.

Energetika Nazirliyi 2019-cu ilda "EU4Energy” layihasi ¢arcivasinda Enerji Ssmarsliliyi Gzrs
Milli Faaliyyat Planinin hazirlanmasina baglamisdir.

Enerji samaraliliyi Uzra taskilati ¢arcivays muxtalif maragli tarafler daxildir. Enerji samaraliliyi,
barpa olunan enerji manbsalari va atraf muhitin qorunmasi Gzra enerji gaydalarinin
hazirlanmasina ve hayata kegirilmasina géra masul asas qurum Energetika Nazirliyidir.
Buna baxmayaraqg, ssnaye, tikinti va nagliyyat sektorlarinda enerji semaraliliyi ila bagl
faaliyyatlarin alagslandirimasinda catismazliq var.

Barpa olunan enerji manbsalori lizre strategiya

Cografi movgeyins, Xazar danizi sahilinds yerlasmasina, dutzenliklerin va daglarin
rangarang landsaftina gors, Azarbaycan barpa olunan enerji manbalarindan (BOEM)
istifada Gzra shamiyyatli potensiala malikdir. ©n ¢ox texniki potensial glinas ( 23 gigavatt)
va kulak (3 gigavatt) enerjisine maxsusdur, lakin 6lkads kicik hidro (0.5 gigavatt) ve biokutls
(0.4 gigavatt) enerjisinin alds olunmasi G¢Un ds potensial var. Kommunal xidmatlerle bagli
Strateji Yol Xaritasi 2020-ci ilo gadar barpa olunan enerji manbalari Uzra yeni elektrik
stansiyalarinin qurasdiriimasi Ucun konkret hadsflor nazards tutur. Eyni zamanda, sanadds
kicik hidroelektrik stansiyalar Uzra har hansi bir hadaf musyyan ediimamisdir.

Alternativ va barpa olunan enerji manbalarindan istehsal olunmus elektrik enerjisi tzra
xUsusi alig tariflri istisna olmagla, Azarbaycanda barpa olunan enerji manbalarinin
inkisafina dair tenzimlayici c¢argive yoxdur. ‘Azarbaycan Respublikasinin energetika
sektorunda islahatlarin strstlandirilmasi” Uzra Prezident Ssrencami barpa olunan enerji
manbalari hagginda ganunun hazirlanmasi va barpa olunan enerji manbalari Uzra 6zal
investisiyalar Ucun alverisli mahitin yaradilmasi magsadile Energetika Nazirliyina xdsusi
ohdaliklar havale edilmisdir. Tayin olunmus ©hdaliklari yerina yetirmak Ucin Energetika
Nazirliyi donor taskilatlar va beynalxalg sirkatlerle faal sakilds amakdaslq edir. Bela ki,
Nazirlik barpa olunan enerji manbalari hagginda ganunvericilik ¢arcivasinin hazirlanmas
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cln Avropa lttifagr ils, barpa olunan enerji manbaleri Gizra harraclarin kecirilmasi Gglin
Avropa Yenidenqurma va Inkisaf Banki ila ve Uzan glinas elektrik stansiyasinin qurasdiriimasi
Ucun Asiya Inkisaf Banki ile smakdashiq edir.

Enerji ila alagadar ekoloji va iglim dayisikliyina dair qaydalar

2016-cr ilin oktyabr ayinda Azarbaycan Respublikasinin Milli Maclisi istixana effekti yaradan
gazlarin emissiyasinin 1990-ci ille muqgayisada 2030-cu ilde 35%-a gadar azaltmaq ila
bagh olks Uzre ohdalik goturarak Paris Sazisini tasdig etdi. Olka yeniliklorle bagh ikinci iki
illik hesabatini 2018-ci ilda iglim dayisikliyi ila baglt BMT-nin Carcive Konvensiyasina taqdim
etmisdir. Hesabata asasen, Azarbaycan 2030-cu il tzre muayyan olunmus hadaflera catmag
UgUn istixana gazlarinin Umumi emissiyasini 23%-a gadar, yaxud xalis emissiyani 16%-a gadar
azaltmalidir. Umumi va xalis emissiya hadaflari arasindaki farg 1990-2013-cu iller arzinds
hokumatin mesa ve biomuxtalifliyin barpasi istiqgamsatinds slda etdiyi nailiyyatlarle baghdir.

Daha tafarrtath tahlil onu gostarir ki, istixana effekti yaradan gazlarin tmumi emissiyasinin
shemiyyatli deracads azalmasi 1991-ci ilds Sovet Ittifaginin dagiimasindan sonra igtisadi
bohran va enerji istehsall sektorunda yanacagin neftdan tebii gaza kegmasi ilo badli
olmusdur. Bu o demakdir ki, 6lke 2030-cu ile gedar istixanaeffekti yaradan gazlarin emissiyas
ils bagl hadafa catmaq Ugln 6z igtisadi inkisafini va enerji istehlakini saxslandirmak Ggin
slava tagabbisler gostarmalidir.

2019-cu ilda istixana effekti yaradan gazlarin emissiyasi ile bagl hadaflara catmagi magsad
qoyan faaliyyatlor Uzra resmi Faaliyyst Plani olmamisdir. Ekologiya ve Tabii Sarvatlar
Nazirliyi hal-hazirda Birlosmis Millatler Taskilatinin Inkisaf Programi ile birlikds “Nazarde
tutulan milli saviyyada muayyan edilmis téhfslarda” gostariimis hadaflare catmag dgln
Ggunca iki illik hesabatin va Milli Faaliyyat Planinin hazirlanmasi Uzsrinda iglayir.

Maliyya dastayi ve beynalxalq dastak

Enerji sektorunda Azsrbaycana an boyudk maliyys dastayi temin edsan qurum Avropa
Ittifagidir. Bu dastek asasen Al-Azerbaycan Terafdasliq ve ©makdasliq Sazisi ve Serq
Torafdashigr programi ¢argivasinds hayata kegirilir.

Enerji semaraliliyi vo barpa olunan enerji manbalari sahasinds igtisadi islahatlarin
asagl seviyyads tatbigi ilo badl musyysn olunmus dinamika 2017-ci ilde Azarbaycan
hokumatinin asas enerji islahatlarnini baslatmasi ile tamamile dayisdi. Enerji bazarlar,
dayanigl enerji va iglim dayisikliklari ile bagli ¢atinliklarin 6hdasindan galmak tcin yeni
stimulun olmasi Al ile Azerbaycan arasinda qarsiligl faydali emakdasliq tzre yeni ¢arcive
sazisina dair danisiglarin baslaniimasina tohfa verdi. Yeni sazis eyni zamanda Sah Daniz
Marhals 2 layihasi ¢argivasinds gaz istehsalinin artiriimasi va cenub gaz dshlizinin agilmasi
ilo baglidir. Bu layiha Al bazarina slave 10 milyard kub metr qaz ¢atdira bilar. Bu layihalerin
maliyyslasdiriimasi da Al-nin maliyys institutlari, yani Avropa Investisiya Banki ve Avropa
Yenidangurma va Inkisaf Banki terafindan temin edilmisdir. 3.9 milyard avro tamin etmakls,
TAP layihasi 2018-ci ilda an boyuk Avropa infrastruktur layihasi olmusdur.

2019-cu ilds Azarbaycan enerji techizatinin, elektriklogdirmanin yaxsilasdinlimasini,
enerji samaraliliyinin va barpa olunan enerji manbalarindan istifadanin tasviq edilmasini
doastakloyan “"EU4Energy” tasabbulsinin bir hissasidir. Azarbaycan hokumsti eneriji
sahasinds eyni zamanda Asiya Inkisaf Banki, ABS Beynalxalq Inkisaf Agentliyi ve digar
beynalxalg maliyys institutlar va donor teskilatlarla smakdashq edir.
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Umumi Tovsiyaler

1.

Energetika sektorunun uzunmaddatli inkisaf Strategiyasinin  hazirlanmasi va
tasdiglanmasi prioritet faaliyyatistigamatlari kimi muayyanlasdiriimasi. Bu Strategiyaya
enerji ssmaraliliyi (ES) va talabat yonimld idarsetma Gglin ambisiyali, lakin realligi aks
etdiran uzunmuddatli kemiyyatle ifads olunmus hadaflar va nail olunmasi mdmkun
magsadler daxil edilmalidir. Strategiya, hamcinin uzunmdddatli ES hadaflerine nail
olma naticasinda galacak enerji talabatinin garsilanmasini, azaldilmasini, enerji ixraci
galirlarinin artirlmasi ve digsr faydalar Ucin enerji ssmaraliliyini prioritetlardan biri
kimi tanimalidir. Bu ¢arcivads Strategiyaya ‘avvalce enerji ssmaraliliyi’ prinsipi ds
daxil edilmalidir.

2. ES hagginda ganun layihasinin tasdiglenmasini va ESMFP-nin va ganunda nazsrds

tutulmus digar ganunvericilik aktlarinin vaxtinda gabul edilmasini prioritet kimi
gobul edilmasi. Azarbaycan Respublikasinin  energetika sektorunda islahatlarin
stratlandirilmasi  hagginda Azarbaycan Respublikasi Prezidentinin  Serancamina
asasen energetika ila bagl ganunvericilik bazasinin inkisafi istiqamatinds cari saylarin
davam etdirilmasi.

3. Planlasdirilan enerji ssmaraliliyi siyasatlarinin ve ES hagginda ganun layihasinds nazards

tutulmus tadbirlerin icrasini yaxsilasdirmagq tgdn bu kimi tadbirlerin gértimasi:

« Vazifaleri aydin muayyanlasdirmak ve muxtalif maragli tarafler arasinda ES siyasatinin
islanib hazirlanmasinin slagslendiriimasi;

+ Olkeds ES siyasstinin hayata kegirilmasine cavabdeh olan organin bacariglarini
guclandirilmasi va lazimi resurslarla tamin edilmasi. Energetika Nazirliyinin mévcud
Enerji samaraliliyi v ekologiya sobasinin asasinda struktur vahidin va ya Nazirliyin
tabeliyinda ES siyasatini hayata keciran yeni qurumun yaradilmasi alverisli ola bilar.
Sébanin va ya Nazirliyin tabeliyinds yeni qurumun siyasatin muayyanlasdirilmasi,
hayata kecirilmasi va giymatlandirilmasi funksiyalarinin ayrilmasi tahlil olunmali ve
giymatlendirilmalidir. Icra funksiyasi da tamin edilmalidir.

* Enerji samaraliliyi siyasatinin, energetika sektoruna dair strategiyanin ve enerji
sisteminin planlasdirimasininislanib hazirlanmasi, icrasiva giymastlandiriimasi arasinda
alagalondirmani yaxsilasdirmagla effektiv ray bildirma zancirinin yaradilmasinin
tamin edilmasi. Monitoring va giymatlendirma naticalerini genis yaymaq tcin (o
cumladan internet vasitasile) daxili malumatlandirma gaydalarini islayib hazirlanmasi

* ES hagginda ganun layihasinds nezards tutulan Enerji Semaraliliyi Fondu Umumi
dovlst budcasindan ayriimali ve ideal olarag sabit galir axinlari, yani tarif artimi
(ictimai rifah haqqy), straf mahit vergilari (masalan, nagliyyat yanacagi) ve ya ES
tadbirlarinin  hayata kecirilmasi naticasinds genast olunan enerji resurslarinin
ixraca yonaldiimasindan alds olunan galirler asasinda maliyyslasmalidir. ES Fondu,
hamgcinin ES siyasatlarinin, programlarinin va tadbirlarinin hayata keciriimasinds asas
organ kimi tayin edila bilar.

4. ES sahasinds aydin bazis xatti, idarsetms mslumatlan va etalon mugayise sistemin

yaradilmasi. Bu darin enerji somaraliliyi hesabati ES islahatlarinin hayata kegirilmasinds
galacak iralilayisin monitoringi va giymatlandiriimasi Uglin bazis xatti rolunu oynaya biler.

5. Enerjiden ssmarali istifadani dastaklaysn ve asagidaki mtuddsalara xtsusi diggst yetiren

yeni enerji tarifi metodologiyalarini tasdiglanmasi va icra edilmasi:
* Enerji kommunal xidmat maassisalarinin 6z istismar xarclerini azaltmaga tasviq
edacak stimullasdirict mexanizmlar;



Umumi Tovsiyalar

« Mdvcud elektrik sistemindan semarali istifadani stimullasdirmag Ucun hazirki elektrik
enerjisinin tarifi strukturunu daha da tekmillasdirmak, yani buttn istehlakgilar Ggun
garginlik va gucdan asili olan giymsatlarin, istifada vaxtina géra giymatlerin tatbigi;
pik saatlarda istifadaya gora giymatlar va s.

6. Real stibutlardan va praktiki nimunslardan istifads edarak garar gabul edan rasmilarin,

dovlst qulluggularinin ve diger maragl teraflorin ES tedbirlerinin  Azarbaycan
comiyyatine vera bilacayi coxsayli faydalari, basga sézle yeni is yerlarinin yaradilmasi,
yeni investisiyalarin calb edilmasi, ixrac potensialinin artirlmasi va s. kimi musbast
tazahdrlar barads malumatliigin artiriimasi.

Tovsiyalar: Energetika Sektoru

7.

Enerji ssmarsliliyi nazara alinmagla, elektrik enerjisi bazarinin funksional ayriimasini
va inkisafini dasteklayan novbati islahatlarin apariimasi. Elektrik enerjisi istehsali
bazarinda regabati totbiq edilmasi va elektrik enerjisina talabat va taklifin etibarli va
an samarali balanslasdinimasini temin etmak Uctn Azarbaycanda elektrik stansiyalar
arasinda optimal guc paylanmasini stimullasdiran ssmarali tanzimlema bazasini islayib
hazirlanmasi.

Serti yanacaq sarfini ve elektrik stansiyalarinin xtsusi sarfiyyat gostarcilarinin
azaldilmasini prioritet kimi gabul edilmasi. Stansiyanin tmumi ssmaraliliyini artirmaq
va yanacaq istehlakini azaltmag magsadila rahbarlik va isciler dcun stimullasdirici
mexanizmlar tstbig edilmasi. Saffafligl artinimasi va elektrik enerjisinin istehsali
sektorunun asas faaliyyst gostericileri barads malumatlari mitamadi olarag darc
edilmasi (bax Tovsiys 13).

9. Enerji cevriimasinin (transformasiya proseslari) ssmaraliliyinin artirimasi, elektrik enerjsi,

10.

.

2.

13.

tabii qaz va istilik sabakalerinda itkilarin azaldilmasi magsadi ils konkret uzunmuddatli

hadaflarin muayyan edilmasi.

Koémakei xidmatlar tclin metodologiyanin islenib hazirlanmasi ve tesdig edilmasi.

Sebaka operatorlarinin Uzarina, masalen aluminium va diger agir senaye zavodlari

timsalinda istehlakgilarin kémak¢i xidmatler bazarinda tslebatin tanzimlamasinds

istirak etmasini tagviq etmak vezifasi qoyula bilar.

YUksak samarali kogenerasiya va / va ya ssmarali markazlasdirilmis istilik ve soyutma

sistemlarinin daha kutlavi tatbigini tagviq etmak magsadils siyasi tadbirlarini gabul

edilmasi. Istilik qucu 20 MVt-dan cox olan yeni elektrik enerjisi generasiya qurgularinin
qurasdinimasi va ya yenidan qurulmasi Ggln yukssk ssmarali kogenerasiya modelinin
tatbigi magsadile xarc-fayda tahlilin aparilmasi.

Movecud markazlasdirilmig istilik glclarini, habela sanaye va elektrik enerjisi istehsall

sektorunun istilik enerjisinin tullantilarini daxil edan istilik xaritasinin hazirlanmasi.

Rayon istilik/soyutma sistemlarinin planlasdiriimasi v inkisafi, eloca da tullanan istiliyin

somarali istifadasi Ucun istilik xaritasindan istifada edilmasi.

Milli energetika statistikasinin tekmillasdiriimasi istigamatinda asadidakilar da daxil

olmagla cari faaliyyatleri davam etdiriimasi:

« Oturtict va paylayicl sebakalards itkilerin ayrilmasina xtsusi digget yetirmekls tabii
gaz itkisi ilo bagl statistikanin moévcudlugunu yaxsilasdirmag;

* Energetika sektorunun daxili sarfiyyati ilo bagl detalli statistik malumatlarin
maovcudlugunu  yaxsilasdirmag, bu  gostericini - elektrik  stansiyalarinin - xtsusi
sorfiyyatina (elektrik stansiyalarinin asas enerjiya genaat gostericilorinden biri kimi)
va energetika sektorunun alt sektorlarinin son istehlak gostaricisina bolinmasi;
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« Elektrik enerjisini istehsal edan stansiyalarinin asas faaliyyat gostaricileri hagqginda
yeni statistik malumatlar taqdim edilmasi;

« Elektrik enerjisi balansi Uzra terminologiyasini an yaxsi beynalxalg tacribalars
uygunlasdinimasi: elektrik stansiyalarinin névi tetin (QBES, IES , IEM va s. ) dizgun
terminologiyanin istifadasi;

* Bu yaxinlarda tstbig olunmada baslayan ES gostaricilarini igtisadiyyatin buttn
sahalerine yayllmasi va har sektora fiziki naticalere asaslanan gostariciler slava
edilmasi.

Tovsiyalar: Sanaye

4.

15.

16.

17.

18.

19.

Kicik v orta musssisaler daxil olmagla, ssnayeds ES-na yonalmis siyasst tadbirlarinin
hazirlanmasi va icrasi Gguin vazifaleri aydin musyyanlasdirmak (bax Tovsiye 3). Asadidaki
3sas siyasi tadbirlarinin idarsedilmasi Ucun yetarli resurslarla tamin edilmasi:

« Iri senaye muassisaleri tclin mintazem olaraq icbari enerji auditlari;

* Kicik va orta muassisalarin enerji auditinin muntazem olaraq apariimasi tcun stimul;
« Enerji auditorlari Ucun enerji auditi ve talim/sertifikatlasdirma sxemlari;

* Enerji Menecmenti Standartlari va sertifikatlasdirma prosedurlars;

* ES —nin inkisafinin icrasini havaslandirmak Gglin maliyys tasviglari.

Senaye avadanliglari/cihazlari Ucun ekoloji dizayn talablerinin gabul edilmasini va
icrasini prioritet kimi gebul edilmasi. Ekoloji dizayn teleblarini texniki cehatden daha
az murakkab ve mubahisali olan, misal Gcun glc transformatorlari, su nasoslari ve
elektrik muharriklari kimi senaye sahalari Gg¢ln enerjiya maksimum ganaste imkan
veran mahsullara tetbig etmakla baglanmasi.

Umumilikda senaye sektorunda va xUsusile da strateji alt-sektorlarda texniki va igtisadi
enerji semoraliliyi potensiall Uzra mugayisali tadgigatlann islenib hazirlanmasina
baslanmasi.

KOM-lar arasinda enerji auditlarini tasviq etmak magsadile dastak programlari, yani
aparilan enerji auditinin naticaleri asasinda ES tadbirlarini dastaklomak Gglin vergi
azadolmalari ve ya birbasa maliyya tasvigleri, malumatliig saviyyasinin artinlmasi
kampaniyalari va s. tadbirlarin hazirlanmasi.

Muasir ES avadanliglarinin yerli istehsalgilarina dastask mexanizmlari hazirlamag.
Dastak mexanizmlarina yeni stimullasdirici tadbirlar, subsidiya asad faizli kreditlar, vergi
guzastleri va s. daxil ola bilar.

Senayeds enerji ssmaraliliyinin stimullasdirimasi Ggtin konulld magavilsleri ve digsr
senaye tasabbuslarini tagvig edilmasi. Enerji ssmaraliliyinin yuksaldilmasi tgtin maliyys
stimullart va ESCO sxemlari daxil olmagla, enerji ssmaraliliyinin yuksalmasing yonalmis
isgUzar tasabbuslera dastak veriimasi.

Tovsiyalar: Binalar
20. Binalarda enerji effektivliyina yonalmis siyasi tadbirlarinin islenib hazirlanmasi ve icrasi

Ugln aydin vazifs bolgusunin aparilmasi (bax Tovsiys 3). Asadida sadalanan asas siyasi

tadbirlarini idars etmak Ucun yetarli resurslarla tamin edilmalidir:

+ Minimum enerji istehlakina dair talablar;

* Enerji effektivliyi sertifikatlari va sertifikatlasdirma prosedurlari;

* Enerji effektivliyinin ydksaldilmasini tasvig etmak Ggun maliyys stimullar.

« Ictimai binalara tetbiq edilon enerji ssmaraliliyi ilo slagedar dovist satinalma
meyarlari.



Umumi Tovsiyalar

21

22.

23.

24.

25.

206.

Binanin abadlasdiriimasi ila slagadar dovlet sektorunun nimunavi rolunu tasviq
edilmasi. Ictimai ve dévlste maxsus binalarda ES tedbirlarinin icrasini prioritet kimi
gobul edilmasi. Binalarda seamaraliliyi artirmag Ggln xdsusi alt-hadaflorin musyyan
edilmasi.

Umumi enerji effektivliyi (kVts/m?/il) asasinda binalar t¢tin Minimum Enerji Effektiviyi
Talablerini (MEET) tatbiq edin. Sifira yaxin enerjili binalara nail olmagq Ugtn tadricen
daha sart MEET-ler tatbiq edilmasi.

Ozunu maliyyslasdirme mexanizmi kimi Enerji Effektiviiyinin Sertifikatlasdirma Sxemini
tortib edilmasi - burada Enerji Effektivliyi Sertifikatlarinin verilmasindan alds edilon galir
onun idars edilmasi va keyflyyst taminati ile bagl batin xarclari dayir. Enerji Effektivliyi
Sertifikatlar Gzra program teminatini els tartib edilmalidir ki, binalarin enerji effektivliyi
barada toplanmis malumatlar Azarbaycan Déviat Statistika Komitasi ve daha genis
mustavida garar gabul etma prosesi Gglin alcatan olsun.

Azarbaycanda gunas istilik sistemlarinin mamkadn istifadssi ils bagli arasdirmalarin
hazirlanmasina baslanmasi. Gunas istilik sistemlarinin elektrik enerjisi sisteminin
inkisafina tohfs verma potensialini tachizat yonlt segimle migayise etmakls igtisadi
cahatdan daha sarfali sekilds giymatlendirmak. Tadgigatin naticalerine asassn
yasayls va xidmat sektorlarinda gunas istilik sistemlarinin qurasdirimasi Ucun
dastaklayici mexanizm islayib hazirlanmasi. Bu dastek sxeminin tatbigina ¢akilon
xarclari Azarbaycan iqgtisadiyyati Ggun coxsayll faydalarla, is yerlarinin aciimasi,
investisiyalarin artmasi, elektrik enerjisinin ixracinin ytksalmasi, pik saatlarda elektrik
enerjisi istehlakinin azalmasi ve sebakanin guclendiriimasina goyulan investisiyalarla
va s. ilo qgarsilasdirarag giymatlendirilmasi. GUnas su isitma sistemlarinin yerli
istehsalcilari Gglin alava stimullarin yaranmasi imkanlarini nazara alinmasi.

Enerji istehlakini azaltmag va enerji ssmaraliliyi tadbirlarini icra etmak magsadils
yerli hakimiyysat organlari va ictimai binalarin sahiblari U¢Un tagvigedici
mexanizmlarin tatbig edilmasi. Yerli hakimiyyat organlarina ES-na qoyulan
investisiyalarin geri 6danilmasi Ucun enerjiya ganaat faydalarindan istifads etmaya
va borc ddanildikdan sonra her il enerjiya ganast hesabina alde edilan vasaiti
6zunda saxlamaga imkanin yaradilmasi.

Yasayis binalarinda texniki va igtisadi enerji ssmarsliliyi potensialina dair aragdirmanin
hazirlanmasina baslanmasi. Istehlakgilarnin avvalki dévrlerde elektrik enerjisi istehlaki
hagqginda ve elektrik enerjisi gaimalerine gors odsnisleri azaltmaga imkan veran
Xarcsiz va ya az xarc talab edan tadbirler barada malumatlilidini artirmag magsadile
hadaf gruplara yonalmis kampaniyalarin apariimasi. Istehlakgilarin avvalki dévrlers aid
istehlak gostaricilari (Ug illik muddata gadar) barads asanligla malumat alda etmalarini
tomin edilmasi. Elektrik enerjisi gaimalarina gdra ddanisleri azaltmada imkan veran
xarcsiz va ya az xarcli tadbirlar hagginda maariflandirma kampaniyalar beynaixalg
mutaraqgi tacrubaler asasinda aparila va dlka saviyyasinds tebli§ oluna bilar.

Tovsiyalar: Enerji istehlaki ila alagadar mahsullar
27.

Elektrik enerjisindsn istifade edan mahsullarin enerji ssmaraliliyina yonalmis siyasi
tadbirlarinin islenib hazirlanmasi va icrasi Ucun aydin vazifs bolglsinun aparimasi
(bax Tovsiya 3). Asagida sadalanan asas siyasi tadbirlari idareedilmasi yetarli resurslarla
tamin edilmalidir:

+ Kézarms isiglandirma lampalarinin idxalina gadaga goyulmasi;

+ Ekoloji dizayn (ekodizayn) gaydalarinin islanib hazirlanmasi;
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« Enerjiistehlaki ile alagadar etiketlonmasi gaydalar;
+ Dovlst satinalmalari prosedurlarinda enerji ssmaraliliyi meyarlari.

28. Galacak ES hadaflarine catmaq Ugln an yiksak tasire malik ES siyasati tadbirlarinden
biri kimi ekodizayn ve enerji istehlaki ilo slagadar mahsullarin etiketlonmasi
talablarinin gsbul edilmasini va icrasini prioritet istigamat kimi gsbul edilmasi.
Texniki cohatdan daha az murakkab ve mubahisali olan ve yasayis binalarindaki
istehlakgilar Ugun enerjiya maksimum genaat imkani veran mahsullar (isidiciler,
kondisionerlar, gabyuyan masinlar, paltaryuyan masinlar va televizorlar) ekodizayn
talablarinin tatbigindan baslanmasi.

29. Olds olunacaq faydalar va ganaat edilacak pullar barads malumatlandirmag magsadils
enerji etiketlonmasi ile bagli malumatlandirma kampaniyalari kegirmakls istehlakgilarin
maariflandirmasini nazardan kecirmak.

30. Calb olunmus maragli teraflarin ekodizayn va enerji istehlaki ils slagadar mshsullarin
etiketlonmasi tadbirlarini, uygunlugu ve bazar arasdirmalarini ssmarali hayata kegirmasi
Ugln zaruri bacariglarini gtclandirilmasi. Calb olunmus bdtin maragli taraflar arasinda
amakdashgi va faaliyyatlerin slagalandirilmasinin gtclandiriimasi (bax Tovsiya 3).

31. YUkssk ssmarslilik gostaricilsrine malik mahsul ve cihazlarin daha kdtlavi tatbigini
asanlagdirmag Ugtn tmumi dastak va yardimin gostarilmasi. Son istehlakgilarin enerjiys
maksimum genast edsn cihazlardan istifadenin faydalar barads malumatliligini
artirmag Ucun hadaf kutlalers yonalmis maariflandirici kampaniyalar hazirlanmasi.

Tovsiyalar: Nagliyyat

32. Nagliyyat sektorunda enerji semaraliliyi tadbirlerine Umumi nazarst va bu
tadbirlarin icrasi t¢tin muvafiq dévlst organi / s6basinin Uzarina dusen vazifalarin
aydin muayyan edilmasi. Bels vazifslorin idarsedilmasi Ugln yetarli resurslarla
temin edilmalidir (bax Tovsiya 3).

33. Dovlat organlarinda ve doviat sirkstlarinds nagliyyat vasitaleri parkinin idareetma
strategiyasini tatbiq edilmasi;

34. Yeni modellara kecidin, xususila ictimai nagliyyatin rahathdini, alcatanhigini va
alverigliliyini artirarag ictimai nagliyyatdan istifadsnin tasviq edilmasi. Yeni marsrut
xatlorinin alave olunmasinin va xdsusile turizm makanlarinda tixaclarin garsisini almag
magsadile avtobuslar Uglin xususi harskst zolaglarinin yaradilmasinin faydalarini
arasdinlmasi. Dayanigl ve atraf muhite dost nagliyyat névlarini, o cimladan metro
va digar elektrik ictimai nagliyyat vasitalarinin tasvig ediimasi. Damiryolu nagliyyatinin
tasvig edilmasi, elace da hava limani va hava yollar sirkstlerini 6z mustarilarini hava
limanina / aks istigamata gedarkan ictimai nagliyyatdan istifadays haveslondirmasi.
Velosipedlarin istifadasini, xUsusi velosiped zolaglarinin yaradilmasini va elektrik
skuterlarinin istifadasini tasvig edilmasi.

35. YUk daginmalari Ggtn damir yolu ve daniz nagliyyat vasitslarini tagvig ediimasi.

36. Avropa Ittifagi bazarinda yanacaq ssmaraliliyi va emissiya effektiviiyinin yaxsilasdirimasi
tacribasinden faydalanaraq yanacaq samaraliliyi daha yiksak ve asadi emissiyali (yani,
hibrid, LNG, LPG) avtomobillarin idxalini stimullasdirmag, bu teleblers cavab vermayan
avtomobillarin idxalina gadaga goyulmasi va ya buna tasir gostariimasi.

37. Eko-surus, avtomobil mubadilesi ve nagliyyat vasitslerine dizgin texniki qullug
daxil olmagla, davranis modellarinin dayisdiriimasi ile alagali tadbirlarin tasvigi Ucun
dnvanl kampaniyalarin aparimasi. Strdcdluk vasigasinin alinmasi talimlarinda ve test
imtahanlarinin bir hissasi kimi eko-sdrts vardislarini tatbig edilmasi.
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1. Background

1.1. Country Overview

Figure 1: Map of Azerbaijan
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The Republic of Azerbaijan (Azerbaijan) is an energy-rich country that has evolved from a
struggling newly independent state to a major regional energy player over the past decades.
The country is located at the crossroads of major trade and energy routes between East
and West and enjoys its natural bridge role between Europe and Asia (Figure 1). Azerbaijan
restored its independence from the Soviet Union on 18 October 1991 and declared itself the
political and legal successor of the Azerbaijan Democratic Republic of 1918.

Azerbaijan’s territory covers an area of 86,600 sg. km and borders the Caspian Sea to the
east, Russia to the north, Georgia to the north-west, Iran to the south and Turkey and
Armenia to the west. Baku, the capital, has the largest harbour on the Caspian Sea and
has long been the centre of the country’s oil industry. Due to its geographical position, the
Caspian Sea and its diverse landscape of plains and mountains, the territory of Azerbaijan
includes eight out of 11 existing climate zones.

The Constitution of Azerbaijan, which was adopted on 12 November 1995, identifies Azerbaijan
as a democratic, constitutional, secular and unitary republic. Power in Azerbaijan is divided
into legislative, executive and judicial powers. The president is the head of state. The legislative
power is held by Milli Majlis, the parliament of the country. Executive power is carried out by the
president, while judicial power is held by the courts of the Republic of Azerbaijan.

1 http://www.conference.ach.gov.az/index.php?page=9 (accessed June 2019).
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1. Background

As of January 2018, Azerbaijan had a population of about 9.89 million, 52.9% of whom
resided in urban areas.? Baku is the biggest city in the country, with 2.26 million inhabitants
as well as the highest population density at 1,057 persons per sg. km. Azerbaijan enjoys a
young demographic profile, with some 24.1% of the population aged between 14 and 29
years old and only 6.3% at retirement age.? The country’s economically active population
was about 5.1 million in 2017.

1.2. Economic Background

Overview

Azerbaijan is an upper-middle income country, with a gross domestic product (GDP) per
capita at purchasing power parity (PPP current international USD) of 17,460, which is 42.5%
of the EU 28 average (Figure 2)°. Figure 2 also shows that the GDP per capita in current
international USD reached a high point of 7,917 USD in 2014, but decreased to 3,894 USD
in 2016, the lowest indicator since 2007 due to the devaluation of the national currency,
the Azerbaijani manat (AZN).

Figure 2: Dynamics of GDP (bn. USD) and GDP per capita (USD) in 2008-2017
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Oil exports have constituted the main revenue source for the economic development of
the country over the past decades, rendering the country vulnerable to external shocks
and changes in global oil prices. For example, the drop in oil prices in 2014 resulted in the
significant shrinking of the country’s economy and the devaluation of the manat from 2014
to 2016. According to the World Bank, Azerbaijan’s GDP halved from $75.2 billion in 2014
to just under $37.9 billion in 2016 (Figure 2).

2 https;//www.stat.gov.az/menu/6/buklet/azerbaycan_faktlar_ve_reqemler_2018.pdf (accessed August 2019).

3 https://www.stat.gov.az/source/demoqgraphy/?lang=en (accessed August 2019).

4 https://www.stat.gov.az/source/labour/?lang=en (accessed August 2019).

5 United Nations, Department of Economic and Social Affairs, Population Division: https://population.un.org/wpp/ (accessed
June 2019 ) & World Bank, International Comparison Program database: https://data.worldbank.org/indicator/NY.GDPMKTP
PPCD (accessed June 2019).
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As a result, the Government of Azerbaijan devoted many efforts to developing its non-
oil sector, leading to an increase in the non-oil share of the economy in GDP from
37.9% in 2008 to 57.3% in 2017 (Figure 3).5 At the same time, oil exports through the
Baku-Thilisi-Ceyhan, the Baku-Novorossiysk and the Baku-Supsa pipelines remain the
main economic driver. Efforts to boost Azerbaijan’s gas production are also underway.
The expected completion of the geopolitically important Southern Gas Corridor between
Azerbaijan and Europe will open up another source of revenue from gas exports. It is
expected that 10 billion cubic metres of natural gas will be transported to the EU each
year, starting in 2020.7

Figure 3: Breakdown of GDP into oil and gas and non-oil sectors of the economy in 2008—

2017, %
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GDP and growth

Figure 4 indicates that prior to the sharp decrease in oil prices in 2014, the Azerbaijani
economy was characterised by rapid growth (48% in 2008, 19% in 2010 and 25% in 2011).
This was mainly related to the increase in oil sector revenue due to the increase of both oil
prices and oil production during 2008-2011 (see Figure 16). The reduction of oil production
during 2011-2013 resulted in the slowing down of economic growth to 6%, but in 2014
it plummeted to 1%. The significant decrease in oil prices led to the shrinkage of the
economy by 29% per year both in 2015 and 2016. At the same time, analysis of GDP
purchasing power parity (PPP) growth indicates that this was growing from 1.9% to 12.9%
during the whole period analysed except for in the year 2016.

6  https://economy.gov.az//uploads/fm/files/diger/2018%20sosial-igtisadi.pdf (accessed August 2019).
7 https;//www.dw.com/en/azerbaijans-economic-miracle-hits-snags-after-oil-boom/a-43339470 (accessed June 2019).
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1. Background

Figure 4: GDP growth, %
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In 2017, the major GDP-generating activities of the country were mining (34.2%), trade and
repair of transport means (10.4%), construction (9.6%), transportation and storage (6.7%)
and agriculture 5.6% (Figure 5).2 Electricity, gas, stream production, distribution and supply
and water supply, waste treatment and disposal accounted for 1% and 0.2%, respectively.

