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foreworD

Following the collapse of the former Union of Soviet Socialist Republics (USSR), Georgia became an 
independent, sovereign republic in 1991. However, the Georgian economy went into a deep recession 
accompanied by economic crisis, political unrest, and internal conflict. It was able to bounce back since 1995. 
Legalizing commercial companies and corporations and the conduct of commercial transactions facilitated 
the inflow of investments. Reforms on the fiscal front, economic governance, and business regulation and 
licensing, coupled with the outpouring of assistance from development partners, have enabled Georgia to 
sustain its economic recovery amidst political challenges. During 2010–2013, Georgia recorded an average 
growth of 5.7%.

Aware of the importance of electricity supply in economic expansion, reforms were also instituted in the 
power sector toward improving supply security and service quality. These power sector reforms were 
implemented in two phases following four principles: unbundling, an independent regulatory regime, 
commercialization, and privatization. Phase 1 reforms covering 1995–2004 included the creation of a regulatory 
body; reorganization of Sakenergo into three financially independent sectors—generation, transmission and 
dispatch, and distribution; privatization of the power sector; tariff reform across different customer types; 
and establishment of a wholesale electricity market. Phase 2 reforms implemented from 2004 onwards 
included further deregulation and privatization; rehabilitation of state-owned generation, distribution, and 
transmission assets; and the replacement of Georgian Wholesale Electricity Market by the Electricity System 
Commercial Operator which is responsible for balancing electricity trade as well as guaranteed capacity. As 
the report notes, these reforms led to various positive economic outcomes such as significant reduction in 
network losses, increased productivity of electricity, and efficient management of its electricity import needs. 
In terms of social outcomes, reforms maintained full household access to electricity, increased electricity 
consumption per capita, and maintained a relatively small share of expenditure on electricity in household 
income. In terms of environmental outcomes, declining share of thermal power generation in total generation 
due to the construction of new hydropower plants and rehabilitation of major hydropower plants likewise 
pushed fuel consumption and hence CO2 emissions down.

We recognize that the power sector reforms are still a work in progress and that the sector still faces a number 
of concerns that need to be addressed in the near term. The report provides insights that can help us chart 
a course that will deal with further tariff reform, competitive market, further system expansion, and system 
planning and management. We highly appreciate that the report has adopted a consultative process to 
ensure that the views of key stakeholders were factored in assessing the power sector reform in Georgia. The 
government is grateful for the support of the Asian Development Bank in the well-timed conduct of the study.

mariam valishvili
Deputy Minister
Ministry of Energy of Georgia
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PREFACE

The rapid growth of the population and of the economies in Asia and the Pacific continue to create even 
higher levels of demand for energy and electricity. More than ever, a strong and more responsive energy sector 
is thus needed to deliver policy and structural reforms in power generation and delivery that could drive a more 
inclusive and environmentally sustainable economic growth. To improve the reform planning perspectives of 
the various developing countries in the region, the Asian Development Bank came up with a three-country 
study that sought to assess the power sector reform developments in the selected countries and to determine 
their comparative success and performance in achieving the targeted reform outcomes.  

Georgia, one of the three countries covered by the study, aggressively pursued reforms of its economy after 
gaining independence in 1991. The generally successful reform measures dramatically improved Georgia’s 
electricity sector, whose performance had by then become precariously unstable due to inherent system 
inefficiencies coupled with external political, economic, and social shocks. This country report on Georgia’s 
power sector examines those reform measures and attempts to quantify their outcomes in the postreform 
period using a set of commonly agreed and internationally accepted indicators. Applying the set of Energy 
Indicators for Sustainable Development: Guidelines and Methodologies released by the International Atomic 
Energy Agency, United Nations Department of Economic and Social Affairs, International Energy Agency, 
Eurostat, and European Environment Agency in 2005, the report assesses the progress in Georgia’s power 
sector development and the benefits it delivered in terms of economic, social, and environmental outcomes. 
We believe that the key findings and lessons from this country report can help ADB member economies by 
providing them with information and insights for better power-sector planning and decision-making as well 
as for improving policy and strategy formulation. The findings should also serve as invaluable guidance for 
improving ADB’s country and regional energy operations and assistance.

The study was conducted by ADB’s Economic Analysis and Operational Support Division (EREA), Economic 
Research and Regional Cooperation Department (ERCD), under the overall guidance of Director Cyn-Young 
Park. The report was prepared by Kee-Yung Nam, John Weiss, Lucille Langlois, Jindra Nuella Samson, and 
Paulo Rodelio Halili.  Assistance in preparing the report was provided by Lotis Quiao, Lyndree Malang, Gee 
Ann Carol Burac, Ricasol Cruz-Calaluan, and Rhina Ricci Lopez-Tolentino. The work benefitted from valuable 
inputs and comments from Country Director Kathie M. Julian and colleagues from the Central and West Asia 
Department and from the Energy Sector Group.  Valuable inputs were likewise provided by Irma Kavtaradze, 
Murman Margvelashvili, and Giorgi Mukhigulishvili.  The report was edited by Jill Gale de Villa and Carlos 
Llorin Jr.; the layout and typesetting was by Mike Cortes. 

The study team would like to thank the government of Georgia for providing support in every way throughout 
the study, particularly to Deputy Minister of Energy Mariam Valishvili. We also acknowledge the support and 
feedback provided by Liza Tavdumadze and Giorgi Pangani; to both of them, our sincere debt of gratitude.

Shang-Jin Wei
Chief Economist and Director General
Economic Research and Regional Cooperation Department
Asian Development Bank
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summAry Assessment of power seCtor reform 
in georgiA

power sector reform
Prereform Situation. Georgia was one of the 15 republics of the Union of Soviet Socialist Republics (USSR) 
during the period 1921–1991, with an economy managed under the direction of the Central Committee of 
the Communist Party. Electrification of the entire USSR was carried out at the time under the Soviet-era 
plan GOELRO1, and until 1990 Georgia’s power system was integral to the South Caucasian United Energy 
System, whose regional dispatch center at Tbilisi served Georgia and two other Soviet republics, Armenia and 
Azerbaijan. By 1990, 53% of Georgia’s electricity was being supplied by hydropower; thermal power plants met 
the rest of demand. To make up for shortfalls in Georgia’s power supply, other Soviet republics either provided 
standby power or supplied fossil fuel for its thermal plants. The national power system was run by Sakenergo, 
a state-owned, vertically integrated monopoly.

When the USSR broke up in 1991, Georgia became an independent, sovereign republic but went into deep 
recession shortly thereafter. The well-developed power system inherited by the new state buckled under the 
economic crisis and the ensuing political unrest, internal conflict, and corruption. Theft of power became 
widespread, collection rates dropped steeply, and revenues plummeted, resulting in poor power infrastructure 
maintenance and in acute lack of funds to pay for externally sourced power and imported fuel. With Sakenergo 
no longer enjoying Soviet-era power subsidies, Georgia’s fuel and power as well as gas imports were cut off 
by its foreign suppliers, leading to a shutdown of its thermal plants. Countrywide blackouts thus became a 
common occurrence in Georgia; indeed, by 1994 there were as many as 150 disconnections in the country’s 
transmission system and electricity became available for only 2 to 3 hours a day.

Phase 1 of Reform (1995–2004). The political and economic situation began to stabilize in 1995, with 
presidential and parliamentary elections, the adoption of Georgia’s first constitution, and international 
recognition as an independent state. Its GDP grew by 3% in 1995 and then by as high as 10%–11% during 
1996–1997. The new government introduced new tax regimes targeted at improving tax administration and 
reducing tax evasion and corruption in tax services, created a new Civil Code, and legalized commercial 
companies and corporations. It also instituted major reforms in its power sector that were rooted on four 
principles: (i) unbundling, (ii) establishment of an independent regulatory regime, (iii) commercialization, and  
(iv) privatization.

Through a series of Presidential Decrees in 1996, the government set up the legal and regulatory basis for 
the rationing of power, the issuance of credit for rehabilitating power plants, and the maintenance of reserve 

1 GOELRO Plan was the first unified state long-range plan for the national economic development of the Soviet republic; it was based on the 
electrification of the nation.
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stocks of fuel. These decrees established the groundwork for the adoption of the Law on Electricity in 1997, 
which provided the legal basis for a more competitive, market-driven power sector that effectively separated 
ownership, commercialization, and regulatory functions. 

An independent regulator, the Georgian National Electricity Regulatory Commission (GNERC), was created 
to ensure transparency, the rule of law, the observance of the principles of fairness, and the protection  
of rights. 

Sakenergo was restructured and unbundled into three separate and autonomous entities—Sakenergo 
Generatsia, a joint stock company, for managing power generation; Sakenergo, for power transmission; and 
a total of 66 municipal distribution companies, for power dispatching and distribution. Legislative measures 
were enacted to effect tariff restructuring and to identify candidate enterprises for corporatization and 
eventual privatization, with the end in view of encouraging the influx of modern management skills. For power 
distribution companies, 51% of all shares had to be offered by competitive tender. In 1998, the Georgian 
Wholesale Electricity Market (GWEM) was created as a clearinghouse. 

A major turning point in the reform process was the privatization of Telasi, a distribution company in Tbilisi, 
and the entry of the US power company AES into the Georgian market; this marked the introduction of 
modern metering, billing, and collection in the country. These developments dramatically improved Telasi’s 
collection rates, but regional distribution units continued to experience financial constraints owing to still very 
low collection rates. The situation was such that by the end of 2003, power interruptions were still common 
outside the capital city of Tbilisi. 

On recommendation by the International Finance Corporation (IFC), Georgia’s regional distribution 
companies2 were merged in 2002 into a single entity that would be large enough to attract foreign investments. 
The management of that entity, the United Electricity Distribution Company (UEDC), was transferred in 
2003 to the USAID contractor PA Consulting as part of the Georgian Energy Security Initiative. Similarly, the 
management of the GWEM was transferred to a Spanish company, Iberdrola.  

Phase 2 of Reform (2004 to the Present). After the 2004 parliamentary elections in Georgia, the government 
pursued further deregulation and privatization of the power industry; it also authorized the collection of 
wheeling charges or tariffs for the transfer of electrical power through transmission and distribution lines from 
one utility’s service area to another’s. In 2005, the government invested several hundred million US dollars in 
the power sector to rehabilitate state-owned generation, distribution, and transmission assets; this resulted 
in improved reliability of the transmission network, a reduction in technical losses, and a significant reduction 
of blackouts. In December 2005, amendments to the Law on Electricity and Natural Gas re-assigned the 
approval of market rules from the independent regulator GNERC back to the Ministry of Energy (MOE). 
Under the revised system, the MOE approves power and natural gas balances and decides on the extent of 
deregulation and partial deregulation, while the GNERC as the regulator approves supply and consumption 
rules, wheeling tariffs, and fees for the Electricity System Commercial Operator (ESCO), which subsequently 
replaced the single-buyer model GWEM in 2006.  

Under the new multiple-buyer model, power generators, distribution companies, direct customers, and 
exporters were henceforth allowed to enter into direct contracts, while ESCO bought and sold balancing 
power and reserve capacity. In April 2008, ESCO was given the added function of negotiating power purchase 
agreements with new hydropower plants in conjunction with the government. Several new hydropower 
plants were then constructed, reducing Georgia’s import dependence on power and making the country a net 

2  Distribution companies for Kakheti, Adjara, and those for disputed territories were not part of the merger.
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electricity exporter for 5 years during 2007–2011. Hydropower provides more than 80% of Georgia’s generating 
capacity and 75%–90% of its electricity supply, depending on rainfall and other conditions. In 2013, in particular, 
its hydropower provided 8,271 GWh of electricity, which was about 82% of total electricity production; the 
remainder came from thermal power fueled by gas imports.

The reforms in Georgia’s power sector governance have encountered some drawbacks in recent years, 
however. Subsequent legislative and executive enactments under the reform process have altered the tenor 
and emphasis of the original reform measures. As conceived, the regulator GNERC was intended to be an 
independent body; in practice, however, its activities and actions were until recently made subordinate to 
Ministry of Energy decisions or other government actions, particularly in the setting of tariffs according 
to preapproved tariff methodologies. Moreover, there has been lack of transparency in the regulation and 
administration of the power sector; indeed, power purchase agreements, tariff construction, and the pricing 
of power plant construction and contracting have often been negotiated privately by government officials 
without external scrutiny and hence, without accountability. The situation has improved somewhat with the 
issuance of Government Decree No. 214, dated 21 August 2013, on the Approval of the Rules for Expression 
of Interest for Feasibility Study of Construction, Ownership and Operation of Power Plants. That decree set 
transparent criteria for all interested parties; directly or indirectly, however, the government still retains an 
important financial interest in the power sector. 

outcomes from power sector reform
The outcomes of power sector reforms are assessed here according to three dimensions: economic, social, 
and environmental.

economic outcomes

Consumption and Intensity. The electricity intensity of GDP, or the ratio of total electricity consumption to 
total GDP in a given period, has been falling steadily since the reforms began owing principally to the decline of 
the industrial sector. GDP growth has been significant since the mid-1990s, with total electricity consumption 
staying relatively constant. There have been minimal long-run increases in electricity use per capita since the 
early 1990s, with the 2013 figure of 2,161 kWh still below the figure of 2,286 kWh in 1992. However, a modest 
growth in electricity use per capita has been experienced by Georgia between 2001 and 2013. 

The household sector consumes the bulk of final electricity, and use per household from 2005 to 2012 has 
risen modestly by about 15% from 103 to 127 kWh/month, matching the rise in per capita consumption  
since 2001.

Tariff. The power sector reforms in Georgia have resulted in higher electricity prices in nominal terms for 
residential and industrial consumers. Although there were drastic tariff increases between 1998 and 2006, 
tariffs have remained stable from 2006 to 2012. In 2013, tariffs for residential units consuming up to 301 kWh 
were reduced by more than 20%. As tariffs are cost-based, residences that consume more electricity—
specifically by more than 301 kWh in Tbilisi and more than 101 kWh in the regions—pay higher tariffs per kWh 
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than industrial consumers that consume electricity at higher voltage levels. The capital city and the regions 
are served by three different companies, with industrial consumers in the capital charged higher than those in 
the regions. The Tbilisi Distribution Company, which serves the capital and has made more investments than 
either the EnergoPro Georgia or the Kakheti Distribution Company, provides a higher quality of service and its 
cost of service is accordingly higher than that of the two other companies. In any case, transparency in tariff-
setting for electricity is lacking. Although the Law on Electricity and Natural Gas provides a specific tariff-
setting process and norms for tariff methodologies, there has been no proper enforcement of tariff-setting 
in Georgia until recently. There are no publicly available data either on electricity supply costs. To rectify this 
situation, a new Electricity Tariff Calculation Methodology that was adopted on 30 July 2014 has shifted tariff-
setting to a transparent and objective process. 

System Efficiency and Supply Reliability. The technical effectiveness of Georgia’s power system has 
improved greatly since reforms began. The system’s rehabilitation from 2004 to 2011, combined with improved 
maintenance, noticeably increased the operational capacity of existing plants. 

Both technical losses on the system and blackouts decreased significantly with the rehabilitation of the 
transmission network. The reduction in transmission losses from 16% in 1995 to only 2% by 2012 was well 
within the normative range of 3.55%, reflecting improved management and technical conditions as a result of 
the system’s rehabilitation. 

The improvements in the system brought about by the reforms and added investments have restored 24-hour 
service to most of the country. Beginning in 2007, data on the number of blackouts in Georgia show a marked 
improvement in supply reliability, with the exception of 2010 when periodic disconnections were necessary as 
part of the rehabilitation effort. In 2013, there were only three partial blackouts and no total blackout. 

social outcomes

Access to Electricity. Almost all households in Georgia have access to commercial electricity. Those without 
access are estimated to be only about 2,000 households, which are largely limited to remote mountainous 
villages, some of which have off-grid electricity. It should be noted though that most households in Georgia 
already had access to grid power before the power sector reforms began, so that one of the country’s stated 
energy policy goals now is to bring grid access to 100% within the next few years.

Affordability of Electricity. The share of average household income spent on electricity has declined steadily 
since 2006 and went below 3% in 2013. Affordability does not appear to be a major issue, although the average 
decline in the expenditure share of electricity is less for rural households than for urban households. 

environmental outcomes

CO2 Emissions. With the rehabilitation of major hydro stations, the share of thermal plants in total generation 
has been falling relative to hydro. Since the thermal plants themselves have largely been rehabilitated, fuel 
consumption and hence CO2 emissions are relatively low and have fallen over the reform period relative to 
the early 1990s.

Summary Assessment of Power Sector Reform in Georgia
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The trends in Georgia’s economic, social, and environmental outcomes from 1990 onwards are summarized 
in Table 1 below.

lessons learned and next steps
Improvements in transparency, economic efficiency, regulation, and sector management are still needed but 
Georgia has made significant progress nonetheless. The broad picture that emerges from this experience is 
that its power systems had to be expanded to ensure that the rising demand created by income growth could 
be met without any power rationing. In terms of security of supply, however, Georgia remains vulnerable to 
external supply shocks due to the need to balance shortfalls in generation from hydro sources with imports 
and to the continued need for gas imports for its thermal plants.

Two positive lessons learned: (i) It is important to ensure that regulations are fair, reasonable, and economically 
efficient to allow for the entry of competition where the conditions for competition exist; and (ii) It might be 
necessary to encourage and create such competitive conditions through measures like the unbundling of 
vertically integrated power utilities.

Three negative lessons learned: (i) Distortions in implementing reforms will arise when the independence of 
the regulator is not fully guaranteed; (ii) Regulatory enforcement will prove inadequate when subjected to 
political interference; and (iii) Inefficiencies and noncompetitive conditions will arise when there is lack of 
transparency and there is no public input in devising regulations and in setting tariffs. These lessons need to 
be incorporated in further rounds of reform.

