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1. Sector Performance, Problems, and Opportunities  
 
 a. Sector Overview and Performance 

1. Georgia has made significant progress in energy sector reforms over the past 10 years 
to address chronic power shortages and the poor financial condition of electricity and gas 
companies. During the 1990s, the sector experienced major technical and commercial 
challenges following the dissolution of the former Soviet Union and a general collapse in 
payments within the sector. In 1996, the existing utility was unbundled into separate generation, 
transmission, and dispatch companies; and distribution was split between municipal and 
regional companies. Further reforms followed with the consolidation of regional distribution 
companies and the introduction of management contractors to manage the unified distribution 
company. The privatization of power generation and distribution has improved management of 
operations. Most of the generation assets have been privatized with the exception of the Enguri 
hydropower plant (HPP), the largest HPP with an installed capacity of 1,300 megawatts (MW). It 
supplies around half of the country’s electricity needs. Distribution is fully privatized to foreign 
strategic investors. 

2. The reliability of electricity services has improved significantly due to investments in 
energy infrastructure and maintenance. Financial viability has strengthened with tariff reforms, 
improved revenue collection, and reduction of quasi-fiscal deficits in the sector. Retail tariffs for 
residential customers are set close to full cost recovery, but cross-subsidization persists.1 The 
collection rate increased to 95% in 2011. Since 2006, network losses have been reduced 
substantially, but remain high by international standards.2 

3. Power generation. By the end of 2011, Georgia had an operating generating capacity 
of 3,328 MW, comprising a mix of HPPs 2,598 MW (78% of total) and thermal power plants 730 
MW (12% of total). Of the total generating capacity, Inter RAO of the Russian Federation owns 
or manages 13%, Energo Pro of the Czech Republic owns 9%, and the Georgian government 
owns 36%. A variety of private companies own the remainder. 

4. Transmission and distribution. Georgia’s transmission network operates at  
500 kilovolts (kV), 330 kV, 220 kV, 110 kV, and 35 kV. The Georgian grid is interconnected with 
the Russian Federation at 500 kV and 220 kV, with Azerbaijan at 330 kV, and with Armenia and 
Turkey at 220 kV. It also has isolated 110 kV connections with Armenia and the Russian 
Federation.    

5. Georgian State Electrosystem (GSE) owns most of the 220 kV and 110 kV lines and part 
of the 35 kV network used for transmission services. It is also responsible for transmission 
system operation and owns the national dispatch center. GSE is a wholly state-owned entity 
formed in 2002 from the merger of Joint Stock Company (JSC) Electrogadatsema and JSC 
Electrodispetcherizatsia.  

                                                
1
  Tariffs are set by the Georgian National Energy and Water Regulatory Commission, the independent regulator, 

following the methodology and procedures set out in its Resolution No. 3, issued on 1 July 1998. The current tariffs 
for residential customers are GEL0.135–GEL0.177/kilowatt-hour, equivalent to $0.075–$0.099 per kilowatt-hour, 
which are reasonable by international and regional standards.  

2
  The total transmission losses were reduced from 2.7% in 2006 to 1.9% in 2011. The total distribution losses in 

2011 of various distribution companies were 16.0%–27.0%.  
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6. Distribution and supply to customers is undertaken by four distribution companies, which 
together are responsible for about 80% of sales. The remaining customers are supplied through 
direct agreements. 
 
7. Electricity balance. Georgia possesses tremendous untapped hydropower resources. 
Its hydropower potential is estimated at up to 80 billion kilowatt-hours (kWh) per year, of which 
up to 60 billion kWh are economically feasible. The current system comprises about  
60 HPPs with a maximal output capability of 8.0–9.5 billion kWh per year, i.e. 15% of the 
economically feasible potential. 
 
8. Hydropower generation accounts for more than 85% of annual electricity output. The 
pattern of demand is highly seasonal with a winter peak; output peaks in summer when river 
flows are highest. Since 2007, generation production has surpassed the annual demand; the 
surplus available for export is incrementally increasing each year. In 2011, Georgia exported  
0.93 billion kWh of electrical power, accounting for 10% of the country’s total electricity 
generation. 3  Of Georgia’s potential export markets, Turkey is the most attractive given its 
summer peak in demand, projected capacity shortfalls, and high market prices.4 Transit trade 
from Armenia, Azerbaijan, and the Russian Federation to Turkey is also possible. Georgia could 
act as a regional hub for energy dispatch and transit through the Caucasus area. An additional 
1,400 MW of new HPPs could be added by 2016–2017 to the existing 2,510 MW of HPPs, 
providing an additional 3.8 billion kWh of capacity available for export at an economic value to 
Georgia of $300 million per year.5  
 

b.  Institutional Structure  

9. The Ministry of Energy and Natural Resources (MOENR) is responsible for setting the 
main directions of state policy, with approval by Parliament, and approving the energy balance 
and market rules. The ministry is required to relinquish ownership, regulatory, and operating 
rights in the energy sector. The Georgian National Energy and Water Regulatory Commission is 
responsible for licensing, regulating tariffs, and resolving disputes between licensees within its 
competence.   