Figure 5: Breakdown of GDP by economic activities in 2017, %
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8  https://www.azstat.org/MESearch/details (accessed August 2019).
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At the same time, the sectors that employed significant shares of the employed population
in 2017 were: agriculture, forestry and fishing (36.4%), trade and repair of transport
means (14.6%), education (7.8%), construction (7.2%) and public administration (5.9%).°
In contrast, mining, the major GDP-generating sector, employed only 0.8% of the
employed population. Transportation and storage on the one hand and electricity, gas,
stream production and distribution on the other employed 4.2% and 0.6%, respectively.

Labour market

The overall economic progress of the country has significantly contributed to the development
of the labour market and the efficient use of the labour force in recent decades. This has been
reflected in the distribution of employment by state and non-state sectors as well as in the
unemployment rate itself According to the data of the State Statistics Committee (SSC), the
share of persons employed in the state sector decreased from 30.3% of persons engaged in
the economy in 2005 to 24.0% in 2017.

2.45 million persons or 50.7% of the total employed population were engaged in
production fields (agriculture and fishing, industry, construction) and the number of
persons employed in the field of service was 2.38 million persons, measuring 49.3% of
the employed population. The total number of unemployed people was 251,700 or 5%
of the labour market in 2017, slightly less than 252,800 unemployed people in 2016.7

Imports and exports

Azerbaijan had 30.9 billion USD of foreign trade turnover in 2018. The country’s exports
were valued at about 19.5 billion USD, while the value of imports was 11.5 billion USD,
resulting in an 8 billion USD positive balance of foreign trade. The main export partner
was ltaly (30%), followed by Turkey (9.4%), Israel (6.7%), Czech Republic (4.8%) and India
(4.2%). The main import partners for the same period were Russia (16.4%), Turkey (13.8%),
China (10.4%), Germany (5.8%) and the United States (4.6%)."

Mineral fuels, oil and their products dominate Azerbaijan’s foreign trade relations,
representing more than 90% of overall exports. In contrast, the main import commodities
are machines, mechanisms, electrical appliances, equipment and their parts (22.6%), food
products (12%) and ferrous metals and their products (10.5%)."

Foreign direct investment

According to the 2018 United Nations Conference on Trade and Development (UNCTAD)
World Investment Report,”® Azerbaijan's inward foreign direct investment (FDI) fluctuated
at the level of 4.0-4.5 billion USD during 2014-2016 and dropped to 2.9 billion in 2017. The
level of outward FDI was about 3.2 billion USD in 2014-2015 and dropped to 2.6 billion
USD in 2016 and 2017.

At the same time, Figure 6 compares the dynamics of FDI in oil and non-oil sectors as well
as total investment in oil sectors provided by the National Statistic Committee of Azerbaijan.

9  Labour Market, the State Statistical Committee, https://www.stat.gov.az/source/labour/?lang=en (accessed July 2019).
10 https://www.stat.gov.az/source/labour/?lang=en (accessed August 2019).

11 https://economy.gov.az//uploads/fm/files/diger/Xarici%20ticar%C9%99t_2018.pdf (accessed August 2019).

12 http://customs.gov.az/modules/pdf/pdffolder/71/FILE_44C1D3-FDO3FF-A9A62A-0678E5-8898EF-88787F.pdf (accessed
August 2019).

13 World Investment Report 2018 and UNCTAD FDI/MNE database, https://unctad.org/Sections/dite_dir/docs/WIR2018/
wir18_fs_az_en.pdf (accessed June 2019).
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1. Background

Figure 6: FDI in oil and non-oil sectors and total investment in oil sector in 2008-2017, bn. USD
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Source: State Statistics Committee, 2019

Figure 6 illustrates that more than 90% of investments in the oil sector were FDI over the
last decade and were mainly targeted at the extraction of crude oil and natural gas. A more
detailed analysis of total investment in energy sector is provided in Table 1 below.

Energy sector development and investment

Table 1 shows that during 2008-2017, almost 90% of all energy investments were related
to the extraction of hydrocarbons, 9% to the development of the electricity sector and
about 1% to oil refineries. The shares of investment in natural gas and heat distribution and
supply were insignificant compared with other energy sectors.

Investment conditions

Azerbaijan is ranked 25" out of 190 economies in terms of ease of doing business, according
to the latest World Bank annual ratings, topping the CIS countries (Figure 7). This is also the
second-best rank after Georgia among the EaP countries. In total, Azerbaijan rebounded
32 spots compared with its 57" rank in the previous report.

In Europe and Central Asia, Azerbaijan implemented eight reforms to make it easier to do
business in 2017/18, the highest number among the 10 top improvers and globally. Several of
these reforms involved institutional changes. Azerbaijan improved its ranking on a number of
parameters, including dealing with construction permits and getting electricity. As for the latter,
the Doing Business 2019 report specifically highlighted the efforts of the government related
to improvements in the reliability of the country’s electricity supply as well as speeding up and
reducing costs for connecting consumers to the grid by establishing a single window."

14 https://www.doingbusiness.org/content/dam/doingBusiness/media/Annual-Reports/English/DB2019-report_web-version.
pdf (accessed July 2019).
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Table 1: Investment to fixed capital in energy sector in 2008-2017, bn. USD™

2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
1. Extraction of crude oil and
natural gas 350 252| 3.65| 3.83| 486| 646| 756| 698| 535| 494
% of total 82% | 81%| 87%| 79%| 86%| 91%| 93%| 96%| 95%| 90%
2. Oil refinery 0.05| 0.04| 003| 0.06| 0.04| 003| 0.04| 002| 006| 0.05
% of total 1% 1% 1% 1% 1%| 0% 1%| 0% 1% 1%
3.1. Electricity production,
distribution and supply 0.58| 049| 050| 096| 066| 055| 050 027| 023| 051
% of total 1B%| 16%| 12%| 20%| 12%| 8%| 6%| 4%| 4%| 9%
3.2. Gas processing, distribution
and supply 014] 0.06| 000, 000| 0.03| 0.03| 0.00| 0.00| 0.00| 0.00
% of total 3% | 2%| 0%| 0% 1%| 0% 0%| 0%| 0%| 0%
3.3. Steam production,
distribution and supply 0.02| 002| 002| 0.02| 003| 005| 0.03| 0.01| 0.00| 0.00
% of total 0%| 0% 1% 0%| 0% 1% 0% 0%| 0% 0%
Total 429| 312| 421| 486| 562| 7.11| 814| 7.28| 564| 550

Source: Construction in Azerbaijan, Statistical Year Book, SSC of Azerbaijan, 2018

Figure 7: Rank of Azerbaijan in the “Ease of Doing Business” indicators (190 countries), 2019
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Source: World Bank, Ease of Doing Business, 2019

Another internationally recognised benchmarking indicator, the Global Competitiveness Report
published by the World Economic Forum, ranked Azerbaijan as the 69" most competitive
nation in the world out of 140 countries in its 2018 edition. This was a slight decline compared

15 Based on the average USD-AZN exchange rate from the World Bank and the Central Bank of Azerbaijan, 2019.



1. Background

to its 2017 ranking, where Azerbaijan was positioned 65" out of 135. On one hand, this can
be explained by the updated methodology applied in the latest report as well as the drop in il
prices, which had a major impact on the country’s macroeconomic environment.

According to “EU Business Climate Report Azerbaijan 2018 — perceptions of EU business
active in Azerbaijan’, compared to previous years, more EU companies appear to be
committed to Azerbaijan in terms of investment decisions. More precisely, 66% of EU
businesses participating in the survey stated that they would invest again in Azerbaijan,
while only 10% said that they would reconsider their investments. A total of 53% of EU
companies claimed to be planning to expand their business activities in the country over
the next one to two years, substantially higher than in the previous year (33%). Moreover,
63% of those who said they would choose Azerbaijan again as an investment destination
also intend to grow their business."”

Energy intensity

The energy intensity of Azerbaijan decreased by 14% or from 0.105 to 0.090 tonnes of
oil equivalent (toe) per thousand 2011 USD PPP during 2007-2016 and followed almost
the same dynamics as the energy intensity of the EU (Figure 8). This figure also illustrates
that the country’s energy intensity indicators were the lowest in the EaP region during the
whole analysed period.

Figure 8: Energy intensity — TPES/GDP, 2007-2016, toe per thousand 2011 USD PPP
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Database of the International Energy Agency, 2019

16 http://reports.weforum.org/global-competitiveness-report-2018/country-economy-profiles/#economy=AZE (accessed
June 2019).
17 https://eeas.europa.eu/sites/eeas/files/business_climate_report_-2018.pdf (accessed June 2019).
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Taking into account that the analysis of energy intensity alone does not reflect the overall
efficiency of the country without considering other indicators, Figure 9 also provides
a comparison of energy consumption per capita. Thus, despite the fact that the energy
intensity of Azerbaijan was almost at the same level as in the EU, the average consumption
in the 28 EU countries in 2016 was 2.4 times higher than in Azerbaijan. At the same time,
energy consumption per capita in Azerbaijan was higher by 28% than in Moldova, even
though energy intensity in Azerbaijan was twice as low. This may also indicate that standards
of living in Moldova are among the lowest in the region, whereas Azerbaijan’s correlation
between energy intensity and energy consumption per capita is the best in the EaP region.

Figure 9: Comparison of energy intensity and total final consumption (TFC) per capita in EaP

countries and the EU in 2016
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1. Background

Summary: Background

Azerbaijan is an energy-rich country that became a major regional energy player
after restoring its independence in 1991. The country’s territory covers an area of
86,600 sg. km and borders Russia, Georgia, Iran, Turkey and Armenia. Azerbaijan
has a population of about 10 million, 53% of whom reside in urban areas.
Due to its geographical position, the territory of Azerbaijan includes eight out of
11 existing world climate zones.

Azerbaijan is an upper-middle income country, with a GDP per capita at PPP
current international USD of 17,460, representing 43% of the EU28 average in
2017. Oil exports have constituted the main revenue source for the economic
development of the country, rendering it vulnerable to external shocks and
changes in global oil prices. The GoA has devoted significant efforts to develop its
non-oil sector, leading to an increase in the non-oil share of its economy in GDP
from 38% in 2008 to 57% in 2017.

As of 2017, one third of all GDP-generating activities are related to oil and natural
gas extraction, yet this sector employs less than 1% of the employed population.
At the same time, 37% of the working population are involved in agricultural
sector, contributing 6% to the GDP Transportation, distribution and storage of
electricity, natural gas and heat energy contribute 1% to the GDP and employ 5%
of the employed population. The unemployment rate was about 5% in 2017.

During 2008-2017, almost 90% of all energy investments were related to
the extraction of hydrocarbons and 9% to the development of the electricity
sector, including renewables. Investments in natural gas and heat distribution
and supply sectors were insignificant compared with other energy subsectors.
Azerbaijan is a CIS leader, ranked 25 among 190 economies in the 2019 Ease of
Doing Business rating.

The energy intensity of Azerbaijan decreased by 14% or from 0.105 to 0.090 toe per
thousand 2011 USD PPP during 2007-2016. It followed almost the same dynamics
as the energy intensity of the EU. The country’s energy intensity indicator is the
lowest in the EaP region.



https://en.wikipedia.org/wiki/Russia
https://en.wikipedia.org/wiki/Georgia_(country)
https://en.wikipedia.org/wiki/Iran
https://en.wikipedia.org/wiki/Armenia

P2
FEEI
1%




2. Energy Supply and Demand

2. Energy Supply and Demand

Azerbaijan is a large oil and gas producer and a net energy exporter. In 2017 the country
was ranked 20™ in the world for its proven oil reserves™ and 27" for its natural gas reserves.”
Oil production reached its peak in 2010 and has been decreasing since. Gas production had
been growing during 2008—2015 and started a declining trend in 2016. In total, oil production
decreased by 13.1% while natural gas production increased by 11%, resulting in a 6.9% decline
in total primary energy production during 2008-2017. The highest level of production of 67.9
Mtoe was in 2009 and the lowest of 56.8 Mtoe was in 2017 (Figure 10).

Figure 10: Primary energy production and export, 2008-2017, Mtoe
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Figure 10 indicates that Azerbaijan exported on average 76.5% of all produced energy during
2008-2017. Crude oil is the largest exported commaodity, in 2017 representing 78% of total
exports, with natural gas 19.1%, diesel 1.4%, electricity 0.3% and other types of fuels 1.2%.°

Azerbaijan does not only export produced hydrocarbons, but uses them in a major way to
cover the growing demand of its economy. Over the last decade, natural gas accounted
for 39-49% and oil products for 33-43% of the country’s total final consumption (Figure 11).
Taking into account that there is no nuclear or coal-fired power generation in the country,
natural gas remains the main source for the production of electricity and heat energy.
In 2017, the share of renewable energy accounted for 1.66% of the total primary energy
supply or 8.1% of the total electricity generation, mainly represented by hydropower
plants.”’

18  https://www.worldatlas.com/articles/the-world-s-largest-oil-reserves-by-country.html (accessed August 2019)

19 https://www.cia.gov/library/publications/the-world-factbook/rankorder/2253rank.html (accessed August 2019).
20 State Statistics Committee, Final energy consumption 2019, available at https://www.stat.gov.az/source/balance_
fuel/?lang=en (accessed May 2019).

21 State Statistics Committee, Production of electricity, 2019, available at https://www.stat.gov.az/source/balance_
fuel/?lang=en (accessed May 2019).
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Figure 11: Total final consumption per fuel, 2008-2017, %
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The total final consumption (TFC) of the country increased by 12% over the last decade
(Figure 12). During 2008-2017 the highest growth of energy consumption was recorded
in non-energy use and transport sectors and resulted in 68% and 56% increases,
respectively. Consumption in services increased by 48% and in the agricultural sector by
42%. At the same time, energy consumption decreased by 27% in industry and by 9%
in the household sector.

Figure 12: Total final consumption by sectors, 2008-2017, Mtoe
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2. Energy Supply and Demand

A closer analysis of TFC illustrates a significant decrease in consumption in 2009 in all
sectors of the economy as a result of the financial crisis and the steady growth that followed
the economic recovery during 2009-2016. In 2017, TFC decreased by 2% compared
with the previous year, standing at 9.3Mtoe. The residential and transport sectors were
the dominant energy consumers in the last decade: in 2017 their TFC shares were 37%
and 28%, respectively.

2.1. Electricity

Natural gas is the main source of electricity generation in Azerbaijan. The total installed
capacity of thermal power and combined heat and power (CHP) plants increased by 41%
and hydro plants by 8%, which along with a minor RES development resulted in an increase
of total installed capacity by 37% during 2008-2017 (Figure 13). As of the end of 2017, the
total installed capacity of the country was 7,941.5 MW,? including the following:

* Electric and CHP plants - 6,748.0 MW (+1,975 MW during 2008-2017);

* Hydro - 1,106.4 MW (+81.4 MW during 2008-2017);
* Wind - 15.7 MW (installed during 2009-2017);
* Solar - 28.4 MW (installed during 2013-2017);
« Solid domestic waste - 42.0 MW (installed during 2013-2017);
* Biogas - 1.0 MW (installed in 2015).
Figure 13: Total installed capacity (GW) and electricity production (TWh), 2008-2017
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Figure 13 also indicates that the installation of new capacities did not coincide with the
dynamics of electricity production over the last decade. In total, electricity generation
increased by 12% compared with a 37% increase in installed capacity over the same period.
A closer analysis of electricity production reveals only a 15% increase in electricity production

22 https:;//www.stat.gov.az/source/balance_fuel/?lang=en (accessed August 2019).
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by thermal power and CHP plants (Figure 14). At the same time, electricity production by
hydro decreased by 22%. Electricity exports varied from 2% of total generation in 2009 to
5.3% in 2017. Electricity imports dropped from 1% in 2008 to 0.5% in 2009 and fluctuated
at the level of 0.5-0.7% during 2009-2017.

Figure 14: Electricity production, import and export, 2008-2017, TWh
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Changes in electricity production were also related to the fluctuation in electricity demand
on the domestic market. Figure 15 shows that the total electricity demand of Azerbaijan
increased by 17.5% from 2008 to 2017. At the same time, significant changes occurred in
the electricity consumption of three major sectors over the last decade:

* The household sector’s consumption decreased by 21% in 2009, slowly increased
by 40% during 2010-2016 and then decreased again by 12% in 2017. In total, the
sector’s consumption fell by 4.2% during 2008-2017;

« Consumption by commerce and the public sector grew from 2% to 13% throughout
the analysed period, except in 2009 and 2016 when it decreased by 8% and 10%,
respectively. In total, consumption by services increased by 34.3% during 2008-
2017;

« Consumption by the industry and construction sector decreased by almost 50% in
2009-2010, but again increased by 63% during 2011-2012 and fluctuated from -1%
to +13% during 2013-2017. In total, the sector’s electricity consumption increased
by 11.3%;

* Energy industries’ own use gradually increased by 80% during 2008-2016 and
decreased by 4.6% in 2017.



2. Energy Supply and Demand

Figure 15: Electricity consumption by sectors, 2008-2017, TWh
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2.2. Coal

There are neither coal production nor coal consumption facilities in Azerbaijan.

2.3.0il Products

Figure 16: Crude oil production and oil products export, 2008-2017, Mtoe
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In 2017, Azerbaijan was ranked 20" in the world for its proven oil reserves® and 23 for
its oil production.?* Oil production reached its peak in 2010 and has been decreasing since
then (Figure 16).

In total, the oil production decreased by 13.1% during 2008-2017. The export of oil
products varied from 88% of total crude oil production in 2017 to 93% in 2009-2010.
The share of import of oil products, though insignificant, decreased from 0.16% to 0.06%
during 2008-2012 and gradually increased to 1% in 2017. In 2017, Azerbaijan also started
importing crude oil, but the share of import was only 0.16% of total oil production.
The reduction in oil production and increased demand on the domestic market also
resulted in the reduction of export of crude oil and petroleum products by 1% and 64%,
respectively.

Despite the sharp reduction in 2009, 2015 and 2016, the consumption of oil products
on the domestic market increased by 45% over the last decade, including the growing
consumption of the following fuels (Figure 17):

* Diesel — 48.4% or 0.40 Mtoe;

 Gasoline — 37.0% or 0.36 Mtoe;

* Kerosene (jet fuel) — 401.2% or 0.27 Mtoe;

+ Other petroleum products — 16.5% or 0.09 Mtoe;
+ Bitumen —40.6% or 0.07 Mtoe;

* LPG —35.8% or 0.04 Mtoe.

Figure 17: Consumption of oil products, 2008-2017, Mtoe
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23 https://www.worldatlas.com/articles/the-world-s-largest-oil-reserves-by-country.html (accessed August 2019).

24 https://www.eia.gov/beta/international/data/browser/#/?pa=00000000000000000000000000000000002 &c =ruvvvwvfvty
nwivrvwwivwwwwivwvou20evwwwwwwwwwwwuvo&ct=0&tl_id=5-A&vs=INTL.57-1-AFG-TBPD.A&vo=0&v=H&end=2018 (accessed
August 2019).
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2.4. Natural Gas

In 2017 the country was ranked 27 for its natural gas reserves® and 32" for its natural gas
production.?® Natural gas production reached its peak in 2015 and has been decreasing
since then (Figure 18). Although Azerbaijan has historically been an oil producer, its
significance in the region is growing as a gas producer and exporter.

Figure 18: Natural gas production, import and export, 2008-2017, bcm
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In total, natural gas production increased by 11.7% and the export of natural gas increased
by 68.9% during 2008-2017. This resulted in an increase in gas export from 32.2% of total
production in 2008 to 48.7% in 2017. At the same time, 2016 was the first year when the
country started importing natural gas and the volume of import increased from 1.6% of gas
production in 2016 to 11.6% in 2017 in order to cover the imbalance of demand and supply.

Despite the fluctuation from -14% in 2009 to +9% in 2011, natural gas consumption in 2017
remained almost the same as in 2008 (Figure 19). However, there were some noteworthy
changes in the structure of natural gas consumption over the last decade. Consumption
by households decreased by 8%, whereas the demand of services and agricultural sectors
increased two- and threefold, respectively. Consumption by thermal power plants increased
by 7% and by heat plants by more than twofold.

25 https://www.cia.gov/library/publications/the-world-factbook/rankorder/2253rank.html (accessed August 2019).
26 https://yearbook.enerdata.net/natural-gas/world-natural-gas-production-statistics.html (accessed August 2019).
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Figure 19: Consumption of natural gas, 2008-2017, bcm
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2.5. Heat

The main source for the production of heat energy in Azerbaijan is natural gas. There were
significant fluctuations in heat energy production over the last decade, but in 2017 the level
of production of heat energy was only 5.5% higher than in 2008 (Figure 19). At the same
time, heat consumption grew by 2% over the same period, indicating a reduction in heat
losses during 2008-2017.

As for consumption by sectors, there were significant changes in the consumption pattern
(Figure 20):

+ Industry and construction sectors accounted for 28% of heat demand in 2008, but
stopped consuming heat energy in 2009 mainly because of the installation of their
own heating faculties;

+ Energy industries’ own use accounted for 38% of heat demand in 2008, but
gradually reduced consumption to almost zero in 2017;

« Energy consumption by commercial and public services fluctuated at the level of
0.02-0.03Mtoe,

+ Consumption by the household sector increased almost fourfold during 2008—
2017 as a result of targeted work on the reconstruction of non-operational district
heating networks.



2. Energy Supply and Demand

Figure 20: Production and consumption of heat energy, 2008-2017, Mtoe
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Summary: Energy Supply and Demand

Azerbaijan is a large oil and gas producer and a net energy exporter. Indeed,
the country exported an average 77% of all produced energy during 2008-2017.
Crude oil has constituted the largest exported commaodity, in 2017 representing
78% of total exports, with natural gas representing 19% and other types of energy
carriers 3%. Azerbaijan also uses produced hydrocarbons to cover an internal
energy demand that increased by 12% during 2008-2017. The residential and
transport sectors have been the dominant energy consumers in the last decade.
In 2017, the share of renewable energy accounted for 1.66% of the total primary
energy supply and was mainly represented by hydropower plants.

There are neither nuclear nor coal facilities in Azerbaijan, with natural gas the
primary source for electricity generation. During 2008-2017, the total installed
generating capacity of the country increased by 37% and was about 8 GW at the
end of the analysed period. At the same time, electricity generation increased
by only 12% over the same period. As of 2017, gas-powered and hydro plants
represented 85% and 14% of the total installed capacities and generated 92% and
7% of the total electricity produced, respectively.

In 2017, Azerbaijan was ranked 20" in the world for its proven oil reserves and
23" for its oil production. Qil production reached its peak in 2010 and has been
decreasing since then. The consumption of oil products on the domestic market
increased by 45% over the last decade. Both factors resulted in the steady
reduction of crude oil and petroleum products export during 2011-2017.

In 2017, the country was ranked 27" for its natural gas reserves and 32" for its
natural gas production. Although Azerbaijan has historically been an oil producer,
its significance in the region is growing as a gas producer and exporter. The
export of natural gas increased from 32.2% of total production in 2008 to 48.7%
in 2017. To cover the recent imbalance of demand and supply on external markets,
Azerbaijan started importing natural gas and the volume of import has increased
from 1.6% of gas production in 2016 to 11.6% in 2017. Despite some structural
changes, the total consumption of natural gas on the internal market in 2017
remained almost at the same level as in 2008.

The primary source for the production of heat energy in Azerbaijan is natural
gas. There have been significant fluctuations in heat energy production and
consumption over the last decade, but the level of production of heat energy in
2017 was only 6% higher than in 2008.
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3. Market Structure for Electricity, Natural Gas and Heat

3.1. Electricity

As of September 2019, Azerbaijan’s electricity market includes two state-owned companies
operating in the mainland of the country and the State Energy Service of the Nakhchivan
Autonomous Republic (AR) operating in the landlocked exclave of the Republic of
Azerbaijan (see Figure 1). The activities are organised as follows:

+ Azerenerji OJSC, responsible for generation and transmission for the whole
country, except Nakhchivan AR;
+ Azerishig OJSC, responsible for distribution and supply for the whole country,
except Nakhchivan AR;
+ State Energy Service, responsible for generation, transmission, distribution and
supply in Nakhchivan AR.
Before February 2015, Azerenerji was a vertically integrated and 100% state-owned
enterprise in charge of electricity generation, transmission, distribution and supply for the
whole country, except Baku (the capital) and Nakhchivan Autonomous Republic. Before the
reforms, electricity distribution and supply in Baku was organised by Bakielektrikshebeke
OJSC. In February 2015, the government transferred all power distribution assets and
functions from Azerenerji to Azerishiq (formerly Bakielektrikshebeke OJSQ).

Despite the state-owned character of the power industry today, there are also a number
of thermal power plants owned by industrial companies (mainly oil companies like British
Petroleum (BP) and the State Qil Company of Azerbaijan Republic (SOCAR), operating as
auto-producers) as well as RES plants owned by private owners and Azeralternative LLC.
As of January 2019, the Azeralternative LLC was part of the State Agency for Alternative and
Renewable Energy Sources (SAARES), established in 2009 to promote RES development
in the country. However, it was abolished in January 2019 by the Presidential Decree (see
Section 5.4). Not wholesale electricity market has yet been established.

Electricity generation

In May 2019, 57 plants with a total installed capacity of 7,146.6 MW operated in Azerbaijan.?’
More detailed information about the power plants, their capacity and the year of
commissioning is provided in Annex 1, while Table 2 provides a summary of the ownership
and type of electricity generation in the country. It should also be mentioned that the
difference between the latest information available at the State Statistics Committee (see
Section 2.1) and the information provided by Azerenerji® is related to the changes that
occurred during the period January 2018-May 2019, namely:

+ Decommissioning of Shrivan Thermal Power Plant (TPP), -900 MW;
» Modernisation of Mingachevir HPR +424 MW;
+ Commissioning of new RES capacities.

27 http://www.azerenerji.gov.az/index/page/13 (accessed April 2019).
28 Ibid.

62


http://www.azerenerji.gov.az/index/page/13

3. Market Structure for Electricity, Natural Gas and Heat

Table 2: Installed power generation capacity, as of May 2019

Thermal | CHP see | Eel Wind | Solar | Waste | Biogas | Total
hydro | hydro
; No 1 1 7 6 = = = = 25
Azerenerji
MW | 4,890.5 107.0| 1,047.0 8.8 = = = -| 6,0533
2 - 2 - 1 - -
Nakhichevan No & 8
MW 151.0 = 62.5 6.4 24.0 = = 2439
N - - - - 3 - - - 3
Azerishig °
MW = = = = 553 = = = 553
N - - - - 1 7 - 1
SAARES ° J
MW = = = = 2.7 13.1 = 1.0 16.8
Other No 1 - - i 1 1 1 - 5
state-owned
compantes MW | 1337 . | 19| ool 00| 370 | 126
Private No 3 - - 3 1 _ _ _ 7
companies MW | 5887 - - 7.9 8.0 - - -| 6046
No 17 1 10 12 6 9 1 1 57
Total MW | 57639| 107.0|1,109.5 25.0 66.0 37.2 37.0 1.0] 7,146.6
% 80.7%| 15%| 155%| 03%| 09%| 05%| 05%| 0.0%| 100.0%

* Including Gobustan hybrid plant that combines wind, solar and biogas facilities

** Sheki small hydro power plant (SHPP) with installed capacity of 1.88MW (where one turbine 0.58MW belongs
to SAARES)

Source: Energy Charter Secretariat based on Azerenerji, 2019 & Ministry of Energy 2019

A closer analysis of Table 2 and Annex 1 indicates that Azereneriji is the largest electricity
producer, controlling 85% of all generating capacities in the country. In total, 50 out of 57
plants or 91.5% of all installed capacity belongs to state-owned companies. Natural gas
is the main source for 82% of generating capacities, including all TPPs and the only CHP
plant, which operates in Baku. Large hydro plants represent 15.5% and RES sources 1.8%
of installed capacity.

According to the information provided by the Ministry of Energy (MoEn), as of May 2019
there were also a number of ongoing projects at different stages of development, including
the following:

+ Shimal 2 TPR 409 MW, Azerenerji — construction is completed, connected to the
network and put into operation in 2019;
» Sumgait SPR 2.177 MW, SAARES — construction is completed, expected to be
connected to the network by the end of 2019;
+ Three large HPPs, Nakhichevan AR — under construction:
- Khudaferin HPR 200 MW (joint project with the Islamic Republic of Iran, 100
MW for each party);
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- Giz Galasi HPR 80 MW (joint project with the Islamic Republic of Iran, 40 MW
for each party);
- Ordubad HPR 36 MW;
« Four small HPPs, Azerenerji, 3.9 MW — under construction.

Apart from the above ongoing projects, the MoEn has also identified five potential land
plots for the construction of solar and wind plants (100-200 MW each) and plans to start
implementing RES auctions in mid-2020. Seven big companies, including BP and Shell
have already signed memorandums of understanding (MoUs) with the Ministry of Energy
on cooperation in the RES field.*

Electricity transmission

Azerenerji's high-voltage transmission network includes 110, 220, 330 and 500 kV voltage
substations and transmission lines. It has connections with the energy systems of Russia
(330 kV), Georgia (500-330330 kV), Iran (220-330330 kV) and Turkey (154-132330 kV).
The total length of the high-voltage transmission lines is over 7,600 km.*® The operation
of Azerbaijan’s power system is managed by the Central Dispatching Department (CDD),
which uses Supervisory Control and Data Acquisition (SCADA) to manage, control and
optimise the system in real time.

Azerenerji JSC is the main exporter of electric energy in Azerbaijan. In 2017, Azerbaijan
produced 24.3 TWh of electricity, 5.3% or 1.3TWh of which (See Section 2.1.) was exported
to Georgia (0.92 TWh), Turkey (0.2 TWh), Russia (0.1 TWh) and Iran (0.04 TWh) via the
existing high voltage lines with these countries. Azerbaijan intends to significantly increase
its electricity exports in the coming years. The launch of the 500 kV Samukh-Gardabani air
transmission line in 2013 made it technically feasible to export electricity from Azerbaijan
to Georgia and Turkey and in the future to the Black Sea and Eastern European countries.

In December 2018, Azerbaijan and Georgia signed a memorandum on the prospects of
Azerbaijani-Georgian power systems and discussed the possible construction of a 330 kV
two-way transmission line between the two countries. On the other hand, the second power
transmission line of 230 kV “Masalli” is under construction between the power systems of
Azerbaijan and Iran. Negotiations over developing the second 330 kV "Absheron-Derbent”
air transmission line with Russia as well as the establishment of the Russia-Azerbaijan-Iran
electricity corridor are underway.?'

Electricity distribution and supply

In Azerbaijan, the distribution system is considered a network at a voltage level below
110 kV. However, there is no strict division regarding the voltage level and in some cases
both a TSO and a distribution system operator (DSO) own the 110 kV voltage level.

Azerishig JSC is responsible for the distribution network and power supply of the entirety
of Azerbaijan, except the Nakhchivan AR. Azerishiq includes the following eight regional
energy supply and sales departments (RESSDs): Baku, Western, Southern, Shirvan,
Northern, North-Western, Aran and Central Aran. The total installed capacity of the
substations operated by Azerishig exceeds 10,000 MVA.

29 According to information provided during a meeting with the Ministry of Energy on 14 May 2019.

30 http://www.azerenerji.gov.az/index/page/14 (accessed August 2019).

31 http://www.minenergy.gov.az/index.php/en/news-archive/159-19-10-18 (extract from the Minister of Energy Parviz
Shahbazov’s article published in Azerbaijan newspaper dated 19 October 2018).
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3.2. Natural Gas

SOCAR is the state-owned monopoly involved in exploring oil and gas fields, producing,
processing and transporting oil, gas and gas condensate, marketing petroleum and
petrochemical products in domestic and international markets and supplying natural gas to
industry and the public in the country. SOCAR comprises the following corporate entities:
three production divisions, an oil refinery, a gas processing plant, a deep-water platform
fabrication yard, two trusts, one institution and 23 subdivisions. SOCAR owns businesses in
Georgia, Turkey, Romania, Switzerland, Germany and Ukraine, including trading activities,
mainly in Switzerland, Singapore and Nigeria.*

Natural gas upstream

The natural gas upstream sector in Azerbaijan is mainly concentrated in the Shah Deniz
field. It is one of the world’s largest gas and condensate fields, located on the deep-
water shelf of the Caspian Sea and accounts for the majority of Azerbaijan’s natural
gas reserves. The Shah Deniz field is operated by an international consortia including
Turkish Petroleum Corporation (TPAO), SOCAR, Petronas, Lukoil and NIOC and is led by
BP as a major shareholder. Shah Deniz Stage 1 became operational in 2006 with a gas
production capacity of around 10 billion cubic metres of gas per annum (bcma).*

Shah Deniz Stage 2, or Full Field Development (FFD), is a large project that will add another
16 bcma of gas production. Shah Deniz Stage 2 can potentially help increase European energy
security by bringing Caspian gas resources to EU markets. The project can potentially
deliver 6 bcma of gas to Turkey and a further 10 bcma of gas to markets in Europe, via the
Southern Caucasus, Trans-Anatolian (TANAP) and Trans Adriatic (TAP) pipelines in a route
known as the Southern Gas Corridor (Figure 21).3

Figure 21: Southern Gas Corridor
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Source: World Bank, 2016

32 http://www.socar.az/socar/en/company/about-socar/discover-socar (accessed August 2019).
33 https://www.bp.com/en_az/caspian/operationsprojects/Shahdeniz/SDstagel.html (accessed July 2019).
34 https://www.bp.com/en_az/caspian/operationsprojects/Shahdeniz/SDstage2.html (accessed July 2019).
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Natural gas transmission, distribution and supply

Until 2009, "Azerigaz” OJSC was a separate state-owned company, responsible for the
transmission, distribution and supply of natural gas. In July 2019, according to the Presidential
Decree “On Improvement of Management Mechanisms in Qil and Gas Industry”® the
Azerigaz OJSC was reorganised and placed under the control of SOCAR. As part of the
reorganisation process, the company was also renamed Azerigaz Production Unit (PU).

As of September 2019, Azerigaz PU is responsible for the transmission, storage,
distribution and supply of natural gas, whereas SOCAR is responsible for natural gas
exports (see Figure 22). The total volume of gas transported annually including internal
consumption and export is 12.6 bcma.*® Azerigaz PU operates two underground storage
facilities, namely Galmaz and Garadag, with a total design storage capacity of about 3.5

and 2 bcm, respectively.

Consumers

Figure 22: Simplified scheme of the natural gas market in Azerbaijan
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According to the 2016 Strategic Road Map on the Development of Public Utilities,®
Azerigaz PU carried out significant investments in network rehabilitation and enlargement,
resulting in the connection of more than 1,300 settlements to natural gas from 2009 to
2016 As of January 2018, there were about 2.1 million consumers of natural gas* and in
March 2019, the total gasification rate reached 95.7%.*

The existing legislative framework does not envisage the unbundling of SOCAR or the
opening of internal gas market.

35 Presidential Decree No. 366. Dated 1 July 2009.

36 http://www.socar.az/socar/en/company/organization/azerigas-production-union (accessed April 2019).

37 "Preparation of a Concept Note and a Road Map for the Setup of an Independent Energy Regulator, towards the
Development of the Country’s Energy Market’, CWP01.AZ, INOGATE, 2016.

