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B-b. Observers to the Treaty establishing the Energy Community 

GEORGIA COUNTRY PROFILE72 

Overview   

Georgia has a GDP of USD 12,615 millionxlvii  and a population of approximately 4.40 
million.xlviii   The total primary energy supply in 2007 was 3.34 Mtoe (million tons of oil 
equivalent), of which 17.4% is hydro power, 0.6% is coal/peat, 11.7% is combustible renewable 
and waste (including biomass and biogas), 41.4% is natural gas, 28.3% is oil and 0.5% is 
geothermal/solar/wind.  Net imports are around 2.32 Mtoe.  CO2 emissions are 5.12 (measured as 
Mt of CO2).  Georgia is currently an Observer to the Treaty establishing the Energy 
Community.xlix   The Ministry of Energy (Ministry) has advised that Georgia is interested in 
membership to the Energy Community, though no formal application has been made as of the 
end of 2009. 
 
1. Institutional structure 

The Ministry of Energy has primary responsibility over policy in the energy sector.  
Specifically, the Ministry of Energy is in charge of drafting the national energy 
policy and submitting it to the Parliament for approval, and for developing and 
implementing short-, medium- and long-term strategies and priorities for the power 
sector of the country.  The relevant regulatory body is the Georgian National Energy 
and Water Supply Regulatory Commission (GNEWRC).  GNEWRC is an autonomous 
legal entity led by a Chairman and four other Commissioners, who are appointed and 
dismissed by the President of Georgia.  The Commissioners are appointed for six-year 
terms.  Commissioners cannot be removed from office before the end of their term, 
except for cause.  The staff is around 100 members, with recent and ongoing 
additions to cover responsibilities in the water sector (drinking water supply and waste 
water cleaning), added by law at the end of 2007.  The salary for Commissioners is on 
par with that of Ministers; salaries for staff members are about 30% less than salaries 
of civil servants. 

The regulator’s budget is funded from regulatory fees.  At present, the Government 
has the authorisation to control GNEWRC’s budget.  While GNEWRC has control 
over its budget, an appointment and dismissal structure consistent with best practices, 
and other indicia of sound regulatory independence, it has faced some challenges to its 
authority over the years.  Most recently, its offices were moved from the capital 
Tbilisi, to Kutaisi, some 200+ kilometres west.  

GNEWRC grants licences for activities in the power sector, establishes licensing 
terms and rules, and grants, modifies and revokes licences in compliance with the Law 
on Licences and Permits.  It also establishes tariffs for generation (excluding existing 
hydro power plants under 13 MW and new power plants in operation since 2008), 
transmission, dispatch, distribution and retail tariffs, resolves disputes within its 
competence, controls observance of licence terms, and issues certificates in the 
energy sector.  GNEWRC is responsible for drafting and approving the tariff 
methodology and licensing rules.  In the electricity market, licences are mandatory 
for the generation, excluding hydro power plants under 13 MW, transmission, 
dispatch and distribution activities, and in the natural gas market, for the gas 
transportation and distribution.   

                                                
 
72 Information herein is drawn primarily from the GNEWRC, from answers to questionnaires provided by this project 
and EBRD-funded energy sector reports.  
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Natural gas supply activities and electricity import/export activities are deregulated, 
thus no licence is required for these activities.  

Any decision of GNEWRC can be appealed, and appeals are made to the 
Constitutional or Supreme Court of Georgia.  Tariff decisions or licence withdrawals 
that affect the public are appealed to the Constitutional Court.  Tariff decisions or 
licence withdrawals that affect the public are appealed also to the Common Court (in 
the City Court of Kutaisi). 

