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BASIC INFORMATION 

 
OPS_TABLE_BASIC_DATA 
  A. Basic Project Data 

Country Project ID Project Name Parent Project ID (if any) 

Georgia P169117 Energy Supply Reliability 
and Financial Recovery 

 

Region Estimated Appraisal Date Estimated Board Date Practice Area (Lead) 

EUROPE AND CENTRAL ASIA 28-Feb-2019 20-May-2019 Energy & Extractives 

Financing Instrument Borrower(s) Implementing Agency  

Investment Project Financing Ministry of Finance, 
Ministry of Economy and 
Sustainable Development 

Georgian State 
Electrosystem 

 

 
Proposed Development Objective(s) 
 
The project development objectives are to increase electricity supply reliability in the western part of Georgia, 
improve financial viability of GSE, and help it access long-term commercial financing. 

 
Components 

Strengthening of the power transmission network 
Financial recovery of GSE and preparatory work to access the capital markets 
IBRD Guarantee to help GSE raise long-term commercial financing 

 
 

PROJECT FINANCING DATA (US$, Millions) 
   

SUMMARY-NewFin1  

 

Total Project Cost 172.70 

Total Financing 172.70 

of which IBRD/IDA 70.70 

Financing Gap 0.00 

 
   
DETAILS-NewFinEnh1 

World Bank Group Financing 

     International Bank for Reconstruction and Development (IBRD) 70.70 

     Guarantee 50.00 



 

The World Bank  
Energy Supply Reliability and Financial Recovery (P169117) 

 

 

  
Feb 28, 2019 Page 3 of 10  

 

          IBRD 50.00 

Non-World Bank Group Financing 

     Counterpart Funding 2.00 

          Borrower/Recipient 2.00 

     Commercial Financing 100.00 

          Commercial Financing Guaranteed 50.00 

          Unguaranteed Commercial Financing 50.00 

    

Environmental and Social Risk Classification 

High 
   
Decision 

The review did authorize the team to appraise and negotiate     
 
 
Other Decision (as needed) 

 
B. Introduction and Context 

 
Country Context 

 
The Georgian economy performed well in 2018. GDP growth was maintained at estimated 5 percent, led by a 
stronger external environment, higher private consumption. Fiscal stability was supported by strong revenue 
performance and moderate budget spending, helping to keep Georgia’s public debt sustainable at around 45 
percent of GDP as of end 2018. Georgia’s external position strengthened, with the current account deficit 
narrowing by 0.6 percentage points of GDP to 6.5 percent of GDP in the first three quarters of the year.   

Based on the national line, poverty stagnated at 21.9 percent in 2017 affected by a slow increase of employment 
opportunities and a spike in inflation and driven by rural poverty at 26.6 percent. Poverty in 2017 was estimated 
at 18.1 percent using the lower-middle income poverty line (US$3.2/day, 2011 Power Purchasing Parity (PPP)) 
and 6.4 percent using the international poverty line (US$1.9/day, 2011 PPP). In 2018 poverty will be positively 
affected by low inflation and high growth of remittances. Meanwhile labor market outcomes (slow decline of 
unemployment rate and moderate growth of real wages) may slow down the trend.  

Georgia’s growth outlook is expected to be positive over the medium-term driven by higher investments, 
especially by the government, as well as robust external demand as growth in Azerbaijan accelerates, stays stable 
in Russia and begins to recover in Turkey. The external accounts are expected to continue to gradually narrow, 
as private consumption growth slows and exports, including of tourism services, remain robust. On the other 
hand, while newly introduced measures in the banking sector are likely to decelerate credit growth and private 
consumption, it is also expected to strengthen the resilience of the sector and its ability to support the economy. 
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Continuous expansion of the economy in upcoming years should lead to more employment opportunities and 
more income-generating opportunities at the bottom of the distribution. Increases in social assistance and 
pensions, though questionable from a fiscal sustainability perspective, may also help reduce further poverty in 
upcoming years.   

Sectoral and Institutional Context 
 
Georgia has a hydro-dominated power generation. Installed generation is comprised of 21 percent thermal (710 
MW) and 79 percent hydro capacity (2,661 MW), which is provided by storage hydropower stations (HPP) and 
run-of-river seasonal HPPs. The state owns the two largest hydro generators —Enguri HPP and Vardnili HPP, with 
combined capacity of 1,520 MW, while the private sector owns the remaining generation capacity. In addition, 
Georgia imports electricity via interconnections with four neighbors: Russia (capacity of 1,010 MW), Armenia 
(230 MW), Azerbaijan (250 MW) and Turkey (850 MW) for a total interconnection capacity of 2,340 MW. Since 
2007, 79 percent of electricity generation has been from HPPs, which provide nearly 100 percent of power during 
the peak hydro season. Thermal power plants are not used during these peak hydro months.  