38 Approved by the Presidential Decree No. 1138, dated 6 December 2016.

39 20716 Strategic Road Map on the Development of Public Utilities, p.15.

40 Ministry of Energy’s 2017 progress report on implementation of ‘Azerbaijan 2020: Look into the Future” Development
Concept, p.4, available at http://www.minenergy.gov.az/index.php/az/programlar?id=21.

41 https://news.day.az/azerinews/1106371.html (accessed August 2019).
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3. Market Structure for Electricity, Natural Gas and Heat

3.3. Heat

District heating

The functions of production, distribution and supply of heat energy are assigned to
Azeristiliktechizat OJSC. This company was established in June 2005 by a Presidential
Decree "On Improvement of Management in the Field of Heat Supply in the Republic of
Azerbaijan"* and currently operates in 51 of 63 of the administrative regions of Azerbaijan.

As of 2017, Azeristiliktechizat OJSC owns 545 boiler-houses and supplies heat to 3,700
residential consumers and 1,360 social and other facilities (Table 3), the majority of which
are located in Baku city.*?

Table 3: Number of consumers of district heating system in Azerbaijan in 2008-2017

Indicators 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Number of boilers 312 310 329 347 362 425 508 525 531 545
Number of buildings 1933| 2,072| 2184 | 2357| 2561| 2819| 37142| 3,450| 3,568 | 3,700
Schools 277 242 244 260 266 267 275 286 276 275
Pre-schools 123 141 153 163 158 146 156 160 154 155
Healthcare facilities 127 126 133 135 129 134 147 157 151 150
Other objects 203 225 265 306 310 350 428 553 603 780

Source: Azeristiliktechizat, 2019

Table 3 also shows that Azeristiliktechizat has significantly increased the number of
connected residential consumers (+91%) and other facilities (+284%), accordingly resulting
in an increased number of boilers (+75%). Despite the increase in the number of connected
residential consumers, only 2.6% of residential buildings in Azerbaijan enjoyed access
to district heating services in 2017. At the same time, some newly built multi-apartment
houses have their own boiler-houses that do not belong to Azeristiliktechizat and are
therefore not reflected in Table 3. Furthermore, Figure 20 above shows that the company
has significantly increased output to residential consumers, but industrial consumption
decreased almost to zero during 2008—-2017 (see Chapter 2.5 for more details).

42 Presidential Decree, dated 8 June 2005.
43 http://azeristilik.gov.az/index.php?page=sp&n=14 (accessed July 2019).
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Summary: Market Structure for Electricity, Natural Gas and Heat

Since the reforms of 2015, the electricity market of Azerbaijan comprises two state-
owned natural monopolists as well as state-owned and private generators that
operate in the mainland of the country. Azerenerji OJSC is the TSO and the largest
electricity producer, owning 85% of all generating capacities. Electricity distribution
and supply functions in Azerbaijan’s mainland are assigned to Azerishig OJSC.
Electricity generation, transmission, distribution and supply in the landlocked
exclave of the country are executed by the State Energy Service of Nakhchivan
AR. In total, 50 out of 57 plants or 91.5% of all installed capacity belongs to state-
owned companies. Natural gas is the primary source for 82% of generating
capacities. Meanwhile, large hydro represents 15.5% and RES sources 1.8% of the
total installed capacity.

The SOCAR is the state-owned monopoly that is among other activities involved
in the exploration, extraction, transmission, distribution and supply of natural gas.
The natural gas upstream sector in Azerbaijan is mainly concentrated in the Shah
Deniz field located in the deep-water shelf of the Caspian Sea. The continued
development of this field can potentially bring six bcma of gas to Turkey and ten
bcma of gas to the EU via TANAP and TAP pipeline projects.

The functions of production, distribution and supply of heat energy are assigned
to Azeristiliktechizat OJSC. The company was established in June 2005 and
currently operates in 51 of 63 of the administrative regions of Azerbaijan. Despite
the recent increase in the number of connected residential consumers, less than
3% of residential buildings in Azerbaijan have access to district heating services.
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4. Energy Pricing Policy

Energy tariffs in Azerbaijan are regulated by the Tariff Council, an inter-ministerial collegial
body established in 2005 according to Presidential decrees “On Strengthening of
Anti-inflation Measures in Azerbaijan Republic"* and "On Approval of the Statute of the
Tariff (Price) Council of the Republic of Azerbaijan”.** The Council is chaired by the Minister of
Economy and includes representatives from relevant ministries and other state authorities,
including the Ministry of Energy. In January 2019, the Secretariat of Tariff (Price) Council
was abolished and no longer receives funding from the state budget. As of September
2019, the Council remains functional based on the voluntary representation of all involved
ministries and state authorities.

In the energy sector, the Tariff Council determines the retail and wholesale tariffs (prices)
for electricity, gas, central heating services and refined petroleum products as well as
purchased tariffs for RES and de facto feed-in tariffs (FIT). However, in November 2016 the
hot water tariffs were removed from the list of state-regulated tariffs (prices) with the aim
of continuing measures to liberalise state-regulated tariffs (prices) in the country.®

Energy tariffs, along with other regulated prices, are approved according to the Decree
of the Cabinet of Ministers “On Approval of Rules Ensuring State Control over Formation
and Application of State Regulated Tariffs (Prices)"# These rules stipulate alternative
methodologies for calculating prices provided that the regulated prices positively affect
the socioeconomic development of the country, but de facto all energy-related tariffs
are determined based on a “cost plus” methodology. As of September 2019, there is
no separate methodology for the calculation of electricity, natural gas and heat tariffs.
The draft Methodology of Electricity Tariff Calculation is currently under preparation in the
framework of the ADB TA project "Azerbaijan: Preparation of the Power Sector Financial
Recovery Plan”. The draft methodology is based on the regulatory asset base model.

In December 2017, the new Azerbaijan Energy Regulatory Agency (AERA) was created.*®
The AERA was established on the basis of the State Energy and Gas Supervision departments
ofthe Ministry of Energy (see more details in Section 5.4) and operates under the subordination
of the Ministry of Energy. The Agency analyses public utilities’ proposals for electricity, natural
gas and heat tariffs and submits relevant proposals to the Tariff Council. As of September
2019, the activities of the AERA are supported by an EBRD-funded project “Support for
the Functioning of the Newly Established Energy Regulatory Agency in the Republic of
Azerbaijan-Phase " The technical assistance (TA) project provides capacity building to the
Agency and supports the development of a legislative framework necessary for functioning
as an independent energy regulator in line with the third EU legislative package.

After the approval of the draft Law on the Regulator, developed within this TA, all functions
related to the calculation and approval of energy tariffs will be transferred from the Tariff
Council to AERA. The draft law was submitted to the Cabinet of Ministries for inter-
ministerial consultations in July 2019.

44 Presidential Decree No. 242, dated 31 May 2005.

45 Presidential Decree No 341, dated 26 December 2005.

46 Decree of the Cabinet of Ministries No. 467, dated 18 November 2076.

47 Decree of the Cabinet of Ministers "On Approval of Rules Ensuring State Control over Formation and Application of State
Regulated Tariffs (Prices) No. 247, dated 30 December 2005.

48 Presidential Decree on establishing Azerbaijan Energy Regulatory Agency and approving the Agency’s Charter N: 1750,
dated 22 December 2017.



4. Energy Pricing Policy

4.1. Electricity tariffs

Tariff menu

Electricity tariffs in Azerbaijan have remained relatively stable, with only three major changes
in the tariff rates and structure over the last decade (Table 4). It should also be mentioned
that there is no long-term energy tariff policy in Azerbaijan and keeping/approving non
cost-reflective electricity tariffs is part of the social policy of the country.

Table 4: Dynamics of electricity tariffs (all taxes and levies are included) during 2007-2019,

AZN *1072 per kWh

From 1 From 15 From 1

N: BP0 € SRS Jan. 2007 | July 2016 | Dec. 2016

1 |Purchase

11 Private small hydro power stations 2.5 2.5 5.0
1.2 | Wind power stations 4.5 4.5 5.5
13 | Other alternative and renewable energy sources = = 5.7

2 |Wholesale 4.1 4.3 5.7

2.1 | Enterprises of chemical, aluminum, mining, steel industries and data centres for data processing,
recording and transmitting connected to 35kV and 110kV lines and with an average monthly
consumption not less than 5 million kWh

2.1.1 | Day (08.00 - 22.00) 4.2 4.2 5.8
2.1.2 | Night (22.00 - 08.00) 2.0 2.0 2.8
3 | Transmission 0.2 0.2 0.2
4 | Retail - - -
4.1 | Households 6.0 7.0 =
4.1.1 | Households with monthly consumption less than 300 kWh = = 7.0
4.1.2 | Households with monthly consumption more than 300 kWh = = 11.0
42 | Non-residential (other consumers) 6.0 7.0 9.0

* Initial tariffs were approved on 28 November 2016 and stipulated 250 kWh as the threshold of the first block,
however on 22 December 2016 the Tariff Council made amendments to its decision and increased the threshold
to 300 kWh per month.

Source: Energy Charter Secretariat based on the Decisions of the Tariff Council: No. 3 dated 6 January 2007, No. 11
dated 14 July 2016, No. 17 dated 28 November 2016, No. 20 dated 22 December 2016 (correction to the decision of
Tariff Council No. 17 dated 28 November 2016), No. 10 dated 19 December 2017.

The existing tariff menu in Azerbaijan includes the following tariffs:

* Purchase tariffs — de facto used as feed-in tariffs for RES;

» Wholesale electricity price — the purchase price of the DSO from the TSO network.
In fact, the Tariff Council does not approve separate tariffs for the large hydro
and thermal power plants owned by Azerenerji and therefore the wholesale price
includes all related generation and transmission costs;

+ Time-of-use tariffs for the energy intensive companies of specific industries;

+ Transmission tariff — de facto the tariffs paid by the DSO for the transmission of
electricity produced by its wind power plant (see Table 2);

+ Inclining block tariffs for residential consumers, where the first block of 300 kWh
per month is billed using a lower tariff;
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* Flat rate tariff for all other consumers regardless of the category, voltage or
capacity.

Table 4 also indicates that the latest major changes in the tariff policy were related to
the introduction of the block tariffs for residential consumers as well as the approval
of the FITs for other alternative and renewable energy sources in December 2016. It
should additionally be noted that the initial introduction of block tariffs and higher tariffs
for monthly consumption above 250 kWh resulted in social discontent in December
2016. Therefore, according to the instruction of the President of Azerbaijan, the Tariff
Council retrospectively increased the initial threshold of the first block from 250 kWh to
300 kWh per month. According to the MoEn, the increase of the first block facilitated
an increase in the share of population that would not be affected by the tariff raise
from 72% to 80%.%

Subsidies

A comparison of average electricity tariffs in Azerbaijan with other EaP countries and
the EU reveals that Azerbaijan’s electricity tariffs in 2016 were among the lowest in the
region (Figure 23). The results of price gap estimation analysis, based on average export
prices®® and the opportunity cost of export to neighbouring countries, shows that direct
subsidies to electricity consumers varied from 511M USD in 2015 to 313M USD in 2017.
Total estimated subsidies during 2015-2017 were at the level of 1.3 billion USD, which is
lower than the 1.9 billion USD of fossil fuel subsidies estimated for the same period by the
Organisation for Economic Co-operation and Development (OECD) and the International
Energy Agency (IEA).

Figure 23: Electricity tariffs in EaP and EU as of March 2016, euro/kWh
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49  https:.//www.trend.az/azerbaijan/business/2701648.html (accessed July 2019).

50 Export statistics of Electricity and Natural Gas (Annual Reports of the State Customs Committee of Azerbaijan Republic,
available at https://customs.gov.az/en/faydali/gomruk-statistikasi/xarici-ticaretin-veziyyeti-haqqginda (accessed July 2019).

51 IEAs World Energy Outlook 2018, available at https://www.iea.org/weo/ (accessed July 2019).
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4. Energy Pricing Policy

The non-cost-reflective electricity tariffs for residential consumers and the lack of
differentiation of tariffs for other consumers depending on the category, voltage and
capacity also indicate that there is a significant share of cross-subsidies between categories
of consumers. However, the lack of available data makes it impossible to quantify the
approximate level of cross-subsidies.

Losses and energy industry own use

There are no specific regulatory incentives aimed at reducing operational costs or
improving the efficiency of generating, transmission and distribution facilities in Azerbaijan.
On the contrary, the “cost plus” tariff methodology provides the wrong incentives for utilities
to increase their costs in order to justify the higher need for the regulated revenue. At the
same time, the Government of Azerbaijan has invested more than 5 billion USD in the power
sector (electricity production, distribution and supply) over the last ten years (see Table 1),
stimulating improvements in the quality of supply and the reduction of losses.

Indeed, Figure 24 shows that electricity losses have decreased over the last decade.
The own use of power plants belonging to Azerenerji, the largest electricity producer in
Azerbaijan (see Table 2), fell from 3.5% in 2008 to 3.2% in 2017 of the plants’ output to the
transmission network.

Figure 24: Dynamics of electricity losses in the network and own use of Azerenerji power
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Figure 24 also illustrates that the most significant reduction was observed in the transmission
network, where the losses fell from 4.1% to 1.7% of the input to the TSO system during
2008-2017. The distribution losses grew from 12.8% in 2008 to 21.5% in 2009 and gradually
decreased to 9.8% in 2017 (see Chapter 9.2). Despite these results, the Strategic Road Map
of Public Utilities Development®? further requires Azerishig to reduce its network losses to
7% in Baku and 8% in the regions by 2020.

52 Approved by Presidential Decree No. 1138 dated 6 December 2076.



-*

In-Depth Review of the Energy Efficiency Policy of the Republic of Azerbaijan | 2019 ENERGY CHARTER

TSO and DSO network quality

As of September 2019, there was no regulatory framework for monitoring power quality
indicators. At the same time, according to the information provided by AERA, the draft
rules for the calculation of the System Average Interruption Duration Index (SAIDI) and
the System Average Interruption Frequency Index (SAIFI) as well as the methodology for
the calculation of consumer compensations for exceeding the threshold levels of these
indicators were submitted to the Government for approval. It should also be noted that
Azerishig has already started publishing information about its SAIDI and SAIFI indicators
of Baku city on its corporate website >

4.2. Natural Gas Tariffs

Tariff menu

Similarly to the dynamics of the electricity tariffs, natural gas tariffs have been relatively
stable over the last decade as non-cost-reflective natural gas tariffs remain part of the
social policy of the country (Table 5).

The existing tariff menu in Azerbaijan includes the following tariffs:

« Tariff for processing raw natural gas and producing ‘pipeline quality’ dry natural gas;
+ Transportation — an internal tariff that is used by SOCAR to determine the revenue
of Azerigaz related to natural gas transportation;
+ Wholesale price — the purchase price of the Azerigaz PU from the Azerineft PU,
where the latter extracts natural gas;
* Inclining block tariffs for residential consumers, where the first block of 2,200
m? per year is billed using a lower tariff;
* Flat rate tariff for all other consumers regardless of the category, volume or
pressure level;
+ Tariffs for power-generating facilities consuming more than 10 million m? per month.
Table 5 also shows that in December 2013, the Government of Azerbaijan reduced direct
subsides via natural gas tariffs for chemical, aluminium, mining and steel, but decreased
the threshold for power generation facilities from 15 to 10 million m® per month. At the
same time, the tariff for power-generating facilities almost doubled in 2013 and was further
increased by 50% in 2016.

The latest major changes in the tariff policy were related to the introduction of the block
tariffs for residential consumers in December 2076. It should also be noted that the initial
introduction of block tariffs and higher tariffs for monthly consumption above 1,500 m?
per year resulted in social discontent in December 2016. Therefore, according to the
instruction of the President of Azerbaijan, the Tariff Council retrospectively increased the
initial threshold of the first block from 1,500 m? to 1,700 m? per annum. According to
the MoEn, the increase of the first block enabled a greater share of the population to
remain unaffected by the tariff raise from 72% to 80%.>* According to the Tariff Council,
it is estimated that the further increase of the first block to 2,200 m* per year from 1 May
2019 additionally increased the share of the population consuming gas within the limit of
the first block to about 85%.

53  https://www.azerishiqg.az/page/acilmalar-saidi-saifi (accessed August 2019).

54 https://www.trend.az/azerbaijan/business/2701648.html (accessed July 2019).
55 http://www.tariffcouncil.gov.az/?/az/news/view/172/ (accessed August 2019).
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Table 5: Dynamics of natural gas tariffs (all taxes and levies are included) during 2007-2019,

AZN per cubic metres

From 8 From 1 From From From

N: Name of services Jan. 2007 | July 2009 32(?:; 12(?;;. 12(l;l:lla9y
1 | Natural gas processing 5.5 55 5.5 5.5 5.5
2 | Transportation (per 100 km) 2.0 2.0 2.0 2.0 2.0
3 | Wholesale price to gas distributors* 42 42 42 75 75
4 | Retail = = = = =
4.1 Residential** 472 100 100 - -
4.1.1 | Annual consumption up to 1,700
m? (including 1,700 m?)** = = = 100 =
4.1.2 | annual consumption above 1,700 m?*** = = = 200 =
Annual consumption above
4.1.1 2,200 m? (including 2,200 m?) - - - - 100
4.1.2 | Annual consumption above 2,200 m? - - - - 200
4.2 | Non-residential 100 100 100 200 200

5 | Chemical, aluminium, mining, steel
industry and power generation
facilities that consume natural gas

for production purposes with direct
access to main gas pipelines and with a
monthly consumption of at least

15 million m? 42 42 = = =

6 | Power generation facilities that
consume natural gas for production
purposes with direct access to main gas
pipelines with a monthly consumption
of at least 10 million m? = = 80 120 120

* The Decision of Tariff Council No. 10 dated 30 December 2009 clarifies that the royalty is included in the wholesale
tariffs (see Section 4.4)

** Initial tariffs were approved on 28 November 20016 and stipulated 1,500 m? as the threshold of the first block,
but on 22 December 2016 the Tariff Council made amendments to its decision and increased the threshold to 1,500
m’ per year

Source: Energy Charter based on the Decisions of Tariff Council No. 2 dated 8 January 2007, No. 12 dated 14 March
2007, No. 3 dated 30 June 2009, No. 13 dated 2 December 2013, No. 18 dated 28 November 2016, No. 19 dated 22
December 2016 and No. 2 dated 30 April 2019

As of September 2019, about 60% of households are equipped with smart natural gas
meters and have moved to prepaid services.*

Subsidies

A comparison of average natural gas tariffs in Azerbaijan with other EaP countries and
the EU shows that Azerbaijan’s natural gas tariffs were the lowest in the region in 2016
(Figure 25). The results of the price gap estimation analysis, based on average export
prices®” and the opportunity cost of export to neighbouring countries, shows that direct

56 According to the information provided by Azerigaz OJSC during a peer review mission to Baku on 16-18 September 2019
(see Annex 5).

57 Export Statistics of Electricity and Natural Gas (Annual Reports of the State Customs Committee of Azerbaijan Republic,
available at https://customs.gov.az/en/faydali/gomruk-statistikasi/xarici-ticaretin-veziyyeti-hagginda (accessed July 2019).
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subsidies to natural gas consumers varied from 695M USD in 2015 to 555M USD in 2017.
The total estimated subsidies during 2015-2017 were at the level of 1.9 billion USD, thus
higher than the 1.6 billion USD of natural gas subsidies estimated for the same period
by the OECD/IEA.>®

Figure 25: Natural gas tariffs in EaP and EU countries as of March 2016, euro/kWh
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Losses and energy industries’ own use

There are no specific regulatory obligations or incentives to reduce operational costs
or to improve the efficiency of processing, transmission and distribution of natural gas
in Azerbaijan. On the contrary, the “cost plus” tariff methodology provides the wrong
incentives for utilities to increase their costs in order to justify the higher need for the
regulated revenue. Table 1 also shows that state investments in the natural gas sector
were relatively small compared to oil and natural gas extraction sectors, amounting to
270M USD during 2008-2017.

Taking into account the fact that natural gas transmission, storage and distribution services
are provided by the vertically integrated Azerigaz PU (see Section 3.2), there are no
separate statistics on natural gas transmission and distribution losses. Figure 26 shows
that the relative level of the total natural gas losses increased almost twofold in 2009 and
has been gradually decreasing ever since, except for in year 2015. However, the level of
natural gas losses in 2017 was higher than in 2008. The level of the energy industry’s own
use fluctuated between 3.4% and 4.4% during 2009-2016 and reached its highest level of
4.5% at the beginning and end of the period analysed.

58 [EAs World Energy Outlook 2018, available at https://www.iea.org/weo/ (accessed July 2019).
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Figure 26: Dynamics of natural gas losses and own use in 2008-2017, % to input
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4.3. Heat Tariffs

Tariff menu

Similarly to the dynamics of the electricity tariffs, heat gas tariffs have also remained
relatively stable over the last decade, as non-cost-reflective heat tariffs are part of the
social policy of the country (Table 6).

Table 6: Dynamics of tariffs for services provided by Azeristiliktejhizat JSC, District Heating

Company (all taxes and levies are included) during 2007-2019, AZN

pp | WEEEl | G Tariff (AZN per) from 1 Dec. 2011 from 1 Jan. 2017
services groups
1. Population m? of living area 0.15 (monthly) 0.15 (monthly)
Central 5 Non- m? of heated volume 0.25 (monthly) 0.25 (monthly)
heating population Geal (for consumers 300 300
with heat meters) ! !
N m? 04 192
. Population B
Il | Hot water* Geal 80
2. Non- m? 1.5 3.1
population Geal 30.0 =

* Tariffs for hot water were excluded from the list of the state-requlated tariffs (prices) of goods, services and works
according to the Cabinet of Ministries Decree No. 467 dated 18 November 2016. Since 1 January 2017, hot water
services are no longer regulated by the Tariff Council and defined by Azeristiliktejhizat JSC.>

Source: Energy Charter based on the Decisions of Tariff Council No. 4 dated 24 November 2011 and No. 13 dated 28

November 2016

59 http://www.e-ganun.az/framework/34179 (accessed August 2019).
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The existing tariff menu in Azerbaijan includes the following tariffs for central heating:

+ Depending on the living area (without heat meters);
+ Depending on the heated volume of premises (without heat meters) — the most
commonly used method due to the absence of heat meters;
+ Depending on the heat consumed (with heat meters).
Since 1 January 2017, central hot water supply tariffs are no longer regulated by the Tariff
Council and defined by the Azeristiliktejhizat JSC.

Subsidies

Azeristiliktejhizat JSC every year receives direct subsidies from the state budget that cover the
difference between actual costs and approved tariffs. The direct state subsidies for the period
of 20162019 allocated by the state budget were equal to around 60M USD or 103M AZN,
including 18M AZN in 2016, 18.9M AZN in 2017 and 33M AZN per year in 2018 and 2019.%

Losses and energy industries’ own use

There are no specific regulatory obligations or incentives to reduce operational costs or to
improve the efficiency of heat distribution and production in Azerbaijan. On the contrary,
the “cost plus” tariff methodology provides the wrong incentives for utilities to increase
their costs in order to justify the higher need for the regulated revenue. Table 1 also shows
that state investments in the heat sector were lower than in other sectors, amounting to
190M USD during 2008-2017.

Figure 27 shows that the level of heat losses increased from 8.6% in 2008 to 13.3 in 2010 and
gradually decreased until 2015. In 2016-2017, the heat losses again achieved an increasing
trend. At the same time, it should be noted that this igure mainly represents calculated
losses, as there is a very low level of availability of heat meters in Azerbaijan. The level of
the energy industry’s own use decreased dramatically from 34.4% at the beginning of the
analysed period to 0.7% in 2017, mainly due to the disconnection of the energy industry
(mainly oil refinery) from the Baku CHP

Figure 27: Dynamics of heat losses and own use in 2008-2017, % to input

40.0% 7 34.4%
35.0% -
30.0% -
25.0% -
20.0% -
0, 4 0,
13.80//0 a6y 105%
sl 125%  121%  12.3%
50% - 9.4% 07%
0.0% 6.8%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

18.9%
133%  126%

16.1% 14509, 13.6%

113% 115% 12.1%

—4—Energy industries own use Losses

Source: State Statistics Committee, 2019

60 According to the Presidential Decrees on the application of the annual Laws of the Azerbaijan Republic ‘About the State
Budget of the Republic of Azerbaijan for 2019", "About the State Budget of the Republic of Azerbaijan for 2018", "About the
State Budget of the Republic of Azerbaijan for 2017 and "About the State Budget of the Republic of Azerbaijan for 2016",
available at http://www.maliyye.gov.az/static/103/dovlet-budcesi-hagginda-ganunlar-ve-fermanlar (accessed August 2019).
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4.4. Subsidies for Vulnerable Consumers

There are no direct subsidies for vulnerable consumers; this consumer group is protected
by the tariff policy and inclining block tariffs with a social rate for the first tariff block. The
Government of Azerbaijan is also fighting with energy poverty by constantly improving
access to the natural gas and heat network (see Sections 3.2 and 3.3)

4.5. Taxes and Other Charges

Natural gas, electricity, heat

The same level of 18% value-added tax (VAT) is applied for natural gas, electricity and heat.
As of September 2019, there are no other direct taxes or levies related to these energy
commodities.

Fuel

QOil refinery products produced and sold in Azerbaijan include the following taxes:
* VAT — 18%,;
* Road tax—  0.02 AZN per litre of petrol, diesel or liquefied gas;®’

* Excise duty — as of September, the excise duty varied from 2% to 66% depending
on the type of fuel (Table 7).

Table 7: The price breakdown of the most common oil refinery products produced and sold in

Azerbaijan, as of September 2019

Compan Supply Wholesale

interzal Y Excise tariff tariff Road Retail tariff

tariffs (VAT (VAT tax (VAT included)
Product included) | included)

AZN/ :

AZN/ton % AZN/ton | AZN/ton | AZN/ton ton AZN/ton | AZN/litre
Petrol
AL-95 468.58 | 64.0 299.89 15.0 921.8 260 1048.0 0.80
Petrol
AL-92 619.36 | 42.0 260.13 15.0 1052.8 6.2 1179.0 0.90
Petrol
Al-80 396.06 | 66.0 261.40 15.0 790.8 6.2 917.0 0.70
Diesel 41310 | 18.0 74.36 15.0 590.2 238 714.0 0.60
Jet fuel 415.95 9.0 37.44 15.0 550.0
Nafta 22499 | 13.0 29.25 300.0
LNG 183.10 | 22.0 40.28 263.6 36.4
Mazut 185.13 3.0 555 15.0 240.0
Kerosene 31842 | 32.0 101.89 120 508.0 558.0 0.45

Source: Energy Charter based on the Resolution of the Cabinet of Ministers of Azerbaijan No.1 dated 07 January 2007
with amendments

61 Tax Code, Chapter XV. Road tax, Article 211.
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A deeper analysis of historical data also suggests that the excise duties have been used
as an instrument to stabilise the level of fuel prices in case of a change in the company’s
internal prices.

Royalty
As of September 2019, the Tax Code of Azerbaijan stipulates the following royalty rates for
the use of natural resources:*

+ Crude oil - 26%;

+ Natural gas - 20%;

+ Mining all types of metals — 3%.

4.6. Emissions Trading

As of September 2019, there were no emissions trading schemes in Azerbaijan or any plan
to introduce such a scheme.

62 Tax Code, Chapter XV. Road tax, Article 216.
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Summary: Energy Pricing Policy

The Tariff Council is the leading responsible authority for the approval of energy
tariffs in Azerbaijan. Although the Council was officially cut off from state budget
funding in January 2019 and there is now a new Energy Regulatory Agency, the
Council remains functional based on the voluntary representation of all concerned
state authorities. AERA was established in December 2017 as a public legal entity
that is subordinate to the MoEn. After the adoption of the draft Law on the
Regulator, which was developed with the support of the EBRD, all functions related
to the calculation and approval of energy tariffs should be transferred from the
Tariff Council to AERA.

Electricity tariffs in Azerbaijan were relatively stable during 2008-2017, seeing
only three major changes in tariff rates and structure. The latest changes were
related to the introduction of inclining block tariffs for residential consumers and
purchase prices from generators using alternative and renewable energy sources.
The recent tariff changes led to social discontent and resulted in a retrospective
threshold increase of the first tariff block from 250 kWh to 300 kWh per month in
December 2016.

Similarly to the dynamics of electricity tariffs, natural gas tariffs have also been
relatively stable. The latest changes in the tariff policy were also related to the
introduction of inclining block tariffs. The initial first block of 1,500 m? per year was
retrospectively increased to 1,700 m?* in December 2016 and further increased to
2,200 m? in May 2019.

There were no changes to district heating tariffs over the last decade, except the
deregulation of hot water prices in November 2016. After the removal of hot
water tariffs from the list of the state-requlated tariffs (prices), Azeristiliktejhizat
JSC increased hot water tariffs by almost five times in January 2017. Despite this
significant increase, hot water tariffs remain below the cost-reflective level.

Existing energy tariffs in Azerbaijan are determined based on a general “cost plus”
methodology and there are no separate rules as to the calculation of electricity,
natural gas and heat tariffs. Under the current tariff methodology, there are no
incentives for utilities to improve the cost-efficiency of their services. On the contrary,
the methodology provides wrong incentives to increase operational costs to justify
a higher need for the regulated revenue. Targets for the reduction of energy losses
are envisaged only for electricity network operators.

The tariff system includes cross-subsidies between consumer groups and energy
carriers as well as direct subsidies from the state budget. The non-cost-reflective
energy tariffs are part of the social policy of the country. The results of the price
gap estimation analysis, based on average export prices and the opportunity
cost of export to neighbouring countries, show that direct subsidies to electricity,
natural gas, and heat consumers exceeded 3.2 billion USD during 2015-2017.
Energy tariffs in Azerbaijan are also among the lowest in the region.
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5. Energy and Energy Efficiency Policy

5.1. Strategic Framework

As of September 2019, there is no long-term energy strategy in Azerbaijan and the strategic
energy policy framework includes the following key documents:

+ Development Concept "Azerbaijan 2020: A Look into the Future’, adopted by
Presidential Decree No. 800 dated 22 December 2012;

+ 12 Strategic Roadmaps (SRM) approved by Presidential Decree No. 1138 dated
6 December 2016.

Development concept “Azerbaijan 2020: A Look into the Future”

The development concept approved by the President of Azerbaijan in December 2012 sets
the main strategic goals for policy development in all economic areas of country. In terms
of the energy sector, the document contains a declared goal to align the amount of energy
used for the production of one unit of GDP and the amount of carbon dioxide emissions
in Azerbaijan with the appropriate indicators of OECD countries. The document also sets
the following priorities in the field of sustainable energy:

* The modernisation of the oil-gas and petrochemical sectors;
* The broader use of alternative and renewable energy and the application of energy
efficiency measures.
At the same time, the concept’s energy-related targets are neither specific nor measurable,
rendering it very difficult to monitor or evaluate progress.

12 Strategic Roadmaps

The 12 Strategic Roadmaps (SRM) constitute the most recent set of strategic documents that
were approved by the Decree of President of Azerbaijan No. 1138, dated 6 December 2016.
The main SRM is called the "Strategic Road Map on National Economy Perspectives”.
It is accompanied by 11 Sector Roadmaps: (i) agriculture; (i) oil and gas; (iii) logistics and
trade (transport); (iv) industry (heavy industry and machinery); (v) SME development; (vi)
financial services; (vii) technical and vocational education; viii) telecommunications; ix)
public utilities; x) tourism; and xi) social housing. Each SRM also includes corresponding
action plans. The energy-related strategy, targets and action plans are outlined in the three
main documents:

1. SRM on National Economy Perspectives;

2. SRM on Oil and Gas Industries (Including Chemical Products) Development
(restricted);

3. SRM on Public Utilities (Including Electricity, Heat, Gas, and Water) Development.

The SRM on National Economy Perspectives includes the following strategic energy-
related directions for the period after 2025:

+ While continuing the exploitation of its rich natural resources, Azerbaijan will pay
more attention to environmental protection and carbon emissions reduction;

* Based on the energy efficiency principle, the energy spent to produce each unit of
GDP will be minimised;
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 The share of renewable types of energy will be increased in Azerbaijan’s energy
balance;
* Improved efficiency and quality of service in electricity supply, water supply and
sanitation, heating and gas supply sectors.
At the same time, neither the SRM nor the accompanying action plan have specific and
measurable energy-related targets. Among its strategic targets, the SRM envisages the
strengthening of fiscal sustainability and the adoption of sustainable monetary policy with
regard to the management of oil and gas revenues and the privatisation and reform of
state-owned energy utilities.

The SRM on Oil and Gas Industries Development is a restricted document and the main
strategic goals for this sector are not publicly available.

The Strategic Road Map on Public Utilities Development outlines general global trends
in electricity and natural gas and includes specific energy-related targets that form part of
the action plan for the period 2016-2020, a medium-term review for the pre-2025 period
and a target review for the post-2025 period (see Section 5.3).

Other related documents

In addition to the abovementioned strategic documents, in July 2015 the Minister of Energy
approved “10 Strategic Tasks” aimed at introducing market-based reforms in Azerbaijan,
including the following:

1. Preparation of a strategy for the energy sector development of the country in the
next 25-30 years;

2. Development of a 15-20-year State Programme for the efficient use of energy
resources, improvement of end user energy efficiency and the use of alternative
energy sources;

3. Development of a 5-year State Programme for energy sector development
(1 Five-year Strategic Development Plan);

Development of a draft law on the regulated internal market of electricity;
Development of a draft law on the regulated internal market of natural gas;
Development of a draft law “On Grid Code” for electricity;

Development of a draft law “On Grid Code” for natural gas;

N o b

Development of a draft law “On Independent Energy Regulator” governing the
internal energy (electricity and gas) markets;

9. Restructuring of the power system structures (Azerenerji, Azerishig) based on the
new subjects of the market provided by the legislation;

10. Creation of a flexible tariff system, reflecting and distributing the interests of end-
consumers and other market actors (X-factor) and based on the costs of products
and services.

It should also be noted that the document does not stipulate a timeframe for the
implementation of these tasks. As a result, as of September 2019, only Task 9 related to the
TSO and DSO unbundling was fully completed (see Chapter 3.1) while other tasks are at
different stages of implementation/development.

84
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In May 2019, the President of Azerbaijan issued a new Presidential Decree on “the
Acceleration of Reforms in the Energy Sector of Azerbaijan”.% The distinctive feature of this
Decree is that it assigns specific responsibilities and sets deadlines for their development
for the Cabinet of Ministers and the Ministry of Energy. Among other tasks, the MoEn was
officially assigned to develop the following:

+ Long-term Energy Strategy, Law on RES, Law on the Regulator, Law on Energy and
Law on Natural gas (within 12 months);
* Proposals for improving the efficiency of electricity and natural gas systems (within
6 months);
* Proposals for the creation of a favourable climate for RES, promotion and attraction
of private investments (within 4 months).
With regard to the development of the Long-term Energy Strategy of Azerbaijan, the MoEn
has already solicited support and started cooperating with the European Commission (EC).
In June 2019, the EC announced the Framework Contract (FWC) tender on “Support to the
Government of Azerbaijan to Develop the Energy Sector”. The objective of the FWC is to
assist the Ministry of Energy in developing a long-term energy strategy analysing various
policy options and development scenarios. The project was due to start in September 2019
with a duration of 10 months.