GNEWRC decisions stay in effect pending decision on appeal.  Many appeals have 
been raised over the last decade.  One notable set of appeals in 2004 was in response 
to GNEWRC’s decision to revoke 23 distribution licences.  Four appeals were brought 
and the court found in favour of two, asking GNEWRC to reconsider its decision (the 
two other cases are still pending before the court, revealing the slowness of the 
process).  The appellate court also found a tariff decision unfair for failure to address 
social needs.  The fact that the court system functions sufficiently to address appeals 
of regulatory decision-making is positive, but care must be taken to avoid courts from 
interfering in areas clearly within the scope of GNEWRC authority thus exceeding 
the scope of appellate review. 

Market rules fall under the responsibility of the Ministry of Energy, which adopts the 
rules.  GNEWRC has full authority to request any data including completely 
deregulated export/import and transit activities.  The Ministry of Energy has 
identified step-by-step deregulation of the energy sector as one of the priorities of 
energy policy. 
 

2. Electricity sector 
 

a. Market framework 

Market participants are producers (mainly hydro power and thermal power 
plants), distribution companies, the Electric System Commerce Operator (ESCO), 
the transmission companies and the dispatch licensee.  There is no separate 
Transmission System Operator (TSO) or distribution system operator.  Instead, 
traditional TSO functions are split between the ESCO and the Dispatch Centre.  
The ESCO, a state-owned enterprise, is responsible for balancing, including 
emergency export/import and exports of surplus power not sold through bilateral 
contracts.  Though it does not have a licence from the regulator, the fee it 
charges for its services is regulated by the GNEWRC.  The Georgian State 
Electrosystem (GSE), which holds a transmission and a dispatch licence, collects 
dispatch and transmission tariffs set by the GNWERC for provided services. 

Electricity in Georgia is mainly produced by hydro power plants, though for peak 
periods and in the winter, electricity also is produced by thermal power plants 
(TPP).  Only existing plants in excess of 13 MW continue to be price-regulated 
by GNEWRC.  New generating plants and existing generating plants under 13 
MW are no longer subject to tariff regulation by GNEWRC – instead, prices are 
established through bilateral contracts and whatever is consumed but not traded 
through bilateral contracts is traded by ESCO as defined by Market Rules. 

There are two high voltage transmission companies in Georgia.  GSE owns and 
operates 330, 220 and 110 kV lines (along with some 35 kV lines) and high 
voltage substations, including the 500 kV substation, and also holds the licence for 
the Dispatch Centre.  JSC Sakrusenergo, which is owned 50% by the state and 
50% by RAO UES, operates  500 kV line, which transports electricity from the 
generation centres to the to the main load centres in the East.   
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Three distribution companies supply customers at voltage levels between 110 kV 
down to 0.4 kV.  Except for Enghuri and Vardnili HPPs, all generating stations in 
Georgia have been privatised, as have the distribution companies.  Two HPPs are 
under Management Contracts with the private investor.  

The current electricity market design in Georgia is a bilateral contracts market 
with multiple buyers and sellers at the wholesale level, combined with an 
independent regulator which establishes tariffs for end-users and for monopoly 
services like transmission and distribution.  New generating plants and existing 
generating plants under 13 MW are no longer subject to tariff regulation by 
GNEWRC and thus are deemed to be eligible customers; all other customers are 
deemed captive and subject to tariff regulation.  
 

b. Network access and tariffs  

GNEWRC sets separate tariffs for activities listed above based on cost-of-service 
principles.  The current tariff methodology was issued by the GNEWRC in 1998 
and has not been amended since then.  The existing tariff methodology is based 
on a cost-plus, “postage stamp” model, with transmission and dispatch companies 
receiving a specific tariff per kWh supplied to the consumers, regardless of 
distance.  Tariffs for network service are set in accordance with the voltage 
levels.  Block/consumer tariffs are set by the consumed electricity volumes.  The 
regulator cannot reduce the tariffs of its licensees on its own initiative except 
subject to limited conditions, though the regulator can request data on its own 
initiative and gather information regarding appropriateness of the tariff.  If a 
licensee requests a tariff increase, the regulator is empowered to change the 
proposed tariff as long as certain conditions are met, such as protection of 
consumers from monopoly prices and sufficient return for the investor to support 
rehabilitation and development of the sector through attracting investments.  
The existing tariff and revision obligations are set on a case-by-case basis.  Some 
tariffs remain in effect for specified periods, normally indicated in the tariff 
resolution.  Others are provided in the tariff resolution and are in effect until 
revision.  For example, a Memorandum between the Government and Telasi 
grants a special distribution tariff to the licensee, which gives Telasi tariff 
protection through 2015, subject to minor adjustment.   