Highest electricity demand occurs during the months with lowest hydropower generation. Georgia’s power 
demand and supply patterns are inverse. Peak demand typically occurs in December, while peak supply capacity 
is in May and June. Thus, the country has been experiencing shortage of winter firm capacity to meet the seasonal 
peak demand and has been relying on imported electricity.  

The Georgian power sector has undergone significant reforms over the last two decades with positive outcomes. 
Extensive regulatory and market reforms, focused on deregulation and privatization, have helped improve 
service quality in the power sector and the financial viability of sector entities. Key reforms included: (a) 
unbundling of the sector into separate generation, transmission, distribution companies (currently, two large 
companies), and electricity market operator called the Electricity System Commercial Operator (ESCO); (b) 
establishment of the independent energy sector regulator, the Georgian National Energy Regulatory Commission 
(GNERC); and (c) privatization of several generation, and three power distribution companies. Most of the sector 
entities are now privately-owned, with the exception of Enguri and Vardnili HPPs, the transmission and dispatch 
company Georgian State Electrosystem (GSE), and ESCO.  

As result of past reforms, the power sector has gone from near complete operational and financial collapse to 
reliable energy services provider with sector companies in adequate financial standing. All regions have 
continuous 24-hour service, up from 2-6 hours of service in the early 2000s. During the same period, collection 
of billed electricity increased from 20 percent to more than 75 percent, and transmission system losses decreased 
from 16 percent to less than 1.5 percent. 

The regulatory framework is overall robust. The power sector is regulated by the independent and competent 
regulator - GNERC. The power tariff setting follows the principle of “rate of return” or “cost plus” approach 
whereby the tariffs are set at levels to allow for recovery of reasonable operating and maintenance (O&M) costs, 
salaries, depreciation, return on assets, and taxes.  The tariffs for state-owned power generation companies, the 
transmission company, and the privately-owned distribution companies are set using this approach. This “rate of 
return” methodology has been applied with adequate track record.  

Going forward, the Government will need to address the following key challenges in the power sector. The 
Government made significant progress in reforming the sector to restore 24-hour electricity supply to all 
consumers in the country and finance the critical investment needs with significant involvement of the private 
sector. Going forward, the existing approach to financing the investments in power generation and transmission 
sectors may not be sustainable for the following reasons. 
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Challenge #1: Reducing electricity supply reliability in western parts of Georgia. This would be essential for long-
term sustainable development of the country to ensure that there is uninterrupted and high-quality service 
available to all consumers. The Government is prioritizing regional economic development and therefore the 
power transmission network will need to be strengthened in a way to minimize the disruption of electricity supply 
in case an outage occurs in any of the lines. This is becoming a pressing issue in the western parts of Georgia 
given lack of transmission capacity to reliably evacuate electricity from the largest 1,300 MW Enguri HPP and 
some other generators in case the main 500 kV Imereti or Zekari lines fail. Those failures lead to outages for 
consumers given that there are no other technically viable options to substitute Imereti. In 2013-2018, an average 
of four outages occurred per year leading to 477 million kWh of unserved energy for consumers, which is 
equivalent to annual consumption of 300 households. Moreover, the electricity demand in the country is 
expected to increase at base case annual rate of 3.9 percent and there will be a need to secure additional 
transmission capacity to allow for increased power flows. Therefore, there needs to be enough transmission 
capacity to avoid disruption of electricity supply to consumers in the western parts of Georgia in case a particular 
500 kV transmission line fails. 