Summary Assessment of Power Sector Reform in Georgia

indicator 1990 1995 2000 2004 2010 2011 2012
Households without Electricity 2,000 2,000 2,000 2,000 2,000 2,000 2,000
Population without Electricity (%)a 0.11 0.13 0.14 0.14 0.14 0.13 0.13
Average Monthly Household Electricity Use (kWh) 139 172 124 96 124 129 127
Affordability for Households (% share of household 
income spent on electricity)

… … 4.0b 3.1 3.0 2.9 2.6

CO2 Emissions from Electricity Production (‘000 tons) 7,879 4,153 1,670 617 696 1,034 .…
CO2 Emissions from Electricity Production per Capita 
(ton/capita)

1.45 0.87 0.38 0.14 0.16 0.23 ...

CO2 Emissions from Electricity Production per Unit of 
GDP (kg/constant 2005 $)

0.66 1.22 0.37 0.11 0.08 0.12 ….

Power Supply from Renewables (hydro, %) 53 88 79 87 93 78 74

table 1:  indicators of socioeconomic and environmental outcomes for georgia

… = not available, CO2 = carbon dioxide, GDP = gross domestic product, kWh = kilowatt-hour.
a Total population without electricity was computed using the national experts’ estimate of 3 members per HH.
b 2001 data , the earliest available, is used as a proxy.
Sources: GNERC for electricity price; National Statistics of Georgia (n.d.) for average monthly household income and Statistical Yearbook (2013) 
for population; World Bank (2007) (1990–1995 data) and JSC Telasi and JSC Energo-Pro Georgia (2000–2012 data) for electricity consumption of 
households; World Bank, World Development Indicators (accessed September–October 2014) for the period average GEL–$ exchange rate and GDP; 
International Energy Agency database (accessed February 2014) for CO2 emissions from electricity production; and ESCO, unpublished (1990–2004 
data) and ESCO, Energy Balances of Georgia (2010–2012 data) for total and renewable power supply.
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Going forward, tariff reform in Georgia should aim at more efficient pricing and more efficient use of power 
through the use of effective and universal metering coupled with reasonable rates for consumed electricity. 
Two other complementary approaches worth considering: (i) the introduction of time-of-day pricing in 
consumer tariffs to encourage users to use more power during off-peak periods to even out the system’s load 
requirements; and (ii) the promotion of a competitive electricity market and cross border trade. In support 
of this second complementary approach, the Ministry of Energy endorsed in January 2013 the Georgian 
Electricity Market Model (GEMM) 2015 as prepared by the USAID Hydro Power Investment Promotion 
project. Another initiative in this direction were related changes in the Law of Electricity and Natural Gas that 
were subsequently adopted by Parliament on 27 December 2013.

Despite impressive improvements in Georgia’s power supply system in recent years, the sector remains 
vulnerable in that it is heavily reliant on a single power generating technology, hydro, which by nature is cyclical 
and is itself vulnerable to drought. This, in turn, requires dependence on (i) fuel imports to balance out the 
hydro fluctuations, (ii) imports of electricity from neighboring countries to balance the seasonal fluctuations 
in hydropower generation, and (iii) gas imports to fuel the thermal generation that supplements hydropower. 
Given the seasonality of hydro, Georgia will always be subject to an annual export-and-import power cycle, 
sometimes a net importer and sometimes a net exporter. However, this vulnerability could be reduced by 
increasing fuel storage capacity and by the construction of additional thermal capacity. All these need more 
detailed system planning and system balancing over the long term. 

Summary Assessment of Power Sector Reform in Georgia
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1. Introduction 

1.  introDuCtion

• developing a new regulatory framework to 
prevent new entrants from exploiting market 
power, with a preference for regulation by 
independent or quasi-independent bodies.

Since Georgia became independent in 1991, its 
government has pursued aggressive and generally 
successful reforms throughout the economy. 
Georgia’s electricity sector has been transformed 
through a succession of reform measures at 
different times driven by the changing conditions 
and performance of the sector, tempered by external 
political, economic, and social shocks. Currently, 
the government directly or indirectly retains an 
important interest in the power sector and the facts 
and concerns set out in this report are intended to 
facilitate the design and implementation of further 
reform, with a view to establishing the efficient and 
profitable delivery of electricity under conditions 
approaching free and effective competition. 

The report surveys the experience with reform in 
Georgia and quantitatively documents outcomes 
in the sector in the postreform period. A set of 
commonly agreed and internationally accepted 
indicators is applied for assessing progress in power 
sector development and the delivery of benefits 
relating to efficiency of delivery, improved standards 
of living, and environmental protection. 

The report begins with a brief statistical description 
and discussion of the recent history of Georgia and 
its power sector prior to reform. Next is a discussion 
of the drivers of reform, followed by a description 
of the power sector reforms undertaken starting in 
1995, including a summary of the institutional and 

Many developing countries have embarked on 
power sector reforms. In general, such reforms 
have led to advances in the development of their 
power sectors. However, the progress in physical, 
economic, and institutional change is mixed, 
particularly in the areas of market structure, private 
participation, and regulatory framework (Besant-
Jones 2006). Good beginnings have been made 
and progress noted with implementing the reforms, 
but there have also been many shortcomings in 
the scope and pace of reform. Some changes are 
tentative, incomplete, and are still works in progress. 
As a complement to such general findings, and to 
highlight lessons learned from different reform 
experiences in the region, the Asian Development 
Bank (ADB) is now reviewing and assessing the 
more detailed results of its investments in power 
sector reform on a country-specific basis, for three 
countries. Georgia is one of those countries. 

Since the early 1980s, countries at very different 
levels of income have had a wide variety of 
experience in power sector reform. Broadly, reforms 
are based on the following steps:
• introducing competition to the sector in order 

to improve efficiency, customer responsiveness, 
and innovation;

• restructuring the sector to introduce 
competition by breaking up or “unbundling” 
the incumbent monopoly utilities, possibly into 
separate generation, transmission, distribution, 
and supply services;

• introducing private capital into the unbundled 
generators and suppliers, with the expectation 
that private investors and operators will bring 
not only financial resources but also managerial 
expertise; and
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regulatory changes in governance affecting the 
sector. The fourth section describes the outcomes, 
highlighting changes in the sector’s efficiency and 
effectiveness at delivering electricity and associated 
services. The section also briefly assesses the likely 
economic, social, and environmental benefits from 
reform. The report concludes with a discussion  
of challenges.
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2.Socioeconomic Development and Trends in the Power Sector

2. soCioeConomiC Development AnD trenDs in 
the power seCtor

In 1991, Georgia became an independent, sovereign 
republic, although 20% of its territory (Abkhazia and 
South Ossetia) remains the subject of a territorial 
dispute. The economy went into a deep recession 
after the USSR broke up, but recovered in 1995. 
Georgia’s gross domestic product (GDP) has been 
increasing since then, except for a 3.8% drop in 2009 
(Figure 2.1). With a GDP per capita of about $3,596 
in 2013, Georgia is classified by the World Bank as a 
lower middle-income country. 

Table 2.1 shows the evolution and current level 
of Georgia’s household and per capita income. 

Source:  World Bank, World Development Indicators (accessed July 2014).

2.1. overview of 
socioeconomic Development 
Georgia is in the South Caucasus, between Europe 
and Asia. It borders Armenia, Azerbaijan, the Black 
Sea, the Russian Federation, and Turkey. Georgia’s 
land area is 69,700 square kilometers and its 
population is 4.5 million. Its capital, Tbilisi, has a 
population of 1.1 million. Georgia has a mild climate, 
with an average maximum temperature of 31°C in 
July and an average minimum of –2°C in January, 
although in some places the temperature reaches 
40°C in summer and in other places –20°C in winter.

From 1921 to 1991, Georgia was one of the 15 republics 
of the Union of Soviet Socialist Republics (USSR). 

figure 2.1: real gDp growth rate, 1990–2013 (%)
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 measure 2005 2006 2007 2008 2009 2010 2011 2012 2013
Average Monthly Income 
of the Total Population  
($ million)

194.8 218.1 255.5 365.5 344.4 364.2 421.8 489.8 545.2

Average Monthly Income 
per Household ($)

191.3 216.9 252.9 362.6 340.7 365.3 418.7 477.4 533.4

Average Monthly Income 
per Capita ($)

50.9 57.7 69.0 98.8 92.5 100.2 115.8 132.3 148.3

employment measure 2005 2006 2007 2008 2009 2010 2011 2012 2013
Active Population (labor 
force, ‘000 persons)

2,023.9 2,021.8 1,965.3 1,917.8 1,991.8 1,944.9 1,959.3 2,029.1 2,003.9

Employed (‘000 persons) 1,744.6 1,747.3 1,704.3 1,601.9 1,656.1 1,628.1 1,664.2 1,724.0 1,712.1

Unemployed (‘000 persons) 279.3 274.5 261.0 315.8 335.6 316.9 295.1     305.1 291.8

Unemployment Rate (%) 13.8 13.6 13.3 16.5 16.9 16.3 15.1 15.0 14.6

table 2.1: Average income, 2005–2013

table 2.2: Active population and employment levels

Note: Data declared by households. Data in GEL are converted to dollars using the average exchange rate for each year.
Source: National Statistics Office of Georgia, Standard of Living data (accessed October 2014).    

Source: National Statistics Office of Georgia, Employment and Wages data (accessed October 2014).
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figure 2.2: gDp by sector, 1996–2013
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In 2013, 21.4% of Georgia’s population is classed 
as poor using the relative poverty definition.1 The 
official unemployment rate for 2013 was just 14.6%  
(Table 2.2). A significant number of Georgian citizens 
have moved to other countries and remittances 
from abroad now make a major contribution to the 
economy.

Georgia’s main economic activities include 
agriculture (grapes, fruit, tea, and hazelnuts); 
mining (manganese, copper, and gold); a small 
industrial sector (beverages, wine, spirits, and spring 
water; metals, machinery, chemicals, and aircraft); 
and tourism. Agriculture remains important, 
as more than 50% of the population lives and 
works on the land and agricultural goods account 
for about 20% of exports. While other sectors 
have grown significantly since 1996, agriculture 
has not and its share in total GDP has declined  
(Figure 2.2). However, the new government has 
declared agriculture as a high-priority sector and 
designed a special program for its revival.  

2.2 overview of the energy 
sector 
In 2012, Georgia’s total primary energy supply was 
3.71 million tons of oil equivalent (Mtoe), sourced 
mainly from natural gas, oil products, hydro, and 
firewood (Figure 2.3). The country has no significant 
reserves of fossil fuels, but does produce a small 
amount of oil and natural gas. Domestic energy 
production in 2012 was 1.10 Mtoe, corresponding to 
about 30% of the country’s total energy supply. 

Depending on the specific year, about 60%–75% 
of total primary energy supply relies on imported 
natural gas and oil products. Imported natural gas 
(from Azerbaijan and the Russian Federation) 

1 Relative poverty refers to the share of population under 60% of 
the median consumption. The poverty data are from the National 
Statistics Office of Georgia, Geostat, Living Conditions (accessed 
January 2015).

and oil products account for 44% and 27% of the 
country’s energy supply, respectively. Hydro is the 
third biggest energy source, accounting for 17% 
of energy supply. Georgia exports only a minimal 
amount of energy, amounting to 0.085 Mtoe in 2012, 
composed of crude oil, electricity, and a negligible 
amount of oil products. 

In 2012, the country’s total final energy consumption 
was 3.16 Mtoe. The residential sector was the biggest 
consumer, followed by transport at 27% and industry 
at 21% of the total final energy consumption. The 
residential sector consumes mainly natural gas 
(for heating and cooking), electricity, and biomass. 
Commercial and public services and agriculture take 
only about 5%–6% of the total final energy. Energy 
consumption by fuel type has been shifting toward 
natural gas and electricity, although oil products 
remain a significant fuel source, second to natural 
gas (Figure 2.4).

figure 2.3: primary energy supply, 2012

Source: International Energy Agency. Georgia: Balances for 2012. http://
www.iea.org/statistics/statisticssearch/report/?country=GEORGIA&pr
oduct=balances&year=2012 (accessed 21 October 2014).
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 2.3. status of and trends in 
the power sector 
2.3.1. generation system
As of 2013, Georgia had an installed generating 
capacity of about 3,339 megawatts (MW) 
comprising a mix of hydro and thermal power plants. 
The country currently has more than 20 medium 
and large, and more than 40 small (below 13 MW), 
hydropower plants, with a total installed capacity of 
about 2,657 MW and thermal power plants (mostly 
gas-fired) with a total installed capacity of 682 MW 
(Table 2.3 and Table 2.4). Enguri is the largest plant, 
with an installed capacity of 1,300 MW. Enguri and 
its downstream companion, Vardnilihesi, account 
for about 45% of total installed capacity. These 
plants are partly in disputed territory. In 2005, as 
part of the power sector reform program, the 24-
MW hydro plant in Khadorihesi and a 110-MW 
thermal power plant (Energy Invest, currently called 
G-Power) were built, and the installed capacity of 
Khrami 2 was increased by 4 MW. The installed 
capacity is estimated to reach 4,000 MW by 2022 
(MOE 2014). 

Hydro has been the main source of Georgia’s power 
supply, accounting for 75%–90% of electricity 
supply, depending on rainfall and other conditions. 
Natural gas has been the second largest source; 
oil’s contribution has become insignificant in recent 
years. Figure 2.5 shows generation by thermal and 
hydro plants during 1990-2013. The relative shares 
of generation generally vary over time as hydro 
generation fluctuates seasonally and with rainfall, 
so that the need for thermal generation as backup 
power also fluctuates. Thermal power generation 
usually constitutes 15%–20% of total generation. 
In 2013, total generation was 10.06 gigawatt-hours, 
82% from hydro and 18% from thermal.

Source: International Energy Agency. Georgia: Balances for 2012. http://www.iea.org/statistics/statisticssearch/report/?country=GEORGIA&product=ba
lances&year=2012 (accessed 21 October 2014).

figure 2.4: final energy Consumption by sector and by source, 2012
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table 2.3: Aggregate installed Capacity, 2013 

Plant type capacity (mw)
Hydropower Plant 2,657.1

Thermal Power Plant   682.0

total 3,339.1

MW = megawatt.
Source: GNERC (2014). 
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The country’s high dependence on hydropower 
generation often threatens the reliability of supply 
when hydro capacity is reduced due to climatic 
conditions and other external factors. In the early 
1990s, for example, operations at Enguri were 
suspended because of massive theft of material 
and equipment, and a major accident involving loss 
of the water shield. As a result of these two factors, 
the country lost the equivalent of about 900 million 
kilowatt-hours (kWh) annually (11%–14% of total 
annual electricity generation) for about 10 years, 
until repairs were made in 2002.2 

2 Revaz Arveladze (former Minister of Energy and Advisor to the 
President on energy matters in the 1990s), interview by Irma 
Kavtaradze, 2012.

Enguri and Vardnilihesi are state-owned plants; 15 
other medium-to-large hydropower plants belong 
to JSC Energo-Pro Georgia, a Czech company; 
and two are owned by Inter RAO UES, a Russian 
company. The rest are privately owned. Inter RAO 
UES also owns the thermal power station Mtkvari 
Energy. Other companies owning major generation 
plants are the Georgian Industrial Group, Georgian 
Manganese, and Georgian Water and Power. 
Georgian Manganese and Georgian Industrial 
Group own major power plants as well as major 
power-consuming industrial enterprises. 

While Georgia’s hydropower capacity is huge, 
seasonal variations call for use of other energy 
resources. Thermal power plants and imports 

 table 2.4: operating power plants, 2013

no Power Plant start date type
installed 

capacity (mw) Generation (Gwh)
1 Enguri 1978 Hydro 1,300.0 3,605.13
2 Mtkvari 1990–1995 Thermal 300.0 899.35
3 Vartsikhehesi 1976 Hydro 184.0 864.35
4 Tbilsresi 1965 Thermal 272.0 861.53
5 Vardnilihesi 1971 Hydro 220.0 667.20
6 Lajanurhesi 1960 Hydro 112.5 450.42
7 Zhinvalhesi 1985 Hydro 130.0 394.08
8 Gumathesi 1956 Hydro 68.8 345.34
9 Rionhesi 1933 Hydro 48.0 308.35
10 Khrami II 1963 Hydro 114.4 299.24
11 Khrami-I 1947 Hydro 112.8 186.71
12 Zahesi 1927 Hydro 36.8 169.21
13 Khadorihesi 2005–2006 Hydro 24.0 146.14
14 Dzevrulhesi 1956 Hydro 80.0 124.72
15 Shaorihesi 1948–1955 Hydro 38.4 107.98
16 Chitakhvhesi 1949 Hydro 21.0 91.99
17 Ortachalahesi 1961 Hydro 18.0 83.27
18 Atshesi 1941 Hydro 16.0 80.13
19 G-power 2005–2006 Thermal 110.0 26.84
20 Satskhenishesi 1952 Hydro 14.0 17.93
21 Small Hydropower Plants 

Below 13 MW
1956 Hydro 118.4 328.84

GWh = gigawatt-hour, MW = megawatt.
Sources: ESCO, 2013 Energy Balance of Georgia (accessed September–October 2014) for generation; GNERC (2014) for installed capacity.
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provide electricity when hydro resources are 
sparse and demand is high. Figure 2.5 illustrates 
electricity generation by source, plotted against 
electricity demand, with the numbers presented in  
Table 2.5.3 In the early 1990s, following the break-up 
of the USSR, Georgia’s total electricity production 
decreased substantially—from 14.2 terawatt-hours 
(TWh) in 1990 to 7.1 TWh in 1995. Electricity 
consumption also fell dramatically, while imported 
electricity comprised a significant share of the total 
supply during the early post-USSR years and again 
in the early 2000s. Electricity consumption was 
at its lowest in 1997 at 7.3 TWh, which was only 
42% of the average consumption in 1990. At the 
height of the crisis in the beginning of 1997, central 
heating and hot water supply could no longer be 
provided. Refurbishment of generating plants and 
rehabilitation of hydropower plants during the first 
few years of the Phase 1 reform period resulted in 
improved generation without any increase in new 
installed capacity. 