The law allows for priority access for domestic production.  There is no 
overarching grid code; but separate technical and access rules cover access to the 
high voltage grid and the distribution network, and as of 2006, market rules are 
adopted by the Ministry.  The Market Rules have undergone several revisions, 
with new draft rules under review in mid-2009 and ongoing discussion regarding 
further amendment to support increased levels of export and import that may 
result from ongoing expansion of the infrastructure. 

c. Operational environment 

At present the transmission line is not at full capacity.  Georgia relies on hydro 
power, with excess capacity in the summer months and a deficit in the winter 
months.  Due to current infrastructure limitations, Georgia has minimal 
opportunity for export its excess capacity to markets with an energy deficit.  
Historically, Georgia has received the majority of its imported electricity from 
Russia.  The Government of Georgia has made investment in new hydro power 
development a priority, with the aims of ensuring security of supply for the 
winter months and supporting its economy through export in the summer 
months.  The EBRD together with EIB and KFW is supporting a loan to the 
Government for the building of a high voltage line to Turkey to encourage 
Georgia’s potential to become a large exporter to Turkey and to Western Europe 
through Turkey.  Georgia already has created two websites designed to convey 
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information regarding its legal framework and investment environment 
(www.minenergy.gov.ge; www.georgiahydroinvest.com).  Both of these sites are a 
good platform for conveying additional information to potential investors. 

As noted, as of 2006, the Ministry has authority to issue market rules; it also has 
authority to issue connection rules and technical standards, which include 
metering rules at the wholesale level.  GNERWC has no role in network 
maintenance and issuing standards for connection and repairs, which are 
monitored by the Ministry.  Quality of service standards are generally set forth in 
licenses issued by the regulator.  Efforts are currently underway to ensure that the 
regulatory framework in Georgia is amended to incorporate a transparent and 
non-discriminatory framework in support export and import of electricity. 
 

3. Gas sector 
 

a.  Market framework  

The Georgia gas sector is made up of the state-owned Georgian Gas and Oil 
Corporation with daughter company Georgian Transportation Company (the 
transportation licensee); the privatised distribution company, KazTransGaz 
Tbilisi, owned by the Kazakhstani Company KazTransGaz and regional gas 
companies mostly owned by Azerbaijani state company SOCAR and the company 
Itera.  At present, a special Manager was appointed for “KazTransGaz Tbilisi” in 
accordance with the Georgian law on licences and authorisations.  The 
transportation licensee is responsible for meeting suppliers’ instructions for 
natural gas supply, cut-off or re-supply, and compliance with safety standards.  
According to the Parliament’s Resolution adopted in June 2006, the following are 
the priorities of the Georgian state policy in the gas and energy sector:  
(a) rehabilitation of gas units, (b) release of such units from debts and their 
privatisation, (c) diversification of gas supply, and (d) formation of a transparent 
and liberal energy market.   

By 2008, Georgia’s natural gas sector, with the exception of the main pipeline 
system, was largely privatised.  Currently, Georgia has four suppliers and three 
routes.  About 70% of the country demand (regulated part of the sector - 
consumption by households and thermal generation) for natural gas is supplied 
under the long-term contract with SOCAR.  The remaining 30% is commercial 
consumption and deregulated.  Correspondingly, consumers under this segment are 
free to choose any supplier and negotiate gas price 

Relations among natural gas suppliers, transportation and distribution licensees 
and direct customers are controlled by natural gas market regulations.  Parties 
involved in natural gas sale and purchase or transportation procedures conclude 
bilateral or multilateral agreements.  