5.2. Legal Framework for Energy Efficiency

As of September 2019, the main driving force for the implementation of reforms and
updating/development of the legislative framework on energy markets, energy efficiency
and renewable energy, is the Presidential Decree on "The Acceleration of Reforms in the
Energy Sector of Azerbaijan”, which stipulates strict timeframes for the development and
submission for approval of draft laws (see Chapter 5.7).

The following sections of this chapter provide a short overview of the key elements of the
legal framework related to energy efficiency, particularly:

* Energy-related laws;

* Energy efficiency law;

« Energy performance in buildings;

* Energy-related products;

« Exemplary role of the public sector;

» Energy services;

« Energy efficiency in industry;

« Vehicle fuel efficiency;

« Energy efficiency obligation schemes;
+ Financial incentives or tax concessions.

Energy-related laws

The energy-related legislative framework of Azerbaijan is rather outdated as all key laws
were adopted during 1996-1999. As of September 2019, the country’s energy sector is
mainly regulated by the following laws:%

63 Presidential Decree No. 1209 dated 29 May 2019.
64  http://www.minenergy.gov.az/index.php/az/qanunverilicik?id=15 (accessed August 2019).


http://www.minenergy.gov.az/index.php/az/qanunverilicik?id=15

-*

In-Depth Review of the Energy Efficiency Policy of the Republic of Azerbaijan | 2019 ENERGY CHARTER

 The Law on the Use of Energy Resources (30 May 1996, No. 94-1Q);

 The Law on Subsoil (13 February 1998, No. 439-1Q);

+ The Law on Power Sector (3 April 1998, No. 459-1Q);

« The Law on Gas Supply (30 June 1998, No. 513-1Q);

« The Law on Energy (24 November 1998, No. 541-1Q);

» The Law on Power and Heat Generation Stations (28 December 1999, No. 84-1G);

« The Law on Environmental Safety (8 June 1999, No. 677-1Q);

* The Law on Environmental Protection (8 June 1999, No. 678-1Q).
There have been a number of recent amendments to the legislative framework, but
most efforts of the Government are currently devoted to the development of new laws
according to best international practice. Certainly, the MoEn is currently cooperating with
the following international organisations on the development of primary legislation acts:

USAID — draft Law on Power — submitted to the Cabinet of Ministers in July 2018;
» EU4Energy — draft Law on Energy Efficiency — submitted to the Administration of
the President in May 2019;

EBRD — draft Law on the Regulator — submitted to the Cabinet of Ministries for
inter-ministerial consultations in July 2019;

ERSP EU funded — draft Law on RES - under consultations in the MoEn as of
September 2019.

Energy efficiency law

The Law on the Use of Energy Resources is the key document regulating the energy
efficiency sector of the country. The law defines the legal, economic and social foundation
of state policy and regulates the relations between different entities in this area. However,
not all provisions of the law have been reinforced since its adoption in 1996. For example,
the law stipulates the establishment of an energy fund that has never been created.

The MokEn is currently in the process of adopting a new Law on the Efficient Use of Energy
Resources and Energy Efficiency. The draft law, which was prepared in the framework of
the EU4Energy programme, passed the inter-ministerial consultation process in 2018 and
was submitted to the Administration of the President in May 2019. Once adopted, this law
will provide a general framework and define the legal, organisational and economic basis
of the state policy in the field of energy efficiency. The scope of the law covers the entire
energy chain: exploration of primary energy resources, energy production, transportation,
distribution, supply and final use.

Energy performance in buildings

As of September 2019, there are two key documents that regulate the energy performance
of buildings in Azerbaijan:

+ "MSP-2.04-101-2001" ="Thermal Performance Design of Buildings”’, approved by
the State Committee for Urban Planning and Architecture on 12 December 2002,
by Order No. 3;
» Urban Planning and Construction Code approved by Law No. 392 dated
29 June 2012.
The "MSP-2.04-101-2001" is a CIS standard that was developed by the Russian Federation
and adopted by the Interstate Scientific-Technical Commission on Standardization,
Technical Regulation and Conformity Assessment in Construction in 2001. The standard
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was approved by the Committee in 2002 and provides a set of rules, technical solutions
and calculation methods that ensure compliance with the construction norms and
regulations used in the Former Soviet Union. The State Committee for Urban Planning
and Architecture is currently in the process of adopting another CIS Standard “MSN-2.04-
02-2004" — "Thermal Protection of the Buildings”.

The existing Urban Planning and Construction Code approved in 2012 stipulates that the design
of buildings should be developed in accordance with energy saving and energy efficiency
requirements. However, such requirements have not yet been developed and adopted.
According to the relevant presidential decree on the implementation of this code, a number
of secondary legislation/normative acts should be prepared, but this process is rather slow. In
March 2014, the Cabinet of Ministries of Azerbaijan approved the “Rules for Improving Energy
Efficiency and Energy Saving at Construction Sites”® The Rules define general requirements
as to energy efficiency in building design. However, the document does not stipulate any
specific requirements beyond the development of a Building Energy Performance Certificate
that lists the various indicators and parameters of the building envelope, like geometrical and
thermal insulation parameters, required energy consumption for building heating and so forth.
No other normative requirements in the building envelope with regard to thermal insulation
parameters have been established. Compliance with the above requirements is controlled by
the Ministry of Emergency Situations of the Republic of Azerbaijan.

To sum up, there are no minimum energy performance requirements for buildings in
Azerbaijan, but general design and reporting requirements for building envelopes. However,
once adopted, the Law on the Use of Energy Resources will require the implementation of
the following policy instruments according to best EU practice:

+ Minimum energy performance requirements for new and renovated buildings;

+ Energy Performance Certification scheme;

« Compulsory energy audit and designating energy managers for buildings (except
residential) with a total construction area of more than 10,000 square metres.

Energy-related products

There is no primary and secondary legislation framework on energy-related products in
Azerbaijan. However, once adopted, the Law on the Use of Energy Resources will require
the implementation of the following policy instruments:

* Energy labelling;
+ Ecodesign requirements.

Exemplary role of the public sector

The Cabinet of Ministries Decree No. 164 dated 12 April 2019 on the approval of “Rules
of Determination and Regulation of Limits on the Use of Public Utilities (Electric and Heat
Energy, Natural Gas and Water) in Budget Organisations” stipulates the determination of
consumption limits based on the following criteria:

+ Actual consumption in the previous year;

* Expected consumption in the current year;

* Expected increase in consumption in the next year due to the introduction of new
facilities based on technical indicators;

65 Approved by the Decree of the Cabinet of Ministries of Azerbaijan No. 73 dated 11 March 2014.
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* Expected reduction in consumption in the next year due to the liquidation of
facilities based on actual consumption or technical indicators.
In case of exceeding the established limits, utilities have the right to restrict energy supply
to these organisations. However, public organisations still do not have any incentives to
reduce energy consumption, including low-cost and no-cost measures. The draft Law
on the Use of Energy Resources includes a specific chapter on the Exemplary Role of the
Public Sector according to best EU practice.

Energy services

There are no specific provisions in this area, but the draft Law on the Use of Energy
Resources includes a specific chapter on the promotion and development of energy
services according to best EU practice.

Energy efficiency in industry

There are no specific provisions in this area, but the draft Law on the Use of Energy
Resources includes a separate chapter on energy audit, energy management systems
(EMS) and energy managers.

Vehicle fuel efficiency

There are no CO, emissions standards for cars and vans in Azerbaijan, only minimum toxic
emissions standards for new and used vehicles imported to the country. According to
the Cabinet of Ministers decision no. 2 dated 14 January 2014, from April 2014 all vehicles

imported to Azerbaijan must meet Euro 4 requirements.

Energy efficiency obligation schemes

There are no specific provisions in this area, but the draft Law on the Use of Energy
Resources includes a separate chapter on the energy efficiency obligation scheme.

Financial incentives or tax concessions

According to the Cabinet of Ministers Decision “On the List of Imported Goods which
Benefit from VAT Exemption”,®® imports of equipment and materials for renewable energy
installation and LED lamps are exempt from VAT. The same equipment and materials are
also exempt from the customs duty according to the Cabinet of Ministers Decision “On
Duties for Export-import Operations”.®’

5.3. National Targets and Action Plans

National Energy Efficiency Action Plans

There is no National Energy Efficiency Action Plan (NEEAP) in Azerbaijan. However, once
adopted, the new Law on the Use of Energy Resources (see Section 5.2) will require the
development of a five-year NEEAP Therefore, the Ministry of Energy started developing
the NEEAP with the support of the EU-funded EU4Energy programme in May 2019.
The draft NEEAP is expected to be completed by May 2020.

66 Cabinet of Ministers Decision No. 11 dated 31 January 2005 (with amendments).
67 Cabinet of Ministers Decision No. 91 dated 22 April 1998 (with amendments).
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It should also be noted that there have already been a number of attempts to develop NEEAPs
in the last decade. In 2011, the Short-term Action Plan on Energy Efficiency for 2011-2012 was
developed in the framework of the EU Energy Reform Support Programme (ERSP) and was
approved by the Minister of Industry and Energy by Order No. 19 of 24 May 2012. Another
document — an integrated energy strategy covering the supply, transportation, transit and use
of all energy resources — had been prepared within the same framework and submitted to
the Cabinet of Ministries in June 2012, but was not approved. In 2015 the Ministry developed
a State Programme and an Action Plan “On the Efficient Use of Energy Resources and Energy
Efficiency of End Consumers’, but these documents were also not adopted.

Master Plan for the Reconstruction and Development of Electricity Distribution
Networks in Cities and Regions of the Republic of Azerbaijan (2016-2025)

The “Master Plan for the Reconstruction and Development of Electricity Distribution
Networks in Cities and Regions of the Republic of Azerbaijan (2016-2025)" was prepared
and approved by the Cabinet of Ministers on 11 April 2016.

The Plan envisages $4.6 billion of total investment in distribution network improvements during
2015-2025. The ADB selects priority investment components and provides about $1.0 billion of
investments for the implementation of the Plan. The immediate priority for investments is the
rehabilitation of distribution networks with frequent system outages and supply interruptions.
The key performance indicators (KPIs) of the ADB investment programme by 2022 are as
follows: average annual unserved energy due to outages is reduced to less than 1% of energy
sales (baseline: 7% in 2014); nationwide distribution network losses are reduced to 8% (baseline:
16% in 2014); and the revenue collection rate is increased to 95% (baseline: 70% in 2014).%

Action Plan on SRM on National Economy Perspectives

The Action Plan does not include any specific targets related to renewable energy and
energy efficiency and instead envisages a specific target related to the reduction of
transfers from the State Oil Fund of the Republic of Azerbaijan (SOFAZ) to the state budget.
The Action Plan outlines that as of 2015, every second AZN spent in the public sector was
financed by transfers from SOFAZ. Therefore, the Action Plan calls for this figure to be
reduced to 15% by 2025.

Action Plan of the “Strategic Road Map on Public Utilities (Electricity, Gas, Heat
and Water) Development”

The Action Plan identifies the following specific indicators/targets to be achieved by 2020:

Electricity generation and supply

« Total increase of generation capacity by 1,000 MW and its diversification with 350
MW of solar energy, 50 MW of wind energy (in addition to the already planned
900 MW) and 20 MW of solar energy;

* Increase the net fuel efficiency of selected combined-cycle power plants by up to 50%;

* Reduce electricity losses in the DSO network from 8.5% to 7.0% in Baku and from
12% to 8% in the regions;

68 Proposed Multitranche Financing Facility Azerishig Open Joint-Stock Company Power Distribution Enhancement
Investment Program, Report and Recommendation of the President to the Board of Directors, May 2016, available at https://
www.adb.org/sites/default/files/project-document/180161/42401-014-rrp.pdf (accessed August 2019).
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« Export of natural gas saved as a result of increased efficiency to Europe through
TAP/TANAP projects;
* Provide 50% of Georgia's and 20% of Turkey's electricity imports.

Natural gas supply

+ Reduction of technical losses of natural gas distribution to below 8%;
* Export of natural gas saved as a result of increased efficiency to Europe through
TAP/TANAP projects.

District heating

* Increase the volume of heat energy production from 427,000 Gcal at the 2015
level to 1,767,000 Gcal;
» Expand the coverage of heat supply by increasing the number of residential
consumers to 5,689 (increase by 50.4% compared with 2017);
* Increase the income of heat-generating plants by 5.1M AZN in total;
+ Improve the heat supply through the renovation of heating systems in about 550
residential buildings.
According to the progress report issued by the Centre for Analysis of Economic Reforms
and Communication that was set up by the Presidential Decree in April 2016, 55% of the
actions envisaged for 2017 were completed. Actions related to improving the efficiency
of power plants and their efficient utilisation were fully implemented. The lowest levels of
performance were observed regarding the targets related to increasing the efficiency of
power plants, ensuring the efficient use of existing capacity (42%) and minimising all losses
associated with the distribution of natural gas (43%).%°

5.4. Institutional Framework

The Ministry of Energy (MoEn) is the central executive authority that implements state
policy in the energy sector. The former Ministry of Energy and Industry was reorganised
into the Ministry of Energy and functions related to the industrial sector were transferred
to the Ministry of Economy (MoE) in October 2013.7° According to the Statute of the
Ministry,”" the Ministry of Energy:

+ Participates in forming a unified state policy in the energy sector and ensures the
implementation of this policy;

* Ensures the implementation of measures related to the efficient use of energy
resources and protection of public interests in this area;

+ Participates in regulating the activities of state-owned enterprises operating in the
field of energy (in cases that are prescribed in the Statute of the Ministry);

+ Takes measures for the efficient use of state property in the energy sector;

* Provides the implementation of common scientific-technical policy in the field of
energy and defines its main guidelines;

* Ensures the development of the energy sector;

* Ensures its regulatory role in the energy sector.

69 http:/igtisadiislahat.org/store//media/documents/SYX/2017/11_Kommunal_opt.pdf (accessed August 2019).

70 According to Executive Order No. 3 of the President of the Republic of Azerbaijan No. 3 Dated 22.10.2013.

71 Approved by Presidential Decree No. 149 dated 11 April 2014, available at http://www.e-ganun.az/framework/27517
(accessed July 2019).
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5. Energy and Energy Efficiency Policy

Functions as to the development of energy policies related to energy efficiency, renewable
energy and environmental protection are assigned to the Energy Efficiency and Ecology
Department of the Ministry. As of September 2019, the Department employs eight full-
time staff members, including the Head.

The Energy Regulatory Agency (AERA) was established in December 20177 as the
public legal entity (PLE) under the subordination of the Ministry of Energy. The agency was
created on the basis of two structures of the MoEn: the State Energy Control Department
and the State Gas Control Department.

The main responsibilities” of the Agency include the regulation of relations between
producers, transmission and distribution companies, suppliers and consumers in the
field of electricity, natural gas and thermal energy. The AERA also analyses enterprises’
activities, proffers proposals on restructuring measures and tariff policy, develops incentive
mechanisms for attracting investments and controls compliance with quality requirements
for network operators. Since 2018, the AERA has been an associate member of the Energy
Regulators Regional Association (ERRA).

The Tariff (Price) Council is a collegial executive body exercising the state regulation of
prices (tariffs) and service fees that are subject to the state regulation.” Apart from energy
tariffs, the Council implements the state regulations in other sectors of economy. According
to the Resolution of the Cabinet of Ministers “On Approval of the List of Goods (Services,
Works) whose Prices (tariffs) are Regulated by the State”,” the Council reviews and sets
tariffs (prices) of about 50 various types of goods (services, works). The regulated entities
are required to provide economic justifications for the expenses recovered by the tariffs.
The calculated tariffs are reviewed by the Tariff Council and published upon approval.

Members of the Council include Deputy Ministers of Finance, Taxes, Justice, Energy,
Agriculture, Health, Education, Transport, Communications and High Technologies, Labour
and Social Protection as well as Deputy Heads of the State Customs Committee and State
Committee on Urban Planning and Architecture.”® The Chairman of the Council is the
Minister of Economy. In January 2019, the Secretariat of the Tariff (Price) Council was
abolished, although it remains functional based on the voluntary representation of all
involved ministries and state authorities.””

The Ministry of Economy (MoE) was established on 15 January 2016 as the successor
of the Ministry of Economic Development (established on 30 April 2001) and the
Ministry of Economy and Industry (established on 22 October 2013) of the Republic
of Azerbaijan.

According to the Ministry’s Statute,”® the Mok is the central executive authority responsible for
the development of the economic policy and preparation of economic and social forecasts
as well as the implementation of state policy on developing the economy, sustainable
development, investments promotion and protection, development of entrepreneurship,

72 Presidential Decree on establishing the Azerbaijan Energy Regulatory Agency and approving the Agency’s Charter No.
1750 dated 22 December 2017.

73 http://www.minenergy.gov.az/index.php/en/ministry?id=55 (accessed August 2019).

74 According to the Statute approved by Presidential Decree No. 341 dated 26 December 2005.

75 Resolution of the Cabinet of Ministers No. 178 dated 28 September 2008.

76 http://www.tariffcouncil.gov.az/?/en/content/48/ (accessed August 2019).

77 According to Presidential Decree No. 464 "On Additional Measures to Improve Public Administration in the Republic of
Azerbaijan” dated 14 January 2019.

78 Adopted by Presidential Decree No. 111, dated 20 February 2014.
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competition, protection of consumer rights, domestic trade, foreign economic and trade
relations and the socioeconomic development of the regions of the country.

The functions regarding the development of policies related to the improvement of EE in
industry are assigned to the Industry Department of the Ministry. As of September 2019,
the Department employs 11 full-time staff members, including the Head.

The Ministry of Ecology and Natural Resources (MoENR) was established by President
Decree No. 485 on 23 May 2001. Its Statute was approved on 18 September 2001.”
The Ministry is the central executive body implementing state policy on the preservation
of the environment, the efficient use of natural resources and their restoration as well as
the regeneration and increase of soil fertility, their monitoring, geodesy and cartography
in the territory of the Republic of Azerbaijan and the Azerbaijani sector on the shelf of the
Caspian Sea.®

The functions of the coordination of the GHG inventory are assigned to the Climate
Change and Ozone Centre established under the MoENR. As of September 2019, the
Centre employs 20 full-time staff members who lead work on the preparation of National
Communications, Biennial Reports and other documents within the United Nations
Framework Convention on Climate Change (UNFCCC).

The Ministry of Transport, Communications and High Technologies was established
by Presidential Decree on 13 February 2017 on the basis of the abolished Ministry of
Communications and High Technologies and the Ministry of Transport of the Republic of
Azerbaijan.

According to the Statute of the Ministry approved by Presidential Decree dated 12 January
2018,%" it is the central executive body that implements state policy and regulation in
the areas of transport (including maritime and civil aviation), communications and high
technologies.

Baku Transport Agency was established in November 2016 under the subordination of
the Cabinet of Ministries. The aim of the Agency is to ensure the safe, uninterrupted and
comfortable traffic of vehicles and pedestrians within the administrative territory of Baku,
including the provision of a centralised management of traffic flows and the introduction
of an intelligent transport management system.

The Ministry of Agriculture was established in 1993. According to the latest regulation
approved by the President of Azerbaijan No. 226 dated 20 April 2005, the Ministry is the
central executive body that implements state policy in the agricultural sector, including the
production and processing of agricultural products, the provision of essential services to
producers, veterinary care, plant protection and quarantine and the efficient use of land.

The State Committee of Urban Planning and Architecture was established by
Presidential Decree No. 1339 dated 20 February 2006 on the basis of the State Committee of
Construction and Architecture. The Statute® of the Committee was approved by Presidential
Decree No. 647 dated 9 November 2007. According to the Statute, the Committee is the
central executive body that implements state policy and regulation in the areas of urban
planning and architecture. The State Committee for Urban Planning and Architecture is also

79 http://eco.gov.az/post/1101 (accessed August 2019).

80 Ibid.

81 https://www.e-gov.az/en/news/read/630 (accessed August 2019).

82  https://www.arxkom.gov.az/10/komitenin_esasnamesi.htm (accessed August 2019).
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responsible for adopting standards related to the energy performance of buildings and the
implementation of the existing Urban Planning and Construction Code.

The State Agency on Alternative and Renewable Energy Sources (SAARES) was
established in 2009 as a part of the Ministry of Industry and Energy.2® The main purpose of
the Agency was to increase the efficient use of energy resources by utilising the country’s
alternative and renewable energy sources.® In 2012, the SAARES was liquidated and
replaced by “The State Company for Alternative and Renewable Energy Sources of the
Republic of Azerbaijan"® In February 2013, another Presidential Decree upgraded the
status of the SAARES to the central executive authority that implements state policy and
regulations in the field of alternative and renewable energy and its efficient use as well as
effective management, coordination and state control in the sector® According to the
same Presidential Decree, “The State Company for Alternative and RES” was reorganized
into ‘Azalternativenerji” LLC, subordinate to SAARES.

In November 2016, after four years of independence, the SAARES was again subordinated
to the MoEn as a public legal entity,® before being abolished in January 2019 together
with the Secretariat of the Tariff (Price) Council.® The functions of the SAARES were partially
transferred to the Energy Efficiency and Ecology Department of the Ministry of Energy.

The State Statistical Committee is the central executive authority®® running state policy
in the field of statistics and forming official statistics on the social, economic, demographic
and ecological situation of the country on the basis of a unified methodology.

The Centre for Analysis of Economic Reforms and Communication was established
as a public legal entity by Presidential Decree No. 879 dated 20 April 2016.%° The objectives
of the Centre are to develop proposals for the implementation of economic reforms based
on macro- and microeconomic analysis in order to ensure the sustainable economic
development of the country. The Centre is also responsible for the preparation of mid-
and long-term forecasts.

83 According to the Presidential Decree No. 123 dated 16 July 2009, available at http://e-ganun.az/alpidata/framework/
data/18/f_18085.htm (accessed August 2019).

84 According to the “State Program on Alternative and Renewable Energy Sources in the Republic of Azerbaijan” approved by
Presidential Decree No. 462 in October 2004, available at http://www.e-ganun.az/framework/18085 (accessed on July 2019).
85 Approved by Presidential Decree of 1June 2012, available at https://president.az/articles/5071 (accessed August 2019).

86 http://e-ganun.az/framework/25200 (accessed August 2019).

87 According to the Presidential Decree No. 1125 “On Improvements in the Public Administration” dated 24 November 2016.
88 According to the Presidential Decree No. 464 "On Additional Measures to Improve the Public Administration in the
Republic of Azerbaijan” dated 14 January 2019.

89 According to the regulation approved by Presidential Decree No. 1250 dated 13 April 2010, the State Statistical Committee
of the Republic of Azerbaijan.

90 http://ereforms.org/pages/nizamname-4 (accessed August 2019).
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Summary: Energy and Energy Efficiency Policy

As of 2019, there is no energy strategy in Azerbaijan, although the MoEn has
already started cooperating with the EU to develop a long-term energy strategy.
The main driving force for implementing reforms and updating the legislative
framework is the Presidential Decree on "The Acceleration of Reforms in the
Energy Sector of Azerbaijan”. The Decree stipulates responsible authorities and
strict deadlines for the development and submission for approval of relevant draft
legislative acts.

The 12 SRMs constitute the most recent set of adopted strategic documents. The
main act is the “Strategic Road Map on National Economy Perspectives’, which is
accompanied by 11 Sector Roadmaps, some of which are restricted. The main SRM
and those on Oil and Gas Industries (Including Chemical Products) Development
and Public Utilities (Including Electricity, Heat, Gas, and Water) Development are
the key documents related to the energy sector. The main SRM does not have
measurable energy-related targets and the SRM on Oil and Gas is restricted.
The SRM on Public Utilities includes specific goals for power, including renewables,
natural gas and district heating sectors until 2020.

The Legal Framework for Energy Efficiency is outdated and mainly includes
legislative documents developed during the 1990s. There have been some recent
amendments to the legislative framework. Still, most efforts of the GoA are devoted
to the development of new laws according to the best international practice.
The Law on the Use of Energy Resources is the key document regulating energy
efficiency. The law defines the legal, economic and social foundation of state policy
and governs the relations between different entities in this area. However, not all
provisions of the law have been reinforced since its adoption in 1996. The MoEn is
currently in the process of adopting a new Energy Efficiency Law with the support
of the EU4Energy project.

There is no NEEAP in Azerbaijan. However, once adopted, the new Law on EE
will require the development of a five-year NEEAP Therefore, in 2019, the MoEn
started developing the NEEAP with the support of the EU4Energy project. In 2011
and 2015, there were also attempts to develop state EE programmes, but neither
document was adopted.

The institutional framework for energy efficiency includes multiple stakeholders
and the MoEn is the leading responsible authority for the development and
implementation of energy policies related to energy efficiency, renewable energy
and environmental protection. However, there is a lack of coordination of EE-
related activities in industry, buildings and transport sectors.

ENERGY CHARTER
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6. Renewable Energy Policy

6.1. Potential of Renewable Energy Sources

Due to its geographical location, the Caspian Sea and its diverse landscape of plains and
mountains (see Chapter 11), Azerbaijan has significant potential for the utilisation of its
renewable energy sources.

Solar energy

The estimated solar energy technical potential of Azerbaijan is 23,040 MW.°" According
to the State Programme on the Use of Alternative and Renewable Energy Sources in
the Republic of Azerbaijan adopted in 2004,% the annual duration of the country’s solar
radiation varies between 2,400 and 3,200 hours or 1,500 to 2,000 kWh/m?. As of September
2019, there are six solar PV installations with an installed capacity exceeding 1 MW, namely
Nakhchivan Solar Power Plant — 24 MW, Gobustan Solar Power Plant — 3,0 MW, Surakhani
Solar Power Plant — 1.56 MW, Pirallahi Solar Power Plant — 1.1 MW, Samukh Solar Plant —
1.93 MW and Sumgayit Solar Power Plant — 2.17 MW. In total, 37.2 MW of solar PV have
been installed across the country, including at social establishments and on the roofs of
various public buildings (see Table 2).

Wind energy

Azerbaijan has excellent potential for the utilisation of its wind resources, especially in coastal
areas along the Caspian Sea. According to the Ministry of Energy, the technical potential for
wind is estimated at 3,000 MW. This potential is reflected in the government’s target of 350 MW
of new capacity by 2020. As of September 2019, about 66 MW have been installed, with 55.3
MW operated by Azerishiq OJSC, 2.7 MW by Azalternativenergy LLC and 8 MW by the private
sector (see Table 2).

Bioenergy

The estimated biomass and waste-to-energy technical potential of Azerbaijan is 300 MW.
At present bioenergy is mostly utilised in the form of traditional biomass, largely for heating and
cooking in remote areas. In addition, there is significant potential for generating energy from
household biodegradable waste. Moreover, the Baku Waste-to-Energy Plant with an installed
capacity of 37 MW is manifesting ongoing government efforts to realise this potential.

Small hydro

The estimated small hydro technical potential of Azerbaijan is 520 MW. However, only 5%
of this technical potential is currently being utilised, including SHPPs of independent power
producers generating power for their own needs.

In October 2018, the Ministry of Energy and BP signed a letter of intent to improve the
performance of small hydro power plants. As a result of this cooperation, the SNC-Lavalin’s
Atkins Company®, a selected consultant, is to conduct an assessment to improve the efficiency

91 Ministry of Energy, A General Overview of the Use of Alternative and Renewable Energy at Global and Azerbaijan Level
http://minenergy.gov.az/index.php/az/?option=com_content&view=article&id=323 (accessed September 2019).

92 Approved by Presidential Decree No. 462 dated 21 October 2004.

93 Available at https://www.bp.com/en_az/caspian/press/pressreleases/bp_and_moe_sign_letter_of intent_on_tech_assistance.
html (accessed September 2019).
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of existing small hydro power plants in the regions in order to enhance the hydro-energy
potential of small mountain rivers. This assignment has already commenced with the collection
of information and the undertaking of field visits.**

6.2. Existing RES Legislative Framework

As of September 2019, there is no regulatory framework for the development of RES in
Azerbaijan, except for specific purchased tariffs (de facto FIT) for electricity produced from
SHPP wind and other alternative and renewable energy sources (see Chapter 4.1). In 2014,
the State Agency on Alternative and Renewable Energy Resources developed a draft state
strategy on the use of alternative and renewable energy sources for the period 2015-2020,
but the document was not approved.

The main strategic goals for RES policy development are set forth by the "Azerbaijan in 2020:
Look into Future” state strategy (see Chapter 5.1). The document stipulates the development
of renewable energy sources, strengthening the institutional environment, increasing
scientific-technical potential, continuing training specialists and raising awareness among
consumers. However, it does not stipulate any specific targets related to RES development.

The specific RES targets are envisaged by the SRM on public utilities. The document sets a
target of 420 MW of new installed RES capacities by 2020, including 350 MW of wind, 50
MW of solar and 20 MW of bioenergy (see Chapter 5.3). At the same time, the document
does not specify any targets for small hydro. The SRM also consists of a long-term vision for
2025 and beyond, but no specific targets are set for the period after 2020. A comparison
of technical RES potential, 2020 targets and installed RES capacities is presented in Table 8.

Table 8: Renewable energy resources potential and installed electricity capacity, as of

September 2019

Renewable energy Technigal SRM 2020 InsFaIIed Potential/ SRM 2020
source potgntlal target, capacity, MW, installed. % ; target/
capacity, MW MW 2019 ! installed, %
Solar 23,040 50 37.2 0.2% 74.3%
Wind 3,000 350 66.0 2.2% 18.9%
Bio/waste 380 20 38.0 10.0% 190.0%
Small hydro 520 No target 25.0 4.8% =

Source: Energy Charter Secretariat based on Ministry of Energy, 2019

6.3. Planned RES Policies and Measures

The Presidential Decree "On Accelerating Reforms in the Energy Sector of the Republic of
Azerbaijan” dated 29 May 2019 assigns the Ministry of Energy to develop and submit to
the President of the Republic of Azerbaijan the following documents:

« Within 4 months (end of September 2019), proposals to stimulate the use of
renewable energy sources, create a favourable investment climate in this area and
support the activities of private entrepreneurship;

« Within 12 months (end of May 2020), a draft law of the Azerbaijan Republic "On
Renewable Energy Sources in Electricity Production”.

94 According to the MoEn’s Report for the T half of 2019 http://minenergy.gov.az/index.php/en/news-archive/504-measures-
have-been-taken-to-expand-the-use-of-renewable-energy-sources-in-the-first-half-of-this-year (accessed August 2019).
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In 2019 the Ministry of Energy also strengthened its cooperation with donor organisations
and international companies in order to attract investment in the renewable energy sector.
In the framework of the TA project "Assistance to the Ministry of Energy in Development
of Renewable Energy Legal Framework” implemented with financial support from the
EU (started in late 2018), a draft Law on RES, a model Power Purchase Agreement and
a Connection Agreement have all been developed and submitted to the MoEn for
consultations.

The EBRD assists the Ministry of Energy with a TA project titled “Support for the
Implementation of Renewable Energy Auctions in Azerbaijan”, which commenced in early
September 2019 and includes the following scope of expected activities:

1. Finalise the selection of a site for developing a wind power project from a shortlist
based on technical, environmental and financial feasibility;

2. Develop a detailed design for a competitive bidding process for supporting
renewable energy, accounting for current arrangements, renewable energy
targets and the market context;

3. Prepare, up to the final version, all the tender-related documentation required for
the deployment of a competitive procurement scheme for a solar PV project and
a wind power project;

4. Provide detailed technical, financial and legal assistance to the relevant authorities
for the implementation of the competitive procurement scheme for a renewable
power project.

ADB is also planning to construct the first floating solar PV plant with a capacity of
100 kW in Azerbaijan in order to enhance national capacity, knowledge and technical
skills in designing, constructing and operating floating solar PV plants. The full list of
ongoing TA projects is provided in Annex 4. Apart from donor organisations, a number
of internationally recognised companies like BR Equinor, Total, Masdar, Tekfen and Mitsui
Co have also expressed their interest in developing the RES sector in Azerbaijan and have
signed corresponding MoUs.”

95 According to the MoEn’s Report for the 1 half of 2019 http://minenergy.gov.az/index.php/en/news-archive/504-measures-
have-been-taken-to-expand-the-use-of-renewable-energy-sources-in-the-first-half-of-this-year (accessed August 2019).
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Summary: Renewable Energy Policy

Due to its geographical location, the Caspian Sea and its diverse landscape of
plains and mountains, Azerbaijan has significant potential to utilise its RES.
The highest technical potential belongs to solar (23 GW) and wind (3GW), but
the country also has good potential for small hydro (0.5GW) and biomass (0.4GW).

The SRM on Public Utilities envisages specific targets for the installation of new
RES capacities by 2020. At the same time, the document does not specify any
targets for small hydro. In 2019, the country exceeded its target for bioenergy, but
needs to make extra effort to achieve its solar and wind-installed capacity targets.
There are no specific targets for RES development beyond 2020 and they should
be part of the long-term energy strategy being developed with the support of EU.

There is no regulatory framework for the development of RES in Azerbaijan, aside
from specific purchase tariffs for electricity produced from alternative and renewable
energy sources. The Presidential Decree on “The Acceleration of Reforms in the
Energy Sector of Azerbaijan” assigns specific responsibilities to the MoEn for the
development of RES law and for creating a favourable climate for private investments
in renewables. To fulfil its assigned obligations, the MoEn actively cooperates with
donor organisations and international companies. Namely, the Ministry collaborates
with the EU on the development of the RES legislative framework, the EBRD on the
Implementation of Renewable Energy Auctions and the ADB on the construction of
the first floating solar PV plant.
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7. Environmental and Climate Change Policies Related to Energy

In October 2016, the Government of Azerbaijan established a National Coordination
Council for Sustainable Development (NCCSD). The main objective of the Council
is to align national programmes and priorities with the Sustainable Development
Goals (SDGs). The Secretariat of the Council is hosted by the Ministry of Economy.
The Deputy Prime Minister of Azerbaijan is officially appointed as Chair of the Council and
the Minister of Economy as Deputy Chair. Other ministries and state bodies are mainly
represented at the level of deputy ministers. At the same time it should be mentioned
that the Ministry of Energy is not represented at the Council despite the fact that SDG 7:
"Ensure access to affordable, reliable, sustainable and modern energy for all” and SDG
13 “Take urgent action to combat climate change and its impacts” are directly related to
the energy sector.

On 28 October 2016, the Milli Mejlis (the Parliament of Azerbaijan) ratified the Paris Agreement
with the country’s commitment to reduce GHG emissions by 35% in 2030. Therefore,
the national target of Azerbaijan, set as an intended nationally determined contribution
(INDQ), is a 35% reduction of GHG emissions by 2030 compared to the base year 1990. In
absolute values, the country should achieve total emissions reductions equal to 25.7 MtCO,e
excluding land use, land-use change and forestry (LULUCF) activities or 24.4 MtCO,e when
including LULUCF compared to 1990.