3 Lali Gogishvili, a former director of the Energy Department of 
GNERC, provided imports data for years 1995 to 2006.

2.3.2. electricity and gas trade
Georgia imports electricity to balance the seasonal 
fluctuations in hydropower generation and imports 
natural gas to fuel thermal generation. Given the 
seasonal nature of hydro generation, with supply 
peaking in summer when demand is low and 
dropping in winter when demand is high, even in 
years when Georgia is a net exporter of electricity, it 
will need thermal power and hence gas imports until 
the composition of its generating capacity changes 
dramatically.

Georgia was a net electricity importer from 1990 
to 2006. The country then switched to become a 
net exporter of electricity in 2007–2011, exporting 
0.6–1.5 TWh annually. Several factors coincided to 
result in surplus generation. These included a drop 
in demand due to improved metering and billing, 
a general economic slowdown and political unrest 
in the country, changes in hydrological conditions, 
and the rehabilitation of hydro plants. Recently, the 
growth in demand for power has required increased 
generation or imports, or both. In 2012, hydro 
generation declined by 8% and Georgia switched 

kWh = kilowatt-hour.
Sources: Electricity System Commercial Operator (ESCO) unpublished data for import 1990–1994, and generation and consumption 1990–2006; Lali 
Gogishvili (unpublished data) for import 1995–2006; IEA Database for export 1990–2006; ESCO Energy Balances of Georgia 2007–2013 (accessed 
September–October 2014) for generation, consumption, import, and export 2007–2013. 

figure 2.5:. electricity generation, Consumption, and import/export, 1990–2013 (billion kwh)
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back to being a net importer. Georgia’s net imports 
were 87 megawatt-hours in 2012 and 34 in 2013. 
Figure 2.6 presents Georgia’s electricity exports 
relative to its imports.

The majority of electricity trade is with the Russian 
Federation, comprising imports in winter months 
to meet domestic demand and exports in summer 
when Georgia has excess hydro output. The Russian 
Federation is critically important for Georgia’s 
electricity needs: in 2013, 82% of Georgia’s electricity 
exports and 95% of its electricity imports were traded 
with the Russian Federation. Trade with Azerbaijan 
follows a similar pattern although volumes are 
much smaller. Trade with Armenia and Turkey 

is in the form of exports during summer months  
(Figure 2.7). However, the role of Turkey will increase 
gradually, with new power plants (some of them 
owned by Turkish companies) under construction 
aiming to export electricity to the Turkish market. 

Georgia has negligible gas production and must 
import virtually all the gas needed for thermal 
generation. Until 2007, 100% of natural gas for 
thermal power was imported from the Russian 
Federation or Turkmenistan through Russian 
territory. In January 2006, both natural gas pipelines 
connecting the two countries were damaged due 
to accidents, and for several days the country was 
without power. This crisis highlighted an import 

table 2.5: generation, Demand, and import and export, 1990–2013

Year
Demand for electricity a

(million kwh)
Power Generationb

(million kwh)
thermal Power 

Plants
Hydropower

Plants import export
1990 17,443 14,240 6,645 7,595 3,203 0
1991 15,610 13,369 6,322 7,047 2,241 0
1992 12,500 11,501 5,003 6,498 999 0
1993 10,836 10,122 3,092 7,030 714 0
1994 7,952 7,030 2,119 4,911 922 0
1995 7,826 7,074 866 6,208 754 0
1996 7,314 7,231 1,186 6,045 410 -126
1997 7,303 7,121 1,128 5,993 705 -465
1998 8,302 8,088 1,698 6,390 810 -796
1999 8,368 8,118 1,634 6,485 434 -384
2000 7,875 7,480 1,538 5,942 568 -198
2001 7,811 6,503 965 5,538 447 -527
2002 7,718 7,234 513 6,721 635 -158
2003 7,978 7,144 635 6,509 989 -159
2004 8,110 6,902 874 6,028 1,208 0
2005 8,145 6,868 1,030 5,838 1,399 -122
2006 8,273 7,621 2,225 5,396 778 -140
2007 7,815 8,346 1,515 6,831 433 -625
2008 8,075 8,450 1,281 7,169 649 -680
2009 7,642 8,408 991 7,417 255 -749
2010 8,441 10,058 683 9,375 222 -1,524
2011 9,257 10,105 2,212 7,892 471 -931
2012 9,379 9,695 2,472 7,223 615 -528
2013 9,690 10,059 1,788 8,271 484 -450

kWh = kilowatt-hour.
a Electricity demand refers to the amount of electricity supplied to consumers.
b Generation figures in this table are before the bus bar, and include generating plant use and losses.
Sources: Electricity System Commercial Operator (ESCO) unpublished data for import 1990–1994, and generation and consumption 1990–2006; Lali 
Gogishvili (unpublished data) for import 1995–2006; IEA Database for export 1990–2006; ESCO Energy Balances of Georgia 2007–2013 (accessed 
September–October 2014) for generation, consumption, import, and export 2007–2013.
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security risk. Georgia currently receives most of its 
natural gas from Azerbaijan. 

Figure 2.8 shows gas supply during 1990-2011.4 
Although over time, the price of gas imports has risen 

4 Demur Chomakhidze, a former energy regulator, has been 
interviewed and has provided some data.

significantly, imported volumes do not seem to be 
sensitive to price. At the end of the 1990s, the price 
of gas was $40/1,000 cubic meters (m3). In 2006, 
it rose to $110/1,000 m3 and then to $240/1,000 m3 
in 2011. The gas supply to Georgia declined sharply 
in 1990–1995, caused by lack of financial resources 
to purchase gas. The increase of supply in 2006 
was caused by the decline of hydro generation due 
to rehabilitation work on Georgia’s biggest hydro 
power plant—Enguri. After Enguri was put back into 
operation, demand for natural gas to fuel thermal 
power plants decreased. After 2010, demand for 
natural gas rose again due to increased demand for 
power and lack of hydro generation capacity.

Figure 2.9 shows the vulnerability of the country’s 
power supply to the continuing need for power 
and gas imports, especially given the seasonality 
of hydropower. Given the current structure of 
Georgia’s generating subsector, neither of these 
vulnerabilities will disappear in the foreseeable 
future. Import vulnerability is a key aspect of energy 
and electricity supply security. It is important to 
stress that electricity trade per se is not a threat 
to supply security, but having a dominant or single 
supplier can pose a security risk. As Georgia has 
already experienced, without alternative suppliers 
of sufficient capacity, political concerns or accidents 

kWh = kilowatt-hour.
Sources: ESCO Energy Balances of Georgia 2007–2013 (accessed September–October 2014) for import and export 2007–2013; IEA Database for export 
1990–2006; ESCO (unpublished data) for import 1990–1994; and Lali Gogishvili (unpublished data) for import 1995–2006.

figure 2.6: electricity imports and exports, 1990–2013 (million kwh)
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figure 2.7: electricity trade, 2012 and 2013 
(million kwh)

kWh = kilowatt-hour.
Sources: GSE (2012, 2013).
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can lead to disruptions in deliveries and to reductions 
in available power, threatening supply security. In 
2012 and 2013, the country became a net importer 
of electricity following the decrease in hydro 
generation, thereby increasing supply vulnerability 
(defined as the sum of net electricity imports and 
thermal plant generation fired by imported natural 
gas over total demand).  But supply vulnerability has 
actually declined as it was down to 27% and 19% in 
2012 and 2013, respectively, from 35% in 2006. 

2.3.3. transmission and 
Distribution
The power grid consists of a network of 6-, 10-, 35-, 
110-, 220-, 330-, 500-kilovolt (kV) lines covering 
almost all of Georgia, except for some remote 
mountainous villages, and is interconnected with 
Armenia, Azerbaijan, the Russian Federation 
(through Abkhazia), and Turkey. The transmission 
system belongs to three companies—JSC 

ktoe = kilotons of oil equivalent. 
Sources: GNERC and Demur Chomakhidze (unpublished data) for 1990–2005; MOE for 2006–2011 (accessed August to October 2014).

Note: The graph shows the dynamics of net electricity import dependence (higher ratio means higher import dependence) and of electricity security in 
1990–2013. For electricity supply vulnerability, the sum of net electricity imports and of thermal power plant generation is divided by the amount of total 
demand. Thermal power plant generation is used in this calculation because thermal power plants use natural gas that is almost entirely imported from 
other countries. Thus, a higher ratio means higher vulnerability and lower security.
Sources: Calculated using data from IEA Database for export 1990–2006; ESCO unpublished data for import 1990–1994, and thermal generation and 
consumption 1990–2006; Lali Gogishvili (unpublished data) for import 1995–2006; ESCO Energy Balances of Georgia 2007–2013 (accessed September–
October 2014) for thermal generation, consumption, import, and export 2007–2013.

figure 2.8: natural gas supply, 1990–2011 (ktoe)

figure 2.9: Combined Dependence of total electricity Demand on gas and power imports, 
1990-2013 (%)
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Sakrusenergo, Georgian State Electrosystem (GSE), 
and JSC Energo-Pro Georgia.  

JSC Sakrusenergo,5 50% owned by the Georgian 
government and the other half by the Russian 
company Inter RAO UES, owns 330-kV to 500-
kV lines. Its main function is to transmit electricity 
through interconnected lines with neighboring 
countries, except Armenia. Table 2.6 details the 
cross-border interconnectors of Georgia.

GSE owns and operates 110-, 220-, and 330-kV lines, 
and several facilities down to 35-kV lines (in Kakheti 
Region). It also owns all substations and holds the 
license for the Dispatch Center. GSE transmits 
domestic electricity. All power transmitted within 
Georgia through JSC Sakrusenergo goes through 
the GSE network. The company is responsible for 
controlling the power system, to ensure overall 
system reliability and proper operation of the 
transmission network under both normal and 
emergency modes. In 2013, Energotrans, a subsidiary 
of the GSE, completed the Black Sea Transmission 
Line that connects Georgia and Turkey. It owns 
and operates the 500-kV Vardzia and Zekari lines 
and 400-kV Meskheti line.  The only obstacle to its 

5  http://sakrusenergo.ge/new/

operation is a major accident on the transmission 
line in Turkey. Table 2.7 summarizes the capacity of 
transmission lines of Energotrans and GSE. 

JSC Energo-Pro Georgia has been  involved with 
transmission since late 2014 with the completion of 
the 110kV Nigvziani line, which serves Poti and Ureki 
regions and low-voltage transmission lines.  It is also 
constructing the Batumi-Muratli  transmission line 
to Turkey, with commissioning expected  in 2016.

The distribution network consists of 6-, 10-, 35- and 
110-kV lines and substations, supplying electricity 
to about 1.45 million consumers. Power is supplied 

neighbor
energy system

inter-system connections maximum capacity (mw)
transmission Line name nominal circuit (kV) export import

Armenia Alaverdi 220 150 170

Lalvari 110 25 20

Ninotsminda 110 20 20

Azerbaijan Gardabani 330 320 320

Russian Federation Kavkasioni 500 600 600

Salkhino 220 50 110

Nakaduli 110 30 30

Dariali 110 40 25

Java 110 10 10

Turkey Adjaria 220 150 120

Meskheti 400 …. ….

table 2.6: Cross-Border interconnectors and their Capacities 

… = not available, kV = kilovolt, MW = megawatt.
Sources: GNERC (2014), GSE (2014).

table 2.7: gse and energotrans transmission 
Capacity, 2013

… = data not available, km = kilometer, kV = kilovolt.
Source: GSE (2013).

Lines substations
Voltage (kV) Length (km) no. capacity

500 269 4 5,228

400 32 .… ….

220 1,584 17 4,396

110 876 25 421

35 504 46    166
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to small residential and commercial consumers 
at 220/380 volts and to large consumers at  
higher voltage.

Power is distributed by three distribution companies. 
JSC Energo-Pro Georgia is the largest distribution 
company, with high (35–110 kV), medium (6–10 kV), 
and low (0.4 kV) networks throughout most of the 
country (except in Tbilisi and the Kakheti region).6 
JSC Energo-Pro Georgia provides distribution 
services, power supply, and wheeling to about 
952,228 customers, serving about 43% of total 
electricity demand. JSC Energo-Pro Georgia bought 
the assets of the United Electricity Distribution 
Company of Achara and of six medium size hydro 
power plants. Thus, JSC Energo-Pro Georgia now 
owns 15 hydroelectric power stations, with a total 
installed capacity of more than 469 megawatts—
about 18% of the country’s hydropower capacity. 

JSC Telasi is the second largest distribution company 
in Georgia, and owns high (35–110 kV), medium 
(6–10 kV) and low (0.4 kV) voltage networks in 
Tbilisi and surrounding areas, supplying about 

6  www.energo-pro.ge

2 billion kWh per year to its 492,813 customers.7 
Under a memorandum of understanding with the 
government, JSC Telasi has an assured long-term 
tariff until 2026. JSC Kakheti Energy Distribution 
is a distribution company operating in the 
Kakheti region, providing 200 gigawatt-hours of 
electric energy annually to its 138,872 consumers  
(GNERC 2014).

The three companies currently serve almost 99% 
of Georgia, except for the disputed territories and 
a small population in remote mountain villages. All 
three distribution companies also buy electricity and 
sell it to their customers; under present legislation, 
distribution and supply are not unbundled. 

Figure 2.10 shows the relative shares of distribution 
companies and direct customers in overall demand. 

2.3.4 electricity Consumption 
Annual electricity consumption declined 
significantly from 1990 due predominantly to the 
collapse of industry following the breakup of the 
USSR. Electricity consumption dropped to its 
lowest point in 1997, to less than half of the 1990 
level. Independence and reform altered the sectoral 
pattern of consumption. In 1990, industry was the 
biggest consumer of electricity, accounting for 44% 
of overall consumption, followed by the residential 
sector, with 29%. By 1995, the situation had changed 
dramatically, with the share of industry falling to 19% 
and that of the residential sector growing to 54%. By 
2012, the proportions were 41% by the residential 
sector, 35% by the industry sector and 14% by the 
commercial sector, with agriculture and transport 
having insignificant shares. Figure 2.11 shows the 
composition of demand by sector from 1990 to 2012. 

In the chaos that followed independence, the share 
of electricity demand that was met by effective 
supply fell by 60%, largely as the result of general 
economic decline, combined with internal unrest 
and military conflict. Consequently, electricity use 
per capita also dropped dramatically. Since reforms 
began, however, domestic electricity demand and 

7  www.telasi.ge (in Georgian)

Source: The Electricity System Commercial Operator (ESCO), Energy 
Balances 2013, http://www.esco.ge/index.php?article_id=16&clang=1 
(accessed December 2014).

figure 2.10: share of Distribution 
Companies and Direct Customers in overall 
Consumption, 2013

Direct customers JSC Telasi

JSC Energo-Pro Georgia

JSC Kakheti Energy Distribution

Abkhazia

16%

21%

43%

3%

17%
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by imported natural gas will be needed to balance 
supply and demand. If no new generation capacity 
is added to the system, and because of the seasonal 
nature of hydropower generation, power shortages 
could occur at least in winter, although power may 
still be exported during summer months. Georgia’s 
long-term energy policy goal was 100% reliance 
on hydropower, making vulnerability of supply an 
issue; however, this approach was changed with 
the construction of a new thermal power plant and 
exploration of the possibilities for deployment of 
wind generation.

electricity use per capita have been relatively stable 
in the face of growing GDP and per capita income, 
reflecting in part improved efficiencies in the 
delivery and use of electricity. Annual electricity use 
per capita averages 1,780 kWh from 1995 to 2009.

In 2010 and 2011, demand for electricity grew 
as much as 10% annually, although in 2012 and 
2013, the increases tapered off to 2% annually. 
Continued increases in demand pose a challenge, as 
hydropower alone will not suffice to meet demand. 
Increased power imports and thermal power fuelled 
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figure 2.11: electricity Consumption by sector, 1990–2012 (%)
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3. power seCtor reform experienCe

With the collapse of the USSR, Georgia declared its 
independence in 1991. With no state institutions, no 
budget, and no currency of its own, Georgia entered 
a period of chaos. Inflation was high, and civil war 
and ethnic conflicts in territories adjacent to the 
Russian Federation broke out, displacing a large 
part of Georgia’s population. The economy shrank 
by three quarters and about 15% of the territory was 
occupied and outside government control. 

Georgia’s national power system was run by 
Sakenergo, a vertically integrated state-owned 
monopoly. Although the independent country 
inherited well-developed physical infrastructure, 
system management was impeded by economic 
crisis, political unrest, internal conflict, and 
corruption. Political upheavals disrupted the 
generation and supply of power, including the 
Tkvarchelli coal-powered plant and the main 
units of the Gardabani thermal power station, 
the only large thermal power station operating at 
that time. Widespread theft of power, equipment, 
and materials, and very low (5%) collection rates 
contributed to low cost recovery. Poor collection 
rates and lack of revenue inevitably resulted in 
an inability to accumulate capital for investment 
or for repair and maintenance of infrastructure. 
The system became unstable, further damaging 
plant and equipment (Lampietti, Banerjee, and  
Branczik 2007). 

The financial and physical deterioration of the power 
system, fuelled by socioeconomic inefficiencies, led 
to capital scarcity and bankruptcy. As the physical 
and financial condition of the system worsened, so 
did its capacity to serve the country’s needs, and its 
ability to pay for imported fuel or power. 

3.1. Before the reform: 
economic Chaos and 
Deterioration of the power 
system

As long as Georgia was part of the USSR, its 
economy was managed by the Central Committee 
of the Communist Party, and private property and 
corporations did not exist. Private entrepreneurship 
was not allowed and state management was 
cumbersome and inefficient. The centrally planned 
economy was organized so that no individual 
republic could survive alone. Raw materials from 
one republic were transported to other republics 
for intermediate production of equipment or spare 
parts, which in turn were transported to other 
republics for production of final products. Thus, 
the Georgian power sector was not designed for 
independent operation.