In September 2007, the gas sector was partly reformed through revision to the 
Law on Electricity and Natural Gas.  The law authorises the Ministry of Energy 
to take a decision on deregulation or partial deregulation of the gas market, which 
it did by Order No. 69 (25/29/2007).  Specifically, natural gas supply activities 
and natural gas wholesale suppliers were deregulated; in addition, delivery 
activities for retail consumers within the boundaries of Tbilisi administrative 
territory were partially deregulated.  Gas tariffs remained unchanged for the 
distribution companies that are responsible for supplying gas to the consumers 
living in their distribution area.  The marginal tariffs were set for natural gas 
supply and consumption for retail consumers falling under the deregulated gas 
sector and the distribution and transportation tariffs remained fixed. 
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b. Network access and tariffs  

A similar tariff framework, as identified for electricity, applies for gas.  New 
supply routes and suppliers were introduced, security of supply has increased 
significantly, and gas supply has been deregulated.  In the natural gas market the 
licences are mandatory for the gas transportation and distribution. 

Natural gas supply and transportation system connection procedures are overseen 
by market rules, issued by the Ministry.  The 2005 amendments to the Law on 
Electricity and Natural Gas have stripped some rulemaking powers from the 
regulatory authority and transferred these to the Ministry of Energy in the gas 
sector as well as the electricity sector.  The amended law gives the Ministry of 
Energy the authority to approve the natural gas balance and the natural gas 
market rules.  

The rules require that a third party seeking access to the transportation system 
submit to the transportation licensee a special request for connection to the 
transportation system.  The transportation licensee may decline the request only 
in case if the connection to a licensee's or direct customer’s natural gas 
transportation system may have a negative impact on the whole transportation 
system.  Connected facilities become operational upon covering all the costs of 
works carried out for connection to the system. 
 

c. Operational environment 

In the gas and oil sector, Georgia already benefits from its important transit role.  
Four pipelines - BTC and SCS within one ROW transporting petroleum and 
natural gas from the Caspian fields of Azerbaijan through Georgia to Turkey, 
commenced operations in 2005 and 2006, WREP Baku-Supsa pipeline 
transporting oil to Black Sea in operation since 1997 and North-South gas 
pipeline serving transit to Armenia.  Georgia receives a portion of the 
transported fuel as a transit fee.  Georgia has a strong strategic role to play as a 
transit country, though geopolitics continues to threaten its transit potential.  

The Ministry, not GNERWC has monitoring authority over technical rules and 
gas balance.   
 

4. Renewable energy sources/energy efficiency 

Though Georgia has wind and solar potential, hydro power offers the greatest 
present and future renewable energy source for the country.  Georgia’s renewable 
energy potential and ability to exploit this potential via the new transmission lines 
to Turkey and current advanced stages of planning for new hydro power projects, 
such as the Oni, Mktvari and Namakhvani hydro power plants (HPPs), make 
Georgia well placed to benefit from the new aggressive renewable energy initiatives 
of the EU.  

At present, Georgia has no primary legislation dedicated to renewable energy, though 
aspects relevant to renewables exist in the energy legislation, as hydro power has long 
been the most important electricity source in the country.  In fact, Georgia has one 
of the largest undeveloped hydro power potentials in the world at about 32 TWh per 
year.  Georgia’s potential hydro power production is roughly 7.27 MWh per capita, 
which is considerably higher than that of the world’s biggest hydro power producers, 
Norway and Canada.  

A recent amendment to the Law of Georgia on Electricity and Natural Gas creates a 
possibility for the Electricity System Commercial Operator to buy hydro power 
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produced by new HPPs at the long-term fixed tariff during winter three months.  The 
activities of all newly constructed HPPs are also deregulated, such that they fall 
outside of GNERWC’s regulation on prices and licensing.  There is ongoing debate as 
to whether this will spur or hinder investment.  As with renewable energy, no primary 
legislation addresses energy efficiency, though a draft was circulated in 2007. 