The Second Biennial Update Report of the Republic of Azerbaijan submitted to the UNFCC
in September 2018 does not stipulate the breakdown of the target per sector. At the same
time, the report indicates that 79.6% of total emissions in 2013, the year of the last inventory,
were emitted by the energy sector (Table 9).°

Table 9: Dynamics of GHG emissions and absorptions per sectors, 1990-2013 MtCO,e

Sector 1990 | 2000 | 2005 | 2010 | 2011 | 2012 | 2013 | 2030 | 2030-

target | 2013
Energy 639 | 330 | 392 | 366 | 462 | 478 | 492 - .
Industry 1.4 0.6 18 2.1 23 34 34 - }

Agriculture and forestry 6.3 54 6.5 7.2 8.2 8.5 8.5 = =

Waste 17 18 20 23 07 07 0.8 - -
Total emissions 733 | 408 | 495 | 482 | 575 | 603 | 618 | 47.7 | -142
% to previous period = -44% 21% -3% 19% 5% 2% -23% =
Removal -3.7 -4.9 -53 -5.4 -7.4 -7.8 -8.0 2.4 5.6
Net emissions 69.6 | 359 | 441 | 428 | 500 | 526 | 539 | 453 | -86
% to previous period = -48% | 23% -3% 17% 5% 2% -16% =

Source: Energy Charter Secretariat based on the Second Biennial Update Report of the Republic of Azerbaijan to
UNFCCC, 2018

96 The full report is available at https://unfccc.int/sites/default/files/resource/Second%20Biennial%20Update%20Report%20
-%20Azerbaijan-version%20for%20submission.pdf (accessed September 2019).
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A deeper analysis of Table 9 reveals significant changes in the dynamics of total GHG
emissions that can be explained based on the following key factors:

+ A decrease in GHG by 44% during 1990-2000 — mainly due economic shutdown
after the collapse of the Soviet Union in 1991and the use of natural gas instead of
oil in the energy generation sector;

* Increase by 21% during 2000-2005 — economic recovery of the country;

+ Decrease by 3% during 2005-2010 - results of the reduction of associated petroleum
gas (APG) flaring and venting by SOCAR during 2008-2010 (see Chapter 9.3 for
more details);

* Increase by 19% in 2011 and an increasing trend during 2012-2013 — the application
of Intergovernmental Panel on Climate Change (IPCC) 2006 Guidelines for 2011-
2013, including more sources of fugitive emissions than the Revised 1996 Guidelines
as well as increases in total final consumption (see Figure 12) and natural gas
production (see Figure 18) during these years.

Table 9 also indicates that Azerbaijan further needs to reduce its total emissions by 23% by
2030 to achieve its INDC target compared to the latest available data of 2013. The country
also needs to reduce net emissions by 16% to reach the 2030 targets (including LULUCF).
The difference between the distances to the 2030 target is explained in the Second Biennial
Update Report of the Republic of Azerbaijan to UNFCCC. Indeed, the Report highlights the
efforts of the GoA related to forest restoration and rehabilitation works as well as orchard
planting in agricultural lands that resulted in increased GHG absorption by more than two
times during 1990-2013.

As of September 2019, there is no official action plan on the activities aimed at achieving
GHG targets. At the same time, some climate mitigation and adaptation issues are included
in the 12 Strategic Roadmaps (see Chapter 5.7) as well as in the following programmes:

+ State Programme for the Development of Industry in the Republic of Azerbaijan
(years 2015-2020);
« State Programme for the Development of Viticulture in the Republic of Azerbaijan
in 2012-2020 years.
According to information obtained during the peer review mission of September 2019
(see the agenda of the mission in Annex 5), the Ministry of Ecology and Natural Resources
together with the United Nations Development Programme (UNDP) is currently working
to prepare the Third Biennial Report and the National Action Plan to meet INDC targets.

97 The Second Biennial Update Report of the Republic of Azerbaijan to the UNFCCC also provides absorption figures
calculated based on updated IPCC 1996 and 2006 methods.
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Summary: Environmental and Climate Change Policies Related to Energy

In October 2016, the Parliament of Azerbaijan ratified the Paris Agreement with
the country’s commitment to reduce GHG emissions by 35% in 2030 compared
to the base year 1990. The state submitted its Second Biennial Update Report
to the UNFCCC in 2018. According to the report, Azerbaijan needs to reduce
its total emissions by 23% or net emissions by 16% to reach the 2030 targets.
The difference between total and net emission targets relates to the forest and
biodiversity restoration achievements of the government during 1990-2013.

A more profound analysis indicates that the significant reduction of total emission
was related to the economic shutdown after the collapse of the Soviet Union in
1991 and the fuel switch from oil to natural gas in the energy generation sector.
This means that the country still needs to make extra efforts to decouple its
economic growth and energy consumption to reach its GHG targets by 2030.

As of 2019, there is no official action plan on the activities aimed at achieving GHG
targets. The Ministry of Ecology and Natural Resources, together with the UNDP
is currently working to prepare its Third Biennial Report and a national action plan
to meet its INDC targets.
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8. Finance and International Assistance

The EU is the largest provider of financial assistance to Azerbaijan in the energy sector.
This support is mainly based on the EU-Azerbaijan Partnership and Cooperation Agreement
signed in 1999 as well as cooperation within the Eastern Partnership policy initiative
inaugurated in 2009. During 1996-2006, Azerbaijan was a member country of the INOGATE
Programme, one of the longest-running TA programmes funded by the EU. In total,
Azerbaijan benefited from 33 of the 69 projects funded by INOGATE.*® In April 2016, the
EU concluded the INOGATE and launched a new EU4Energy programme that covers EU
support in improving energy supply, connectivity, promotion of energy efficiency and the use
of renewables in all EaP countries, including Azerbaijan.”

In 2013, INOGATE assisted the Ministry of Energy of Azerbaijan in designing an institutional
framework to improve energy efficiency in the country. As a result of this project, in May
2014 the MoEn created the Energy Efficiency and Ecology Department, which is currently
responsible for the development of energy policies related to energy efficiency, renewable
energy and environmental protection (see Chapter 5.4).

At the same time, a number of recommendations developed within INOGATE projects
during 1996-2015 have never been implemented. This statement is also supported by the
results of the EC Budget Support Programme implemented during 2010-2012. As part
of this programme, the EU provided 13M euros to the GoA to develop a comprehensive
legislative framework on Energy Efficiency and Renewable Energy. As a result of the support
programme, the following legislative documents were developed:™®

+ National Strategy on the Use of Alternative and Renewable Energy Sources (RES) for
2012-2020 — submitted to the Cabinet of Ministries, but not approved;
Action Plan on Renewable Energy Sources (short-term and mid-term) — adopted by
the Order of the Ministry of Energy No. 28 dated 5 July 2013, but not implemented;
Action Plan on Energy Efficiency (short-term and mid-term) — adopted by the Order
of the Ministry of Energy No. 28 dated 5 July 2013, but not implemented;
» Law on Alternative and Renewable Energy Sources — submitted to the Cabinet of
Ministers, but not approved;
+ Law on Energy Efficiency — submitted to the Cabinet of Ministers, but not approved;
21 secondary legislative documents — submitted to the Cabinet of Ministers, but not
approved.
However, the dynamics identified as regards the weak enforcement of policy reforms in EE
and RES fields completely changed in 2017. The strong position of the GoA with regard to
the implementation of energy reforms also contributed to negotiations for a new framework
agreement on mutually beneficial cooperation in 2017. Moreover, the new agreement is
related to the development of the Shah Deniz Stage 2 gas production field and the Southern
Gas Corridor that can additionally deliver 10 bcma of gas to the EU market (see Chapter 3.2
for more details). Funding for both the production field and the Southern Gas Corridor was
provided by the EU financial institutions EIB and EBRD. By securing 3.9 billion euros, the TAP
became the largest European infrastructure project in 2018.

98 INOGATE & Azerbaijan, available at http://www.inogate.org/countries/2?lang=en (accessed September 2019).

99 https://energycharterorg/partners/eudenergy/overview/ (accessed September 2019).

100 INOGATE Updated Baseline Survey, April 2016, available at https://library.euneighbours.eu/content/updated-baseline-
survey-partner-countries-institutional-and-regulatory-frameworks-sustaina-0 (accessed September 2019).

101 More information is available at https://www.eib.org/en/press/all/2019-004-trans-adriatic-pipeline-tap-completes-
successful-eur-3-9-billion-project-financing (accessed September 2019).
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As of September 2019, the GoA actively cooperates with the following donor and
international organisations in the sustainable energy field: EU/EU4Energy, EBRD, ADB and
USAID. The latter developed the first draft Law on the Electricity Market and presented it to
Azeri stakeholders in January 2018, before being further improved and presented to the
President of Azerbaijan in September 2019. Full lists of recently completed and ongoing
projects supported by donor organisations in Azerbaijan are provided in Annexes 3 and 4,
respectively. Apart from donors’ assistance to state institutions, the UNDP cooperates with
SOCAR on the implementation of the Nationally Appropriate Mitigation Actions (NAMAS)
for low-carbon end-use sectors project.'®

The EBRD's current portfolio in sustainable infrastructure in Azerbaijan accounts to 1,055M
euros. During 1998-2018, the bank funded eight energy-related projects, including the
abovementioned Shah Deniz Stage 2 and the Southern Gas Corridor® Apart from
funding, the EBRD also provides TA projects related to the establishment of an independent
regulator and the development of the RES sector in Azerbaijan (see Annex 4).

ADB's assistance in the energy sector comprises 13 projects accounting to 1,200M USD.%
ADB is currently very active in providing technical assistance to the Ministry of Energy of
Azerbaijan with regard to the preparation of Power Sector Financial Recovery Plans and
financing the construction of the first floating solar energy plant, with a capacity of 100 kW
(see Annexes 3 and 4).

102 More information is available at http://www.az.undp.org/content/azerbaijan/en/home/projects/nationally-appropriate-
mitigation-actions--namas--for-low-carbon.html (accessed September 2019).

103 More information is available at https://www.ebrd.com/work-with-us/project-finance/project-summary-documents.ntmi?c2=
on&s2=0n&s10=on&keywordSearch= (accessed September 2019).

104 https://data.adb.org/dashboard/azerbaijan-numbers (accessed September 2019).
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8. Finance and International Assistance

Summary: Finance and International Assistance

The EU is the largest provider of financial assistance to Azerbaijan in the energy
sector. This support is mainly based on the EU-Azerbaijan Partnership and
Cooperation Agreement and the EaP policy initiative.

The identified dynamics of the low enforcement of policy reforms in EE and RES
fields completely changed in 2017, when the Government of Azerbaijan initiated
major energy reforms. The new impetus to tackle energy markets, sustainable
energy and climate change challenges contributed to negotiations over a new
framework agreement on mutually beneficial cooperation between the EU and
Azerbaijan. The new agreement is also related to the development of the Shah
Deniz Stage 2 gas production field and the Southern Gas Corridor that can
additionally deliver ten bcma of gas to the EU market. Funding for these projects
was in part provided by the EU financial institutions EIB and EBRD. By securing 3.9
billion euros, the TAP became the largest European infrastructure project in 2018.

As of 2019, Azerbaijan is a part of the EU4Energy initiative, which supports the
improvement of energy supply, connectivity, promotion of energy efficiency and
the use of renewables. The Government of Azerbaijan also cooperates with ADB,
the USAID and other international financial institutions and donor organisations
in the energy field.
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9. Assessment of Energy Efficiency Potential and Policies at the Sectoral Level

9. Assessment of Energy Efficiency Potential and Policies at the
Sectoral Level

9.1. General Assessment

9.1.1. Overview of Energy Efficiency Strategic and Legislative Frameworks

Thereisno energy strategy or other strategic documentin Azerbaijan that establishes energy
efficiency targets or officially recognises the role of energy efficiency for the sustainable
development of the country. Over the last decade the Government of Azerbaijan (GoA)
has made a number of efforts to develop a comprehensive strategic framework on energy
efficiency (Table 10).

Table 10: Efforts of the GoA to develop a comprehensive strategic framework on EE

Title Year Status (as of September 2019)

Action Plan on Energy Efficiency (short-term and mid- oom Approved by the Ministry of Industry and
term) for 2011-2012 Energy in July 2013, but not implemented

. Submitted to the Cabinet of Ministers in
National Energy Strategy 2012 June 2015, but not approved
State Programme and an Action Plan “On Efficient
Use of Energy Resources and Energy Efficiency of End | 2015 | Not adopted
Consumers”
"10 Strategic Tasks” that stipulated the development of: Approved by the Ministry of Energy in July
- A long-term energy strategy; 2015.
- An action plan for EE and RES; 2015 | Only T out of 10 tasks was fully completed
- The unbundling of the power sector; and other tasks are still at the different
- Tariff reforms. stages of implementation/development
Law on Energy Efficiency that requires setting EE o018 Submitted to the administration of the
targets and the development of the NEEAP President in May 2019
"Acceleration of Reforms in the Energy Sector of
Azerbaijan”, which stipulates the development of: Approved by Presidential Decree in May
- A long-term energy strategy; 2019 | 2019.
- Proposals to improve the efficiency of electricity and Under implementation/development
natural gas systems.
National Energy Efficiency Action Plan (NEEAP) 2019 | Under development

Source: Energy Charter Secretariat, 2019

Table 10 clearly illustrates the lack of political will to implement reforms in the field of
energy efficiency during 2007-2015, with little effort seen to adopt and implement the
documents developed in close cooperation with international organisations (see Chapter
5). However, the adoption of the new Presidential Decree on “the Acceleration of Reforms
in the Energy Sector of Azerbaijan"® aims to dramatically change this tendency, assigning
specific responsibilities and setting deadlines for the Cabinet of Ministers and the MoEn.

105 Presidential decree No. 1209 dated 29 May 2019.

109



-*

In-Depth Review of the Energy Efficiency Policy of the Republic of Azerbaijan | 2019 O ;i m

9.1.2. Overview of the Energy Tariff Policy

The predominant barrier preventing overall energy efficiency improvements and the
implementation of energy efficiency measures by private consumers pertains to the
tariff policy, which is poorly designed and executed. The analysis presented in Chapter
4 indicates that energy tariffs in Azerbaijan are among the lowest in the region and are
heavily subsidised by the GoA. The results of the price gap estimation analysis, based on
average export prices'® and the opportunity cost of export to neighbouring countries,
shows that direct subsidies to electricity, natural gas and heat consumers exceeded 3.2
billion USD during 20152017 (Table 11).

Table 11: Estimated energy subsidies in 2015-2017, M USD

2015 2016 2017 Total
Electricity 51 438 313 1,261
Natural gas 695 662 555 1,912
Heat 11 11 19 41
Total 1,217 1,111 887 3,215

Source: Energy Charter Secretariat, 2019

Shortfalls in cost recovery year on year have resulted in Azeri energy utilities
becoming loss-making enterprises, with survival depending on state budget transfers.
This conclusion is also supported by the Centre for Economic and Social development
(CESD), an Azeri think tank that claims that the inefficient regulation of the revenue of
Azerenerji resulted in the year-to-year financial losses of the company and the blackout
of the power system of Azerbaijan on 8 July 2018.%” As an example, CESD indicates
that despite significant transfers from the state budget, the financial losses of Azerenerji
amounted to 350M USD in 2017.

The substantial growth in energy demand during the period of stable prices and the
significant reduction in energy consumption after the efforts of the GoA to increase energy
tariffs exemplifies the inefficiency of the current tariff system. The non-cost-reflective energy
tariff approach as a feature of the country’s social policy has resulted in there being a large
number of consumers who are able to pay cost-reflective prices while still benefiting from
subsidised tariffs.

The lack of long-term energy tariff policy also resulted in social commotion in the country
in December 2016, when the GoA introduced block tariffs for electricity and natural gas
consumers. As a result, the decision of the Tariff Council to set block tariffs was amended:
the thresholds for the lowest electricity tariffs were increased from an initial 250 kWh per
month to 300 kWh and for natural gas from 1,500 to 1,700 m? per year in December 2016
and from 1,700 to 2,200 m? per year in May 2019.

106 Export statistics of Electricity and Natural Gas (Annual Reports of the State Customs Committee of Azerbaijan Republic,
available at https://customs.gov.az/en/faydali/gomruk-statistikasi/xarici-ticaretin-veziyyeti-hagginda (accessed July 2019).

107 Azerbaijan’s Country-wide Electricity Blackout: Problems, Causes, and Results, CESD, 2018, available at http://cesd.az/new/
wp-content/uploads/2018/07/CESD_Energy_Paper.pdf (accessed August 2019).
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The problem related to acceptance of energy tariff increases is rather common in the
Former Soviet States and in many studies is described as a 'vicious circle’ that connects
consumers' acceptance of tariff increases, utility performance and utility financial viability
(Figure 28). It follows that to facilitate consumers’ acceptance of tariff reforms that might
provide sufficient funds to develop the electricity system in a cost-effective manner, tariff
increases should be linked to better governance, resulting in transparent, clear and
predictable regulation of energy monopolists.

Figure 28: Vicious circle involving consumers’ acceptance of tariff increases, utility
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Source: World Bank , 2014

Another important aspect is that 2016 was the first year when the country started
importing natural gas and the volume of imported gas increased from 1.6% of gas
production in 2016 to 11.6% in 2017 (See Chapter 2.4). Such a high level of natural gas
imports and additional losses for the country could have been completely avoided had
the government implemented effective tariff policy, stimulating the efficient utilisation of
natural gas and electricity (for which natural gas is the main fuel) by domestic consumers.

9.1.3. Overview of Institutional Arrangements

The Energy Efficiency and Ecology Department represents an integral part of the MoEn,
which is responsible for both the development and the implementation of energy efficiency
policy. In practice, the Department is mainly focused on the development of regulatory
acts and transposing the best international practice into the national legislative framework.
At the same time, it lacks sufficient resources to implement the policies. The functions of the
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Department are also limited by the specific rules and regulations of the state authorities,
which constrain the Ministry’s flexibility and available operational mechanisms. The effective
implementation of energy efficiency policies requires sufficient human resources, both in
terms of capacity and capability. It is therefore important that human resource needs for
implementation be properly estimated and allocated to policy execution. In order to avoid
a situation whereby policy development is favoured over policy implementation (as it is
necessary to advance both in parallel), the budget for human resources dedicated to
policy implementation should be separated from that of policy development.

It is crucial that public funds to support energy efficiency programmes and measures,
which are often put in place for several years or more, come from stable revenue sources.
Moreover, itis desirable that they not be subject to the annual budget-setting process of the
civil service. The EE Fund currently envisaged under the draft Law on EE can be established
to ensure a stable flow of funds to energy efficiency programmes and measures, so long as
governance arrangements are appropriate, with high transparency regarding fund sources
and spending.

9.1.4. Multiple Benefits of Energy Efficiency

One of the main drivers behind the development and implementation of EE measures in
Azerbaijan is increased revenue from the export of saved energy resources. However, the
actual implementation of EE policies delivers investments and net benefits that are positive
for the country’s socioeconomic and sustainable development (as illustrated in Figure 29).
It is therefore necessary to take strong interest in the level of ambition and impact of
policies and measures. Estimating the costs and benefits of policies and measures in the
policy development phase and evaluating them in the post-implementation phase are
crucial to improving policy, obtaining stakeholder buy-in and ensuring successful energy
efficiency policy for the long term.

Examples from around the world show that global leaders in both developed and
developing countries are increasingly recognising the multiple benefits of energy efficiency
and are introducing reforms to try to capture this value on a large scale. Such examples
can be found in the United States, where the value of energy efficiency as firm capacity has
been recognised,’ in China, where the value of energy efficiency in improving air quality'®
has been recognised, and in the EU, where the aim of unlocking the multiple benefits of
energy efficiency underpins the European Commission’s proposals for EU energy sector
reforms.™

108 R. Cowart, "Unlocking the Promise of the Energy Union: 'Efficiency First” is Key”, December 2014, RAR available at https://
www.raponline.org/wp-content/uploads/2016/05/rap-cowart-efficiencyfirst-2014-dec-04.pdf (accessed June 2018).

109 IEA (2016), Energy Efficiency Market Report, available at https://www.iea.org/eemr16/files/medium-term-energy-
efficiency-2016_WEB.PDF (accessed June 2018).

10 European Climate Foundation, Introduction by Maro$ Sefcovic, European Commission Vice President for Energy Union,
in "Efficiency First: A New Paradigm for the European Energy System”, available at https://europeanclimate.org/wp-content/
uploads/2016/06/ECF_Report_v9-screen-spreads.pdf (accessed June 2018).
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Figure 29: The multiple benefits of energy efficiency improvements
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When developing energy efficiency policy, the European Commission assesses multiple
benefits to some extent. For example, modelling for the EU’s Clean Energy for All Europeans
package™ revealed that a binding EU-wide target of 30% for energy efficiency by 2030
compared to a less ambitious target of 27% would create an additional 70 billion euros
and 400,000 jobs. Modelling underpinning the recent EU proposals to change the Energy
Performance of Buildings Directive estimated that by 2030 the proposed changes should:

* Increase the market for insulation and flat glass by 23.8 billion euros;
+ Create a building renovation market for SMEs with a value of between 80-120
billion euros;
+ Generate other energy efficiency work in the construction sector to a value of
around 47.6 billion euros.
A similar approach should be used by the MoEn of Azerbaijan to promote the adoption
and the implementation of EE policy instruments and to enhance the awareness of
decision makers and a wider population about the potential role of EE for achieving
socioeconomic targets.

111 https://ec.europa.eu/energy/en/topics/energy-strategy-and-energy-union/clean-energy-all-europeans (accessed June 2019).
112 The proposed 30% target for 2030 translates into final energy consumption of 987 Mtoe and primary energy

consumption of 1321 Mtoe in the EU, according to 2017 assessment of the progress made by member states towards the
national energy efficiency targets for 2020, http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1511978095545&uri=COM:2017
:687:FIN (accessed April 2019).
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9.1.5. Main Barriers Identified

Summarising and drawing from the evidence presented in this chapter, the following key
barriers to advancing energy efficiency improvements in Azerbaijan can be summarised
as follows:

There is literally no legislative framework on energy efficiency in the country;
Before 2016, there was a lack of political willingness to implement reforms in the
field of energy efficiency;

There are no energy efficiency targets in the country;

Energy tariff policy is not sustainable and does not create any incentives for the
implementation of EE measures and wider strategic targets, like increased energy
export;

Non-cost-reflective energy tariffs and a lack of long-term energy tariff policy result
in a vicious circle for consumers’ acceptance of tariff increases;

The Energy Efficiency and Ecology Department of the Ministry of Energy does not
have sufficient human resources for the implementation of EE policies;

There is generally a low level of awareness and limited knowledge about multiple
benefits from the implementation of EE policy measures in Azerbaijan.
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General Recommendations

1.

Prioritise the development and approval of a long-term energy strategy.
Such a strategy should include ambitious but realistic long-term quantitative
targets and attainable objectives for EE and demand-side management.
The strategy should also recognise EE as one of the priorities for meeting
and reducing future energy demand, increasing energy export revenues and
other benefits as a result of achieving long-term EE targets. In this framework,
the strategy should also include the ‘energy efficiency first’ principle.

Prioritise the approval of the draft EE law and the timely adoption of the
NEEAP and other legislative acts envisaged by the law. Continue ongoing
efforts on the development of an energy-related legislative framework
according to the Presidential Decree on “The Acceleration of Reforms in the
Energy Sector of Azerbaijan”.

Take action to improve the enforcement of planned energy efficiency policies
and measures stipulated by the draft EE law, such as:

* Define clear responsibilities and strengthen the coordination of EE policy
development between different stakeholders;

« Strengthen capacity and provide necessary resources to the authority
responsible for the implementation of EE policy in the country. It might be
advantageous to establish an entity on the basis of the existing Department
of Energy Efficiency and Ecology of the Ministry of Energy or a new entity
responsible for the implementation of EE policy under the Ministry. The
possibility of separating the policy development, policy implementation and
policy evaluation functions of the Department or a new entity under the
Ministry should be analysed and assessed. An enforcement function should
also be ensured;

* Ensure effective feedback loops by improving coordination between the
development, implementation and the evaluation of energy efficiency policy,
energy sector strategy development and energy system planning. Develop
internal communication rules in order to widely disseminate monitoring
and evaluation results, including via the Internet;

* The Energy Efficiency Fund, envisaged by the draft EE law, needs to be
separated from the general state budget and ideally should be based
on stable revenue streams e.g. tariff increases (public benefit charge),
environmental taxes (e.g. transport fuels) or revenue received from
exporting energy resources saved as a result of the implementation of EE
measures. The EE Fund can also be appointed as the key authority for the
implementation of EE policies, programmes and measures.

4. Establish a clear baseline, management information and benchmarking system

in the EE field. This in-depth energy efficiency report can serve as a baseline for
the monitoring and evaluation of future progress in implementing EE reforms.
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5. Approve and implement new energy tariff methodologies supporting the
efficient use of energy, including specific focus on the following provisions:

« Clear incentive for energy utilities to reduce their operational costs;

* Further improvement of the existing electricity tariff design in order to
stimulate the efficient use of the existing electricity system, i.e. introduce prices
depending on voltage and capacity, time-of-use pricing for all consumers,
critical peak pricing, etc.

6. Enhance awareness of decision makers, civil servants and other stakeholders
as to the multiple benefits that EE measures can bring to Azerbaijani society,
i.e. the creation of new jobs, attracting new investments, increased exports,
etc., using real evidence and case studies.
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9.2. Energy

9.2.1. Sector Overview
The Azerbaijani electricity system is operated by three state-owned companies:

+ Azerenerji OJSC, a vertically integrated enterprise in charge of generation and
transmission for the whole country, except Nakhchivan AR;
+ Azerishig OJSC, responsible for distribution and supply for the whole country,
except Nakhchivan AR;
+ State Energy Service, a vertically integrated enterprise in charge of generation,
transmission, distribution and supply in Nakhchivan AR (see Section 3.1).
During 2008-2017, the country increased the installed capacity of its thermal power plants
(TPPs) by 42% and hydro plants by 8%, creating significant potential for electricity export.
Indeed, according to the Action Plan of the “Strategic Road Map on Public Utilities”, the GoA set
a specific target to provide 50% of Georgia's and 20% of Turkey’s electricity imports until 2020
(see Section 5.3). The electricity export varied from 2% of total generation in 2009 to 5.3% in
2017. Natural gas was the main source of electricity generation and the share of thermal power
generation fluctuated from 82% to 94% over the last decade. In 2017, 92% of electricity was
produced from natural gas 7% from hydro and about 1% from waste, wind and solar.

SOCAR is a state-owned monopoly that operates the natural gas sector of Azerbaijan. The
natural gas transmission, storage, distribution and supply functions of SOCAR are assigned
to its daughter company Azerigaz PU (see Section 3.2). During 2008-2017, natural gas
production increased by 11.7% and the export of natural gas increased by 68.9%. In 2017,
SOCAR produced 18.2 bcm of natural gas, 48.7% of which was exported. In the same
year, the company had to import about two bcm of natural gas to cover the demand on
the internal market and to fulfil its export contractual obligations. Natural gas export is an
important revenue source for the country and the development of the Shah Deniz Stage
2 project together with the construction of the Southern Gas Corridor can potentially triple
the exporting capacities of the country.

The Azerbaijani heat sector is represented by a single state-owned company Azeristiliktechizat
OJSC, which operates in 51 of the country’s 63 administrative regions. At the same time, some
newly built multi-apartment houses have their own boiler-houses that do not belong to
Azeristiliktechizat and are therefore not reflected in heat balances (see Section 3.3.). In 2017,
total heat generation was 1,572,000 Gcal (0.16 Mtoe), which was almost the same level as in
2008. However, there were significant changes in the production and consumption patterns
of heat over the same period. During 2008-2017 the share of energy industry and non-
energy heat demand fell from 38% and 28%, respectively, to almost zero, while consumption
by households increased almost fourfold. The share of heat generated by CHP decreased
from 64% to 9% over the same period. In 2017, 99.8% of heat energy was produced from
natural gas and 0.2% from diesel and other oil products.

9.2.2. Assessment of Existing Energy Efficiency Potential

Three key studies have estimated the energy efficiency potential of the country’s power
and heat sector:

* Energy Efficiency Orbits for Transition Economies, developed by the Center for Energy
Efficiency (CENEf) and the Copenhagen Centre on Energy Efficiency (C2E2) in 2015;
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+ Diagnostic Assignment Aimed at Increasing the Efficiency of Power Stations

Owned by Azerenerji, requested by the Cabinet of Ministers and developed by

VPC GmbH in 2016;

+ Optimisation and Rehabilitation Programme of Power Generation Facilities of

JSC Azerenerji, requested by the Ministry of Energy and developed by ENERCO

Engineering & Consulting GmbH in 2018.

The CENEf's estimate of the country's technical energy efficiency potential for power

and heat was 1.678 Mtce (equivalent of 1.175 Mtoe),™ or about 38% of energy used for

transformation to electricity and heat in 2013. Table 12 provides a breakdown of the CENEF's

estimates, based on global practice. The CENEf remarks, however, that the data provided
are subject to many assumptions and should be used primarily for indicative purposes

Table 12: Energy efficiency potential in power and heat industry (as of 2013)
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Gas-fired district min 14,870 | gce/ 226 205 262 | CCPP with 60% 3N
power plants kWh kWh efficiency
(GRES) retrofits
Gas-fired co- min 8,472 | gce/ 325 205 262 | CCPP with 60% 1,016
generation plants kWh kWh efficiency
(TETS) retrofits
Own needs min 23,350 % 6.9%| 4.0%| 5.0% |North America 83
consumption kWh
Electricity min 19,701 % 16.6%| 69%| 7.0% |Japan 236.0
transmission kWh
Gas-fired boilers thou. 1,022 | kgce/ 167 151 Equipment with 16.4
retrofits Gcal Gcal 95% efficiency
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heat generation by
boilers
Heat distribution thou. 1,122 % 14.2% 5.4% Replacement of 14.1
Geal heat pipes (new
technology)
Total for power 1,678

Source: CENEf as quoted in C2E2, 2015

Based on an analysis of the CENEf’s findings, retrofitting and substituting conventional
thermal power plants (TPP) with combined-cycle power plants (CCPP) should be considered
as a key priority for the power sector. The study also identifies significant potential for a
reduction in electricity losses, which is also one of the key targets of the Strategic Road
Map on Public Utilities (see Chapter 5.3).

113 Energy Efficiency Orbits for Transition Economies, Center for Energy Efficiency (CENEf), Copenhagen Centre on Energy
Efficiency (C2E2), available at http://www.cenefru/file/Final%20Report C2E2_CENEf June2_2015.pdf (accessed July 2019).
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The results of the VPC study revealed the following areas for improvement:

+ Most of the power units are operated in a part load mode, using only 50-90% of
the design/guaranteed power output. The part load operation leads to a reduction
in plant efficiency (increasing specific fuel consumption) as well as an increase in
specific maintenance costs. Improving the availability and load factor will enhance
the capacity utilisation of the base load of the plants by up to 80-85%. These
measures will facilitate significant fuel savings of up to 10%;

+ The environmental aspects of power generation are handled very negligently. No
power plant is equipped with an emission monitoring system, except Sumgayit
CCPP Emission values have not been included in the performance guaranteed
indicators™ and are not properly controlled either during operation or in the
course of maintenance works.

At the same time, the VPC study confirmed that the level of technical losses in the
Azerbaijani transmission system is comparable to Western grid operators based on the
benchmark analysis conducted. The goal of the VPC study was to establish a further
programme of optimisation, rehabilitation and efficiency increase of the existing power
plants. Optimisation of the energy system mode based on the effective use of modemn
manoeuvrable gas turbine power plants is of great importance in improving the efficiency
and dynamic sustainability of the country’s energy supply. Indeed, maximum use of the
obsolete conventional power plant, which was not particularly necessary, was one of the
reasons leading to a systemic accident on 8 July 2018.

In order to prevent such emergencies and to ensure the effective functioning of the energy
system, the Ministry of Energy in collaboration with ENERCO Engineering & Consulting
GmbH developed the project "Optimisation & Rehabilitation Programme Power Generation
Facilities of JSC" Azerenerji” in 2018. This project deepened the analysis initiated in the VPC
study with the aim of increasing the efficiency and the reliability of Azerbaijan’s power
sector. One of the key recommendations of the ENERCO study was to continue the roll-out
of the SCADA system, which currently covers 45 power facilities.

Further assessment of energy efficiency potential in the power sector is estimated based
on the following key performance indicators according to best international practice:

« Capacity utilisation factor;

+ Unit/block/plant output vs. design value (guaranteed value);

« Plant efficiency (fuel utilisation, heat rate or specific fuel consumption);
* Auxiliary consumption;

« Electricity and heat-specific production costs;

* Environmental values;

* Electricity own use;

+ Network losses in transmission and distribution networks;

Capacity utilisation factor

The capacity utilisation factor (or capacity factor) is a ratio between the electricity produced
in a given period by a power plant to the maximum possible electricity amount that can
be produced with the installed capacity, i.e. installed capacity multiplied by annual hours
(8,760 hours). This indicator is not merely attributed to plant conditions, but also to

114 Performance guaranteed indicators are defined during the commissioning of equipment by start-up tests. They include
technical, technological and environmental indicators, such as power, energy, fuel consumption, emissions and others.
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the plant’s operation mode. The capacity factor is defined for any electricity-producing
installation, such as a fuel-consuming power plant. The capacity factor is often computed
over a timescale of a year, averaging out most temporal fluctuations.

The technical conditions of power plants in Azerbaijan are characterised by the fact that all
power plants are in operation and provide reliable power supply to the national grid. The
dispatcher determines the wearable power of all power plants. At the same time, modern
methods for optimising the operating mode of the energy system are not effectively used.

The availability of a large number of generating capacities and the lack of regulatory
framework on the dispatch control and the optimal regimes of the power system led to
the large scale overrun of the use of primary energy resources, as also noted in the SRM
on public utilities development.

The data of the SSC additionally show that the installation of new generating capacities did
not coincide with the dynamics of electricity production and export over the last decade.
For example, a 42% increase in TPP and CHP capacities resulted in only an 15% increase
in generation by these plants. As for hydropower, despite an 8% increase in installed hydro
capacities, electricity production by HPP decreased by 22% during 2008-2017. The deeper
analysis of the average capacity utilisation factor of power plants also indicates that the
highest capacity utilisation factor of TPP and CHP plants was 46.4% in 2008, at the beginning
of the analysed period (Figure 30). This low value of the capacity utilisation factor of TPP is
the result of the dispatcher’s inefficient management of the energy system. It should also be
noted that some generators have technical limitations, especially Baku CHP

The low level of the capacity factor of hydropower plants is mainly related to seasonal conditions
and to the level of water in rivers and irrigation regimes. However, in 2017 the capacity factor for
hydro plants was significantly lower than at the beginning of the analysed period.

Figure 30: Capacity utilisation factor of installed generating capacities, 2008-2017, %
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Source: State Statistics Committee, 2019

Whereas Figure 30 presents the average capacity utilisation factor for the whole country,
Annex 2 provides specific indicators per plant belonging to Azerenerji. Indeed, Annex 2
illustrates that the average utilisation of TPP plants decreased from 47% in 2014 to 45%
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in 2017, while the capacity utilisation factor of CCPP fluctuated from 56% to 71% during
2014-2017. This confirms the fact that modern high-tech power plants with a high degree
of efficiency are less loaded than the nominal capacity and are used at an ineffective level.
As a result, more fuel and electricity (including for own use) are consumed by power plants.
There is also no merit order or clear methodology as to the optimal capacity distribution
among power plants in Azerbaijan.