The entire USSR was electrified under the Soviet 
era plan, GOELRO,8 so, until 1990, the Georgia 
power system was an integral part of the South 
Caucasian United Energy System. The system 
united three Soviet republics: Armenia, Azerbaijan, 
and Georgia, and was partly controlled from the 
Regional Dispatch Center in Tbilisi. After 1980, 
when demand for power began to exceed domestic 
generation in the system, power and fossil fuel for 
thermal plants were provided by other republics to 
make up any shortfall between supply and demand 
in Georgia. 

8 GOELRO  is the transliteration of the Russian abbreviation for 
State Commission for Electrification of Russia.
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Figure 3.1 illustrates factors that led to the power 
crisis in Georgia, which in turn, triggered reform. 

Sakenergo no longer enjoyed Soviet-era subsidized 
transfers for fuel and power (Lampietti et al. 2004). 
As the government tried to improve services without 
sufficient revenues, the state-owned utilities 
incurred large payment arrears, mainly for imported 
fuel and power. State debt owed to Turkmenistan 
for gas supplies exceeded $300 million. Exporting 
countries cut off gas imports for lack of payment, 
and thermal plants were shut down. All of this led 
to nationwide blackouts and a limited power supply, 
so that by 1994 there were 150 disconnections in 
the transmission system and electricity was only 
available for 2–3 hours a day.

The financial stress plaguing the general economy 
was reflected in the power sector. Power sector 
losses during the period of turmoil were high and 
unsustainable. Reliable power supply was lacking; 
internal sources of investment capital for system 
rehabilitation were nonexistent; and the state-
owned utilities, rife with debt, were unable to 
attract outside investment. Overall, the system was 
bankrupt financially and deteriorating physically. 

3.2. phase 1 (1995–2004): 
economic recovery and the 
Advent of power reforms
The political and economic situation began to 
stabilize in 1995, with presidential and parliamentary 
elections, the adoption of Georgia’s first constitution, 
and international recognition as an independent 
state. Five years of economic downturn stopped, 
inflation fell by more than 50% as foreign grants and 
credits became available, a new currency (the Lari) 
was established, and economic growth resumed. 
In 1995, GDP grew by 3% and in 1996–1997, by 
10%–11% (Papava et al. 2012). Inflows of investment 
and assistance from international funding agencies 
started to offset a negative balance of trade and 
facilitated consistent economic improvement, even 
in the face of continued political challenges. 

The government instituted far-reaching tax reforms. 
Legislation was enacted legalizing commercial 
companies and corporations and a new civil code 
was adopted, authorizing the conduct of commercial 
transactions. In 1995, the government instituted 
a plan to put small businesses (including 30 from 

Uncontrolled excessive 
consumption

Lack of funds for fuel and power 
imports

Lack of funds for maintenance, 
operations, and salaries

Subsidized tari�s Low collections Low discipline, corruption, and 
electricity theft

Power Shortage

Economic crisis Political crisis Social crisis

External factors

figure 3.1: Drivers of reforms

Source: Authors.
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Sakenergo) into the hands of local entrepreneurs, 
a plan largely completed by the end of 1996 (Bailly 
1998). By 1995, the main focus had turned to longer-
term reform, with the government recognizing 
the critical role of electricity supply in relation to 
economic expansion. The recognition led to the 
pilot testing of reform efforts to improve security of 
supply and service quality. The power sector reform 
proceeded following four principles: unbundling, 
establishment of an independent regulatory regime, 
commercialization, and privatization. Phase 1 of the 
reforms was supported by the guidance, leadership, 
and funding of international financial institutions 
and donors, and focused on institutional changes: 
reorganization and restructuring, privatization, 
and private management (Kavtaradze and 
Margvelashvili 2012). 

3.2.1. legal and regulatory 
Basis for reform
On 1 June 1995, Georgia instituted a number of 
changes in power sector operations and regulation. 
These included at first rationing power, issuing 
credit for rehabilitating power plants, and requiring 
that generators maintain reserve stocks of fuel. For 
longer-term power sector reform, changes were first 
needed in the institutions governing and regulating 
the power sector. These changes were effected by 
the legal measures listed in Box 1.

3.2.2. restructuring of the 
sector
The restructuring of the sector following the new 
directives resulted in the unbundling of Sakenergo, 
the state-run, vertically integrated monopoly 
(Figure 3.2); an influx of foreign assistance and 
foreign investment; and, ultimately, management 
reform and financial recovery. 

Generation and distribution functions were removed 
from Sakenergo. Joint-stock companies took over 
the generation function, under a holding company 
called Sakenergo Generatsia, and the management 
of the distribution system was transferred to 66 

municipal distribution companies, which were 
under the control of local municipalities. Sakenergo 
was left with transmission and dispatch functions. 

Handing over the distribution function to the 
municipalities became a problem because, with 
the serious economic crisis, municipalities were 
experiencing huge financial deficits, and distribution 
companies were among the few entities generating 
revenue. The handover created the opportunity 
for the illegal diversion of funds to individuals and 
other institutions to fulfill social and other various 
needs, leaving distribution companies unable to pay 
for transmission and dispatch services or for power 
generation. This left transmission and generation 
companies without revenues for rehabilitation or 
even for day-to-day operation, leading to further 
deterioration of infrastructure. Employees of power 
companies were not paid for months and corruption 
was rampant within the system.

The Ministry of Energy, which was abolished in 1993, 
was reestablished in 1996 as the Ministry of Fuel and 
Energy following the continued power sector crisis. 
During the same year, the Gardabani thermal power 
plant was rehabilitated. In July 1998, the President of 
Georgia approved Decree No. 421, Main Principles 
of the Georgian Wholesale Electricity Market. This 
was followed by appropriate amendments to the 

figure 3.2: restructuring and unbundling of the 
power sector

Source: Kavtaradze and Margvelashvili (2012).
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resolution of 5 october 1995, of the head of state About extraordinary measures for resolving the Difficult 
financial situation of sakenergo. The resolution created a temporary extraordinary commission for the collection of 
payments for power consumption. Commission members included, among others, the minister of finance, the minister 
of the economy, the prosecutor general, and the head of state audit inspection. 

On 26 June 1996, Georgia’s Ministry of Fuel and Energy was created. Part of its mandate is to define and implement state 
policy on electricity, and to ensure efficient state management within the sector. Relevant presidential decrees initiating 
power sector reforms are as follows: 
• presidential Decree no. 437 (4 July 1996): on restructuring the power sector. Decree 437 (i) created a Power 

Regulatory Commission to regulate wholesale and retail tariffs in the power sector (although tariff methodologies 
were subject to approval by the Ministry of Fuel and Energy and minister of economy); and (ii) reorganized 
Sakenergo into three financially independent subsectors—generation, transmission and dispatch, and distribution.

• presidential Decree no. 828 (9 December 1996): on privatization of the electricity sector. Decree 828 
encouraged competition and investment in the electricity sector by ordering (i) the liquidation of the state 
monopoly and the introduction of different forms of ownership, and (ii) the separation of regulatory and commercial 
functions to permit development of a regulated power market. Through this decree, the sector’s privatization plan 
was approved. The plan identified candidate enterprises for privatization, as well as those that should remain 
under state ownership (primarily transmission and dispatch companies, and those in occupied territories). Most 
generation and distribution companies were set to be privatized by selling shares, although not all shares were sold 
to private investors. For distribution companies, 51% of all shares had to be offered on competitive tenders. The 
plan for privatizing the power sector was issued a year before the general privatization plan for the whole economy. 

• presidential Decree no. 829 (19 December 1996): on step-by-step normalization of the tariff system in 
the power sector and Additional measures for social [Consumer] protection. Decree 829 abolished arbitrary, 
negotiated, and individualized tariffsa and replaced them with a general unified tariff of 4.5 tetris (about $0.036) 
per kilowatt-hour for all nonresidential users, and 3.2 tetris ($0.0256) per kilowatt-hour for residential customers, 
based on consumption levels only. The decree also requested the regulator and the Ministry of Fuel and Energy to 
prepare proposals for tariffs that incorporated consumer protection measures, and for wholesale tariffs that were 
voltage-based.

In 1997, the Parliament adopted the law on electricity, which formed the legal basis for the structural overhaul of 
the power sector,b and actually implemented the provisions of Presidential Decree 828. It created a legal basis for 
introducing more competitive, market-based relationships in the sector. Specifically, the law separated the ownership, 
commercial, and regulatory functions in the power sector, primarily by separating the regulator from the Ministry of 
Fuel and Energy, and establishing the Georgian National Electricity Regulatory Commission as an independent entity. 

Creation of the independent regulator was a positive step toward reform, intended to signal that regulatory decisions 
in the Georgian energy sector would be adopted in a transparent manner based on principles of rule of law, fairness 
and protection of rights, and balancing of the legitimate interests of both investors and consumers. Adoption of tariff 
methodologies, licensing, and market rules by the regulator were signs to stakeholders that licensing and tariff setting 
would not be subject to political influence or other considerations not specific to energy.

In July 1998, Presidential Decree No. 421: Main Principles of the Georgian Wholesale Electricity Market, followed by 
appropriate amendments to the Electricity Law, created the Georgian Wholesale Electricity Market as a clearinghouse, 
in practice—a single buyer model. 

a Individual tariffs are negotiated for various companies and organizations under different concessions and agreements.  These tariffs were not 
published and not available outside the State Archive.
b The Main Directions of State Policy in the Power Sector (7 June 2006) details the implementation.
Source: Compiled by ADB.

Box 1: resolutions, Decrees, and laws toward power sector reform
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Electricity Law that created the Georgian Wholesale 
Electricity Market and the Georgian National Energy 
Regulatory Commission (GNERC). 

As another response to the energy crisis, the 
government decided to privatize distribution 
companies and thermal power plants. In December 
of 1998, the American company AES bought 
75% of the shares of JSC Telasi, the distribution 
company in Tbilisi, for $25 million. It was the first 
major privatization in the power sector. A year later, 
AES purchased the ninth and tenth blocks (gas 
generation units) of the Tbilsresi thermal power 
plant for $16.5 million and was awarded management 
rights for Khrami 1 and 2 hydropower plants for 25 
years (Transparency International Georgia 2008).9 
The privatization of Telasi and the entry of AES 
into the Georgian market was a major turning point 

9 The ninth and tenth Gardabani blocks suffered an explosion in 
December 2001, with the latter being entirely destroyed.   

in the reform process.10 AES introduced a modern 
metering, billing, and collection system, and 
dismissed corrupt cash collectors. Telasi collection 
rates went up dramatically compared to the system 
average, and revenues (for distribution services and 
consumed power) began to circulate within the 
entire power sector. 
 
The effect of AES reforms on the power system, 
and the improved flow of funds throughout the 
sector, can be seen in Table 3.1 and Table 3.2. Table 
3.1 shows the rise in collection rates for Telasi under 
AES management during 2000–2002 and Table 3.2 
shows how these improved collection rates were 
reflected throughout the system during 2002–2004.

Transferring the distribution function to a foreign 
company proved effective as it brought modern 

10 The privatization contract was signed on 21 December 1998 and 
AES Silk Road Holding B.V. (a subsidiary of AES Corporation) 
began operating in Telasi on 4 January 1999. Kakheti Distribution 
was also privatized in 1999.

table 3.1: Aes telasi Collection rates, 2000–2002

2000 2001 2002
change (%)

2001/2000 2002/2001
Telasi Received Power (GWh) 2,790 2,380 1,200 –15 –6

Telasi Requested Power (GWh) 3,230 2,760 1,290 –14 –20

Ratio of Received to Requested Power 86% 86% 93% 0 percentage points 7 percentage points

Average Price (GEL/kWh) 0.093 0.100 0.124 8 24

Households Remetered 38% 69% 76% 32 percentage points 7 percentage points

Demand (GWh) 2,350 2,310 2,490 -2 24

Billings (GEL million) 217 232 309 7 33

Total Receipts (GEL  million) 96 186 266 93 44

Subsidies (GEL million) 35 44 55 25 26

Winter Heat Assistance Program  
(GEL million)

29 37 47 28 27

Government Privileges (GEL million) 6 7 8 11 21

Payments by Customers  (GEL million) 61 142 211 132 49

Collection Rate from Households 44% 80% 86% 36 percentage points 6 percentage points

GEL = Georgian lari, GWh = gigawatt-hour, kWh = kilowatt-hour.
Table includes only Tbilisi households in the sample. Requested and received power in 2002 is only from January to June.
Source: AES Telasi, presented in Lampietti, Banerjee, and Branczik (2007). 
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management skills and protected the sector from 
undue local or national influence. On the advice of 
the International Finance Corporation, most of the 
remaining distribution companies were merged into 
a single entity to make this new entity large enough 
to be attractive to foreign investors. Thus, almost all 
regional distribution companies (except for Adjara, 
Kakheti, and those in occupied territories) were 
merged to form the United Electricity Distribution 
Company. In 2003, management of this company 
was transferred to the United States Agency for 
International Development (USAID) contractor 
PA Consulting, under the USAID-funded project, 
Georgian Energy Security Initiative (Kavtaradze and 
Margvelashvili 2012). 

In 2002, the electricity transmission company and 
electricity dispatch company, which were created 
after the final dissolution of Sakenergo, were 
merged into the Georgian State Electrosystem 
(GSE). In 2003, the GSE was placed under a 5-year 
management contract with the Irish company, ESB 
International. The transfer of GSE management to 
ESB International was sponsored by the World Bank 
and KfW, a German development bank. 

Similarly, in 2001, management of the Georgian 
Wholesale Electricity Market was transferred to the 
Spanish company Iberdrola for a period of 5 years, a 
management contract sponsored by the European 

Bank for Reconstruction and Development. New 
managers began eliminating corruption at all levels, 
improving poor financial and technical performance, 
installing communal and wholesale meters and new 
information technology and billing systems, and 
enforcing internal controls. In 2003, AES sold its 
share of JSC Telasi to a Russian power company, 
Inter RAO UES. Currently, JSC Telasi is 75.1% owned 
by Inter RAO UES, 24.5% owned by the Georgian 
state-owned JSC Partnership Fund, and a small 
residual held by other shareholders. 

The situation of the Georgian power sector 
improved substantially with these changes. With 
higher collection rates and more support from 
donors and lenders, asset rehabilitation began at 
Enguri hydro and the Tbilsresi thermal power plants, 
and the 500-kV Kavkasioni transmission line and 
the 220-kV Alaverdi line  were restored. 

However, initial successes were felt largely in 
Tbilisi. Regional distribution units were still 
experiencing financial constraints, with still very 
low collection rates. The effort to privatize regional 
distribution companies had not yet materialized 
and many generation, transmission, and distribution 
assets still needed rehabilitation. By the end of 
2003, power interruptions were still common  
(Kurdgelashvili 2008). 

table 3.2: georgia power sector Quasi fiscal losses, 2001–2004

2001 2002 2003 2004

Quantity Delivered (GWh)a 6,085.5 6,433.7 6,669.8 7,076.9

Collection Rate (%)b 19.7 35.0 52.4 48.0

Generation Cost ($ million) 247.7 263.5 298.6 357.0

Billed Amount ($ million) 247.7 263.5 277.9 339.0

Collected Amount ($ million) 48.8 92.2 145.6 162.7

Total Losses ($ million ) 198.9 171.3 152.9 194.3

Of which: price effect ($ million ) 0.0 0.0 20.6 18.0

Of which: nonpayment effect ($ million) 198.9 171.3 132.3 176.3

total Losses (% of GDP) 6.2 5.0 3.8 3.7

GDP = gross domestic product, GWh = gigawatt-hour.
a Quantity produced domestically and net imports less normative losses (15% in 2002 and 2003, 9% in 2004 and 2005).
b United Distribution Company collection rate for 2002 are based on IMF staff estimates.
Source: IMF (2005). 
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3.3 phase 2 (2004–present): 
the rose revolution and 
further liberalization 
The second phase of general economic reforms 
occurred after the Rose Revolution of 2003. 
Following Parliamentary elections in 2004, general 
and aggressive reform measures were instituted 
throughout the government and the economy. 
These included tax reform (simplification and 
improved tax collections), large-scale privatization, 
market liberalization, and a general streamlining of 
licensing practices. 

3.3.1. infrastructure 
rehabilitation and market 
liberalization
In 2004, the government introduced further 
deregulation and privatization, including wheeling 
charges (Kavtaradze and Margvelashvili 2012). New 
and important characteristics of post-2004 reforms 
were strong government leadership, increased 
funding, and enforcement. A chronology of Phase 2 
reforms is set out in the following paragraphs. 

Starting in 2005, the government injected 
several hundred million dollars into the sector to 
rehabilitate state-owned generation, distribution, 
and transmission assets. Improved financing by 
external partners and the state, improved collection 
rates in JSC Telasi, and modern management made 
possible a major transformation of the GSE. During 
2005–2011, capital expenditure for improving 
transmission networks alone amounted to GEL286.4 
million ($168.5 million), which was covered by a mix 
of sovereign government loans and international 
financing, supplemented by GEL123.3 million ($72.5 
million) from the company’s own funds (Figure 3.3).11 
This resulted in improved reliability of transmission 
networks, increased demand, and greater energy 

11 Investments in GEL during 2005–2011 are converted to dollars 
using the average exchange rate during the period. Exchange 
rates were sourced from ADB (2014).   

security. As a result of transmission network 
rehabilitation, technical losses in the system and 
blackouts decreased significantly. 