Georgia has ratified the Kyoto Protocol to the United Nations Framework 
Convention on Climate Change.  Georgia has several Clean Development Mechanism 
projects registered under the Ministry of Environment.  The CDM is efficient tool to 
promote Certified Emissions Reduction (CER) trading and benefit from introduction 
of law carbon emission technologies. 
 

5. Conclusion 

Georgia performs below average with respect to its grouping (Group B), with an 
electricity sector score of 0.749 relative to an Energy Community average of 0.860 
for Energy Community contracting parties only and 0.827 for Energy Community 
contracting parties and observers (with 1.0 reflecting full adoption and 
implementation of best practices as identified in the benchmarks and indicators of 
this Assessment).  Georgia has a natural gas sector score of 0.669 relative to an 
Energy Community average of 0.711 for Energy Community contracting parties and 
observers with a gas sector.73  From an institutional perspective, the regulator’s 
autonomy could be enhanced by control over its budget.  Transfer of its headquarters 
from the capital presents challenges for coordination with the Ministry of Energy; 
but overall, the regulatory structure is appropriate and responsive to the needs of 
electricity and gas sectors with significant infusion of private investment and 
diversity of participants. 

Within the electricity sector, Georgia has existing hydro power capacity and 
potential for further development, along with excess transmission capacity.  It is 
implementing a strategy to facilitate sale of its excess capacity in the summer and 
increase its hydro facility capacity overall.  The construction a high voltage line to 
Turkey will encourage Georgia’s potential for export to Turkey and Western Europe 
through Turkey.  These efforts to step up investment and export are triggering, in 
turn, the need to further develop its market rules, a step currently underway. 

In the gas sector, Georgia currently provides transit services with multiple pipelines 
bringing natural gas across Georgia from Azerbaijan to Turkey and Armenia.  
Ownership within the sector is diversifying, and with the exception of the main 
pipeline system, has been largely privatised, with the commercial portion of the 
market (30%) deregulated and market rules and licensing in place. 

Absent political obstacles, and continued efforts to develop its regulatory framework 
consistent with best practices, as reflected by, e.g., its observer status in the Energy 
Community, Georgia has the potential to develop its hydro power export and transit 
services with the participation of private investment. 

                                                
 
73 Because many of the countries in this grouping have no gas sector, from a statistical point of view, the average must 
be taken across the full group of Energy Community contracting parties and observers, as dividing the group would 
result in too small a sample. 
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Electricity spider graph – Georgia 

 
 
Note: The diagram presents the electricity sector results of Georgia, in accordance with the benchmarks and 
indicators identified in the assessment model. The extremity of each axis represents an optimum score of 1.0, 
that is, full compliance with international best practices. The fuller the “web”, the closer the overall electricity 
regulatory framework approximates international best practices. The results for Georgia are represented by the 
thick bold line. For comparison purposes, the shaded area presents the electricity sector average of the Group B 
countries.  

 
Electricity Sector - Comparative view of Group B countries (contracting parties and 
observers)

Notes: (O) stands for observers of the Energy Community Treaty 
The results for Serbia do not include Kosovo. 
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Gas spider graph- Georgia 

 
 
Note: The diagram presents the gas sector results of Georgia, in accordance with the benchmarks and indicators 
identified in the assessment model. The extremity of each axis represents an optimum score of 1.0, that is, full 
compliance with international best practices. The fuller the “web”, the closer the overall gas regulatory 
framework approximates international best practices. The results for Georgia are represented by the thick bold 
line. For comparison purposes, the shaded area presents the gas sector average of the Group B countries.  

 
Gas Sector - Comparative view of Group B countries (contracting parties and 
observers) 

 

Notes: (O) stands for observers of the Energy Community Treaty.                                                                  
The results for Serbia do not include Kosovo. 

 