10. Power trade is to occur through either direct contracts or trade with the commercial 
system operator (ESCO). The ESCO is responsible for buying and selling balancing energy and 
providing reserve capacity in compliance with the market rules. Importing and exporting may be 
undertaken by any entity based on direct contracts. The dispatch licensee (GSE) is authorized 
to reach agreements on the parallel operation of the Georgian system and that of neighboring 
countries. Transmission and distribution licensees are required to provide third party access 
(transit services) on their networks. 
 
11. Tariffs are to be set to protect customers from monopoly prices, allow regulated entities 
to prudently recover incurred costs, encourage efficiency improvements by regulated entities, 
and promote economic efficiency by sending accurate price signals. 
 
 
 

                                                
3
   Electricity imports in 2011 totaled 0.47 billion kWh. 

4
  Wholesale electricity prices in Turkey have steadily increased over the last years and are now among the highest 

among energy community members. In July 2010, the wholesale electricity price in Turkey was at €0.079/kWh 
($0.0104/kWh). 

5
  A list of planned larger HPPs approved by the government can be found at the Ministry of Energy and Natural 

Resources website: http://www.minenergy.gov.ge/download.php?file=HPPENG/Big_HPP_ENG_New_08.10.08.pdf.  

http://www.minenergy.gov.ge/download.php?file=HPPENG/Big_HPP_ENG_New_08.10.08.pdf
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c. Problems and Opportunities 
 
12. The Government of Georgia has entered into agreements with neighboring countries to 
enhance and develop transmission infrastructure and interconnection facilities to expand power 
trade. New cross-border interconnection lines with adjacent countries are scheduled for 
commissioning in 2013–2015. Currently domestic transmission network capacity is inadequate 
and the operating system remains unstable and unreliable, increasing the potential risk of 
frequent system blackouts, which hinder existing and future power swap or export potential. 
Since 2008, considerable investments were spent to rehabilitate existing substation facilities, 
mainly the primary equipment. However, the protection systems and substation control systems 
supported by electromagnetic analogue technology installed 30 to 50 years ago are obsolete, 
and have serious problems meeting operating functions and technical requirements. 
Transmission line problems will result in a large power deficit in populated areas and have 
considerable social and economic impacts. 6  To reduce such impacts, more investment is 
urgently required on substation rehabilitation and enhancement of transmission facilities. 
 
13. The generation-load regional imbalance within the Georgian power system is significant: 
two-thirds of Georgia’s energy resources are located in the northwest, while two-thirds of 
domestic demand is located in the east. Additionally most of the potential export market is 
located in the south of Georgia. The major potential export market, i.e. Turkey, is experiencing 
rapid growth in electricity demand, while others such as Armenia and Azerbaijan while 
experiencing modest or indeed at times zero demand growth, nonetheless are likely to avail of a 
relatively cheap supply of hydropower from Georgia to augment and indeed offset thermal and 
thermal-nuclear power generation. Power delivery to these markets requires a reliable high-
voltage transmission network. 
 

2. Government’s Sector Strategy 
 
14. Due to the country’s geographic location, the country’s power complex has the potential 
to be more effectively involved in import–export and transit operations of energy carriers in the 
region. To this end, infrastructure connecting Georgia with the power systems of neighboring 
countries needs to be rehabilitated and new electric transmission lines, substations, and natural 

gas pipelines constructed. The government’s power policy is set out in the Main Directions of 
State Policy in the Power Sector of Georgia, approved by Parliament on 7 June 2006. Eight 
policy directions are defined: (i) efficient utilization of power resources; (ii) energy security—
existing generation, transmission, and distribution assets are to be rehabilitated, and new 
interconnectors with neighboring countries and between Georgia’s western and eastern regions 
are to be constructed; (iii) third party access—customers are allowed to select their supplier if 
their annual consumption exceeds the set thresholds; (iv) metering—communal meters are to 
be replaced with individual customer metering; (v) attraction of investment and privatization;  
(vi) economic sustainability—existing power debts are to be relieved; (vii) tariffs—tariff 
regulation should protect customers from monopoly abuses while ensuring the long-term 
sustainability of the power system; and (viii) international cooperation—maximum use should be 
made of Georgia’s location to promote energy trade, including transit. East–west and north–
south interconnections should be developed.  
 