In December 2005, amendments to the Law on 
Electricity and Natural Gas reassigned several 
authorities governing the power sector, transferring 
approval of market rules from the regulator to 
the MOE. The MOE was also authorized to issue 
technical rules, approve power and natural gas 
balances, and make decisions about deregulation 
and partial deregulation. The GNERC (the  
regulator), was somewhat weakened by being 
obliged to comply with MOE orders. The GNERC 
was isolated geographically by being relocated 
from the capital Tbilisi to the city of Kutaisi, 200 
kilometers west of Tbilisi. Its new responsibilities 
included approving supply and consumption 
rules, as well as approving wheeling tariffs and 
fees for Electricity System Commercial Operator 
(ESCO) services, guaranteed capacity, and network 
connections. However, with the new government 
in place from the end of 2013, the GNERC was 
relocated back to Tbilisi (in 2014) and its role in and 
influence on energy sector regulation appears to be 
increasing.

On 9 June 2006, the Parliament issued the 
Resolution on Main Directions of State Policy in 

figure 3.3: investment in the transmission 
system, 2004–2011 (gel million)

GEL = Georgian lari, GSE = Georgian State Electrosystem.
Source: GSE (2011)
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the Georgian Energy Sector. Several of the themes 
addressed in this Resolution pertain to electricity: 
energy efficiency (economic and technical); energy 
security and vulnerabilities; third party access to 
power transmission and distribution; metering; 
domestic and foreign investments; privatization; 
adequacy of investment versus future demand; 
economic sustainability (efficient pricing to cover 
costs); and bilateral and regional cooperation. It 
envisaged that a full power market would open by 
2017. Other policy goals included full satisfaction 
of the country’s electricity demand with domestic 
hydro resources, through a gradual substitution first 
of imports and then of thermal generation. Until 
this target is achieved, thermal power plants were 
to be rehabilitated to provide a stable and reliable  
base load. 

The Georgian Wholesale Electricity Market 
with its single buyer model was replaced by the 
ESCO, the commercial operator, on 1 September 
2006. Generators, distribution companies, direct 
customers, and exporters were allowed to enter into 
direct contracts, while the ESCO bought and sold 
balancing power and reserve capacity (Kavtaradze 
and Margvelashvili 2012). In April 2008, negotiating 
power purchase agreements with new hydropower 
plants (in conjunction with the government) was 
added to the ESCO’s functions. 

In 2006, most generating companies were entitled 
to trade power at market price, while tariffs for some 
were capped. The restructured tariff scheme also 
required the introduction of differentiated consumer 
tariffs. Domestic tariffs rose to cost-recovery levels 
and wheeling charges were introduced. At the same 
time, Georgia abolished import–export licenses, 
reduced export tariffs, and imposed capped  import 
tariffs. Distribution companies were required to 
maintain reserve power capacity up to about 10% of 
their needs. 

In 2007, the United Electricity Distribution Company 
was finally privatized. Its assets, together with Adjara 
distribution company and six generation companies, 
were sold to Energo-Pro Georgia, a subsidiary of the 
Czech company Energo-Pro. This was instrumental 
in improving electricity service in the regions. During 

2000–2012, with continued reforms and improved 
finances, 24-hour power supply was restored, first to 
Tbilisi and then to the rest of the country. Significant 
rehabilitation of hydropower plants resulted in 
increased generation of power. Construction of 
several new hydro plants began, while tenders were 
announced for the construction of yet more. Import 
dependence dropped and for the 5 years 2007–2011, 
Georgia was a net electricity exporter.

However, there are limitations to the reforms in 
power sector governance. The legislative and 
executive measures that initiated the reform 
process set up principles and conditions for a 
more competitive and effectively regulated power 
sector. However, some subsequent amendments 
have altered dramatically the original tenor of the 
authorizations. For example, most significantly, 
the regulatory body is independent in theory, 
but in fact until recently its activities, including 
the setting of tariffs according to preapproved 
tariff methodologies, were subordinated to MOE 
decisions or other government actions. The current 
responsibilities of key institutions in the sector, 
defined and modified over the reform period, are 
summarized in Box 2.

Similarly, transparency was lacking throughout the 
regulation and administration of the sector. Power 
purchase agreements, tariff construction, and the 
pricing of power, plant construction, and contracting 
were frequently negotiated privately by government 
officials without external scrutiny, and hence 
without accountability. The situation has improved 
with the approval of the Government Decree No. 
214, dated 21 August 2013, on the Approval of the 
Rules for Expression of Interests for Feasibility 
Study of Construction, Ownership, and Operation 
of Power Plants, which set transparent criteria for all 
interested parties.

3.3.2. evolution of market 
structure 
Compared with the prereform situation, the 
structure and performance of Georgia’s electricity 
sector are greatly improved in technical efficiency 
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and in terms of service quality and financial viability. 
The former state monopoly has been unbundled 
into generation, transmission, and distribution 
companies. The private sector owns an increasing 
share of the generation assets and all the smaller 
hydropower plants. Bankruptcy has given way to 
profitability; power shortages have been replaced by 
adequate or surplus generation, which is exported 
profitably; and poor infrastructure has been 
rehabilitated. More generally the interdependent 
state-owned structure of earlier days has been 
unbundled and restructured as a market-based, 
largely privatized, or privately managed commercial 
industry as described below.

Commercial system operator and the power 
market. Participants in wholesale trade are 
generation companies, distribution companies, and 
qualified customers. Wholesale electricity trade 
is conducted either by the ESCO under standard 
conditions, or by direct contracts among dispatch 
licensees, sellers, and buyers under standard 
contract terms provided by the ESCO. The ESCO 
itself trades about 15% of wholesale power, and is 
responsible for balancing electricity trade as well as 
guaranteed capacity.  

Figure 3.4 shows the schema of the power market 
that aims to achieve competitive retail market. 
     
limitations of the reforms. The power sector 
retains some noncompetitive structural features 
that can limit the potential benefits of competition. 
Generation, supply and distribution, transmission 
producers, and major consumers often have the 
same owners, or actually form part of the same 
vertically integrated company. Because bilateral 
power purchase agreements are the main form 
of electricity trade, one would expect buyers to 
procure electricity mostly from their own generation 
sources. Vertical reintegration can thus enhance 
corporate profitability, but may also nullify much of 
the competitive potential expected from the mainly 
horizontal breakup of large state enterprises. Some 
forms of vertical reintegration have also frequently 
occurred in other countries where electricity 
sector reregulation or deregulation has taken place. 
Figure 3.5 shows the power system as divided into 
several vertically reintegrated segments (Energo–
Pro [orange], Inter RAO UES [blue], state [red], 
Abkhazia [purple], and other generator and/or 
consumer companies [green]).

Box 2: key players in the power sector

The ministry of energy is responsible for overall energy policy. In principle, its influence is primarily confined to policy-
related and strategic matters. In practice, however, the Ministry of Energy is actively involved in both the operation and 
de facto regulation of the sector by virtue of its authority to approve power sector electricity balances, supervise state-
owned enterprises, and approve market rules and other regulations. 

The georgian national energy and water supply regulatory Commissiona is in principle the independent legal 
body responsible for the day-to-day regulation of the power sector. It has authority to grant and regulate licenses( for 
generation, transmission, dispatch, and distribution), and to set and regulate tariffs, but only in accord with Ministry of 
Energy directives. It also has power to resolve disputes between licensees and consumers. It also regulates natural gas 
and water sectors. 

The electricity system Commercial operator buys and sells balancing power and reserve capacity to balance supply 
and demand. It may also enter into power purchase agreements with the new hydropower plants and is a signatory to 
relevant government memoranda.

a The commission was formerly known as the Georgian National Energy Regulatory Commission. In 1996 and 2007, regulation of natural gas and 
water supplies were added to its functions. Its name was later changed to Georgian National Energy and Water Supply Regulatory Commission, 
while retaining GNERC as its acronym.
Sources: Compiled based on information from the Charter of the Ministry of Energy 2006; Law on Electricity and Natural Gas 1999; 2007 
Amendments to the Law on Electricity and Natural Gas; and ESCO, Legiuslation, Legislative Acts.



24

Assessment of Power Sector Reforms in Georgia

The vertical reintegration just described can be a 
consequence of limited interest from the private 
sector to invest in the market. This could be due 
to insufficient public–private partnership and 
transmission capacity allocation frameworks, 
and unclear off-take agreements for hydropower 
projects. Further action is needed on securing 
long-term off-take agreements and risk allocation 
arrangements among investors and the government. 

figure 3.4: the georgia power market

BOO = build-own-operate, ESCO = Electricity System Commercial Operator, ET = Energotrans, GSE = Georgian State Electrosystem.
Notes:
a Enguri and Vardnili are state-owned generators, regulating hydropower producers, with sales price regulated.
b Some medium and large private power plants are owned by distribution companies and direct consumers and/or affiliated entities, with sales cap prices 
regulated.
c Some small private power plants (maximum capacity, 13 megawatts) are owned by distribution companies and direct customers and/or affiliated entities, 
with sales prices deregulated.
d The ESCO is a state-owned entity that trades with actual volume of balance energy; imports and exports energy; buys guaranteed capacity from power 
producers and sells to distributors, direct customers, and exporters;and will purchase energy from BOO plants.
e Distributors are JSC Energo-Pro Georgia, JSC Telasi, and JSC Kakheti Energy Distribution.
f Direct consumers are customers consuming less than 7 million kilowatt-hours per annum. The minimum annual volume of consumption will be brought 
down gradually to 1 kilowatt-hour by 2017. The status of a direct customer is voluntary.
g Noneligible consumers are retail customers of distributors. Small power producers are free to sell power to retail customers.
h GSE and ET are  100% state-owned.
Source: GSE (2013). 
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On the institutional aspect, limited capacity at 
the Ministry of Energy combined with the lack of 
government budget affect the progress of reforms.  
In response, the government sought the assistance 
of external parties, which has resulted in a lack of 
commitment and ownership by the government.  
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figure 3.5: rebundled structure of the electricity sector

ESCO = Electricity System Commercial Operator, GNERC = Georgian National Energy Regulatory Commission.
Source: Kavtaradze and Margvelashvili (2012).
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4. outComes from power seCtor reform

technologies. In the case of Georgia, the electricity 
intensity of GDP has been falling steadily since the 
reforms began, principally as a result of the decline 
of the industry sector. As shown in Figure 4.1, GDP 
has grown significantly since the mid-1990s, while 
total electricity consumption has stayed relatively 
constant. This means that electricity intensity 
has been falling and its inverse, overall electricity 
productivity, has been increasing since 1993  
(Figure 4.2). 

Figure 4.3 compares the per capita use of 
electricity with the electricity intensity of GDP, 
and shows the drop in the electricity intensity of 
GDP from a high of almost 2.9 kWh/$ of GDP in 
1993, to 1.4 kWh/$ of GDP at the second stage of 
the reform process in 2004, to 1.0 kWh/$ of GDP in 
2013. The initial rise in electricity intensity of GDP, 
from 1990 to 1993, is due to the fact that although 
electricity consumption fell significantly, GDP fell 
even more rapidly so the ratio rose. This trend has 
been reversed since 1993. Meanwhile, long-run 
increases in the electricity use per capita have 
been minimal since 1996, with the 2013 figure still 
below that for 1992. 

Figure 4.4 shows electricity intensities over time 
for the major sectors. All sectors’ intensities were 
on a downward trend from 1993 to 2007. After 
2009, that of industry rose with the expansion of 
the manufacturing component. However, while 
services output has grown relatively rapidly, the 
sector’s electricity intensity showed no significant 
increases because the new investments in banking 
and real estate, for example, required relatively low 
electricity inputs. Agriculture’s electricity intensity 
has been low due to the nature of production and 
slow growth of the sector since 1994. 

As just discussed, the power sector in Georgia has 
undergone various reforms to introduce competition 
in the power market and to improve the efficiency 
and sufficiency of supply. This section assesses 
the outcomes of power sector reforms in three 
dimensions—economic, social, and environmental. 
This report does not attempt to separate outcomes 
that are directly attributable to power sector 
reforms from outcomes that arose from more 
general economic improvement. Instead, the paper 
focuses on the trends in outcomes since the reform, 
as a means of judging how far postreform outcomes 
reflect an improvement in performance. 

4.1. economic outcomes
In assessing the economic benefits since the 
reform, the report looks at how electricity intensity, 
consumption, tariffs, system efficiency, and supply 
reliability have changed over the years, prior to the 
reform through to the latest year for which data are 
available.

4.1.1. electricity intensity 
of gDp and electricity 
Consumption 
Electricity intensity of GDP is the ratio of total 
electricity consumption to total GDP in a given 
period or the average electricity input per unit of 
GDP. This ratio may be an imprecise measure of 
performance as it will vary with factors that are 
external to the power sector, such as changes 
in structure of the economy, in relative prices 
and currency fluctuations, and in production 
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figure 4.1: electricity Demand and gDp, 1990–2013

figure 4.2: overall electricity productivity, 1990–2013 (gDp in 2005 $/kwh)

GDP = gross domestic product, kWh = kilowatt-hour.
Sources: ESCO, unpublished data for electricity demand 1990–2006; ESCO, Energy Balances of Georgia 2007–2013 (accessed September–October 
2014) for electricity demand 2007–2013; and World Bank, World Development Indicators (accessed July 2014) for GDP.

GDP = gross domestic product, kWh = kilowatt hour.
Sources: ESCO, unpublished data for electricity demand 1990–2006; ESCO, Energy Balances of Georgia 2007–2013 (accessed September–October 
2014) for electricity demand 2007–2013; and World Bank, World Development Indicators (accessed July 2014) for GDP.
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As previously discussed, households consume the 
bulk of final electricity in Georgia. The amount of 
electricity a household consumes changes over time 
with changes in income, prices, and the availability 
of appliances. Household use of electricity has risen 
modestly, by about 23% from 2005 to 2012 (from 

103 to 127 kWh/month), while average household 
income almost doubled during the same period 
and average electricity prices have increased 
significantly since 2005 (Figure 4.5).12 
12 Changes in the average electricity price are mainly due to the 

GEL–$ exchange rates.

 figure 4.5: electricity use per household and Average electricity price, 1995–2012

figure 4.4: Comparison of electricity intensities by sector and total, 1990–2012 (kwh/$)

HH = household, kWh = kilowatt-hour.
Note: Average electricity price refers to average tariff charged to consumers on 220/380-volt level.
Sources: GNERC for electricity price; World Bank (2007) (1995–1996 data), Sakenergo 1998–1999 Energy Balances (1997–1999 data), and JSC Telasi 
and JSC Energo-Pro Georgia (2000–2012 data) for electricity consumption of households; and World Bank World Development Indicators (accessed 
September–October 2014) for the period average GEL–$ exchange rate.

GDP = gross domestic product, kWh = kilowatt-hour.  
Sources: ESCO, unpublished data for electricity demand 1990–2006; ESCO, Energy Balances of Georgia 2007–2012 (accessed September–October 2014) 
for electricity demand 2007–2012; GNERC and Demur Chomakhidze (unpublished data) for sector electricity consumption 1990–2008; International 
Energy Agency database for sector electricity consumption 2009–2012; World Bank, World Development Indicators for GDP and gross value added by 
sector (accessed July 2014).
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4.1.2. tariffs
Figure 4.6 shows the evolution of consumer 
tariffs during the reform period. The reforms have 
resulted in higher electricity prices in nominal 
terms for residential and industrial consumers. 
Tariffs changed drastically from 1998 to 2006, 
but remained stable from 2006 to 2012. In 2013, 
tariffs for residential units consuming up to 301 
kWh were reduced by more than 20%. As tariffs 
are cost based, residences that consume more 
electricity (more than 301 kWh in Tbilisi and more 

than 101 kWh in the regions) pay higher tariffs per 
kilowatt-hour than industrial consumers, as the 
latter consume electricity on higher voltage levels. 
Moreover, industrial consumers in the capital are 
charged more than those in the regions, because 
the capital and the regions are served by different 
companies. Tbilisi Distribution Company has made 
more investments than JSC Energo-Pro Georgia 
or Kakheti Distribution Company and provides a 
higher quality of service; thus, accordingly, the cost 
of service in Tbilisi is higher.

figure 4.6: Consumer tariffs, 1995–2013

GEL = Georgian lari, kV = kilovolt, kWh = kilowatt-hour, Res. = residential.
Sources: Georgian National Energy and Water Supply Regulatory Commission, JSC Energo-Pro, JSC Telasi (all accessed September–October 2014).

19
90

20
00

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
10

20
11

20
12

20
13

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

0
0.02

0.08

0.04
0.06

0.1
0.12
0.14
0.16
0.18

0.2

G
EL

/k
W

h

Deep Energy Crisis

Reform Phase 1

Tarri
: Telasi (Tbilisi)

Reform Phase 2

Industrial price (6/10-kV)

Res. Price (>301 kWh)

Average (220/380-volt)

Res. Price (101–301 kWh)Res. Price (<101 kWh)

19
90

20
00

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
10

20
11

20
12

20
13

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

0

0.05

0.1

0.15

0.2

G
EL

/k
W

h

Deep Energy Crisis

Reform Phase 1

Tarri
: Energo-Pro (Region)

Reform Phase 2



30

Assessment of Power Sector Reforms in Georgia

Although the tariff setting process and norms are 
provided for in the Law on Electricity and Natural Gas, 
as well as in the tariff methodologies, until recently 
tariff setting in Georgia was not properly enforced, 
a major limitation of what has been achieved thus 
far in terms of reforms. Small (under 13 MW) power 
plants are deregulated, while generation tariffs 
for Enguri and Vardnili (both regulated plants) are 
fixed. Distribution and consumer (end-user) tariffs 
have largely been agreed with the government 
in nontransparent negotiations and distribution 
companies are able to charge rates negotiated 
with the government. Moreover, data on electricity 
supply costs are not publicly available. However, 
the new electricity tariff calculation methodology, 
adopted on 30 July 2014, is intended to change this 
situation and to shift tariff setting to a transparent 
and objective basis. 