The deeper analysis also shows that increasing the average capacity utilisation factor of
TPP and CHP plants by 1 percentage point (pp) can provide savings at the level of 56
mcm of natural gas or 134,500 tonnes of CO, Moreover, the Action Plan of the “Strategic
Road Map on Public Utilities” clearly stipulates that all natural gas saved as a result of
increased efficiency in the power sector should be exported (see Section 5.3). Therefore,
the improvement of the capacity utilisation factor by 1pp can additionally contribute
8.9M USD to the state budget. Thus, the improvement of the capacity utilisation factor to
the level of 2008 (i.e. 46.4%) can potentially save 1,157,000 tonnes of CO, emissions and
additionally bring 76.3M USD to the GDP of the country (see Table 13 below).

It should also be mentioned that the exploitation of physically and morally obsolete power
plants is still under way. Furthermore, the exploitation of obsolete power plants is one of
the reasons for systemic accidents that resulted in considerable damage to the energy
sector and the country's economy. The most severe systemic accident occurred due to
the poor technical condition of the conventional thermal power plant Azerbaijan TPP on
8 July 2018."

Unit/block/plant output vs. design value

This indicator specifies how close the current plant output is to the design or guaranteed
values. The operation of plants in part load (whether due to plant equipment or dispatcher
limitations) reduces plant efficiency (especially for CCPP and CHP plants) and leads to
higher maintenance expenses, as they are calculated based on operating hours that are
counted independently from the load.

Unfortunately, there is no publicly available information on the correlation between existing
plants’ output and design value. At the same time, the SSC provides sufficient information
for the calculation of average plant efficiency.

Plant efficiency (fuel utilisation, heat rate or specific fuel consumption)

Plant efficiency is one of the major indicators. Efficiency is counted as a ratio between the
electrical energy output and the energy input of the fuel (based on the lower heating value
of fuel) utilised for the production of this amount of electrical energy.

According to the annual energy balances published by the SSC, average electricity plant
efficiency increased from 31.1% in 2008 to 42.3% in 2014 and dropped to 35.7% in 2017.
The efficiency of the CHP plants plateaued at the level of 33%-34% during the whole
analysed period and was 33.2% in 2017 (Figure 31).

115 Azerbaijan’s Country-wide Electricity Blackout: Problems, Causes, and Results, CESD, 2018, Available at http://cesd.az/new/
wp-content/uploads/2018/07/CESD_Energy_Paper.pdf (accessed August 2019).
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Figure 31: Average plant efficiency (terminology as in energy balances), 2008-2017, %
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Source: State Statistics Committee, 2019

It should also be highlighted that the data published by the SSC do not comply with the
information provided by Azerenerji and MoEn. Indeed, Table 2 shows that there is only one
CHP in Azerbaijan with a total installed capacity of 107 MW or 1.5% of the total installed
capacity (see Section 3.1), whereas the SSC's official energy balances shows that CHPs
produced between 32% and 49% of the total electricity generated. Another important aspect
is that the "electricity plants” indicator does not separate electricity produced from hydro and
therefore it was manually deducted for the purpose of the calculation presented in Figure
31. It is also impossible to calculate the average plant efficiency based on the generation
technology used (e.g. conventional TPR CHR CCPP) through publicly available data.

Figure 31 additionally indicates that despite significant investments in new modern
generating capacities, improvements in average plant efficiency were insignificant.
For example, Figure 32 shows that CCPPs represented 27% of the total capacity of
Azerenerji and produced 38% of the company’s electricity production in 2017. Thus, the
efficient utilisation of available CCPP capacities with designed efficiency of up to 62%
should have stimulated significant improvements in average thermal power plant efficiency
in Azerbaijan, yet Figure 31 indicates the opposite. This once again confirms the fact that
that modern high-tech power plants with a high degree of efficiency have been less loaded
than nominal capacity and have been used ineffectively.
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Figure 32: Azerenerji's installed capacity and production in 2017, %
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Source: Ministry of Energy, 2019

The deeper analysis also shows that improving the average system plant efficiency by
Tpp can provide savings at the level of 174 mcm of natural gas, or 418,500 tonnes of CO,
Moreover, the Action Plan of the “Strategic Road Map on Public Utilities” clearly stipulates
that all natural gas saved as a result of increased efficiency in the power sector should be
exported (see Section 5.3). Therefore, the improvement of the average plant efficiency by
1pp can also contribute 27.6M USD to the state budget. Thus, the improvement of the
average plant efficiency to 2014 level (42.3%) can potentially save 2,762,000 tonnes of CO,
and additionally bring 182.1M USD to the GDP of the country (see Table 13 below).

Auxiliary Consumption

Auxiliary consumption is an important power plant indicator, which is partly considered by
the plant net efficiency (plant net specific fuel consumption). Despite the fact that auxiliary
consumption is particular to each plant and relies on site and project specifics, it is important
to compare operation figures with a benchmark and computer simulations to assess its
level. However, there is no publicly available information on auxiliary consumption.

Electricity and Heat-specific Production Costs

Electricity and heat-specific production costs are a major indicator of plant economic
efficiency, but there is no publicly available information on these.

Environmental values

Environmental values or actual emissions are important indicators of plant operation, but
there is no publicly available information on these in Azerbaijan.
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Electricity Own Use

According to the information provided by the SCC, energy sector own use includes
own electricity consumption by power plants, oil and gas sector extraction, refining and
processing enterprises.

However, the SCC only provides total figures on energy sector own use, without any
additional breakdown per sub-sectors. For example, Figure 24 shows that the electricity
consumption of energy industry own use grew from 10.4% of the input to the transmission
network operator in 2008 to 16.3% in 2017. However without a breakdown of energy sector
own use into sub-indicators, it is not possible to determine which sub-sectors influenced
the increase identified.

It should also be mentioned that information on power plants’ own use is collected separately
by the MoEn, but it is not publicly available. According to the information provided by the
Ministry, there was only an insignificant decrease in power plants’ own use during 2010-2017
(i.e. from 3.3% of the generated electricity in 2010 to 3.2% in 2017). Therefore, more detailed
analysis about energy industries’ own use is needed to estimate the energy efficiency potential.

Electricity Losses in Transmission and Distribution Networks

The dynamics of electricity losses in TSO and DSO networks are provided in Figure 24. Despite
the results achieved in reducing losses over the last decade, electricity losses in Azerbaijan
are significantly higher than the average indicators for the world, Europe and Central Asia.
According to the World Bank's (WB) data, Azerbaijan’s losses in 2014 were almost 70% higher
than average losses globally as well as in Europe and Central Asia more specifically, although
they were still considerably lower compared to some other countries in the region (Figure 33).

Figure 33: Transmission and distribution losses in 2014, % of output
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Source: WB, World Development Indicators''6, 2019

116 http://wdi.worldbank.org/table/5.11# (accessed August 2019).
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Indeed, the analysis provided in Chapter 4.1 indicates the significant reduction of losses in
Azerbaijan since 2014. According to the WB's methodology, the total level of TSO and DSO
losses in 2017 was around 10% of the output. Therefore, the reduction of electricity losses
to the average level in Europe and Central Asia (8%) can provide savings at the level of
121 mem of natural gas or 291,000 tonnes of CO, Moreover, the Action Plan of the “Strategic
Road Map on Public Utilities” clearly stipulates that all natural gas saved as a result of
increased efficiency in the power sector should be exported (see Section 5.3). Therefore,
the reduction of the losses by 2pp can also contribute 19.2M USD to the state budget.
The reduction of the losses to the level of neighbouring Georgia can potentially bring
38.4M USD to the GDP of the country. The result of the overall analysis on the environmental
and economic impacts of the reduction of energy losses and the improvement of the
efficiency of generating plants is presented in Table 13.

Table 13: Potential annual savings from the implementation of EE measures in energy sector

o Average
CO, emissions . .
Measures Natural gas réduction export price Savings,
savings, mcm " |in 2017, USD/ M USD
MtCO .
2 thsd. cubic m

Improvement of the capacity utilisation
factor by 8pp (the level of year 2008) e L 8t =
Improvement of the average plant
efficiency by 6pp (the level of year 2014) L e E 821
Reduction of electricity losses to the
average level of neighbouring Georgia 242.6 0.582 158 384
(6%)
Reduction of natural gas losses by Tpp 1087 0261 158 175
(6.1%)
Reduction of heat losses by 3.5pp (the
level of year 2008) 6.0 0.014 158 0.9
Total 1,990 4776 158 314.9

Source: Energy Charter Secretariat, 2019

The results of the analysis presented in Table 13 indicate that the total potential annual
savings from the implementation of EE measures in the energy sector can help the country
to achieve about 4.8 MtCO, or more than half of the remaining 8.6 MtCO, reduction
required to meet the official 2030 INDC target of Azerbaijan (see Table 9). The total value
of potential energy savings in the energy sector is about 314.9M USD.

Table 13 also shows that the potential natural gas savings from the implementation of
energy efficiency measures in the energy sector are equal to almost two bcm per year.
At the same time, the natural gas import in 2017 was also at the level of two bcm (see
Figure 18). Thus, the implementation of energy efficiency measures in the energy sector
may not only bring ecological and financial benefits for the country, but could completely
eliminate the need for natural gas import in 2016 and 2017.
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9.2.3. Existing Policies and Implementations

Approval of Specific Fuel Consumption and Own Electricity Use of Power Plants

Every year, the Cabinet of Ministers approves the level of specific fuel consumption and
own electricity use of power plants as well as the level of losses in network systems.
These levels are based on the fuel and energy balance developed by the Ministry of
Energy according to specific methodologies that are not publicly available. However, in
many cases, the actual level of specific fuel consumption and own electricity use by power
plants does not reflect the real potential for energy efficiency and rational energy use.
Best world practice shows that the highest efficiency of power plants can be achieved by
the introduction of an effective merit order and developing a regulatory framework that
incentivises optimal capacity distribution among power plants in Azerbaijan in order to
ensure the most reliable and efficient balance of electricity demand and supply.

Competition in the Electricity Generation Market

Complete and fair electricity market rules and price formation constitute the most cost-
effective way to improve the efficiency of the electricity generation market, i.e. an inefficient
and obsolete power plant with high production costs and GHG emissions should only
operate when there is a significant shortage of more efficient production capacities.

Currently, Azerbaijan’s electricity and gas markets have vertically integrated monopoly
forms and are subject to the state. In addition, natural monopolies are not separated from
competitive market activities. In the electric energy sector, generation is not separated
from transmission and is managed by Azerenerji. Furthermore, the distribution functions
of Azerishig are not separated from supply. The gas sector is managed by SOCAR in
the form of a production unit. So far no practical steps have been taken to liberalise the
markets of these sectors (see Chapter 3 for more details).

However, the Ministry of Energy is actively working to create a legislative framework. Projects
under development include Electricity Law, Electricity Market Law, Law on the Regulator, Law
on Energy Efficiency, Cogeneration Law and Renewable Energy Law and network codes for
the transmission and distribution of electrical energy. Draft laws on energy efficiency, electricity
and the electricity market are currently under consideration by the Presidential Administration.

Promotion of High-efficient Cogeneration

Cogeneration plants can achieve energy efficiency levels of around 90% and represent
one of the most efficient and environmentally friendly ways of simultaneously producing
electricity and heat energy. For example, increased cogeneration could lower GHG
emissions by up to 250 million tonnes in the EU by 2020 and therefore an EU Energy
Efficiency Directive (EED) stipulates conducting cost-benefit analysis of the potential for
using cogeneration when planning to build or substantially refurbish the following units:™

+ A heat or electrical installation with a total thermal input exceeding 20MW;

« An industrial installation generating waste heat with a total thermal input
exceeding 20MW;

« A district heating and cooling network exceeding a total thermal input of 20MW.

117 Promoting cogeneration in Europe Available at https://ec.europa.eu/energy/en/topics/energy-efficiency/cogeneration-
heat-and-power (accessed August 2019).
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As of September 2019, there are no incentives or obligations to use high-efficiency
cogeneration in Azerbaijan. It should also be noted that the provisions on obligatory
cost-benefit analysis for using cogeneration in Azerbaijan were included in the draft
Law on EE developed by the EU4Energy, but were rejected during the inter-ministerial
consultation process.

Reduction of Losses in the Network

The 2020 targets on the reduction of losses in network operators are approved by the
Action Plan of the Strategic Road Map on Public Utilities and exist only for electricity and
natural gas networks (see Chapter 5.3). However, there are no targets for heat networks or
for electricity and gas beyond 2020, or relevant studies on the cost-effective potential for
loss reductions in utilities.

Improvement of the Cost-effectiveness of Public Utilities

There are no specific regulatory incentives to reduce operational costs or to improve
the cost-efficiency of natural monopolists in Azerbaijan. On the contrary, the “cost plus”
tariff methodology provides the wrong incentives for utilities to increase their costs in
order to justify the higher need for the regulated revenue. At the same time, it should be
mentioned that the draft Methodology of Electricity Tariff Calculation developed within
the ADB TA includes an X-factor targeting improvements in the cost-effectiveness of
electricity network operators."

The subsidies and lack of transparent methodology for the determination of the revenue
of natural monopolists also negatively affects the cost-effectiveness of public utilities.
This statement is supported by the Center for Economic & Social Development,™ indicating
high operational losses of utilities resulting in significant losses in financial reports that are
usually covered by the state budget. For example, there is a subsidy fund for the purpose
of covering the loss created by SOCAR selling gas to Azerenerji OJSC below market value
(176.5M USD or 300M AZN in 2017).%° The analysis presented in Chapter 9.1 also indicates
that direct subsidies to electricity, natural gas and heat consumers exceeded 3.2 bn. USD
during 20152017 (see Table 1).

Power Network Planning, Capacity and Demand-side Management (DSM)

According to the information provided by the MoEn, the power demand of the Unified
Energy System of Azerbaijan (without Nakhichevan AR) during peak hours was about
3,700 MW in 2017. Installed generating capacity in the mainland of the country was about
6,800 MW (see Chapter 3.1). Therefore, the difference between the installed capacity and
the peak load was 3,100 MW or almost 46% of installed total capacity. This is a very large
reserve for ensuring the security of the country’s energy supply and export of electric
energy. The inefficient operation of such excess capacity identified in the VPC study
significantly increases costs for the production of electricity as well as reduces the efficiency
and reliability of the energy system. Thus, the most important task is the effective use of
the excess capacity of power plants of the country.

118 According to the information provided by the AERA during the peer review mission to Baku on 16-18 September 2019 (see
Annex 5).

119 Azerbaijan’'s Country-wide Electricity Blackout: Problems, Causes, and Results, CESD, 2018, Available at http://cesd.az/new/
wp-content/uploads/2018/07/CESD_Energy_Paper.pdf (accessed August 2019).

120 http://sai.gov.az/upload/files/2018-DURUSTLESME-REY-FINAL.pdf (accessed August 2019).
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The deeper analysis of the correlation between installed capacity and production indicates
that the development of energy capacities was not sufficiently coordinated with the growth
of the country’s economy and estimated consumption growth. Indeed, the Power Sector
Master Plan of Azerbaijan 20132025, updated by Fichtner Consultants based on the request
of Azerenerji in 2013,”" was overly optimistic and was not updated despite the significant
difference between forecasts and actual consumption over the last five years. Therefore,
the actual development of new generating capacities took into account this exaggerated
forecast. Figures 34 and 35 show the discrepancy between actual consumption during
2013-2017 and three forecast scenarios: base, high and low.

Figure 34: Annual electricity demand, Forecast Fichtner, 2013 vs. real data 2014-2017
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Source: SSC, 2019, Update of the Power Sector Master Plan of Azerbaijan, Fichtner, 2013

As can be seen from Figures 34 and 35, the actual consumption of electrical energy
and peak load demand in 2014-2017 was significantly lower than even the ‘low scenaricd
estimated in 2013,

121 http://www.inogate.org/documents/3_FICHT-11527706-v2-Final_Report_Azerbaijan.pdf (accessed August 2019).
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Figure 35: Peak load demand, Forecast Fichtner, 2013 vs. real data 2014-2017
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Another important aspect is that the decisions made on the development of the power
system were based on supply-side options and did not take into account demand-side
measures. In fact, demand-side measures deserve to be evaluated routinely against
supply-side options in network planning and resource adequacy or reliability assessment
processes. In many jurisdictions around the world, utilities are required to seek out the least
expensive options for developing and investing in the energy system, with full consideration
of energy efficiency investment opportunities and of various benefits, including system
reliability, reduced greenhouse gas emissions and positive economic impacts.

Currently, there are no regulatory incentives or programmes for DSM in Azerbaijan. There
is also no methodology for the calculation of auxiliary services to be provided by big
consumers.

9.2.4. Main Barriers Identified

Summarising the key findings and conclusions of this chapter, the following main barriers
have been identified:

« Strategic decisions on the development of the power system are based on supply-
side options and do not take into account demand-side measures;

+ The construction of new generating capacities did not coincide with the dynamics of
electricity production, peak demand and export over the last decade. There is a lack
of coordination between the development, implementation and evaluation of energy
efficiency policy, energy sector strategy development and energy system planning;

A lack of market rules on competition negatively influences the efficiency of the
electricity generation market. There is also no clear merit order or methodology
on the optimal capacity distribution among power plants and ancillary services in
Azerbaijan;
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There is a lack of publicly available data on the key performance indicators (KPIs)
of power generating sector;

There are no incentives for improving overall plant efficiency and reducing fuel
consumption by generating plants. Modern CCPP power plants with high efficiency
are loaded below their nominal capacity, leading to a decrease in their efficiency;
The wide exploitation of obsolete power plants has been one of the reasons for
accidents in the power sector;

There are no policies promoting high-efficient cogeneration. In fact, the heat
output of the CHP to the DH sector decreased from 64% to 9% of the total input
to the DH network;

The terminology used by the SSC in energy balances is incorrect and does not
comply with the information provided by Azerenerji and MoEn; SCC only provides
total figures on energy sector own use, without any additional breakdown per
sub-sectors;

There are no targets for heat networks, no targets for electricity and gas beyond
2020 and no relevant studies on the cost-effective potential for loss reduction in
utilities;

There are no incentives for public utilities to reduce their operational costs.
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Recommendations: Energy Sector

7. Conduct further reforms supporting functional unbundling and the development
of electricity market, taking into consideration EE. Introduce competition in the
electricity generation market and develop an efficient regulatory framework,
incentivising optimal capacity distribution among power plants in Azerbaijan in
order to ensure the most reliable and efficient balance of electricity demand and
supply.

8. Prioritise the reduction of specific fuel consumption and power plants’ own use.
Introduce incentives for the management and the staff of the plant to improve
overall plant efficiency and reduce fuel consumption. Increase transparency and
regularly publish data on key performance indicators of the power-generating
sector (see Recommendation 13).

9. Introduce specific long-term targets aimed at improving the efficiency of energy
transformation, the reduction of losses in electricity, natural gas and heat
networks.

10. Develop and approve a methodology for ancillary services. Network operators
can be required to encourage demand side, like aluminium and other heavy
industry plants, to participate in ancillary service market.

11. Adopt policy measures to promote a wider application of high-efficient
cogeneration and/or efficient district heating and cooling systems. Conduct cost-
benefit analysis for the application of high-efficient cogeneration for installing
new or refurbishing existing electricity generating units with a total thermal input
exceeding 20 MW.

12. Initiate the development of a heat map that should include existing district
heating capacities and waste heat from industry and power generation sector.
Use the heat map for the planning and development of district heating/cooling
systems and the efficient utilisation of waste heat.

13. Maintain efforts to improve national energy statistics, including the following:

* Improve the availability of statistics on natural gas losses with regard to the

separation of transmission and distribution losses;

Improve the availability of detailed statistical information on the energy sector’s

own use, dividing this indicator into own use of the power plants (as one of

the main energy saving indicators of power plants) and final consumption by

energy industry sub-sectors;

Introduce new statistical information on key performance indicators of power-

generating plants;

Align electricity balance terminology with best international practices (i.e. the

use of correct terminology for combined cycle power plants (CCPPs), thermal

power plant (TPPs) and combined heat and power plants (CHPs) in energy

balances);

* Expand recently introduced EE indicators to all sectors of the economy and
add indicators based on physical outputs per sector.
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9.3. Industry

9.3.1. Sector Overview and Consumption
According the SSC, the industry sector of the Republic of Azerbaijan includes the following
sub-sectors:

1. Mining industry (including oil and gas extraction);

2. Manufacturing (including oil refining);

3. Electricity, gas and steam production, distribution and supply;

4. Water supply, waste treatment and disposal.
Figure 5 (see Chapter 1.2 for more details) shows that industry was the main GDP-generating
sector of the country at 40.1%, including mining (34.2%), manufacturing (4.7%), power
(1%) and water (0.2%) in 2017. At the same time, the SCC uses different methodologies
for calculating the GDP and the energy consumption of the industrial sector, dividing the

industry’s consumption into total final energy consumption by non-energy industry and
energy industries’ own use (Figure 36).

Figure 36: Final energy consumption by non-energy industry and energy industries’ own use,

2008-2017, Mtoe
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Figure 36 shows that total consumption by the industrial sector was at its highest level of
2.5 Mtoe in 2008 at the beginning of the analysed period, dropped by 36% during 2008—
2010, gradually returned to the previous maximum level in 2016 and again dropped by 17%
in 2017. The share of energy industry consumption was 55%, but the energy-related sub-
sectors contributed 81% to the GDP generated by industry in 2017. This can be explained
by the fact that energy industries’ own use includes oil and gas extraction, processing, oil
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refining, electricity and gas transportation as well as electricity generation plants’ own use.
However, the SSC does not provide a breakdown of energy industries’ own use by sub-
sectors, only by fuels (Figure 37).

Figure 37: Energy industries’ own use by fuel type, 2008-2017, Mtoe
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The deeper analysis of energy industries’ own use indicates that despite the reduction in
natural gas consumption during 20092011, the total volume of gas consumption remained
unchanged over the last decade. Other fuels followed different patterns:

+ The consumption of petroleum products fluctuated at the level of 0.41-0.47 Mtoe
during 2008-2013 and dropped by 20% to the level of 0.33-0.37 Mtoe during
2014-2017;

» The consumption of electricity increased by 72% over the analysed period and
reached the level of 0.33 Mtoe in 2017;

» The consumption of heat decreased from 0.05 Mtoe in 2007 to almost zero in
2017.

Final energy consumption by non-energy industries exhibited a different pattern over
the same period of time. Total non-energy industrial consumption dropped by 50%
during 2009-2010, gradually increased by 67% during 2011-2016 and again dropped
by 32% in 2017 (Figure 38). The consumption of electricity and natural gas was relatively
stable, except for in 2009-2011 when it decreased by 30-50%. The consumption of
petroleum products was insignificant during the whole analysed period. The significant
reduction in 2017 was mainly related to the reduction of natural gas consumption
by 38% and the increase in electricity consumption by 5% compared to 2016.
The dynamics of natural gas and electricity by non-energy sub-sectors are provided in
Figures 39 and 40, respectively.
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Figure 38: Final energy consumption of non-energy industries by fuel type, 2008-2017, Mtoe
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Figure 39 indicates the following major changes in the natural gas consumption of the
non-energy sector:

* Reduction of energy consumption by non-ferrous metals from 333 mcm in 2008
to 42 mcm in 2009 and fluctuation of consumption at the level of 1-8 mcm during
2010-2017 (see more details below);

+ Almost identical dynamics of food and tobacco as well as chemical and
petrochemical sub-sectors, where gas consumption by sectors dropped by about
20% during 2009-2010, gradually increased in energy consumption during 2011-
20716 and decreased by 50% in 2017;

* 36% decrease in consumption by non-metallic minerals in 2008-2010, almost
threefold increase during 2011-2017 and 10% decrease in 2017;

+ Gradual twofold increase of other consumption during 2009-2016 and 50%
decrease in 2017;

+ Insignificant but relatively stable consumption by iron and steel.
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Figure 39: Natural gas consumption by non-energy industries, 2008-2017, mcm
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Figure 40 illustrates the following dynamics of electricity consumption by non-energy
industry sub-sectors:

« Consumption by non-ferrous metals, the largest non-energy consumer, decreased
from 1.3 TWh in 2008 to almost zero in 2010 and fluctuated at the level of 0.7-0.9
TWh during 2012-2017 (see more details below);

* Food and tobacco — gradual threefold increase during 2008-2017;

« Non-metallic minerals — gradual twofold increase during 2008-2017;

* Iron and steel, Chemical and petrochemical — relatively stable consumption;

 Other — 20% decrease in 2009 and more than twofold increase during 2010-2017.
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Figure 40: Electricity consumption by non-energy industries, 2008-2017, TWh
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Deeper analysis of the consumption by non-ferrous metal enterprises, the largest non-
energy consumers, is based on the analysis of the following three aluminium plants that
mainly represent this sub-sector:

« Sumgait Aluminium Smelter Plant. The plant was constructed in 1956 and
produced primary aluminium from alumna using a rather obsolete electrolysis
technology requiring a large amount of electricity. In 2009-2010, the plant sharply
reduced the production of primary aluminium: from 60,000 ton/year to 400-600
ton/year (reduction by 100 times). Therefore, electricity consumption in this sub-
sector decreased from 1.3 TWh in 2008 to almost zero in 2010 (see Figure 40);

+ Ganja Alumina Plant. The plant was constructed in 1966 and produced aluminium
oxide (alumina), a raw material for the further production of primary aluminium.
The technological process of alumina used was also rather obsolete and required
the large consumption of heat (natural gas), steam, water and electricity. The plant
significantly reduced the production of alumina from 306,300 tonnes in 2008 to
36,600 tonnes in 2009 and ceased alumina production in 2012. Therefore, natural
gas consumption fell in this sub-sector from 333 mcm in 2008 to 42 mcm in 2009
(see Figure 39);

« Ganja Det. Al Aluminium Complex was put into operation in October 2011. It
produces primary aluminium and semi-final aluminium products. Its modern
electrolysis technologies allow it to use about 30% less energy compared with
the Sumgait Aluminium Smelter Plant. Thus, Det. Al Aluminium Complex has
remained the only major player in this market since 2012 and predominated
electricity consumption by the non-ferrous metal sub-sector during 2012-2017
(see Figure 40).
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9.3.2. Assessment of Existing Energy Efficiency Potential

Three studies have estimated the energy efficiency potential of the country’s industrial
energy sector:

« Energy efficiency Orbits for Transition Economies, developed by the Center for
Energy Efficiency (CENEf) and the Copenhagen Centre on Energy Efficiency (C2E2)
in 2015;

« Energy Efficiency in Industrial Sectors in Georgia and Azerbaijan, developed within
the High Quality Studies to Support Activities under the Eastern Partnership
(HIQSTEP) Project funded by the European Commission in 2018;

« NAMAs for Low-Carbon End-Use Sectors in Azerbaijan.

The CENEf's estimate of the technical energy efficiency potential for industry is 1.844 Mtce
(equivalent of 1.29 Mtoe)™?? or about 53% of the sector’s annual energy consumption in
2013. Table 14 provides a breakdown of the CENEF's estimates, based on global practice.
Nevertheless, the CENEf remarks that the data provided are subject to many assumptions
and should be used mainly for indicative purposes.

Based on analysis of the CENEf’s indings, reducing associated petroleum gas (APG) flaring
emerges as a clear priority for the industry sector given the large technical potential and
economic attractiveness of this measure. It should also be noted that in 2008, SOCAR
officially joined the Global Gas Flaring Reduction Partnership (GGFR) led by the World
Bank'?® and has actively cooperated with more than 30 countries and oil companies in this
area since then. For example, during 2008-2010, SOCAR reduced APG flaring and venting
from 494 million m? to 276.4 million m?® per year, or by 45%.*

Associated gas capturing is also one of the NAMAs pilot projects, the implementation
of which started in 2018. The project targets capturing associated gas from the existing
on-shore Siyazzaneft oil-field and directing it to nearby residential areas, whose energy
needs are currently covered using liquefied petroleum gas (LPG), kerosene and wood, which
is causing deforestation in the area. Siyazanneft Oil and Gas Production Unit, one of SOCAR’s
six on-shore facilities, is located 100 km north of Baku. Siyazanneft includes about 550 wells
in a territory of approximately 2,000 hectares. According to NAMA, about 73,2000 m? of gas
is aired daily, or about 27 million m? yearly (based on 2014 data). The amount of methane in
the associated gas is as high as 80%, corresponding to 21 M m?. Thus, the implementation of
this project can potentially result in the reduction of about 313,000 tonnes of CO, per annum.

The CENEf's findings also indicate significant potential in improving the efficiency of
oil refinery, steam supply and motors. Moreover, the analysis demonstrates that the
considerable technical potential offered by the industrial sector is particularly economically
attractive. Nevertheless, the technical and cost-effective potential identified should
be confirmed by the results of energy audits and/or by the implementation of energy
management systems (EMS).

The HIQSTEP estimates EE potential in industry based on the results of walk-through
energy audits of SMEs belonging to wood products and manufactured plastics. One
of the key observations of the audits is the wide utilisation of obsolete and inefficient

122 Energy Efficiency Orbits for Transition Economies, Center for Energy Efficiency (CENEf), Copenhagen Centre on Energy
Efficiency (C2E2), available at http://www.cenefru/file/Final%20Report_C2E2_CENEf June2_2015.pdf (accessed July 2019).
123 https://www.azernews.az/business/131529.html (accessed July 2019).

124 Azerbaijan: Reducing Associated Petroleum Gas Flaring and Venting, WB, available at http://documents.worldbank.org/
curated/en/400881467997261628/pdf/904020BRIOResu00Box385307BO0PUBLICO.pdf (accessed July 2019).
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equipment for both process-specific and horizontal technologies, like steam generation
and compressed air systems. The study provides a lists of potential energy-saving
measures based on the best available technologies, but does not identify specific
energy-saving potential for industrial sub-sectors of Azerbaijan.

Table 14: Energy efficiency potential in industry in Azerbaijan (as of 2013)

(%] = =
334858 | , (5fz , |¢3p TE|sEe F £33
58,55 & |ES3| £ |QEQ BE|2ES £ EEEo
LEDFE8 | S |28% SO |23c| fEE|<3%g £ £C %8
S§02”"§ >0 s | *E| 5 S HE
- v v
Oil production 10° t 43,500 | kWh/t 10 10 Astrakhanskaya 0
Oblast
Oil refinery 10° t 6,761| kgce/t 87| 539 71| Global practice 224
Natural gas 10°m? | 17,895| kgce/ 8.7 59 Expert estimate 49.8
production 1000
m3
Iron ore production | 103 t 141| kgce/t 125 8.5 10 | Global practice 0.6
Rolled ferrous 10°t 255 | kgce/t 131 31 68 | Global practice 21.0
metal products
Ethylene 103 t 79| kgce/t 799 458 683 | Global practice 26.8
Cement production | 10° t 2,296 | kgce/t 13 M 13 | Global practice 4.6
Meat and meat 10° t 285 | kgce/t 21 50 Chelyabinskaya 459
products Oblast
Bread and bakery 103 t 1,181| kgce/t 157 89 Tambovskaya 80.1
Oblast
Efficient motors 10° units 0.6 kWh/ 9956 | 8507 Global practice 1031
motor
Variable speed 106 units 03| kWh/ 9956 | 9356 Global practice 19.2
drives drive
Efficient 10° m? 3,381| kgce/ 18 7 Global practice 394
compressed air 1000
systems m?
Efficient oxygen 106 m? 614 | kgce/ 112 90 Global practice 13.8
production 1000
m3
Efficient industrial | 10° units 2| kWh/ 247 160 Global practice 24.5
lighting lighting
unit
Efficient steam 10° tce 435 % 75% | 100% Global practice 108.9
supply
Fuel savings in 10° tce 249 % 80% | 100% Global practice 49.7
other industrial
processes
Associated gas 10°m?® | 17,895 % 10.0%| 5.0% Federal 1,033
fiaring requirements
Total 1.844

Source: CENEf as quoted in C2E2 (2015).
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The recommendations of the HIQSTEP study include the development of capacity-building
activities, improvement of the existing legislative framework, introduction of financial
incentives and introduction of monitoring of policy and measures implementation. Among
the specific measures with the highest energy efficiency potential, the study identifies the
utilisation of heat recovery systems and the replacement of inefficient motors, pumps,
boilers and other equipment with energy-efficient analogues.

A good example among the identified EE measures in industry is the replacement
of inefficient motor systems with modern ones that on average consume up to 40%
less energy. Indeed, the potential for high energy efficiency from replacing motors is
significant in many countries, as about 30% of global electricity consumption is used
in industrial electric motor-driven systems.”> According to the IEA, almost nine out of
ten industrial electric motors sold globally are already covered by mandatory efficiency
standards with various levels of stringency. However, there are no minimum energy
performance standards on energy motors and pumps in Azerbaijan (see Chapter 9.5).
At the same time, this policy measure pertains to new appliances only. Therefore, the
main challenge for the improvement of the efficiency of industrial motor systems in
Azerbaijan is to determine how to improve the efficiency of existing appliances or to
accelerate the cost-effective replacement of old, inefficient equipment with energy-
efficient ones.

International practice shows that the most effective incentives for industry to implement
EE measures are price signals, easy access to low-cost finance such as soft loans for EE
improvements provided by the government or international financial institutions, the
introduction of mandatory energy audits at the state level, the promotion of EMS and
incentives to implement opportunities identified by audits or EMS. For example, since June
2014, energy audits have been mandatory in EU member states for all large enterprises'?®
that employ over 250 persons or that have an annual turnover exceeding 50M euros
and/or an annual balance sheet total exceeding 43M euros. Such mandatory audits must
be conducted every four years, although companies employing a certified energy and
environment management system can be exempted from this obligation. According to the
EED, the implementation of energy audits’ recommendations is not mandatory. However,
some EU member states have recognised the benefits of EE improvements in industry
for local economic development and have therefore introduced specific requirements for
the mandatory implementation of cost-effective measures identified in energy audits. For
example, industrial companies in Flanders, Belgium must implement all recommended
energy-saving measures that meet the minimum profitability and payback requirements.”?’

From the state’s point of view, energy audits should be considered not only as a tool for
improving a company's energy efficiency performance, but as a tool to identify potential
DSM opportunities for the energy system, to improve the competitiveness of the national
economy and to attract new investments. One of the requirements of international energy
audit standards such as ISO 50001 (“Energy Management Systems — Requirements with
Guidance for Use") is that the recommendations of energy audits should be based on
a life-cycle cost analysis to take account of long-term energy savings, residual values of

125 2016 IEA World Energy Outlook.

126 Large enterprises are defined according to Commission Recommendation 2003/361/EC of 6 May 2003.

127 A Study on Energy Efficiency in Enterprises: Energy Audits and Energy Management Systems, European Commission, 2015,
available at https://ec.europa.eu/energy/sites/ener/files/documents/EED-Art8-Energy%20audits%20recommendations-Task%20
5-report%20FINAL.pdf (accessed July 2019).
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investments and discount rates. Thus, the results of energy audits can be used directly to
attract investment, a long-term priority for Azerbaijan (see Chapter 5.7).

9.3.3. Existing Policies and Implementations

State programmes related to industry
There are three industrial sector policy documents in force:

1. State Program on the Development of Industry in the Republic of Azerbaijan in
2015-2020, approved by Presidential Decree No. 964 dated 26 December 2014;

2. Strategic Road Map on the Development of Heavy Industry and Machinery,
approved by Presidential Decree dated 6 November 2016;

3. Strategic Road Map on the Development of the Oil and Gas Industry (Including
Chemical Goods), approved by Presidential Decree dated 6 November 2016 (not
publicly available).