 
 

                                                
6
  In 2007, the undelivered energy due to faults on the 500 kV system was 1.2 GWh. At an outage cost per kWh 

suggested by Fichtner (€0.4), this represents a loss to Georgia of €480,000 per annum.   
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3. ADB Sector Experience and Assistance Program 
  
15. Under its long-term strategic framework, Strategy 2020, ADB will exploit the great 
promise that regional cooperation activities offer for accelerating economic growth. ADB will 
help its member countries realize growth through integration and closer links with their 
neighbors. The project is in line with ADB's strategy for Georgia, which focuses on upgrading 
and developing energy infrastructure and enhancing regional energy trade through, among 
others, development of the Caucasus regional energy market.   
 
16. ADB has no lending in the energy sector of Georgia in relation to sovereign operations 
and the project provides a unique opportunity for ADB to enter the sector. Presently, 
government funding is not sufficient for expansion and rehabilitation of the power system. ADB 
involvement would contribute to filling the funding gap and enhance private sector confidence to 
invest in power. ADB will work with the government and development partners to improve the 
structural, legal, and regulatory framework needed to attract private sector funding in the sector. 
ADB has extensive experience in the design and implementation of power transmission and 
distribution projects in its member countries with lessons that are directly applicable to Georgia. 
In addition, the project will complement other ADB support for infrastructure, including the 
development of the transport and water sectors. 

 
17. ADB will work with the government and development partners to improve the structural, 
legal, and regulatory framework needed to attract private sector funding in the sector. 
Development partners, including the European Bank for Reconstruction and Development, the 
European Investment Bank, the European Union, German development cooperation through 
KfW, the United States Agency for International Development, and the World Bank, recognize 
Georgia’s vast renewable energy potential and the country’s prospect to become a regional 
power trading hub that capitalizes on its unique geographic location. This coupled with the 
excellent record of sector reforms and strong improvements in the efficiency of power 
operations achieved in recent years has generated strong commitment among the development 
community to support the sector through project financing, institutional reforms, and capacity 
building. 
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Problem Tree for the Energy Sector 
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Source: Asian Development Bank 
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Table 1: Sector Results Framework (Energy, 2011–2015)  
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with 
ADB 

Contribution 

Indicators with Targets and 
Baselines 

Sector Outputs 
with ADB 

Contribution 

Indicators with Incremental 
Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB Interventions 

Enhanced and 
more efficient 
power 
infrastructure and 
expanded regional 
energy trade.  
 

GEO power export share 
increased to 20% of domestic 
generation by 2019 (2011 
baseline: 10%) 
 
GEO power generation 
resources increased to  
12 TWh by 2019 (2011 
baseline: 9.4 TWh) 
 
Full compliance with grid 
code and stability 
requirements on power 
supply trade by 2016 
(2011 baseline: partly 
complied) 
 
Undelivered electricity to 
customers reduced by 40% 
to 3,000 kWh by 2016 (2011 
baseline: 5,000 kWh/year) 
 
Substation capacity on  
220 kV transmission grid 
increased to 400 MVA by 
2016 (2011 baseline:  
5,050 MVA) 

Substations 
rehabilitated and 
improvement fully 
implemented 
 
New Khorga 
220/110 kV 
substation 
commissioned 
 
A potential 
hydropower 
investment project 
(HPP) identified 
 
Project supervision 
and management 
successfully 
completed 
 

Digital control and protection 
systems are operating in  
11 substations by 2016. (2011 
baseline: 3 substation completed 

and 1 ongoing) 
 
SCADA and EMS are fully 
functional by 2016 (2011 baseline: 
basic functions, not fully utilizing 
the SCADA and EMS functions) 
 
19 substations are linked with 
control centers based on real-time 
data by 2016 (2011 baseline: not 
in full functions) 
 
A new substation with a total of  
11 circuits of 220 kV line bays and 
6 circuits of 110 kV line bays and 
associated equipment completed 
by 2016 (2011 baseline: none) 

 
A feasibility study for a potential 
HPP investment project 
completed by 2014 
 
Project completed by 2016 
without exceeding the $67 million 
budget 

Planned key activity 
areas 

Regional power 
transmission 
enhancement project, 
and studies for 
hydropower 
development  

Pipeline projects 
with estimated 
amounts 

None 
 
Ongoing projects 
with approved 
amounts 

None 

Planned key 
activity areas 

Expanded power 
trade in the 
Caucasus region 
and hydropower 
generation   

Pipeline projects  

None 
 
Ongoing projects  

None. 

ADB = Asian Development Bank, EMS = engineering management system, GEO= Georgia, GSE = Georgian State Electrosystem, HPP = hydropower plant,  
kV = kilovolt, MVA = megavolt ampere, SCADA = supervisory control and data acquisition, TWh = terawatt hour. 
Source: Asian Development Bank. 
 

 