4.1.3. system efficiency and 
supply reliability
Other important performance factors include system 
inefficiencies and losses, and reserve margins. On 
all of these counts, the power system has improved 
greatly since reforms began. The improvements 
have been the result of a more economically 
and financially viable system—capable of paying 
for improvements and sufficiently attractive to 
investors to induce efficient management and 
provision of capital for rehabilitation and expansion. 

From 2004 to 2011, rehabilitation, combined with 
improved maintenance, noticeably increased the 
operational capacity of existing plants, although 
accurate and complete data are not available to 
measure improvements in conversion efficiency for 
thermal plants. 

Rehabilitation of the transmission network 
significantly decreased both technical losses in the 
system and blackouts. Losses in the sector prior to 
reform reflected in part ineffective or no metering, 
and were exacerbated by the deterioration and 
stripping of assets. In 1995, transmission losses were 
approximately 16%, but by 2013, reflecting improved 

management and technical conditions, and system 
rehabilitation, transmission system losses were 
2%, well within the normative range (3.55%) for 
transmission. The drop in technical losses at the 
transmission level after 2006 reflected the transfer 
of the 110-kV transmission lines to the distribution 
companies.

Distribution to small consumers over very low 
voltage lines at long distances has necessarily 
resulted in relatively high distribution network 
losses. Losses in distribution networks reached 
30%–40% prior to the reform. Such losses (except 
for Kakheti) have fallen significantly, resulting 
from reforms and investments in the distribution 
system. With the transfer of the 35-kV and 110-kV 
lines, distribution losses are now equal to allowed 
(to pass through tariff) levels.13 In 2013, JSC Telasi 
and JSC Energo-Pro reported distribution losses 
of 7% and 8%, respectively. The notable exception 
is the Kakheti region, which did not receive  
35–110-kV lines. 

Figure 4.7 shows the changes in transmission 
and distribution losses during the reform period.  
Table 4.1 provides details of more recent 
improvements. 

Improvements in service are generally measured as 
reductions in blackouts or service interruptions such 
as roving brownouts, or intermittent interruptions 
in supply, often to ration power if supply falls short 
of total demand. The reforms and investments to 
improve the system have restored 24-hour service 
to most of the country. The data on the number of 
blackouts show a marked improvement in supply 
reliability beginning in 2007, except in 2010, when 
periodic disconnections were necessary as part 
of the rehabilitation effort. In 2013, only three 
partial blackouts occurred, and no total blackouts  
(Figure 4.8).

13 Allowed levels of losses are as follows: JSC Telasi—12.4%, which 
includes 1.7% for 110-kV, 0.5% for 35-kV, 5.28% for 6/10-kV 
and 5.45% for 0.4-kV; JSC Energo-Pro Georgia—14.61%, which 
includes 2.6% for 110-kV, 0.91% for 35-kV, 5% for 6/10-kV, and 6.1% 
for 0.4-kV; JSC Kakheti—10.5%, 4.5% for 6/10-kV and 6% for 0.4-
kV lines (Didebashvili 2014).
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figure 4.8: number of system Blackouts, 2003–2013

table 4.1: specific transmission and Distribution losses, 2007–2013 (%)

kV = kilovolt.
Sources: Georgian State Electrosystem for losses in 35–500-kV lines (1990–1999), GNERC for 2000–2013 data (accessed September–October 2014).

 Source: GSE (2013).

kV = kilovolt.
Source: GNERC, Annual Reports 2011–2013. 

transmission Losses 
(35-500 kV Lines)

Distribution Losses
Jsc energo-Pro Jsc telasi Jsc Kakheti 

2007 1.9 28 26 26

2008 2.0 20 20 17

2009 1.7 16 17 27

2010 1.7 10 13 22

2011 1.9 10 14 24
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2013 2.0 8 7 25
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4.2. social outcomes: 
Accessibility and 
Affordability of electricity 
Almost 100% of Georgian households have access 
to commercial electricity. About 2,000 households 
do not have such access. They are largely in remote 
mountain villages, and some have off-grid electricity. 
The reforms in the power sector did not change the 
number of households without access to electricity, 
but nonetheless, one of the stated energy policy 
goals is 100% grid access in the next few years. 

Affordability is normally measured by the share of 
electricity expenditure in household income. Over 
time the absolute cost of power has risen, but so have 
average incomes. The relative share of household 
income spent on electricity has fallen steadily since 
2006, averaging below 3% in 2012 (Figure 4.9). 
Hence, the postreform period has not seen a rise 
in the average burden of electricity on household 
budgets despite a rise in monthly electricity 
expenditure. Urban households spent more on 
electricity (relative to their income) on average than 
did rural households during 2006–2012. However, 
the share of monthly electricity expenditure in total 
income of urban households has been decreasing 

at a rate faster than that for rural households, 
due to steeper increases in income of the former  
(Table 4.2).14 

4.3. environmental 
outcomes: Carbon Dioxide 
emissions
Carbon dioxide (CO2) emissions from fossil fuel 
combustion are the principal greenhouse gas 
emissions from electricity production. With the 
rehabilitation of major hydro stations, thermal 
plants generally account for a smaller share of 
total generation. Because the thermal plants have 
been largely rehabilitated, fuel consumption and 
hence CO2 emissions are relatively low and have 
fallen until 2010. In 2011, CO2 emissions increased 
slightly following the increase in thermal generation. 
Because of modern technological improvements, 
emission levels are not expected to increase 
significantly with the building of new thermal plants, 
but neither are emissions likely to drop significantly 
as long as thermal power is needed. Figure 4.10 puts 

14 In terms of affordability to companies, the Georgia Business 
Perception Study reports that about one-third of respondents see 
utility costs as a key burden and 42% of them report electricity as 
the most important element of these costs (IFC 2012.
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figure 4.9: Average electricity expenditures as a share of total household income, 2001–2012 

HH = household 
Sources: GNERC and Demur Chomakhidze (unpublished data) for electricity price; National Statistics of Georgia for average monthly household 
income; JSC Telasi and JSC Energo-Pro Georgia for electricity consumption of households; and World Bank World Development Indicators (accessed 
September–October 2014) for the period average GEL–$ exchange rate.
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the power sector’s greenhouse gas emissions into 
context showing the intensity of emissions from 
electricity production per capita basis and per unit 
of GDP. 

Table 4.3 gives data on CO2 emissions from 
electricity production in absolute terms, per capita, 

and relative to GDP. Each indicator shows a strongly 
declining trend up to 2010, explained principally by 
the rising share of hydro relative to thermal plants. 
When this was reversed in 2011 with a declining 
share for renewables, the indicators started to rise 
(Figure 2.5 gives the share of electricity generation 
from renewables). 
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figure 4.10: Carbon Dioxide emissions from electricity production, 1990–2011

table 4.2: Differences in expenditures on electricity between rural and urban households, 
2006–2013

CO2 = carbon dioxide, GDP = gross domestic product, kg = kilogram. 
Source: International Energy Agency database (accessed February 2014), for CO2 emissions from electricity production; National Statistics of Georgia 
(2013) for population; and World Bank, World Development Indicators (accessed July 2014) for GDP.

… = not available, kWh = kilowatt-hour. 
Sources: Georgian National Energy and Water Supply Regulatory Commission and Demur Chomakhidze (unpublished data) for electricity price; National 
Statistics of Georgia for average monthly household income; JSC Telasi and JSC Energo-Pro Georgia for electricity consumption of households; and 
World Bank World Development Indicators (accessed September–October 2014) for the period average GEL–$ exchange rate.

2006 2007 2008 2009 2010 2011 2012 2013
Average Monthly Household Income ($) 216 253 362 341 365 419 477 533

 Urban 218 272 405 390 412 452 517 589

 Rural 216 232 320 291 319 385 438 478

Average Monthly Household Electricity Use (kWh) 112 110 120 120 124 129 127 .…

 Urban 152 148 162 163 167 174 169 .…

 Rural 93 91 99 99 103 107 104 .…

Average Monthly Household Expenditure on Electricity ($) 9 10 12 11 11 12 12 ….

 Urban 14 14 17 16 15 17 16 ….

 Rural 7 7 9 8 9 10 10 ….

Share of Household Income spent on Electricity (%) 4.3 3.9 3.3 3.2 3.0 2.9 2.6 ….

 Urban 6.3 5.2 4.3 4.0 3.6 3.7 3.2 ….

 Rural 3.3 3.2 2.9 2.8 2.9 2.6 2.3 ….
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4.4. summary of postreform 
trends 
Star diagrams are presented to illustrate and 
summarize the economic, social, and environmental 
outcomes in the period after the power sector 
reforms. The assessment proceeds by plotting 
indicators for years that marked significant reform 
milestones in Georgia. The year 1995 was the start 
of Phase 1 of the reform program and thus is used as 
the base year. However, due to data availability, 2001 
was used as the base year to assess social outcomes. 
To identify the results of the initial reform efforts, 
indicators are also reported for 2005, and for the 
latest year for which data are available. 

Figure 4.11 and Table 4.4 consider economic 
outcomes by examining indicators of electricity 
usage, system efficiency, and import dependence. 

Total electricity consumption had been restrained 
by the steep increases in tariff rates starting 1998, 
and by the structural shift in the economy away 
from industry. Relative to the base year of 1995 
at the start of reform, annual electricity use per 
capita had increased by 32% in 2013, alongside a 
tripling of income and improved network system 
efficiency as shown by the decline in transmission 
losses. After 1995, the electricity intensity of the 
production sectors of industry and services declined 
significantly relative to the base year. The structural 
shift away from industry brought down overall 
intensity. Industry showed a major fall in intensity 
relative to the base year in 2005, then a rise in 2012, 
when the intensity level was still well below the base 
year figure. Services, which have been an important 
driver of economic growth, are considerably less 
energy-intensive, and services’ electricity intensity 
in 2012 was about 28% of the 1995 level. 

indicator 1990 1995 2000 2004 2010 2011 2012
Households without Electricity 2,000 2,000 2,000 2,000 2,000 2,000 2,000

Population without Electricity (%)a 0.11 0.13 0.14 0.14 0.14 0.13 0.13

Average Monthly Household 
Electricity Use (kWh)

139 172 124 96 124 129 127

Affordability for Households  
(% share of household income spent 
on electricity)

… … 4.0b 3.1 3.0 2.9 2.6

CO2 Emissions from Electricity 
Production (‘000  tons)

7,879 4,153 1,670 617 696 1,034 .…

CO2 Emissions from Electricity 
Production per Capita (ton/person)

1.45 0.87 0.38 0.14 0.16 0.23 .…

CO2 Emissions from Electricity 
Production per Unit of GDP  
(kg/constant 2005 $)

0.66 1.22 0. 37 0.11 0.08 0.12 ….

Power Supply from Renewables 
(hydro, %)

53 88 79 87 93 78 74

table 4.3: indicators of socioeconomic and environmental outcomes

… = not available, CO2 = carbon dioxide, GDP = gross domestic product, kWh = kilowatt-hour. 
a Estimation, about 45 mountain villages are without access of electricity. In computing the number of households, the Georgian consultants estimate 
that there are 3 persons in a household.
b 2001 data, the earliest available, is used as a proxy.
Sources: GNERC for electricity price; National Statistics of Georgia (n.d.) for average monthly household income and Statistical Yearbook (2013) 
for population; World Bank (2007) (1990–1995 data) and JSC Telasi and JSC Energo-Pro Georgia (2000–2012 data) for electricity consumption of 
households; World Bank, World Development Indicators (accessed September–October 2014) for the period average GEL–$ exchange rate and GDP; 
International Energy Agency database (accessed February 2014)  for CO2 emissions from electricity production; and ESCO, unpublished (1990–2004 
data) and ESCO, Energy Balances of Georgia (2010–2012 data) for total and renewable power supply. 
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The import dependence indicator has been variable 
due primarily to the annual variations in hydropower. 
The decrease in electricity and gas imports in 2013 
can be attributed to the improved operational 
efficiency of hydro and thermal generation units 
resulting from rehabilitation combined with the 
strong decline in transmission losses. 

Figure 4.12 gives the equivalent star diagram for 
social indicators. The social impact of reforms was 
largely felt after phase 2 of the program, as shown 
by pronounced movements of 2012 indicators. The 
increase in tariff rates did not dampen household 
electricity use, as average monthly household 

income increased more pronouncedly than 
tariffs; thus, the indicator of average affordability 
of electricity improved relative to the base year. 
Household expenditures on electricity increased 
significantly in 2012 relative to the base year, 
with that of rural households increasing more 
steeply than that of urban households. This can 
be attributed to two factors: tariff rates increased 
more pronouncedly outside Tbilisi and supply has 
become more stable in these areas in recent years. 
There are no affordability indicators for urban and 
rural households prior to 2006 due to the absence 
of disaggregated household income figures. As 
previously noted, the reforms did not affect the 
number of households without access to electricity, 
which remains at less than 1%. Table 4.5 shows the 
data used for Figure 4.12.

GDP = gross domestic product.  
For sectoral electricity intensities, 2012 data are used as proxy for 2013.
Sources: Computed using data from Electricity System Commercial 
Operator (ESCO, unpublished data) for electricity demand 1990–2006; 
ESCO, Energy Balances of Georgia 2007–2013 (accessed September–
October 2014) for electricity demand 2007–2013; National Statistics 
Office of Georgia, Statistical Yearbook 2013 (accessed February 2015)  
for population; World Bank, World Development Indicators (accessed 
July 2014) for GDP and gross value added by sector; GNERC and Demur 
Chomakhidze (unpublished data) for sector electricity consumption 
1990–2008 and tariff rates; International Energy Agency (IEA) 
database for sector electricity consumption 2009–2012; Georgian State 
Electrosystem and GNERC for transmission losses; ESCO (unpublished 
data), Lali Gogishvili (unpublished data) and IEA for electricity import 
and export 1990–2006; and ESCO Energy Balances 2007–2013 (accessed 
September–October 2014) for electricity import and export 2007–2013.

… = not available.
a The index is calculated using the average tariff rates (in GEL) charged to 
consumers on 220/380-V lines. 
Sources:  Electricity System Commercial Operator (ESCO, unpublished 
data) for electricity demand 1990–2006; ESCO, Energy Balances of 
Georgia 2007–2013 (accessed September–October 2014) for electricity 
demand 2007–2013; National Statistics Office of Georgia, Statistical 
Yearbook 2013 (accessed February 2015)  for population; World Bank, 
World Development Indicators (accessed July 2014) for GDP and gross 
value added by sector; GNERC and Demur Chomakhidze (unpublished 
data) for sector electricity consumption 1990–2008 and tariff rates; 
International Energy Agency (IEA) database for sector electricity 
consumption 2009–2012; GNERC and Georgian State Electrosystem for 
transmission losses; ESCO, Lali Gogishvili (unpublished data) and IEA 
for electricity import and export 1990–2006; ESCO, Energy Balances of 
Georgia 2007–2013 (accessed September–October 2014) for electricity 
import and export 2007–2013.

figure 4.11: economic indicators

table 4.4: economic indicators, Base year = 1995

20051995 2013
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4.0

Annual electricity use
per capita

Electricity intensity,
Services

Import
dependence

Overall 
intensity

GDP per
capita

Average
tari� rates

Electricity intensity,
Industry

Transmission 
losses

Electricity
intensity,

Agriculture

indicator 1995 2005 2012 2013
Annual Electricity Use 
per Capita

1.00 1.15 1.28 1.32

Import Dependence 1.00 1.63 0.10 0.04

Transmission Losses 1.00 0.24 0.11 0.12

Overall Intensity 1.00 0.55 0.43 0.43

Electricity intensity: 
Agriculture

1.00 0.73 1.01 ...

Electricity intensity: 
Industry

1.00 0.23 0.38 ...

Electricity intensity: 
Services

1.00 0.25 0.28 ...

GDP per Capita 1.00 2.05 2.90 3.10

Average Tariff Ratesa 1.00 2.10 3.56 3.56
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Figure 4.13 and Table 4.6 show environmental 
trends in terms of CO2 emissions. From the base 
year, CO2 emissions and CO2 emissions per capita 
decreased in 2005, owing to the slight decline in 
domestic electricity production and the significant 
improvement in network efficiency. However, in 
2011, CO2 emissions increased with the recovery 
of domestic electricity production and, critically, 
the decline in the share of electricity production 
from renewables. At this time, natural gas-fired 
generation was required to complement hydro 
generation to meet the high demand during the 
winter months. In CO2 emissions per unit of GDP, 
drops in 2005 and 2011 relative to the base year were 
due to the change in economic structure and the 
modernization of production processes. 

In summary, significant progress has been made 
in reducing network losses, increasing electricity 
productivity (decreasing electricity intensity of 
GDP), and managing electricity import needs. By 
international standards, CO2 emissions remain 
low relative to electricity consumption, GDP, 
and population. Household access to electricity 
is not a problem and electricity consumption 
per capita has risen, although not to the same 
extent as household income and living standards. 
Household expenditure on electricity, although 
now higher in absolute terms, is a relatively small 
share of household income and on average has 
fallen over time.

HH = household.
Note: Region refers to subscribers of JSC Energo-Pro Georgia.
Sources: Computed using estimates from national experts on the 
number of HH without electricity and number of persons per household; 
Georgian National Energy and Water Supply Regulatory Commission and 
Demur Chomakhidze (unpublished data) for electricity price; National 
Statistics of Georgia (n.d.) for average monthly household income and 
Statistical Yearbook (2013) for population; World Bank (2007) (2001 
data) and JSC Telasi and JSC Energo-Pro Georgia (2005 and 2012 data) 
for electricity consumption of households; and World Bank, World 
Development Indicators (accessed September–October 2014) for the 
period average GEL–$ exchange rate.

a Total population without electricity was computed using the national 
experts’ estimate of 3 members per household. National experts estimate 
that 2,000 households had no access to electricity for the period 1990-
2012. 
b Based on tariff rates applied to consumers of 220/380 V.
Sources: Computed using estimates from national experts on the 
number of households without electricity and number of persons per 
household; Georgian National Energy and Water Supply Regulatory 
Commission and Demur Chomakhidze (unpublished data) for electricity 
price; National Statistics of Georgia (n.d.) for average monthly household 
income and Statistical Yearbook (2013) for population; World Bank 2007 
(2001 data) and JSC Telasi and JSC Energo-Pro Georgia (2005 and 2012 
data) for electricity consumption of households; and World Bank, World 
Development Indicators (accessed September–October 2014) for the 
period average GEL–$ exchange rate.