State Program on the Development of Industry in the Republic of Azerbaijan in 2015-2020

The Programme is aimed at the diversification of manufacturing products, setting up
technologies through the entire technological chain, from raw materials to products with
high added value, the development of environmentally friendly technologies and efficient
energy use by enterprises. However, the document does not stipulate any specific policy
measures or targets related to EE in industry.

Strategic Road Map on the Development of Heavy Industry and Machinery

The SRM includes an action plan for 2016-2020, a long-term outlook by 2025 and a vision
beyond 2025. However, the SRM does not include any specific EE targets.

The action plan, as part of the SRM, includes general targets on improving the competitiveness
of national industry, financial support, international cooperation and the optimisation of
the use of existing assets, including incentives for the rational use of energy and shifting
technological processes to off-peak hours. However, the action plan also envisages measures
that can potentially disincentive EE, like ensuring non-cost-reflective or preferential energy
tariffs for heavy industry, in particular iron and steel sub-sectors and strategic enterprises.

Mandatory energy audits

There are no requirements for mandatory energy audits for industrial enterprises in
Azerbaijan. However, this policy measure is one of the requirements of the draft Law on
EE prepared within the EU4Energy programme. Namely, Article 8.4 of the draft EE Law
stipulates that regardless of ownership, an enterprise consuming more than 500 toe per
year must undergo a mandatory energy audit.

The recently approved Decree of the Cabinet of Ministers No. 257 dated June 4, 2019 On
Approval of Regulatory Acts Related to Improving the Performance of Legal Entities, the
controlling stake of which belongs to the state,””® introduces the following documents for
such companies:

128 The list of legal entities where the state owns the controlling block of shares is approved by the Cabinet of Ministers Decree
No. 534 dated 30 December 2016 and includes the following enterprises: 1. SOCAR, 2. Azerenerji OJSC, 3. Azerishiq OJSC, 4.
Azal OJSC, 5. AzRailways CJSC, 6. Azersu OJSC, 7. Azerbaijan Caspian Shipping CJSC, 8. Baku Metropoliten CISC, 9. Azerbaijan
Melioration and Water Supply JSC and 10. Azerkosmos OJSC.
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1. Procedure for evaluating performance;
Standards and rules of corporate management;

3. Order of payment of bonuses to members’ governing bodies based on
performance.

However, the above documents stipulate only one indicator related to energy efficiency —
“energy cost share in the production cost” — as one of the performance indicators.

Availability of high-quality energy audits
None exist.

Energy management systems (EMS)
There is a provision about EMS in the abovementioned draft Law on EE.

Financial incentives

Currently there are no state incentive schemes (such as soft loans, grants or tax relief)
to encourage industrial consumers to implement EE measures. The tariff policy of
Azerbaijan and energy-related subsidies aim to keep energy tariffs at a low level (see
Chapter 4 for more details) and do not provide any incentives for implementing EE
measures. In fact, the subsidised energy tariffs increase the payback period and cost-
effectiveness of EE measures.

Demand-side management and load shifting

The electricity tariff system stipulates time-of-use tariffs, but only for specific energy-
intensive industrial enterprises that consume more than 5 MWh per month. At the same
time, the existing time-of-use tariffs also include additional state subsidies as their level is
lower than tariffs for other industrial enterprises (see Chapter 4.1 for more details):

« Day tariffs (08.00 - 22.00) — 5.8 gepik/kWh;

« Night tariffs (22.00-08.00) — 2.8 gepik/kWh;

« Other industrial enterprises — 9 gepik/kWh (regardless of voltage or capacity).
There is no ancillary services market in Azerbaijan and the existing regulatory framework
does not provide the possibility for energy-intensive consumers to take partin the balancing
of the electricity market. Taking into account the high level of electricity consumption by
aluminium, steel and other energy-intensive enterprises (see Figure 40), there is significant
potential for the utilisation of demand-side measures in Azerbaijan.

For example, aluminium electrolysis can provide effective demand-side flexibility for the
power system, as the power demand of the electrolysis process can be reduced by up
to 25% for up to four hours without negative implications.”® Compared to aluminium
production, steel manufacturing processes are more complicated industries to schedule.™
Nevertheless, steel-producing factories are providing useful demand-response in various
jurisdictions around the world; around half of the steel mills in Germany have pre-qualified
their furnaces in the tertiary reserve market as positive capacity.”'

129 Shoreh et al. "A Survey of Industrial Applications of Demand Response”, Shoreh et al., Electric Power Systems Research,
Volume 141, December 2016, pp. 31-49.

130 Ibid.

131 Ibid.
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DSM programmes and prices need to be designed to deliver optimal outcomes for the
industry providing the DSM services, the power system operator, TSO and DSO as well as
wider society. It is necessary to properly understand the load profiles of the industries, the
possible options for providing demand response (with effective management of trade-offs
against energy efficiency) and the price/tariff designs and regulatory requirements that will
enable the best options (e.g. inclining block rates with larger number of blocks; time-of-use
pricing for all consumers; critical peak pricing).

Ecodesign

There are no ecodesign or minimum energy performance standard (MEPS) for industrial
appliances in Azerbaijan. However, this policy measure is one of the requirements of the
draft Law on EE prepared within the EU4Energy programme.

Energy Service Company (ESCO)

No ESCO exist in Azerbaijan, although there is a provision about ESCO in the
abovementioned draft Law on EE.

9.3.4. Main Barriers Identified

Summarising the key findings and conclusions of this chapter, the following main barriers
have been identified:

+ There are insufficient data and information regarding technical and economic
energy efficiency potential in the industrial sector in general and strategic sub-
sectors in particular;

« Existing statistics do not provide detailed information on energy consumption by
the energy sector (energy industry own use);

+ The non-cost-reflective energy tariffs do not provide any incentives or price signals
for the implementation of EE measures. The exiting tariff design does not stimulate
the efficient use of the existing electricity system, i.e. the electricity prices do not
depend on the voltage and capacity, there does not exist time-of-use pricing for
all consumers, critical peak pricing, etc.;

 There is no ancillary services market in Azerbaijan and the existing regulatory
framework does not provide the possibility for energy-intensive consumers to
take part in the balancing of the electricity market;

+ The existing legislative framework does not stipulate the EE target for industry and
in some cases discourages the implementation of EE measures by envisaging non-
cost-reflective energy tariffs for specific industries and enterprises. Consequently,
there are no supportive regulatory arrangements, such as energy audits or EMS
and certification procedures, training/certification schemes for energy auditors for
industrial enterprises or financial incentives to encourage the implementation of
identified EE improvements;

» There is low awareness of the multiple benefits associated with improving EE
among decision makers;

+ There are no ecodesign or MEPRs for industrial appliances in Azerbaijan, resulting
in the wide utilisation of inefficient and old appliances and equipment.
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Recommendations: Industry

14. Define clear responsibilities for the development and implementation of policy
measures targeting EE in industry (see Recommendation 3), including in
small and medium-sized enterprises (SMEs). Provide sufficient resources for
managing the following key policy measures:

« Mandatory energy audits for large industrial enterprises on a regular basis;
* Incentives for SMEs to carry out energy audits on a regular basis;

+ Energy audit and training/certification schemes for energy auditors;

+ Energy management standards and certification procedures;

« Financial incentives to encourage the implementation of EE improvements.

15. Prioritise the adoption and the implementation of ecodesign requirements for
industrial appliances. Start with the introduction of ecodesign requirements
for products that are less technically complex and contentious, but that can
potentially bring the highest energy savings for industry, such as power
transformers, water pumps and electric motors.

16. Initiate the development of benchmarking studies on technical and economic
EE potential in the industrial sector in general and strategic sub-sectors in
particular.

17. Develop support programmes to promote energy audits among SMEs, i.e.
tax exemption or direct financial incentives to support the implementation of
EE measures based on the results of the conducted energy audit, awareness-
raising campaigns, etc.

18. Develop support mechanisms for local producers of modern EE equipment.
The support mechanisms can include new incentive measures, subsidised
loans, tax exemptions, etc.

19. Promote voluntary agreements and other industrial initiatives to stimulate
EE in the industry. Support business initiatives targeting improvements in EE,
including fiscal incentives for EE improvements and ESCO schemes.
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9.4. Buildings

9.4.1. Sector Overview and Consumption

State policy in areas of urban planning, architecture design and building requirements in
Azerbaijan is implemented by the State Committee for Urban Planning and Architecture.
There are no available data on the energy performance of buildings in Azerbaijan.
In the absence of official statistical data, energy consumption in the buildings sector can be
estimated based on available data for the residential and service sectors, as together they
cover the energy consumption of buildings, including heating, cooling and appliances.

Analysis of the energy balances of the country (Figure 12) shows that the share of energy
consumed by households, commerce and public services in TFC decreased from 51% to
43% over the last decade, mainly due to increased energy consumption by other sectors.
At the same time, energy consumption by buildings in absolute terms in 2017 remained
almost at the same level as in 2008 (Figure 41). Natural gas is the main source for heating
and cooking in the residential sector and only 2.6% of residential buildings in Azerbaijan
had access to district heating services in 2017. As for healthcare and education facilities,
the district heating sector covered 26% of hospitals, 8.7% of pre-schools and 6.2 % of
schools in 2017. Deeper analysis of natural gas consumption by residential consumers
shows that about 70% of natural gas or about 2 bcm was used for space heating and 30%
or approximately 1 bcm for cooking and hot water preparation in 2018.

Figure 41: Energy consumption in buildings, 2008-2017, Mtoe
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Figure 41 shows that consumption in the household sector decreased by 9%, while in the
service sector it increased by 48% over the last decade. In 2017, consumption in the residential
sector was almost five times higher than in the service sector. The energy mix in the two
sectors also differed: in households natural gas predominated (78%), whereas in services the
share of natural gas was only 33% while the share of electricity was 60% (Figure 42).
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Figure 42: Share of energy mix in households (left) and commerce and public services (right)
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The high consumption of natural gas by households can be explained by the high
gasification rate of 95.7% (see Chapter 3.2) as well as by the fact that natural gas is
commonly used for cooking, space heating and hot water preparation. Individual modern
boilers for space heating and hot water are widely used in individual houses in villages
and in multi-apartment buildings in big cities. The high share of electricity in the service
sector can be explained by the fact that it is mainly used for lightning and cooling, whereas
natural gas is primarily used for hot water preparation.

As of January 2018, the total number of buildings (including multi-apartment buildings
and private houses) was 1,431,449: in cities 605,122 (including Baku: 168 929) and in rural
areas 826,327.The total number of dwellings was 2,009,244 in cities 1,164,928 (including
Baku: 507,257) and in rural areas 844,816.%? The dynamics of key indicators in terms of
household building stock is presented in Table 15.

Table 15: Household building stock in Azerbaijan, 2008-2017

2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

Population, thousand

people 8,780 |2,039 |2065 |2092 |9235 |9357 |9477 |9593 |9,706 |9:810

Total area, M m? 157 160 160 162 164 166 169 17 174 176

Total consumption by
households, GWh

Average energy
consumption, 276 238 245 244 2N 204 222 233 256 225
kWh/m?/year

43,297 | 38,051 39,101 | 39,649 | 34,679 | 33,997 | 37,522 | 39,969 | 44,387 | 39,473

Source: Energy Charter Secretariat based on the data from State Statistical Committee, 2019

132 Source: State Statistical Committee, Residential Housing Stock. Bulletin, 2019.
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Table 15 shows that the average energy consumption of residential buildings in Azerbaijan
varied from 204 kWh/m?/year in 2013 to 276 kWh/m?/year in 2017. In total, average
energy consumption decreased by almost 20%. Taking into account that no MEPRs were
introduced during the analysed period for new or renovated buildings, it is believed that
the reduction identified was the result of the following measures:

+ Overall installation of natural gas and electricity meters;

* Increase of energy tariffs (see Chapter 3);

+ Demolition of old and emergency low-rise housing stock (mainly relevant in Baku) and
the construction of new and comfortable housing here, the demoalition of houses and
the withdrawal of territories for state needs for the implementation of infrastructure
projects and the resettlement of residents in newly constructed buildings. In 2018
alone, the retirement of housing stock amounted to 530,000 square metres, 338,000
of which in Baku and the rest in large cities like Sumgait and Ganja;*

 Application of new technologies (such as new construction materials, efficient
boilers and windows) in the construction of new buildings and in the retrofitting of
existing buildings despite the absence of MEPRs.

9.4.2. Assessment of Existing Energy Efficiency Potential

Three studies have estimated the energy efficiency potential of the building sector in
Azerbaijan:

+ INOGATE TA project ENPI 2009/216-206 Energy Saving Initiative in the Building
Sector in Eastern Europe and the Central Asian Countries (ESIB), funded by the
European Commission and implemented during 2010-2014;"*

* Energy Efficiency Orbits for Transition Economies, developed by the Center for
Energy Efficiency (CENEf) and the Copenhagen Centre on Energy Efficiency (C2E2)
in 2015;

« Nationally Appropriate Mitigation Actions (NAMAs) for low-carbon end-use sectors
in Azerbaijan, a four-year project (2015-2019) funded by Global Environment
Facility (GEF), UNDP and SOCAR .

The ESIB project undertook an energy audit of a nine-storey multi-apartment building
in Baku, a common type of panel building typically built in the majority of the Former
Soviet states during 1970-1990. The energy consumption of such buildings represents a
large share of that of the city as a whole. A typical building consists of 162 apartments
with a total heating space area of 12,204 m?. The building in question was constructed
without any thermal insulation and a computer simulation calculated the specific energy
demand for space heating at the level of 210 kWh/m?/year. The results of the audit showed
that the implementation of recommended measures would provide a reduction in energy
consumption for space heating by two times. Taking into account that about 70% of
natural gas or approximately 2 bcm was used for space heating in 2018, the technical
energy saving potential can be estimated at the level of 1 bcm per year.

133 Ibid.

134 Final report available at http://www.inogate.org/activities/579?lang=en (accessed August 2019).

135 The total budget of the NAMA is 35.47M USD, including GEF — 3.57, UNDP — 0.2M USD, SOCAR - 30.9 and MoENR -
0.8M USD available at https://www.thegeforg/sites/default/files/project_documents/08-07-2014_ID5291_projdoc_0.pdf
(accessed August 2019).
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The calculated cost of thermo-modernisation works for the whole building was
580 000 AZN and a CO, emissions reduction was expected at the level of 440 tonnes
per year. However, taking account the non-cost-reflective domestic gas tariffs for the
population (see Table 5), the simple payback of thermo-modernisation was more than 20
years. At the same time, it is worth considering that Azerbaijan is a net energy exporter
and that the energy saved will increase the country’s export potential as well as the income
of the state budget. Furthermore, as export prices are several times higher than domestic
ones (2-3 times), the payback calculated on the basis of export prices would be about
eight years. This demonstrated huge energy saving potential that could be replicated in
other multi-storey buildings throughout Azerbaijan.

The CENEf's estimate of the technical energy efficiency potential for buildings is 3.766
Mtce (equivalent of 2.636 Mtoe)™ or about 74% of the annual energy consumption of
household, commerce and public service sectors in 2013. Table 16 provides a breakdown
of the CENEF's estimates, based on global practice. Nevertheless, the CENEf remarks
that the data provided are subject to many assumptions and should be used mainly for
indicative purposes.

The CENEf study estimates the largest technical energy saving potential from the renovation
of single-family buildings to the standards of passive houses, specific renovation measures
for multi-apartment residential buildings and the substitution of inefficient cooking
appliances with modern ones. As for the service sector, the study estimated the greatest
potential from the renovation of individually heated commercial buildings.

In the framework of the NAMA project, there were six retrofitted buildings belonging to
SOCAR:

« Two administrative buildings of the Oil Sludge Waste Treatment Center (WTC) at
Garadag (total area of 2,700 m?);

« Two buildings in the Eco Park in Gala (total area of 1,300 m?);

« Service building of AzerKimya Production Unit in Sumgayit (total area of 2,450 m?);

« Chemists’ Culture Palace in Sumgayit (total area of 3,500 m?).
The renovation measures included the insulation of the building envelope, roof and
basement and the installation of new efficient windows and lighting. The energy audit
conducted revealed 50% energy saving potential as a result of the thermal renovation of
existing public buildings.

Despite the fact that Azerbaijan is a country with comparatively high potential for solar
energy, there are no publicly available studies or reports on the benefits of utilising solar
water heating systems in the residential, commercial and public sectors.

136 Energy Efficiency Orbits for Transition Economies, Center for Energy Efficiency (CENEf), Copenhagen Centre on Energy
Efficiency (C2E2), available at http://www.cenefru/file/Final%20Report C2E2_CENEf June2_2015.pdf (accessed July 2019).
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Table 16: Energy efficiency potential in buildings in Azerbaijan (as of 2013)
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£g°="38 Y9 A== S S § S g S a-
Housing
Multi-family 10°m® | 32,200 | kgce/t 25.7 7.1 20.6 | 60% of 2012 599
buildings building codes
renovation requirements
Single-family 103 m? | 80,000 | kgce/ 330 4.9 20.6 | Passive 2,248
buildings 1000 buildings
renovation m?
Replacement of 10° 9,356 | kgce/t | 0.044| 0.022 0.12 | Global practice 206
appliances with top | people
efficient models
Lighting renovation | 10° light | 36,839 | kgce/t | 50.85| 20.00 35.0 | Global practice 77
fixtures
Renovation of the 103 m? | 112,200 kgce/t 3.50 1.50 2.80 | Global practice 224
cooking
equipment
Total residential 3,353
buildings
Public and commercial buildings
Renovation of 102 m? 7,050 | kgce/t 26.0 7.1 18.0 | 60% of 2012 77.0
centrally heated building codes
commercial requirements
buildings
Renovation of hot | 10® m? 5875| kWh/ 4.90 2.7 3.3 | Global practice 12.9
water use motor
Renovation of the | 10°m? | 5,640 | kWh/ 18 14 1.3 | Global practice 2.1
cooking drive
equipment
Renovation of 10*m? | 16,450 | kgce/ 327 49 30.2 | Global practice 215.5
individually 1000
heated m?
commercial
buildings
Lighting 10*m? | 23,000 | kgce/ 32.7 6.4 27.8 | Global practice 47.3
renovation 1000
m3
Procurement of 103m? | 23,000 kWh/ 71.8 51.6 56.6 | Global practice 58.3
efficient lighting
appliances unit
Total public and 413
commercial
buildings
Total buildings 3,766

Source: CENEf as quoted in C2E2, 2015

148



9. Assessment of Energy Efficiency Potential and Policies at the Sectoral Level

9.4.3. Existing Policies and Implementations

Minimum energy performance requirements (MEPRs)

There are no minimum energy performance requirements for new or renovated buildings
in Azerbaijan, but the draft Law on EE clearly stipulates the development of these policy
instruments (see Chapter 5.2 for more details). Despite the absence of MEPRs, there are
a number of other initiatives led by international companies operating in Azerbaijan,
including the following:

+ The buildings of the Diplomatic Academy have been certified according to the
Leadership in Energy and Environmental Design (LEED) standards;

+ The Fairmont Baku Flame Towers Hotel have been certified by Green Zoom Azeri
standards®™’ (local green standards on EE based on Russian standards Green
ZO0M);

* The residential complex Seven Points in Baku has been constructed using modern
thermo-insulation technologies of the building envelope.

Exemplary Role of the Public Sector

There are no specific provisions on the exemplary role of public buildings, but restrictive
measures have recently been approved aimed at limiting the energy consumption of
public consumers funded from the state or municipal budgets, i.e. schools, hospitals, pre-
schools, central executive power authorities and their sub-ordinates, local governments,
municipalities and so forth (see Chapter 5.2 for more details).

9.4.4. Main Barriers Identified

Summarising the key findings and conclusions of this chapter, the following main barriers
have been identified:

« There are no specific targets regarding the improvement of energy efficiency in
public and residential new and existing buildings;

+ Outdated standards of building thermal protection;

« No MEPR for new or existing buildings;

* Low level of capacity regarding the cost-optimal energy performance of buildings
among decision makers, businesses and the wider population;

+ No financial incentives or state support for the improvement of EE in buildings;

» Low awareness about no-cost or low-cost EE measures in public and residential
buildings;

» No incentives for local municipalities and owners of buildings to reduce energy
consumption,

» Non-cost-reflective energy prices result in a long payback period and low
motivation for public and residential buildings;

+ There are no publicly available studies or reports on the benefits of utilising solar
water heating systems in the residential, commercial and public sectors;

« There are issues with respect to accounting energy savings in public buildings’ budgets.

137 See: https://www.sciencepubco.com/index.php/ijet/article/view/14590/5939 (accessed August 2019).
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Recommendations: Buildings

20. Define clear responsibilities for the development and implementation of policy
measures targeting energy performance in buildings (see Recommendation 3).
Provide sufficient resources for managing the following key policy measures:

+ Minimum energy performance requirements (MEPRS);

* Energy performance certificates and certification procedures;

« Financial incentives to encourage improvements in energy performance;
* Public procurement criteria related to EE to be applied to public buildings.

21. Promote the exemplary role of the public sector with regard to building renovation.
Prioritise the implementation of EE measures in public and state-owned buildings.
Introduce specific sub-targets for improving efficiency in buildings.

22.Introduce MEPRs for buildings based on overall energy performance
(kWh/m?/year). Gradually make more stringent MEPRs to achieve nearly zero-
energy buildings.

23. Design the Energy Performance Certification scheme as a self-funding mechanism,
where the revenue from issuing Energy Performance Certificates covers all costs
related to its management and quality assurance. Design the Energy Performance
Certificates’ software in such a way that the collected information on buildings’
energy performance is automatically available for the State Statistics Committee of
Azerbaijan and for a wider decision-making process.

24. Initiate the development of a study on the potential use of solar thermal systems
in Azerbaijan. Evaluate the potential of solar thermal systems to contribute to
the electricity system'’s development in a more cost-effective way compared to
the supply-side option. Based on the results of the study, develop a supporting
mechanism for the installation of solar thermal systems in residential and
service sectors. Evaluate the costs of running this support scheme against the
multiple benefits for the Azerbaijani economy, creation of jobs, increase of
investments, increase of electricity exports, decrease of electricity consumption
during peak hours and investments in network reinforcement, etc. Consider
opportunities for the creation of additional incentives for local producers of
solar water heating systems.

25. Introduce incentives for local authorities and the owners of public buildings to
reduce energy consumption and implement EE measures. Local authorities should
be allowed to use energy savings for the repayment of investment in EE and, once
the debt has been repaid, to keep the energy savings each year.

26. Initiate the development of a study on technical and economic EE potential in
residential buildings. Conduct targeted campaigns to improve consumers’
awareness of their historical energy consumption and promote no-cost or low-cost
measures to reduce their energy bills. Ensure that consumers have easy access to
information about their historical consumption (up to a three-year period). Conduct
awareness-raising campaigns on no-cost and low-cost measures to reduce energy
bills based on international best practices and promoted nationwide.
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9.5. Energy-using Products

9.5.1. Sector Overview and Consumption

There are no official statistics on the energy consumed by energy-using products in Azerbaijan.
The last publicly available survey on energy consumption in households, conducted by the
SSC in 2010, only provides the total figures for energy consumption by fuel without any
breakdown per appliance.®® However, the SSC provides detailed information on the average
number of energy-consuming products per 100 households (Figure 43).

Figure 43: Energy-consuming products, units per 100 households
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Source: State Statistics Committee, 2019

9.5.2. Assessment of Existing Energy Efficiency Potential

Figure 43 illustrates the high penetration of most energy-intensive consuming appliances,
like refrigerators, washing machines, vacuum cleaners and television sets. Interesting
observations include the very low share of dishwashers. Indeed, the potential use of
dishwashers instead of handwashing may imply a significant reduction in the energy
and water, as the latest A+++ dishwasher models use up to ten times less water and
two times less energy compared to handwashing.™ Unfortunately, there is no publicly
available information on the growth rate of the number of air conditioners, even though
they significantly contribute to households’ increased electricity consumption and have
among the greatest energy-saving potential.

138 "About the Results of the Survey on Fuel and Energy Consumption in Households in 2010", SSC, available at https://www.
stat.gov.az/source/balance_fuel/en/Househ.pdf (accessed August 2019).

139 Based on information provided within the following sources: http://www.candy.ae/en_GB/ask-candy/-/asset_
publisher/6eeUAvIfXnpd/content/is-it-true-that-the-dishwasher-uses-less-water-than-washing-by-hand-/maximized & https.//
www.telegraph.co.uk/interiors/home/best-dishwashers/ & https://giynow.com/2017/12/31/hand-washing-x-dishwasher-the-
verdict/ (accessed August 2019).

151


https://www.stat.gov.az/source/balance_fuel/en/Househ.pdf
https://www.stat.gov.az/source/balance_fuel/en/Househ.pdf
http://www.candy.ae/en_GB/ask-candy/-/asset_publisher/6eeUAvIfXnpd/content/is-it-true-that-the-dishwasher-uses-less-water-than-washing-by-hand-/maximized
http://www.candy.ae/en_GB/ask-candy/-/asset_publisher/6eeUAvIfXnpd/content/is-it-true-that-the-dishwasher-uses-less-water-than-washing-by-hand-/maximized
https://www.telegraph.co.uk/interiors/home/best-dishwashers/
https://www.telegraph.co.uk/interiors/home/best-dishwashers/
https://giynow.com/2017/12/31/hand-washing-x-dishwasher-the-verdict/
https://giynow.com/2017/12/31/hand-washing-x-dishwasher-the-verdict/

-*

In-Depth Review of the Energy Efficiency Policy of the Republic of Azerbaijan | 2019 ENERGY CHARTER

There are two key studies that have estimated the EE potential of energy-using products
in Azerbaijan:

* Energy Efficiency Orbits for Transition Economies, developed by the Center for Energy
Efficiency (CENEf) and the Copenhagen Centre on Energy Efficiency (C2E2) in 2015;

+ United for Efficiency (U4E) Global Map, which includes Azerbaijan’s Savings
Assessments for introducing minimum energy performance standards for five
product groups.™

The CENEf study illustrates that the replacement of appliances with the most efficient
models can potentially save 0.206 Mtce (equivalent to 0.144 Mtoe) and the replacement
of lighting 0.077 Mtce (equivalent of 0.054 Mtoe) or 7% of total energy consumption by
households in 2013 (see Table 16). The study also identifies significant potential for efficient
appliance in services and industry. Regarding the latter, the technical potential for the
substitution of inefficient motors with modern ones is 0.103 Mtce (equivalent of 0.072
Mtoe) or 6% of total energy consumption by the industry sector in 2013 (Table 14).

According to the United for Efficiency (U4E), Azerbaijan can achieve up to 16.98 TWh
or about 1.46 Mtoe of cumulative energy savings in 2040 by introducing MEPS for five
product groups (Table 17).

Table 17: Potential energy savings from the introduction of MEPS in Azerbaijan

Annual savings in 2030
.. Residential Room air Industl:lal Distribution
Total Lighting . L electric
refrigerators | conditioners transformers
motors
Electricity, TWh 0.88 0.16 0.44 0.18 0.055 0.045
electricity bills,
million USD 35.7 6.3 18.0 7.4 2.2 18
CO, emissions,
million tonnes 0.63 0Mn 032 0.13 0.039 0.032
Cumulative savings in 2030
Electricity, TWh 6.1 2.1 24 10 0.31 0.24
electricity bills,
million USD 245 85 97 41 12 10
CO, emissions,
million tonnes 433 15 17 0.74 0.22 0.17
Cumulative savings in 2040
Electricity, TWh 16.98 2.6 8.6 36 1.2 0.98
electricity bills,
million USD 688 110 350 140 49 39
CO, emissions,
million tonnes 12.27 19 6.2 2.6 0.87 0.7

Source: United for Efficiency Azerbaijan Assessment, 2019

Comparing the savings estimated by U4E with the TFC of the country (Figure 12) indicates
that the cumulative savings from introducing MEPS for these five product groups until 2040

140 EU4Efficiency country profile Azerbaijan, available at https://united4efficiency.org/wp-content/uploads/2019/09/AZE_U4E-
Country-Saving-Assessment_All.pdf (accessed October 2019).
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will be almost equal to the total consumption of the industrial, construction, agricultural,
forestry and fishing sectors of Azerbaijan in 2017 (see Figure 12).

Energy labelling and ecodesign (the EU definition of MEPS) are among the most effective
tools in the EU to deliver cost-effective energy savings. There is no publicly available
information on the energy savings that will be realised with the introduction of the
EU's ecodesign and energy labelling requirements for all product groups in Azerbaijan.
Nevertheless, the energy savings are likely to be significant. For example, studies
commissioned by the EC*' estimate that ecodesign and energy labelling requirements can
save the EU about 175 Mtoe of primary energy per year, which is more than Italy’s total
annual primary energy consumption or 490 euros per household per year. Approximating
the EU figures to Azerbaijan, the implementation of all the EU's ecodesign and energy
labelling policies can help the country to achieve annual savings of about 1 Mtoe of final
consumption per year, which is more than the total consumption of non-energy industrial
consumers in 2017 (see Figure 12).

Efficient appliances and lighting may not only provide significant energy savings, but
bring financial benefits for the final consumers. As an example, Table 18 compares
calculations of the simple costs of lighting using incandescent, fluorescent and light-
emitting diode (LED) lamps.

Table 18: Comparison of the cost of lighting per 50,000 hours of work

Indicator Incalr::rI:Fs,cent Fluorescent lamp LED lamp

Lifetime. hours 1,000 10,000 50,000

! (3 months) (2,5 years) (10 years)
Lamp wattage, W 100 W 21W 10w
Cost of the bulb 1AZN 5 AZN 10 AZN
Number of bulb replacements per 50,000 hours
of operation 50 4 1
Total cost of bulbs (replacement of bulbs) 50 AZN 20 AZN 10 AZN
Energy consumed, kWh 5000 kWh 1050 kWh 500 kWh
Total cost of energy* 350 AZN 735 AZN 35 AZN
Total cost** 400 AZN 77.5 AZN 36 AZN
(replacement of bulbs + energy) (211 EUR) (41 EUR) (19 EUR)

* Calculated based on household tariff with monthly consumption below 300 kWh (0.07 AZN/kWh, see Table 4).
** Using the following exchange rate: 1 EUR = 1.90124 AZN'#

Source: Energy Charter Secretariat, 2019

The analysis presented in Table 18 shows that the substitution of incandescent lamps with
LEDs not only reduces energy consumption for lighting tenfold, but also reduces the need
to replace broken incandescent lamps every three months. Even with the actual non-
cost-reflective electricity tariffs in Azerbaijan, the substitution of each LED lamp can save a
household almost 192 EUR during the next ten years, the average lifetime of an LED lamp.

141 Ecodesign Working Plan 2016-2019. COM (2016) 773 final, p. 2.
142 https://www.xe.com/currencyconverter/convert/?Amount=1&From=EUR&To=AZN (accessed June 2019).
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Given the above, it is clear that policies are required to drive the take-up of efficient
appliances and to demote or retire inefficient appliances. There is also a significant body
of international evidence indicating that product policies can quickly deliver very large
benefits for consumers and the wider society. An ambitious product policy applying
strict MEPSs and accelerating the turnover of inefficient stock using performance criteria,
financial incentives and information can constitute a core strategy to relieve pressure on
politically sensitive tariff increases.

It should also be mentioned that many Central Asian countries have recognised the
benefits of the ban on incandescent lamps in improving the efficiency of the energy system,
reducing consumer bills and creating new business opportunities. For example, 25W
incandescent lamps were phased out in Kazakhstan from January 2014." This successful
experience was followed by Uzbekistan, which banned incandescent lamps of 40W and
higher from January 2017.

Ecodesign is currently one of the highest impact EE policy measures and should be
regarded as an investment delivering net benefits. A study published by the United
Kingdom Department for Environment, Food and Rural Areas in 2015 concluded that
each British pound invested in ecodesign generates 3.8 times that amount in earnings
for the British economy.™ This supports the case for pursuing additional energy savings
and benefits by introducing policy and financial incentives to complement and support
the ecodesign and labelling regulations in order to accelerate stock turnover and the
transformation of product markets. A wide range of incentives have been used successfully
in different jurisdictions and can include, for example, financial support for replacing old and
inefficient appliances with energy-efficient models and tax incentives to influence product
manufacturers’ business development choices and consumers’ purchasing decisions.

In addition to the energy-related products that are predominantly used in households, it
is important to consider the EE potential of other products that are used in the industry
and service sectors, for which it is also important to introduce MEPS (see Section 9.3.2).

The introduction of ecodesign requirements for LED lamps and other EE equipment will also
create demand for these products and could spur the local production of modern equipment.
This represents one of the objectives of the State Programme on the Development of Industry
in the Republic of Azerbaijan in 20152020 (see Chapter 9.3.3)

9.5.3. Existing Policies and Implementations

The analysis of the existing policies and recommendations presented in previous
chapters reveals that there are no policy instruments (like MEPS, import restrictions,
labelling schemes or pricing signals) to promote the purchase of efficient energy-using
products or to reduce purchases or encourage the retirement of inefficient products
in Azerbaijan. Presented below is brief information on the key policy instruments and
their potential implementation in Azerbaijan following the adoption of the draft Law on
Energy Efficiency.

143 https://tengrinews.kz/kazakhstan_news/kazahstane-budut-shtrafovat-ispolzovanie-prodaju-lamp-298050/ (accessed June
2017).

144 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/406225/defra-regulation-assessment-2015.
pdf (accessed June 2018).
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Energy labelling and ecodesign

This does not currently exist. Energy labelling and ecodesign requirements are included
in the draft Law on Energy Efficiency™® as policy measures. The State Services of
Antimonopoly Policy and Consumers Rights Protection is the state authority responsible
for implementing the standardisation policy.

Market surveillance and awareness raising

Market surveillance for energy-related products does not exist. Awareness-raising
systematic campaigns targeted at economic operators (producers, suppliers, dealers) as
well as to final consumers (citizens, legal entities) do not exist.

Public procurement

There are no incentives for governmental and local authorities to reduce energy
consumption and EE indicators are not included as criteria in the public procurement rules.
These issues are included in the draft Law on Energy Efficiency.™

9.5.4. Main Barriers Identified

Summiarising the key findings and conclusions of this chapter, the following main barriers
have been identified:

* No ecodesign (MEPS) and energy labelling requirements for energy-related
products;

+ Insufficient data and statistics on the imports and sales of energy-related products,
which could serve as a basis for estimating energy-saving potential as well as for
the design of targeted EE programmes;

* Lack of supporting mechanisms for the promotion of more energy-efficient
technologies such as incentives, subsidised loans and tax incentives;

+ Low awareness of final consumers on the benefits of using more energy-efficient
appliances and lighting.

145 Status at the beginning of August 2019: under consideration by the Presidential Administration.
146 The State Services is a legal entity of public law subordinate to the Ministry of Economy.
147 Ibid.
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Recommendations: Energy-using Products

27. Define clear responsibilities for the development and implementation of policy
measures targeting the EE of energy-using products (see Recommendation 3).
Provide sufficient resources for managing the following key policy measures:

* Import ban on incandescent light bulbs;

* Ecodesign regulations;

* Energy labelling regulations;

* EE criteria in public procurement procedures.