Figure 4.12: Social Indicators Table 4.5: Social Indicators, Base Year = 2001

20052001 2012
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Population without
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Average monthly HH income

Share of household 
income spent
on electricity

Average monthly
HH expenditure
on electricity, rural

Electricity use/
HH

Tari� rates
(Region)

Average 
monthly HH
 expenditure
on electricity, 
urban

Tari�
rates

(Tbilisi)

Indicators 2001 2005 2012
Population without 
Electricitya

1.00 1.02 0.98

Average Monthly Income per 
Household

1.00 1.24 2.63

Share of Household Income 
Spent on Electricity

1.00 0.75 0.64

Average Monthly Household 
Expenditure on Electricity, 
Urban

1.00 1.22 2.13

Average Monthly Household 
Expenditure on Electricity, 
Rural 

1.00 1.26 3.35

Tariff Rates (Tbilisi) b 1.00 .98 1.29

Tariff Rates (Regions)b 1.00 1.03 2.00

Electricity Use per Household 1.00 1.09 1.33



37

4. Outcomes from Power Sector Reform

CO2 = carbon dioxide, GDP = gross domestic product.
Sources: Calculated using data from World Bank, World Development 
Indicators (accessed July 2014) for GDP; International Energy Agency 
database (accessed February 2014)  for CO2 emissions from electricity 
production; National Statistics of Georgia, Statistical Yearbook 2013 for 
population; and Electricity System Commercial Operator, unpublished 
data for electricity and renewable generation for 1990–2006 data and 
Energy Balances of Georgia 2007–2013 (accessed September–October 
2014) for 2007–2013 data.

CO2 = carbon dioxide, GDP = gross domestic product.
Sources: Calculated using data from  World Bank, World Development 
Indicators (accessed July 2014) for GDP;  International Energy Agency 
database (accessed February 2015) for CO2 emissions from electricity 
production; National Statistics of Georgia, Statistical Yearbook 2013 for 
population; and Electricity System Commercial Operator, unpublished 
for electricity and renewable generation for 1990–2006 data and Energy 
Balances of Georgia 2007–2013 (accessed September–October 2014) 
for 2007–2013 data.

figure 4.13: environmental indicators table 4.6: environmental indicators,  
Base year = 1995

indicator 1995 2005 2011
CO2 Emissions from 
Electricity Production

1.00 0.18 0.25

CO2 Emissions from 
Electricity Production 
per Capita 

1.00 0.20 0.27

CO2 Emissions from 
Electricity Production 
per Unit of GDP 

1.00 0.09 0.10

Share of Electricity 
Production from 
Renewables

1.00 0.97 0.89

Domestic Electricity 
Generation

1.00 0.97 1.43
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5. ConClusions AnD next steps 

5.1. lessons learned
Clearly, the postreform period has seen a major 
improvement in most indicators of sector 
performance. But, as already noted, reform is still 
very much a work in progress. Challenges remain, 
and a few options for addressing some of the most 
pressing needs are discussed here. 

Some of the lessons learned in the early phases of 
reform have already been reflected in subsequent 
reforms, although not always in a fully satisfactory 
manner. Georgia’s reform experience emphasizes 
the importance of: 
• assuring that regulations are fair and reasonable 

and economically efficient; and 
• permitting competition where the conditions 

for competition exist, while creating or 
encouraging such conditions, for example, by 
unbundling vertically integrated utilities. 

The general policy of opening up its economy to 
foreign investments has clearly made possible 
the transformation to a largely privatized power 
sector, improved commercial viability, and the 
establishment of a wholesale market as a platform 
for competition.

Many valuable lessons have also been learned 
through negative experience. These include that: 
• distortions may arise when the regulator’s 

independence is not fully guaranteed,
• regulatory enforcement may be inadequate 

where it is subject to political interference, and
• inefficiencies and noncompetitive conditions 

can result from a lack of complete transparency 
and public input in devising regulations and 
setting tariffs. 

Over the reform period, the government has 
changed its energy policy, strategy, and priority 
to some extent. The lack of a coherent energy 
policy disrupts the reform agenda and/or defers 
its progress, and therefore needs to be addressed.  
These lessons need to be incorporated in further 
rounds of reform as part of the continuing process. 

5.2. tariff reform—for more 
efficient pricing
Figure 4.6 shows tariffs promulgated for power 
sector consumers in Georgia, negotiated by the 
government and formally approved by the regulator 
(although this practice was changed partly from 
August 2014 when, according to the Energo-Pro 
privatization contract, tariffs of Energo-Pro became 
subject to normal tariff setting by the regulator 
based on the new tariff methodology). Sales of 
power from small (under 13 MW) power plants 
are unregulated; generation tariffs for Enguri and 
Vardnili (both regulated plants) are fixed; the 
remaining generation plants have capped tariffs. 
Distribution and consumer (end-user) tariffs of 
some distribution companies have largely been 
agreed with the government but in nontransparent 
negotiations. 

Thus, a number of transactions in the power sector 
are not covered by promulgated tariffs, and the 
costs behind them are not transparent. At present, 
information is lacking with regard to many supply 
costs or actual charges for electricity and for related 
services. It is highly desirable for all charges not only 
to be transparent but also transparently arrived at, 
whether promulgated or negotiated. While this 
may require political courage, the benefits in terms 
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of system efficiency are highly recommended. 
Inefficient pricing, however negotiated, has an 
impact on power sector net revenues, system costs, 
and the efficiency of service. Such pricing affects 
the costs of electricity to all consumers as well 
as the economic viability of the system, which is 
important to potential investors. With the change of 
government in October 2012, there was a hope that 
the tariff process would become transparent and 
tariffs would be set at “just and reasonable” levels. 
Consumer tariffs for households were reduced, 
but some big consumers still enjoy tariffs set as a 
result of nontransparent negotiations between the 
government and investors. 

Government policy proposes improvements in the 
efficiency of electricity use, but, so far, Georgia has 
no legal or regulatory provisions for encouraging 
energy efficiency. Appropriate legislative provisions 
may be introduced, but, in the meantime, other 
initiatives are possible. Effective and universal 
metering coupled with collection of applicable 
rates contributes to efficient use of power. Another 
complementary approach is to introduce time-
of-day pricing in consumer tariffs. This would 
encourage consumers to use more power in off-peak 
periods, thus evening out the load requirements on 
the system. 

As in most countries, demand for electricity in 
Georgia, like generation, has a seasonal character. 
Tariff measures can be taken to help to even out 
demand in winter. Existing regulations require new 
generating plants to sell 20% of their annual output 
(in the winter months) in Georgia whether to the 
ESCO at a prenegotiated price or to another buyer 
at a market price. In other months they are free 
to export power. However, because they can only 
commit to providing power exports for 9 months 
of the year, the hydro plants are in a weak position 
to negotiate power export agreements, especially 
with Turkey. This makes year-round revenues more 
uncertain and the construction of new plants less 
attractive. One remedy proposed to resolve this 
problem is the introduction of seasonal tariffs and 
feed-in tariffs for new power plants. However, such 
tariffs constitute subsidies to the new plants, and 
when imposed in other countries they have seriously 
skewed both dispatch and system costs. 

5.3. market opening—for 
introducing Competition

By 2017, Georgia plans to have an open power retail 
market. Much needs to be done before this can 
be accomplished. Major regulatory changes are 
needed, as well as improved enforcement of existing 
laws and regulations, and changes in industry 
structure. 

As previously noted, the legislative and executive 
measures that initiated the reform process 
set up principles and conditions for a more 
competitive and effectively regulated power 
sector. Subsequent amendments in some cases 
have dramatically altered the original tenor of the 
authorizations designed to implement regulatory 
reform. For example, the regulatory body in theory 
is independent, but in fact in the recent past its 
activities have been subordinated to MOE decisions 
or other government actions. Without a regulator 
that is truly independent from political interference, 
market conditions for true competition are not 
likely to be established, and investors will not have 
the assurance of even-handed treatment. 

Competition also requires that consumers be well 
informed about prices, which unfortunately is not 
yet happening in the country. The government 
clearly has a public service interest in the economic 
viability of the electricity sector, in how it is regulated 
and run. These interests are fully compatible 
with a system of even-handed, transparent, and 
independent regulation, which is essential for full 
competition in the sector. 

In addition, competitive markets cannot exist if any 
player can exercise market power. This condition is 
not yet attained. In principle, Georgia successfully 
unbundled its power sector in 1996–1998. However, 
exceptions are the government owning a significant 
share of the power sector, and a significant 
rebundling of assets. Inter RAO UES holds shares 
of transmission, distribution, and generation 
companies, while JSC Energo-Pro Georgia holds 
assets of distribution and generation companies 
and is building a transmission line. Moreover, under 
its privatization contract, Energo-Pro is not subject 
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to any legal, ownership, or accounting unbundling 
requirements for 10 years from the date of  
the contract. 

In January of 2013, the MOE endorsed the Georgian 
Electricity Market Model 2015 prepared by the 
USAID Hydro Power Investment Promotion project 
for the promotion of a competitive electricity 
market and cross-border trade. The Parliament 
subsequently adopted (on 27 December 2013) 
related changes in the Law of Electricity and Natural 
Gas—a step forward in this direction.

Under the Georgian Electricity Market Model 2015, 
possible reform plans include creating a market 
operator, establishing day-ahead scheduling, 
implementing balancing and settlement rules, 
introducing hourly/daily settlement, unbundling 
electricity supply and distribution, establishing 
competitive trading, introducing electricity traders, 
and establishing a clearing mechanism for trading.
 
Figure 5.1 shows the possible structure of the future 
electricity market model. 

5.4. security of system 
supply—recommendations 
for system expansion 
Although virtually all of the country has access 
to electricity, parts of the power system need 
strengthening to improve longer-term security 
of supply. Two vulnerabilities are reliance on 
hydropower and the need to enhance distribution 
and operations. 

First, reliance on a single technology—hydropower—
leaves the system vulnerable to water shortages or 
drought. About 75%–90% of generation comes from 
hydropower, balanced at times of low water with 
thermal power and imports. Storage capacity is very 
limited: about 10% of annual generation (Econ Pöyry 
2010). The government intention, declared in the 
Energy Policy document, to go to 100% hydro would 
leave limited supply options in times of drought. 
Increased storage capacity would reduce some 
of this vulnerability, as would the construction of 
additional thermal capacity. In 2012, the government 

figure 5.1: proposed structure of the electricity market

Source: USAID (2013).
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decided to build a 200-MW thermal power plant, 
contradicting its declared target of going to 100% 
hydro. Currently, government policy is to build hydro 
as well as thermal generation plants to diversify 
the generation mix. The government also looks at 
improving infrastructure to enable power trade with 
neighboring countries.

Second, although most of the early investment in 
power sector rehabilitation focused on transmission, 
distribution networks still are not fully reliable and 
the operating system remains fragile. The GSE 
plans to achieve efficient power dispatch and 
operation, but neither its supervisory, control, and 
data acquisition system nor its energy management 
system are fully functional yet. 

5.5. system management—
need for system planning
Given the seasonal nature of supply and demand, 
system balancing requires careful management. 
Assuring that supply can meet demand under all 
circumstances requires system planning as well as 
intraday management. 

Electricity demand was growing at about 8% per 
annum in 2010–2011; although this dropped to 
below 5% in 2012 and 2013, the demand is expected 
to continue to grow strongly in the medium term. 
The government hoped to attract investments for 
constructing new plants so that installed capacity 
could reach the estimated requirement of 4,518 MW 
by 2015 and 6,790 MW by 2020. Although with the 
more transparent and equitable regulations adopted 
in 2013 the government has 14 memorandums 
of understanding for 47 power plants on a build-
operate-own basis, sufficient interest from private 
sector investors has not been forthcoming. Further 
steps toward reform as outlined above may help 
revive interest in these schemes. 

Construction plans must be also coordinated to 
include an assessment of how each plant contributes 
to the balancing of the hydro cycle with demand, 
and how overall this balance is to be achieved and 
maintained. Further, plant construction is not the 

only solution. For example, finishing construction 
of a new 500-KV transmission line connecting 
Georgia and Turkey would permit export of excess 
power from balancing plants, when the power is 
not needed domestically. And investment in water 
storage would also help.

The key to successful system balancing over the 
long term is the creation of a long-term electricity 
system expansion plan that lays out options for the 
coordinated needs for power and for investment. 
On the demand side, this would include demand 
projections for power that accommodate estimates 
of growth of the key power-using sectors. On the 
supply side, this would include general projections 
of generating plant additions and transmission and 
distribution needs. The plan should also assess 
the relative costs and affordability of different 
options and their impact on system costs, and 
the contributions that each proposed investment 
would make to the continued balance and reliability 
of the system. This assessment would provide 
some certainty about how to meet future domestic 
demand for power, and hence allow a clear view of 
import and export requirements. The existence of 
such a plan would help to attract investment for 
new projects; without such a plan, continuously 
updated to reflect changing circumstances, ad hoc 
investments are likely to be less than optimal both 
in terms of cost and effectiveness. 

Progress is being made to develop this long-term 
perspective on the sector. Currently, the GSE is 
preparing a 10-year network development plan 
along with the MOE, in line with the Georgian 
Transmission Grid Code adopted in April 2014. 
The new 10-year plan will cover both generation–
transmission projections and demand forecasts. 
The MOE is also working on a new energy strategy 
(up to the year 2020). Completion of the plan and 
strategy will be an important contribution to a 
successful reform.
 
There are also major ongoing system improvement 
and expansion projects for 2014–2017: rehabilitation 
of the 220-kV power transmission line Senaki-1,2; 
construction of the 500/220-kV substation Jvari, the 
220/110-kV substation Khorga, and its connector the 
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220-kV transmission line Odishi-1,2; construction of 
the 220-kV transmission line Akhaltsikhe-Batumi; 
construction of the 500-kV substation Marneuli 
wing with connection of the 500-kV Mukhrani 
transmission line and realignment of the 500-kV 
Vardzia; and construction of the 500-kV Alaverdi-
Marneuli (700 MW) and Ksani-Dariali-Mozdok 
(1,000 MW) intersystem transmission lines from 
Armenia and the Russian Federation. 

Recent negotiations with the European Union 
will almost certainly have a major impact on the 
direction and speed of change in the sector. In June 
2014, Georgia and the European Union signed the 
European Union–Georgia Association Agreement. 
Chapter 11 of the Agreement is devoted to Trade-
Related Energy Provisions, such as transit, regulatory 
authorities, organization of markets, access to 
energy transport facilities, and the relationship with 
the Energy Community Treaty (Appendix). Georgia 
is obliged to ensure the following: 

(i) that energy markets are operated with a view to 
achieving competitive, secure, and environmentally 
sustainable conditions and shall not discriminate 
between enterprises as regards rights or obligations;

(ii) that any methodology underlying the calculation 
of the regulated price of electricity and gas is 
published prior to the entry into force of the 
regulated price; and

(iii) With regard to third party access, Georgia must 
ensure:

(a) implementation of a system of third party 
access to energy transport facilities and 
liquefied natural gas and storage facilities 
applicable to all users and applied in a 
transparent, objective, and nondiscriminatory 
manner (with the possibility of derogation for 
a limited time);

(b) that the access tariff for energy transport 
facilities and all other conditions related 
to access to an energy transport facility are 
objective, reasonable, transparent; and

(c) that capacity is allocated through transparent 
and nondiscriminatory criteria and 
procedures.

Parties to the agreement made a list of European 
Union Energy Acquis,15 and the government must 
ensure that domestic legislation conforms to these. 
The list is in the Appendix to this report. 

Georgia has also begun negotiations for accession 
to the European Energy Community. This 
implies conformity of Georgian legislation with 
additional legal measures beyond those included 
in the Appendix. A list of the acts and terms for 
conforming will be negotiated in 2014 and progress 
in the negotiations will have a major impact on the 
evolution of the sector during the coming decades. 

15 The energy acquis consists of rules and policies, notably regarding 
competition and state aids, the internal energy market, energy 
efficiency, nuclear energy and nuclear safety, and radiation 
protection (European Commission, n.d.).
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AppenDix

the europeAn union–georgiA 
AssoCiAtion Agreement16

CHAPTER 11

TRADE-RELATED ENERGY PROVISIONS

ARTICLE 210

Definitions

For the purposes of this Chapter: 

(a) "energy goods" means crude oil ([Harmonized 
System (HS)] code 27.09), natural gas (HS code 
27.11) and electrical energy (HS code 27.16);17 

(b) "energy transport facilities" means high-
pressure natural gas transmission pipelines; 
high-voltage electricity transmission grids 
and lines, including interconnectors used to 
connect different gas or electricity transmission 
networks; crude oil transmission pipelines, 
railways, and other fixed facilities handling the 
transit of energy goods.

(c) "transit" means the passage of energy goods 
across the territory of a Party, with or without 
trans-shipment, warehousing, breaking bulk, or 
change in the mode of transport, where such 
passage is only a portion of a complete journey 
beginning and terminating beyond the frontier 
of the Party across whose territory the traffic 
passes.

16 http://www.mfa.gov.ge/index.php?lang_id=ENG&sec_
id=30&info_id=17015 

17 HS is a multipurpose international product nomenclature 
developed by the World Customs Organization.

(d) "unauthorised taking" means any activity 
consisting of the unlawful taking of energy 
goods from energy transport facilities.

ARTICLE 211

Transit

The Parties shall ensure transit, consistent with their 
international commitments in accordance with the 
provisions of [the General Agreement on Tariffs and 
Trade (GATT)] 1994 and the Energy Charter Treaty. 

ARTICLE 212

Unauthorised taking of goods in transit

Each Party shall take all necessary measures to 
prohibit and address any unauthorised taking of 
energy goods in transit through its territory by any 
entity subject to that Party's control or jurisdiction. 

ARTICLE 213

Uninterrupted transit

1.  A Party shall not take from or interfere otherwise 
with the transit of energy goods through their 
territory, except where such taking or other 
interference is specifically provided for in a 
contract or other agreement governing such 
transit or where a continued operation of the 
energy transport facilities without prompt 
corrective action creates an unreasonable 
threat to public security, cultural heritage, 
health, safety, or the environment, subject to 
the requirement that such action is not carried 
out in a manner which would constitute a means 
of arbitrary or unjustifiable discrimination or a 
disguised restriction of international trade.
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2. In the event of a dispute over any matter 
involving the Parties or one or more entities 
subject to the control or jurisdiction of one of 
the Parties, a Party through the territory of which 
the transit of energy goods takes place shall not, 
prior to the conclusion of a dispute resolution 
procedure under the relevant contract or of an 
emergency procedure under Annex XVIII to 
this Agreement or under Chapter 14 (Dispute 
Settlement) of Title IV (Trade and Trade-
related Matters) of this Agreement, interrupt 
or reduce such transit, or permit any entity 
subject to its control or jurisdiction, including a 
state trading enterprise, to interrupt or reduce 
such transit, except under the circumstances 
provided in paragraph 1. 

3. A Party shall not be held liable for an interruption 
or reduction of transit pursuant to this Article 
where that Party is unable to supply or to transit 
energy goods as a result of actions attributable 
to a third country or an entity under the control 
or jurisdiction of a third country. 

ARTICLE 214

Transit obligation for operators

Each Party shall ensure that operators of energy 
transport facilities take the necessary measures to: 

(a) minimise the risk of accidental interruption or 
reduction of transit;

(b) expeditiously restore the normal operation 
of such transit, which has been accidentally 
interrupted or reduced.

ARTICLE 215

Regulatory authorities

1. Each Party shall designate independent 
regulatory authorities empowered to regulate 
the gas and electricity markets. These 
regulatory authorities shall be legally distinct 
and functionally independent from any other 
public or private enterprise, market participant, 
or operator.

2. The decisions of and the procedures used by 
a regulatory authority shall be impartial with 
respect to all market participants.

3. An operator affected by any decision of a 
regulatory authority shall have the right to appeal 
against that decision to an appeal body which is 
independent of the parties involved. Where the 
appeal body is not judicial in character, written 
reasons for its decision shall always be given and 
its decisions shall also be subject to review by 
an impartial and independent judicial authority. 
Decisions taken by appeal bodies shall be 
effectively enforced.

ARTICLE 216

Organisation of markets

1. The Parties shall ensure that energy markets are 
operated with a view to achieving competitive, 
secure, and environmentally sustainable 
conditions and shall not discriminate between 
enterprises as regards rights or obligations. 

2. Notwithstanding paragraph 1, a Party may 
impose on enterprises, in the general 
economic interest, obligations which may 
relate to security, including security of supply; 
regularity, quality, and price of supplies; and 
environmental protection, including energy 
efficiency, energy from renewable sources, and 
climate protection. Such obligations shall be 
clearly defined, transparent, proportionate, and 
verifiable.

3. Where a Party regulates the price at which gas 
and electricity are sold on the domestic market, 
that Party shall ensure that the methodology 
underlying the calculation of the regulated price 
is published prior to the entry into force of the 
regulated price.

ARTICLE 217

Access to energy transport facilities

1. Each Party shall ensure on its territory the 
implementation of a system of third party access 
to energy transport facilities and Liquefied 
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Natural Gas and storage facilities applicable to 
all users and applied in a transparent, objective, 
and nondiscriminatory manner. 

2. Each Party shall ensure that the access tariff 
to energy transport facilities and all other 
conditions related to access to an energy 
transport facility are objective, reasonable, 
transparent and shall not discriminate on the 
basis of origin, ownership, or destination of the 
energy good.

3. Each Party shall ensure that all technical 
and contracted capacity, both physical and 
virtual, is allocated through transparent and 
nondiscriminatory criteria and procedures. 

4. In case of refusal to grant third party access, 
the Parties shall ensure that, upon request, the 
energy transport facility operators provide a duly 
substantiated explanation to the requesting 
party, subject to legal redress. 

5. A Party may exceptionally derogate from the 
provisions in paragraphs 1 to 4 according to 
objective criteria laid down in its legislation. 
In particular, a Party may implement in its 
legislation a possibility to grant, on a case-
by-case basis, for a limited period of time, an 
exemption to the third party access rules for 
major new energy transport facilities.

ARTICLE 21818

Relationship with the Energy Community Treaty

1. In the event of a conflict between the provisions 
of this Chapter and the provisions of the Energy 
Community Treaty or the provisions of the 
Union legislation made applicable under the 
Energy Community Treaty, the provisions of the 
Energy Community Treaty or the provisions of 
the  Union legislation made applicable under 
the Energy Community Treaty shall prevail to 
the extent of such conflict.

18 For the purposes of the implementation of this Chapter by 
Georgia, this Article shall apply only if and when Georgia has 
become a party to the Energy Community Treaty and to the 
extent the specific provisions of the Energy Community Treaty 
or of the Union legislation made applicable under the Energy 
Community Treaty are applicable to Georgia.

2. In implementing this Chapter, preference 
shall be given to the adoption of legislation 
or other acts which are consistent with the 
Energy Community Treaty or are based on the 
legislation applicable in the Union. In the event 
of a dispute as regards this Chapter, legislation 
or other acts which meet these criteria shall 
be presumed to conform to this Chapter. In 
assessing whether the legislation or other acts 
meet these criteria, any relevant decision taken 
under Article 91 of the Energy Community 
Treaty shall be taken into account. 

Annex xxv

ENERGY

Georgia undertakes to gradually 
approximate its legislation to the following 
EU legislation and international instruments 
within the stipulated timeframes.

Electricity

Directive 2009/72/EC of the European Parliament 
and of the Council of 13 July 2009 concerning 
common rules for the internal market in electricity

Timetable: that Directive's provisions shall be 
implemented in accordance with the timeline 
agreed by Georgia in the framework of the Energy 
Community Treaty. Should Georgia's accession 
to the Energy Community Treaty not become 
effective within two years of the entry into force 
of this Agreement, a proposal for a timeline will be 
submitted to the Association Council no later than 
three years after the entry into force of the this 
Agreement.

Regulation ([European Commision] EC) No 
714/2009 of the European Parliament and of the 
Council of 13 July 2009 on conditions for access 
to the network for cross-border exchanges in 
electricity
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Timetable: that Regulation's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Directive 2005/89/EC of the European Parliament 
and of the Council of 18 January 2006 concerning 
measures to safeguard security of electricity supply 
and infrastructure investment

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Directive 2008/92/EC of the European Parliament 
and of the Council of 22 October 2008 concerning a 
Community procedure to improve the transparency 
of gas and electricity prices charged to industrial 
end-users

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Gas

Directive 2009/73/EC of the European Parliament 
and of the Council of 13 July 2009 concerning 
common rules for the internal market in natural gas

Timetable: provisions of Directive 2009/73/
EC shall be implemented in accordance 
with the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Regulation (EC) No 715/2009 of the European 
Parliament and of the Council of 13 July 2009 on 
conditions of access to the natural gas transmission 
networks, as amended by Commission Decision 
2010/685/EU of 10 November 2010

Timetable: the provisions of Regulation 
(EC) No 715/2009 shall be implemented 
in accordance with the timeline agreed by 
Georgia in the framework of the Energy 
Community Treaty. Should Georgia's 
accession to the Energy Community Treaty 
not become effective within two years of 
the entry into force of this Agreement, a 
proposal for a timeline will be submitted to 
the Association Council no later than three 
years after the entry into force of this 
Agreement.

Directive 2008/92/EC of the European Parliament 
and of the Council of 22 October 2008 concerning a 
Community procedure to improve the transparency 
of gas and electricity prices charged to industrial 
end-users
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Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Regulation No 994/2010 of the European Parliament 
and of the Council of 20 October 2010 concerning 
measures to safeguard security of gas supply

Timetable: that Regulation's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Renewable energy

Directive 2009/28/EC of the European Parliament 
and of the Council of 23 April 2009 on the promotion 
of the use of energy from renewable sources

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Oil

Council Directive 2009/119/EC of 14 September 
2009 imposing an obligation on Member States 
to maintain minimum stocks of crude oil and/or 
petroleum products

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Energy efficiency

Directive 2006/32/EC of the European Parliament 
and of the Council of 5 April 2006 on energy end-
use efficiency and energy services

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Directive 2010/31/EU of the European Parliament 
and of the Council of 19 May 2010 on the energy 
performance of buildings
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Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Directive 2010/30/EU of the European Parliament 
and of the Council of 19 May 2010 on the indication 
by labelling and standard product information of 
the consumption of energy and other resources by 
energy-related products

Timetable: that Directive's provisions 
shall be implemented in accordance with 
the timeline agreed by Georgia in the 
framework of the Energy Community Treaty. 
Should Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal  for a timeline 
will be submitted  to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Implementing Directives/Regulations:

– Commission Delegated Regulation (EU) No 
1059/2010 of 28 September 2010 supplementing 
Directive 2010/30/EU of the European 
Parliament and of the Council with regard to 
energy labelling of household dishwashers

– Commission Delegated Regulation (EU) No 
1060/2010 of 28 September 2010 supplementing 
Directive 2010/30/EU of the European 
Parliament and of the Council with regard to 
energy labelling of household refrigerating 
appliances

– Commission Delegated Regulation (EU) No 
1061/2010 of 28 September 2010 supplementing 

Directive 2010/30/EU of the European 
Parliament and of the Council with regard to 
energy labelling of household washing machines

– Commission Delegated Regulation (EU) No 
1062/2010 of 28 September 2010 supplementing 
Directive 2010/30/EU of the European 
Parliament and of the Council with regard to 
energy labelling of televisions

– Council Directive 92/75/EEC of 22 September 
1992 on the indication by labelling and 
standard product information of the 
consumption of energy and other resources by 
household appliances

– Commission Directive 2003/66/EC of 3 
July 2003 amending Directive 94/2/EC 
implementing Council Directive 92/75/EEC with 
regard to energy labelling of household electric 
refrigerators, freezers and their combinations

– Commission Directive 2002/40/EC of 8 May 
2002 implementing Council Directive  92/75/
EEC with regard to energy labelling of household 
electric ovens 

– Commission Directive 2002/31/EC of 22 March 
2002 implementing Council Directive  92/75/
EEC with regard to energy labelling of household 
air-conditioners

– Commission Directive 1999/9/EC of 26 
February 1999 amending Directive 97/17/EC 
implementing Council Directive 92/75/EEC 
with regard to energy labelling of household 
dishwashers 

– Commission Directive 98/11/EC of 27 January 
1998 implementing Council Directive  92/75/
EEC with regard to energy labelling of household 
lamps

– Commission Directive 97/17/EC of 16 April 1997 
implementing Council Directive  92/75/EEC 
with regard to energy labelling of household 
dishwashers

– Commission Directive 96/89/EC of 17 
December 1996 amending Directive 95/12/EC 
implementing Council Directive 92/75/EEC 
with regard to energy labelling of household 
washing machines

– Commission Directive 96/60/EC of 19 
September 1996 implementing Council 
Directive  92/75/EEC with regard to energy 
labelling of household combined washer-driers
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– Commission Directive 95/13/EC of 23 May 1995 
implementing Council Directive 92/75/EEC 
with regard to energy labelling of household 
electric tumble driers

– Commission Directive 95/12/EC of 23 May 1995 
implementing Council Directive 92/75/EEC 
with regard to energy labelling of household 
washing machines

– Commission Directive 94/2/EC of 21 January 
1994 implementing Council Directive  92/75/
EEC with regard to energy labelling of household 
electric refrigerators, freezers and  their 
combinations

Timetable: the provisions of the above 
mentioned implementing Directives/
Regulations shall be implemented in 
accordance with the timeline agreed by 
Georgia in the framework of the Energy 
Community Treaty. Should Georgia's 
accession to the Energy Community Treaty 
not become effective within two years of 
the entry into force of this Agreement, a 
proposal for a timeline will be submitted to 
the Association Council no later than three 
years after the entry into force of 
this Agreement.

Prospection and exploration of hydrocarbons

Directive 94/22/EC of the European Parliament 
and of the Council of 30 May 1994 on the 
conditions for granting and using authorisations 
for the prospection, exploration and production 
of hydrocarbons

Timetable: that Directive's provisions shall 
be implemented within three years of the 
entry into force of this Agreement.

Energy efficiency 

Directive 2012/27/EU of the European Parliament 
and of the Council of 25 October 2012 on energy 
efficiency

Timetable: that Directive's provisions shall 
be implemented in accordance with the 
timeline to be agreed in the framework 
of the Energy Community Treaty. Should 
Georgia's accession to the Energy 
Community Treaty not become effective 
within two years of the entry into force of 
this Agreement, a proposal for a timeline 
will be submitted to the Association 
Council no later than three years after the 
entry into force of this Agreement.

Directive 2009/33/EC of the European Parliament 
and of the Council of 23 April 2009 on the promotion 
of clean and energy-efficient road transport vehicles

Timetable: that Directive's provisions shall 
be implemented within eight years of the 
entry into force of this Agreement.

Commission Regulation (EC) No 859/2009 of 
18 September 2009 amending Regulation (EC) 
No 244/2009 as regards the ecodesign requirements 
on ultraviolet radiation of nondirectional household 
lamps

Timetable: the provisions of Regulation 
(EC) No 859/2009 shall be implemented 
within eight years of the entry into force of 
this Agreement.

Commission Regulation (EC) No 107/2009 of 4 
February 2009 implementing Directive 2005/32/EC 
of the European Parliament and of the Council with 
regard to ecodesign requirements for simple set-top 
boxes

Timetable: that Regulation's provisions 
shall be implemented within four years of 
the entry into force of this Agreement.
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Commission Regulation (EC) No 1275/2008 of 17 
December 2008 implementing Directive  2005/32/
EC of the European Parliament and of the Council 
with regard to ecodesign requirements for standby 
and off mode electric power consumption of 
electrical and electronic household and office 
equipment

Timetable: that Regulation's provisions 
shall be implemented within five years of 
the entry into force of this Agreement.

Commission Regulation (EC) No 641/2009 of 22 
July 2009 implementing Directive 2005/32/EC of 
the European Parliament and of the Council with 
regard to ecodesign requirements for glandless 
standalone circulators and glandless circulators 
integrated in products

Timetable: that Regulation's provisions 
shall be implemented within five years of 
the entry into force of this Agreement.

Commission Regulation (EC) No 640/2009 of 22 
July 2009 implementing Directive 2005/32/EC of the 
European Parliament and of the Council with regard 
to ecodesign requirements for electric motors

Timetable: that Regulation's provisions 
shall be implemented within six years of the 
entry into force of this Agreement.

Commission Regulation (EC) No 643/2009 of 22 
July 2009 implementing Directive 2005/32/EC of 
the European Parliament and of the Council with 
regard to ecodesign requirements for household 
refrigerating appliances

Timetable: that Regulation's provisions 
shall be implemented within six years of the 
entry into force of this Agreement.

Commission Regulation (EC) No 642/2009 of 22 
July 2009 implementing Directive 2005/32/EC of 
the European Parliament and of the Council with 
regard to ecodesign requirements for televisions

Timetable: that Regulation's provisions 
shall be implemented within 6 years of the 
entry into force of this Agreement.

Council Directive 92/42/EEC of 21 May 1992 on 
efficiency requirements for new hot-water boilers 
fired with liquid or gaseous fuels

Timetable: that Directive's provisions shall 
be implemented within five years of the 
entry into force of this Agreement.

Regulation (EC) No 106/2008 of the European 
Parliament and of the Council of 15 January 2008 
on a Community energy-efficiency labelling 
programme for office equipment

Timetable: that Regulation's provisions 
shall be implemented within six years of the 
entry into force of this Agreement.

Regulation (EC) No 1222/2009 of the European 
Parliament and of the Council of 25 November 2009 
on the labelling of tyres with respect to fuel efficiency 
and other essential parameters

Timetable: that Regulation's provisions 
shall be implemented within five years of 
the entry into force of this Agreement.

Commission Regulation (EU) No 1015/2010 of 10 
November 2010 implementing Directive 2009/125/
EC of the European Parliament and of the Council 
with regard to ecodesign requirements for 
household washing machines
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Timetable: that Regulation's provisions 
shall be implemented within five years of 
the entry into force of this Agreement.

Commission Regulation (EU) No 1016/2010 of 10 
November 2010 implementing Directive 2009/125/
EC of the European Parliament and of the Council 
with regard to ecodesign requirements for 
household dishwashers

Timetable: that Regulation's provisions 
shall be implemented within four years of 
the entry into force of this Agreement.
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Assessment of Power sector reforms in Georgia
Country Report

Reforms pursued by Georgia in recent years have made its power sector commercially viable as well as more 
efficient and reliable. Now unbundled and largely privatized, the former state monopoly has developed an 
operational wholesale market and has made great progress in making its operations and system pricing more 
efficient. However, it still lacks independent regulatory competence and pricing transparency, and it remains 
vulnerable to external supply shocks, having to balance shortfalls in domestic hydropower generation with 
fuel imports for its power stations and with gas imports for its thermal plants. This country report assesses 
the reform efforts and experiences of Georgia’s power sector for lessons and insights that other economies 
could find useful in their own power sector planning and policy and strategy formulation.
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