28. Prioritise the adoption and the implementation of ecodesign and energy
labelling requirements, as one of the highest impact EE policy measures to
achieve future EE targets. Start with the introduction of ecodesign requirements
for products that are less technically complex and contentious and that can
potentially bring the highest energy savings for residential consumers, such as
heaters, air conditioners, dishwashers, washing machines and televisions.

29. Consider raising consumer awareness through information campaigns on
energy labelling to inform consumers of the benefits and money they could
save.

30. Enhance the capacity of involved stakeholders on the efficient implementation
of ecodesign and energy labelling compliance, enforcement and market
surveillance. Strengthen the cooperation and coordination of activities between
all involved stakeholders (see Recommendation 3).

31. Provide general support and assistance to facilitate a higher uptake of
highly efficient products and appliances. Develop targeted awareness-raising
campaigns to enhance consumers’ awareness of the benefits of using more
energy-efficient appliances.
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9.6. Transport

9.6.1. Sector Overview and Consumption

There are five main state-owned companies operating in the Azerbaijani transport sector:
AzRailways CJSC, Azerbaijan Caspian Shipping CJSC, Baku International Sea Trade Port
CJSC, Azal OJSC and Baku Metropoliten CJSC. There are also Azeravtoyol OJSC (which
operates roads throughout the country) and the Baku Transport Agency (which is
responsible for the management of transport in the capital). Despite the fact that the
Ministry of Transport, Communications and High Technologies is the central executive
body that implements state policy and regulation in the transport sector (see Section 5.4),
in reality the above companies and the Agency report directly to the Cabinet of Ministers
and do not necessarily coordinate their activities with the Ministry.

The transport sector’s share of total final energy consumption increased from 20% to 28%
over the last decade, mainly due to a significant increase in transport consumption (see
Figure 12). Transport is the second-largest energy-consuming sector after households.
In 2017, the sector contributed 6.7% to the GDP (see Figure 5) and employed 4.2% of the
working population.

Figure 45 shows that energy consumption increased by 56% or from 1.6 Mtoe in 2008 to
2.6 Mtoe in 2017, mainly because of the following factors:

* Increase in road transport consumption by 0.7 Mtoe or by 44%:

* Increase in domestic aviation consumption by 0.3 Mtoe or almost fivefold.
Consumption by other types of transport was insignificant. However, it should also be
mentioned that consumption by rail and pipeline transport decreased by 29% and 32%,
respectively, over the same period.

Figure 44: Energy Consumption by transport sector, 20082017, Mtoe
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A comparison of 2017 energy consumption data regarding mode of transport and fuels
(Figure 45) shows that 100% of petrol and 93% of diesel were used by road transport.
The remaining diesel was used in domestic navigation (6%) and rail transport (1%). In
terms of rail transport, diesel covered 23% of the sub-sector’s needs, electricity 73% and
other types of fuel 4%.

Figure 45: Energy consumption of the transport sector by mode (left) and by fuel (right), in

2017, Mtoe
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Source: State Statistics Committee, 2019

During 20082017, the total number of registered vehicles in Azerbaijan increased by 56%,
from 860,000 to 1,342,000 cars (Table 19)." The highest growth rate of 64% or 530,000
cars was among the passenger fleet. This resulted in an increase in the average number of
private cars per thousand people from 80 to 117 over the last decade. At the same time,
the number of buses only increased by 5% or by 2,700 compared to 2008, indicating the
increased utilisation of private cars compared with road-based public transport.

Table 19: Number of vehicles depending on age, thousand vehicles

Type of vehicle Total number Less than 5 y.o. 5-10y.o. More than 10 y.o.
Passenger cars 1147 103 214 831
% 100% 9 19 72
Buses 31 2 5 24
% 100% 6 17 77
Lorries 143 6 21 116
% 100% 4 14 83
Special purpose vehicles |11 1 3 7
% 100% 10 25 65
Total 1,332 112 243 978
% 100% 9 18 75

Source: State Statistics Committee, 2019

148 Transport of Azerbaijan, Statistical Yearbook, 2018, SSC.
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Deeper analysis of the statistical data also shows that about 40% of private cars imported
to Azerbaijan over the last decade were second-hand vehicles. In 2017, 75% of the vehicle
fleet was older than 10 y.0. The highest shares of this indicator were for lorries (83%) and
buses (77%), implying low fuel efficiency, a greater impact on the environment and high
operational and maintenance costs compared with new cars.

Further analysis of the ratio of the number of the passengers transported by a type of
transport to the total population (Table 20) also indicates that the greatest proportion of
passengers travelled by road transport. The road transport ratio increased by 30% during
2010-2017 and the air ratio more than twofold. At the same time, the railway passenger
flow ratio decreased by more than two times.

Table 20: Ratio of the number of the passengers transported by a type of transport to
population in 2010-2017

2010 2011 2012 2013 2014 2015 2016 2017
Railway 53.8 38.1 29.1 26.6 264 19.5 203 253
Aircraft transport 1.4 154 7.4 17.7 18.8 18.8 20.3 23.9
Sea transport 0.1 0.2 0.2 0.1 0.2 0.1 0.2 0.2
Road transport 13,435.1| 14,408.8| 15447.3| 16,303.3| 16,869.6| 17,267.1| 17,5059 | 17,655.0

Source: State Statistics Committee, 2019

9.6.2.Assessment of Existing Energy Efficiency Potential
Two studies have estimated the EE potential of the country’s transport sector:

+ Energy Efficiency Orbits for Transition Economies, developed by the Center for
Energy Efficiency (CENEf) and the Copenhagen Centre on Energy Efficiency (C2E2)
in 2015;
« Nationally Appropriate Mitigation Actions (NAMAS) for low-carbon end-use sectors
in Azerbaijan, a four-year project (2015-2019) funded by GEF, UNDP and SOCAR."*
The CENEf's estimate of the technical EE potential for transport is 0.88 Mtce (equivalent
of 0.62 Mtoe)™ or about 24% of the sector’s annual energy consumption in 2013. Table 21
provides a breakdown of the CENEF's estimates, based on global practice. Nevertheless,
the CENEf remarks that the data provided are subject to many assumptions and should be
used mainly for indicative purposes.

149 The total budget of the NAMA is 35.47M USD, including GEF — 3.57, UNDP — 0.2M USD, SOCAR - 30.9 and MoENR —
0.8M USD, available at https://www.thegef.org/sites/default/files/project_documents/08-07-2014_ID5291_projdoc_0.pdf
(accessed August 2019).

150 Energy Efficiency Orbits for Transition Economies, Center for Energy Efficiency (CENEf), Copenhagen Centre on Energy
Efficiency (C2E2), available at http://www.cenefru/file/Final%20Report_C2E2_CENEf_June2_2015.pdf (accessed July 2019).
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Table 21: Energy efficiency potential in transport in Azerbaijan as of 2013
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Hybrid light 10° units 959 | tce/vehicle/ 13| 0.76 0.88 | Global 487.0
vehicles year practice
Hybrid 10° units 30| tce/vehicle/ 77| 462 7.10 | Global 92.0
buses year practice
Hybrid freight 103 units 130| tce/vehicle/ 58| 347 5.64 | Global 300.0
vehicles year practice
Total 878

Source: CENEf as quoted in C2E2, 2015

The CENEf's findings are only based on the substitution of the existing vehicle fleet with
hybrid models and do not consider any other policy instruments or measures.

In December 2018, NAMA presented the key lessons learned, achievements and
recommendations for a clean transport policy in Azerbaijan based on SOCAR's sustainable
transport pilot.””' The results presented were tested through a pilot project in SOCAR's fleet
and included three components (Table 22).

In general, NAMASs recommendations related to the transport sector can be summarised
as follows:

+ To promote hybrid vehicles and plug-in hybrid vehicles as an intermediate step
before promoting the overall electrification of road transport along with increasing
RES share in electricity generation;

« To improve statistics on fuel efficiency of the existing fleet in order to develop a
national renewal strategy;

+ To introduce changes to the tax code and additional incentives to encourage users
to buy cleaner vehicles;

* Introduction of compulsory targets on hybrid and electric vehicles for vehicle
manufacturers and importers;

+ Promote reforms in the public sector and state companies’ fleets before targeting
individual owners. Widen the practice of using eco-driving simulators for drivers
from ministries and other state authorities;

* Promote eco-driving as one of the most cost-effective measures to reduce CO,
emissions and to save fuel, especially using train-the-trainer workshops;

+ Arrange campaigns to disseminate key eco-driving tips;

* Introduce eco-driving tips in driver’s licence tests;

+ Promote fleet management systems via governmental campaigns.

151 Presented in Baku in December 2018, available at https://www.undp.org/content/dam/azerbaijan/docs/Sustainable%20
Energy/NAMA-workshop-presentations-5-6DEC2018/5.9%20Cnf201812-TransportAAv4_revised%2004.12.2018.pdf (accessed
August 2019).
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Table 22: Lessons learned from SOCAR's sustainable transport pilot

Key facts \ Lesson learned and achievements
Component 1: Clean vehicles
* Barriers to electric vehicles: » First hybrid vehicles imported to Azerbaijan have

> No dealers importing electric vehicles to been successfully tested and have shown excellent
Azerbaijan; performance;

> More than 80% of electricity in Azerbaijan * 30% of fuel and emission savings compared to
produced from fossil fuels; regular vehicles;

o Deploying charging infrastructure will require * Fuel emissions savings compensate for higher costs
huge investment and take a long time; of hybrid cars in 5.2 years.

* Project approach: to focus on hybrid vehicles;

Component 2: Eco-driving

* No eco-driving questions in driver’s licence tests in | « Key eco-driving tips are easy to communicate and

Azerbaijan; understand;
* 90 drivers attended workshops and almost 600 * However, putting eco-driving tips into practice is
drivers trained with a simulator; difficult without some training;

+ A driving stimulator provides a cheaper option for
workshop training, particularly for bus and truck
drivers;

* 18% of fuel and emissions savings for cars and
relatively lower savings for buses and lorries.

Component 3: Fleet management

* Fleet management system existed prior to the * Fleet management system requires support from
beginning of the project in 2015; management and changes in the company’s culture
* The existing system cannot provide information on | and practices;
fuel efficiency; « |dentification of relevant trackers and vehicles to
* Installation of trackers to monitor speeding, high participate in the pilot.

acceleration and deceleration is required;

Source: NAMA, 2018

9.6.3. Existing Policies and Implementations

Strategic Road Map (SRM) on the Development of Logistics and Trade

The SRM on the Development of Logistics and Trade is one of the 12 Strategic Roadmaps
that represent the strategic framework of the country (see Chapter 5.7). The document
includes an action plan for 2016-2020, a long-term outlook by 2025 and a target vision
beyond 2025. The document sets three main strategic targets, but none of them are
related to EE or to the reduction of the environmental impacts of the transport sector.

Vehicle fuel efficiency

There are vehicle fuel efficiency standards for cars and vans in Azerbaijan, but only
minimum toxic emissions standards for new and used vehicles imported to the country.
From April 2014, all vehicles imported to Azerbaijan must meet Euro 4 requirements (see
Chapter 5.2).

CO,-linked import tax and purchase tax for vehicles

Currently, CO,-linked import/purchase taxes are not applied in Azerbaijan. Such CO,
import/purchase taxes could potentially constitute a revenue source for the Energy
Efficiency Fund envisaged by the draft Law on EE. Such revenues to the Fund might be used
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to help support the EE of the transport sector, while the transparency of hypothecating
revenues can help to ensure the political acceptability of increasing citizens’ tax burdens.
Another way to ensure public support would be to introduce incentive payments, rebates
or zero tax on the highest performing cars, as consumers are then presented with an
attractive option and not all consumers would be penalised in the new tax scheme.

Taxation

Article 190 of the Tax Code envisages the excise rate for passenger cars and buses except
buses operated with compressed natural gas (CNG) depending on the engine capacity
class (Table 23). Though imperfect, engine size is a useful proxy for EE if vehicles are using
similar powertrains and fuels.

Table 23: Excise rates for passenger cars and buses (from 1 January 2019)

Taxable items Excise tax rate

Passenger cars

Engine capacity up to 2,000 cm? 0.30 manat for each cm?

Engine capacity up to 3,000 cm?® 600 manat + 5 manat for each cm? between 2,001 and 3,000 cm?
Engine capacity up to 4,000 cm? 5,600 manat + 13 manat for each cm? between 3,001 and 4,000 cm?
Engine capacity up to 5,000 cm? 18,600 manat + 35 manat for each cm® between 4,001 and 5,000 cm?

Engine capacity more than 5,000 cm® | 53 600 manat + 70 manat for each cm?® more than 5,000 cm?®

Buses*

Engine capacity up to 4,000 cm? Per each cm? of the engine capacity — 2 manat

8,000 manat + 4 manat for each cm? of the engine capacity between
4,001 to 6,000 cm?

16,000 manat + 6 manat for each cm? of the engine capacity between
6,001 to 8,000 cm?

28000 manat + 8 manat for each cubic centimetre of the engine
capacity between 8,001 to 10,000 cm?

44,000 manat + 10 manat for each cm? of the engine capacity
exceeding 10,000 cm?

Engine capacity up to 6,000 cm?

Engine capacity up to 8,000 cm?

Engine capacity up to 10,000 cm?

Engine capacity exceeding 10,000 cm?

* Except buses using CNG. If the production date of buses imported to the Republic of Azerbaijan exceeds 1 year or
the lifetime mileage exceeds 100,000 km, excise duty shall be calculated by applying the coefficient 1.5.

An example of a simple calculation based on the above table shows the excise duty for a
passenger car with the following specifications:

« 1,600 cm? of engine capacity — 480 AZN (282 USD);

+ 2,500 cm? - 3,100 AZN (1,824 USD);

+ 4,000 cm? - 18,600 AZN (10,941 USD).
Therefore, this provides good incentives for a consumer to purchase a car with a smaller
engine. However, there are few incentives to purchase cars with an engine capacity
below 2,000 cm?.

162



9. Assessment of Energy Efficiency Potential and Policies at the Sectoral Level

Smaller engines tend to consume less energy than larger engines, but within an engine
capacity class there can be a range in EE performance depending on the technologies
used and other factors, so a smaller engine is not always more energy-efficient than a
larger one. According to international best practice, the promotion of energy-efficient
vehicles is implemented by linking circulation/licence/import/purchase taxes or duties
to the CO, emissions of the vehicle, as this is a useful proxy for the fuel economy of
combustion engines powered by petrol and diesel and promotes cars with reduced CO,
emissions.” It should also be noted that the excise duty is not applied to lorries and there
are no tax incentives to buy newer cars compared with old and inefficient cars provided
that an imported car meets Euro 4 requirements (see Chapter 5.2).

Excise duty is also not applied to battery electric vehicles. Since 1January 2019, the import
of battery electric vehicles has also been exempted from VAT The import of other types of
vehicles, including hybrid electric cars, plug-in hybrid electric vehicles and motor vehicles,
is subject to both the excise duty according to engine capacity (see Table 23) and 18% VAT.

Awareness raising

There is no publicly available information on awareness-raising programmes related to
eco-driving, the promotion of public transport, bike sharing systems and so forth.

Other measures

"BakuBus” LLC has recently purchased and put into operation 300 new buses manufactured
in France and operating using CNG. The new buses improve the comfort of public transport
and help Baku city to reduce GHG emissions, as the carbon dioxide emissions released
from CNG are significantly lower than other fuel types.™

Main Barriers Identified

Summarising the key findings and conclusions of this chapter, the following main barriers
have been identified:

« There is a general lack of political interest and prioritisation in promoting EE
measures in transport;
« Not fully cost-reflective prices remain part of the social policy of the country;
There is no differentiation in the excise tax rate depending on the age of the car.
There is also no tax incentive to buy cleaner cars;
« There is in general a lack of administrative capacity for the development of
programmes or measures to promote cleaner-fuel vehicles;
There are no fleet management strategies in state authorities;
« There are no incentives to promote the purchase of low-emissions vehicles (for
both public and private sectors);
+ There are no policy or programmes promoting inter-city travel using rail transport.
A 50% decline in the use of railway transport since 2010 and an increase in road
transport are the results of the wrong policy signals;
152 https://www.theicct.org/sites/default/files/publications/2017-Global-LDV-Standards-Update_ICCT-Report_23062017_vF.pdf
(accessed June 2018).
153 According to Article 164 “Tax Exemption” of the Tax Code.
154 Second Biennial Update Report of the Republic of Azerbaijan to UN Framework Convention on Climate Change, Baku,

2018, available at https://www4.unfccc.int/sites/SubmissionsStaging/NationalReports/Documents/5427831_Azerbaijan-BUR2-1-
Second%20Biennial%20Update%20Report%20-%20Azerbaijan-version%20for%20submission.docx (accessed August 2019).
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* There is low awareness among decision makers and the wider population about
eco-driving, proper vehicle maintenance and the use of alternative transport
means;

* Eco-driving is not part of driving licence study and testing.

Recommendations: Transport

32. Assign clear responsibilities to a relevant governmental authority/department
for the overall control and implementation of EE measures in the transport
sector. Provide sufficient resources for managing such responsibilities (see
Recommendation 3).

33.Introduce fleet management strategies in state authorities and state-owned
companies;

34.Promote modal shift, in particular the use of public transport by improving its
comfort, accessibility and affordability. Explore the cost benefits of adding new
routes and creating dedicated road space for buses so that they can avoid
traffic jams, particularly in tourist destinations. Promote sustainable transport,
including subway and other electric means of public transport. Promote railway
transport and an obligation for airport and airline companies to promote
public transport travel to and from airports. Promote the use of bicycles, the
development of specific bicycle lines and the use of electrical scooters.

35. Promote rail and maritime transport means for cargo transportation.

36. Explore options to restrict or influence vehicle imports to favour vehicles that
are more fuel efficient and of lower emissions (i.e. hybrid, liquefied natural gas,
liquefied petroleum gas), taking advantage of the improving fuel efficiency and
emissions performance of the EU market.

37.Conduct targeted campaigns to promote measures related to behavioural
changes, including eco-driving, car-sharing and proper vehicle maintenance.
Introduce ecodriving as part of driver’s licence study and tests.
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Annex 1: Installed Generating Capacities as of 2018

Power plants

N Power plant

Operator and

Capacity, MW

Commissioning

property type date
Thermal power plants
1. Azerbaijan TPP Azerenerji JSC State 2,400 1981-1990
2. Janub CCPP Azerenerji JSC State 780 1July 2013
3. Sumgqayit CCPP Azerenerji JSC State 525 19 November 2009
4. Shimal-1 CCPP Azerenerji JSC State 400 29 November 2002
5. Baku CHP Azerenerji JSC State 107 19 October 2000
6. Sangachal PP Azerenerji JSC State 300 24 December 2008
7. Baku PP Azerenerji JSC State 104 22 February 2007
8. Shahdag PP Azerenerji JSCState 104 19 September 2009
9. Astara PP Azerenerji JSC State 87 13 February 2006
10. Sheki PP Azerenerji JSC State 87 14 October 2006
1. Xachmaz PP Azerenerji JSC State 87 7 December 2006
12. Lerik PP Azerenerji JSC State 16,5 15 October 2018
13. Nakhichevan PP Nakhichevan AR State |87 20 December 2006
14. Nakhichevan TPP Nakhichevan AR State | 64 1992
Shimal 2 CCPP Azerenerji JSC State gng(antiootnp)Ut nto
Shirvan TPP Azerenerii JSC State 222&%%'“6' EIEN OV | oy
5148.5
Total : Azerenerji JSC - 4,997.5
Nakhichevan AR — 151
Large hydro power plants
1. Mingachevir HPP Azerenerji JSC State 424 Jeces -~
2018 — modernisation
2. Shamkir HPP Azerenerji JSC State 380 1983
3. Yenikend HPP Azerenerji JSC State 150 2003
4. Fuzuli HPP Azerenerji JSC State 25 15 December 2012
5. Taxtakorpt HPP Azerenerji JSC State 25 28 September 2013
6. Shamkirchay HPP Azerenerji JSC State 25 15 November 2014
7. Varvara HPP Azerenerji JSC State 18 1957
8. Araz HPP Nakhichevan AR State |22 1971
9. Arpachay-1 HPP Nakhichevan AR State |20.5 7 April 2014
10. Bilav HPP Nakhichevan AR State |20 3 October 2010
1109.5
Total : Azerenerji JSC - 1,047

Nakhichevan AR - 62.5
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Operator and

Commissioning

N Power plant property type Capacity, MW date
Small hydro power plants
1. Goychay SHPP Azerenerji JSC State 3.1 6 October 2015
2. Ismayilli -1 SHPP Azerenerji JSC State 1.6 14 August 2013
3. Ismayilli -2 SHPP Azerenerji JSC State 1.6 16 August 2016
4. Balaksn -1 SHPP Azerenerji JSC State 1.5 3 August 2017
5. Qusar-1SHPP Azerenerji JSC State 1.0 20 December 2012
6. Vayxir HPP Nakhichevan AR State | 5.0 20 December 2006
7. Arpachay — 2 SHPP Nakhichevan AR State | 1.4 7 April 2014
8. Chichokli SHPP Iﬁterenerj\ JSC 3 1927/1? Aggust 2017
Private rehabilitation
9. Mugan SHPP MISEEIET nolelng 405 2004
Private
. Saki ASC, ozal 1936

0 Sheki SHPP SAARES State 188 (13+0.58) 2008 — modernisation
1. Nugedi SHPP Private 0.83

é:scfizigjcii'giF;tarted 1 il 201

) Azerenerji JSC State 1.7 connected to the

in 2011, but not yet

network
completed)
24.96

Azerenerji JSC - 8.8

Total: Nakhichevan AR - 6.4
Private — 9.18
ABEMDA - 0.58
1,134.46
Total on Azerenerji JSC - 1,055.8
Hydro: Nakhichevan AR - 68.9
yaro: Private | - 9.18
ABEMDA - 0.58
Wind power plants
1 YeniYashma Wind | o ichig JSC State | 50 11 October 2018
Power Park
2. Yashma Baglan Wind | /o iehio 15C State | 3.6 2019
Power Park
3. gurabad Wind Power | oo iciq 5C State |17 2019
Park
4 Hokmali WPP A oy 8 2011
Private
Gobustan WPP
5. (hybrid) SAARES State 2.7 13 September 2011
6. Ecology Park SOCAR State 0.04 2010
66.04
Azerishig JSC - 55.3
Total : ABEMDA - 2.7
SOCAR - 0.04
Private — 8
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Operator and . Commissioning
N Power plant property type Capacity, MW date
Solar power plants
1 December 2015
1. Nahkichevan SPP Nakhichevan AR State |24 (20+2+2) 8 September 2017
2 February 2019
3.0 — constructed
> Gobu_stan SPP SAARES State 0.992 - connected to the 13 September 2011
(hybrid) network
4.0 — design capacity
3. Suraxani SPP SAARES State 1.56 /1.4 (2.8 design) 16 June 2014
4. Pirallahi SPP SAARES State 110 / 0.48 (2.8 design) 21 July 2017
5. Samux SPP SAARES State 2.8 /15 (2.8 design) 19 August 2017
6. Sahil SPP SAARES State 1.93 /144 (2.8 design) 30 January 2018
. . Not connected to the
7. Sumagayit GES SAARES State 2.17 (2.8 design capacity) network
8. Social facilities SAARES State 0.585
9, Ecology Park SOCAR State 0.02 2010
37.165
Nakhichevan AR — 24
SAARES —13.145
SOCAR -0.02
Bioenergy power plants
Gobustan biogaz
1. facillty (hybrid) SAARES State 1 13 September 2011
> Waste-to-Energy Temiz Sheher JSC 37 19 December 2012
Plant State
Total 38
1 BP Azerbaijan P &Ie R 556.1
Private
2. SOCAR SOCAR State 133.7
Azerbaijan Sugar
3 Production Company | Azersun Holding 240
’ Ltd. (Azarsun Private i
Holding)
Azerbaijan Sugar
4 Production Company | Azersun Holding 86
’ Ltd. (Azersun Private '
Holding)
Total 7224

Source: Energy Charter Secretariat based on Azerenerji, 2019 & Ministry of Energy, 2019
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Annex 2: Capacity Utilisation Factor of Azerenerji's Power Plants in
2014-2017, %

Installed Capacity utilisation factor

Ne ARG capacity | 2014 2015 2016 2017
MW % % % %
Thermal power plants 4,925 47 46 46 45
Conventional TPP 2,400 41 38 33 40
1| Azerbaijan TPP 2,400 35 34 31 37
2 | Shirvan TT* 900 16 12 7 7
Combined-cycle power plants 1,650 59 61 67 56
3 | Sumgayit CCPP 525 55 65 71 70
4 | Shimal CCPP 400 52 61 62 59
5 | Janub CCPP 725 65 57 68 43
Combined heat and power plants 107 63 34 47 40
6 | Baku CHP 107 63 34 47 40
Gas motor power plants 768 37 42 38 40
7 | Astara GMPP 87 29 28 23 26
8 | Baku GMPP 104 50 57 52 54
9 | Khachmaz GMPP 87 33 36 29 32
10 | Sangachal GMPP 299 34 46 44 45
11| Shahdag GMPP 104 45 37 37 42
12 | Sheki GMPP 87 35 35 29 28
Hydro power plants 1,054.7 12 16 19 17
13 | Mingechavir PP 424.6 9 12 15 15
14 | Shamkir HPP 380 16 20 22 17
15 | Enikend HPP 150 18 21 21 16
16 | Varvara HPP 17 0 0 3 62
17 | Fizuli HPP 25 15 17 17 17
18 | Tahtakorpy HPP 25 1 15 24 31
19 | Shamkirchay HPP 24.4 0 1 22 21
20 | Small HPP (6 plants) 9 9 8 10 9
Total 5,979.7 41 41 41 40

* The old and obsolete Shirvan TPP is presented in this table, but not counted for total installed capacity

Source: Energy Charter Secretariat based on Ministry of Energy of Azerbaijan, 2019

169


file:///C:\\Users\\antonol_C0034\\AppData\\Local\\Microsoft\\Windows\\Temporary%20Internet%20Files\\Content.MSO\\11297A35.xlsx

In-Depth Review of the Energy Efficiency Policy of the Republic of Azerbaijan | 2019

-*

ENERGY CHARTER

Annex 3: Recently Completed Energy Sector Projects Supported by

Donor Organisations in Azerbaijan

Project

Results/Status

EU/EU4Energy

« Support for the development of a long-term energy strategy
The TA included: gap analysis and assessment of the existing strategic,
institutional and legal framework in the energy sector; assessment and
gap analysis of energy and other data availability; proposed design
and outline of the long-term energy strategy; definition of the strategy
timeframe; identification of strategic goals in consultation with relevant
energy stakeholders in Azerbaijan; detailed roadmap/plan for the
development of an energy strategy

Roadmap was introduced to
stakeholders in December 20718.

- Draft Law on Efficient Use of Energy Resources and Energy
Effectiveness (Law on EE)

The Law covers: Energy efficiency in buildings; energy efficiency in
industry; energy audit; energy management systems; standardisation,
certification, accreditation; energy efficiency fund; energy labelling

Final draft law was introduced to
the public (Working Group, related
state authorities, NGO, universities)
in March 2018.

Now under revision by the
President’s Administration

EU/TAIEX

» Workshop on preparation of energy tariff methodologies

4-5 October 2018. Excelsior Hotel

« Expert Mission on Energy Audit and Energy Management
Systems

22-23 November 2018. Ministry
of Energy

» Workshop on Energy Market Concept, Design and Operation

The aim of the proposed workshops and expert mission was to share best
practices of European experience (both from EU member states and the
Energy Community Contracting Parties) on the abovementioned topics.

14-15 January 2019. Excelsior Hotel

ADB

« Preparing an enabling environment for PSP in Azerbaijan's power
sector, phase 2.

Two pilot projects (Khachmaz Modular Power Station, Surakhani Solar
Power Station) were studied by consultants as to the pros and cons of
introducing PSP in the power sector of Azerbaijan.

Final report was presented to

the Working Group members
(stakeholders) in June 2018.

As a result of the analysis,
Khachmaz Station did not appear
viable for PSI investment, but
Surakhani Station was assumed
as an attractive project for private
investors if its capacity could be
enlarged to minimum 20 MW.

- Preparing a power sector Financial Recovery Plan (Phase 1)

The main objective of the project is to establish an appropriate electricity
tariff mechanism along with supportive policies, rules and regulations to
help the power sector achieve full cost recovery by 2022.

Final report was submitted in May
2018.

USAID

- Draft Law on Electricity Market
The draft law was prepared by international consultants in accordance with
EU energy policy.

Draft law was introduced to the
stakeholders in January, 2018

STATE BUDGET

« Preparation of action plan for the optimisation and improvement
of existing power plants

The project’s objective was the preparation of a programme for major
power plants to be implemented in a short to medium perspective

and to provide indicative information related to the required budget,

timeframe and economic benefit.

Action plan was submitted by the
consultant in 2018.

Source: Ministry of Energy, 2019
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Annex 4: Ongoing Energy Sector Projects Supported by Donor
Organisations in Azerbaijan

EU/EU4Energy

« Support for the development of a long-term energy strategy

In 2018, the EU4Energy project contributed to the development of a gap analysis of Azerbaijan energy
sector-related strategic commitments and documents, including the publicly available Strategic RoadMaps.
Furthermore, following broad stakeholder consultations, EU4Energy provided a detailed proposed structure
as well as a roadmap for the development of a long-term energy strategy.

The TA aims to develop and present a draft long-term Energy Strategy of Azerbaijan.

« Preparation of the National Action Plan on Energy Efficiency (NEEAP)

- Development of NEEAP structure (based on EU best practices) for Azerbaijan and establishment of an
indicative target for Azerbaijan based on comprehensive energy data, indicators and statistics for the last five
years;

- Sectoral measure selection and design, estimation of energy saving and targets, necessary financing of the
measures;

- Propose institutional responsibilities and Monitoring and evaluation system;

- Development of a comprehensive National Action Plan for the efficient use of energy resources of
Azerbaijan, including financial needs and sources.

« Accelerating the development of energy labelling and ecodesign requirements for energy-using
products

- Building capacity for introducing ecodesign and labelling requirements in Azerbaijan based on best EU
practices;

- Draft roadmap for the development of ecodesign and labelling requirements, including deadlines and
institutional responsibilities.

ADB

« Preparing a power sector Financial Recovery Plan (Phase 2)
The TA aims to prepare a tariff methodology on electricity. Consultants work closely with the Azerbaijan
Energy Regulatory Agency (AERA). The project seeks to be finalized in November 2019.

- Floating Solar Energy Development

The TA is being implemented in three countries: Azerbaijan, Afghanistan and the Kyrgyz Republic.

The main objectives are the construction of a floating solar PV plant with a capacity of 100 kW in each
country, capacity building including study tours to leading FPV countries, support countries to enhance their
knowledge and technical skills in designing, constructing and operating floating solar PV plants.

EBRD

The projects are being implemented according to the “Letter of Intent’, signed between EBRD and MokE in
September 2017.

- Support for the establishment of an independent energy regulator in the Republic of Azerbaijan
(including draft law on regulator)

The project includes the development of primary legislation (Law on Energy Regulator), capacity building and
institutional development programme.

« Action Plan for Power Grid Strengthening to Support RES Projects

The main purpose of the TA is to conduct a technical review and analysis of the existing situation of the
transmission and distribution networks and to prepare an action plan, including the necessary measures and
investments, which will allow the smooth integration of intermittent RES projects.

il
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« Assist with the design and implementation of the competitive bidding process for RE

The main objectives of the TA are:

- Develop the high-level design of the competitive procurement scheme for supporting RE;

- Develop all of the documentation required for the first round(s) of auctions for RE (i.e. the request for
proposal (RfP) package);

- Provide implementation support to the auction administrator for the first round(s) of auctions for RE.

« Assist with developing the legal and regulatory framework to support small-scale RE

The TA aims to identify gaps and barriers in the legislative, regulatory and contractual arrangements for
small-scale RE technological development; identify a model framework based on international experience
that leverages on ongoing market development; draft the legislative framework for small-scale renewable
energy technologies in the Republic of Azerbaijan.

STATE BUDGET

« Assistance to the Ministry of Energy in developing a framework and legislation to promote
renewable energy

The project provides preparation of the below documents:

- Draft Law on the Use of Renewable Energy for Electricity Production

- Power purchase agreement template

- Connection agreement template

» Development of a comprehensive legal framework on reforms aimed at the formation of market
principles and market participants in the electricity sector

Draft Law on Electricity was revised and submitted to the Cabinet of Ministers.

In addition, an Energy System Transition model has been prepared and reflected in the draft law.

- Diagnostics of technical and operational conditions and performance of the state-owned heat
company Azeristiliktajhizat OJSC.

- The project’s objective is to diagnose all of the performance indicators of the abovementioned company
and to prepare an action plan that will include heat production and distribution, management and
administrative actions and a strategic approach regarding the country’s heat supply.

Source: Ministry of Energy, 2019
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Annex 5: Programme of the Peer Review Mission to the Republic of

Azerbaijan
. Participants (including the . . .
Time Venue representatives of the IMWG) Discussion topic
Day 1 (Monday, 16 September)
. Greeting speeches
Ministry of Energy .
Overall energy policy in AZ
9:00-11:00 (Peperinmeniis ©F 2 e RES, EE and RES policy in AZ

Ministry of Energy
(MoEn, Heydar Aliyev

Power Engineering, Economy,
Legal, Oil and Gas)

energy efficiency potential in
economic sectors

Energy Regulatory Agency

Reforms in the energy sector, tariff

11.00-13.00 | avenue 152, Chinar | a¢iff Council policy, RES policy
Plaza)
Azerigaz Existing and planned measures
AL Tk Azerenerji for increasing EE in generation,
LGOS ALY Azerishig transmission and distribution of
Azeristiliktechizat natural gas, electricity and heat
Day 2 (Tuesday, 17 September)
Energy efficiency potential in
9:00-11:00 Ministry of Economy industry and energy-using
products
. . Ministry of Ecology and Natural Environmental and climate change
9:00-13:00 o L
Ministry of Energy Resources policies related to energy
(Vorn Heydar_ Al Ministry of Transport, Energy efficiency potential in
14.00-15.00 | avenue 152, Chinar | communications and High 9 y P
Plaza) Technologies transport sector
15.00-16.00 State Committee of Urban Energy efficiency potential in
’ ’ Development and Architecture buildings
16:00-17:00 Ministry of Agriculture Ene_rgy ciftEnay goiEm il in
agricultural sector
Day 3 (Wednesday, 18 September)

E;efgjrtkg?a?]f EﬂfhEU Meeting with donors: ADB, EBRD, | Support for the development of
9:00-13:00 yan Lt USAID, UNDP etc. the energy sector and investment
o, S0 W S MoEn in energy efficienc
Landmark IIl) 9y Y
14.00-16.00 | Hotel's meeting room | Ministry of Energy DlisaLsior o ﬁ_ndmgs endl el

recommendations
Day 4 (Thursday, 19 September)
IS e Z;e\/seﬁgtariz:togn[\(lfisﬁPlementation
9:00-13:00 | Hotel's meeting room | Group (IMWG) meeting on the n Enerp Charter Trezt (ECT)
Development of the NEEAP %y ) Y
member countries
14:00-16:00 | Hotel's meeting room | Ministry of Energy e provEio, ClEalssien of

conclusions and recommendations
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