Challenge #2: Deterioration of financial standing of GSE Group. Starting from 2015, financial standing of GSE 
Group has been deteriorating due to cash deficit at EnergoTrans and Group-wide losses from depreciation of 
Georgia lari (GEL). Specifically, GSE Group has seen deceleration of its revenue growth, caused predominantly by 
operating cash shortage at EnergoTrans. The revenue shortfall was due to non-recognition in the regulated asset 
based (RAB), approved by GNERC, of the full book value of the back-to-back (BtB) converter station and 400 kV 
transmission interconnection with Turkey. The decision was justified consistent with the regulatory principle of 
“used and useful.”  Moreover, due to significant shortfall of the project transit revenues, the auditors have 
concluded that the back-to-back (BtB) converter station and a transmission interconnection with Turkey would 
be unrecoverable. Therefore, impairment loss of GEL250 million (about U$96 million) was recognized in 2017, 
squeezing the overall profit margin. The financial standing of GSE Group was further aggravated by 30 percent 
deprecation of GEL in 2015-2018. As a result, GSE incurred an FX loss of GEL262 million, which is equivalent to 74 
percent of total revenues of GSE over the same time period.  

Challenge #3: Unviability of purely public financing of required electricity transmission investments. The public 
financing model may not be sustainable given that GSE plans to invest around US$815 million in 2018-2028 as 
per its 10-Year Network Development Plan 2018-2028 (TYNDP). The Bank will be reviewing the TNDP (approved 
by the Minister of Economy and Sustainable Development, Dec. 28, 2017) to ensure it is right-sized for the power 
system needs and would allow to ensure reliable electricity supply without creating unnecessary burden for 
consumers. Financing of the investments from TYNDP through sovereign guaranteed loans only would put further 
pressure on the public debt of the country, which is currently at about 45 percent of GDP. Therefore, GSE would 
need to explore alternative mechanisms for financing of those investments, which may include combination of 
direct commercial borrowing by GSE to refinancing existing debt and finance the new investments. Significant 
preparatory work would be required, including corporate-level work at GSE, to enable increased commercial 
borrowing. 

 
C. Proposed Development Objective 

 
The project development objectives are to increase electricity supply reliaiblity in the western part of Georgia, 
improve financial viability of GSE, and help it access long-term commercial financing. 
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Key Results 
 

• Indicator 1 (Custom): Number of end-user outages caused by failures of 500 kV OHLs in the western part 
of Georgia (Number); 

• Indicator 2 (Custom): Average annual duration of end-user outages caused by failures of 500 kV OHLs in 
the western part of Georgia (Minutes); 

• Indicator 3 (Custom): GSE exits bankruptcy protection (Yes/No); 

• Indicator 4 (Custom): Elimination of cash deficit of EnergoTrans (US$); 

• Indicator 5 (Custom): Long-term commercial financing mobilized (US$). 

 
D. Project Description  
 
Component 1: Strengthening of the power transmission network. This component would have the following 
two sub-components. 

Sub-component 1.1: Construction of Jvari-Tskaltubo 500 kV power transmission line and 500/220 kV Tskaltubo 
substation. 

Jvari-Tskaltubo OHL and the new 500/220 kV Tskaltubo substation are part of the new Jvari-Tskaltubo-
Akhaltsikhe backbone, which is required to improve reliability of electricity supply in the Western parts of 
Georgia. The Tskaltubo-Akhaltsikhe OHL with related substations has an estimated cost of US$60 million and will 
be financed by KfW and EBRD. The construction works are planned in a way to allow both line segments and the 
substations to be commissioned by the end of 2022. 

The extension of Tskaltubo substation will consist of a construction of a new 500/220 kV Tsklatubo substation 
and an extension of the existing Tskaltubo substation. The exact location and dimension of the new 500/220 kV 
substation will be finalized by the design, supply, and installation contractor to be hired by GSE, and it will be 
constructed nearby the existing Tskaltubo substation, where new 220 kV bay will be installed to allow the 
connection from the new 500/220 kV substation through the new short 220 kV OHL.  

Sub-component 1.2: Project implementation support. This sub-component would finance the cost of the 
implementation support consultant, which would support GSE with technical supervision of the Project 
construction works, contract management, acceptance of works, compliance with environmental and social 
requirements under the Project. 

Component 2: Financial recovery of GSE and preparatory work to access the capital markets. This component 
would finance: (a) development and implementation of a strategy for managing FX risks, (b) institutional capacity 
strengthening activities, which are essential for long-term financial viability of GSE; and (c) access the capital 
markets. This component would have the following sub-components: 

Sub-component 2.1: Financial recovery. This sub-component would help GSE develop mechanisms for hedging 
the FX risks, which would include focus on both long-term solutions through transmission tariff methodology and 
short-term solutions through use of international financial market instruments such as currency swaps. 

This sub-component would also support: (a) strengthening the capacity of GSE in managing environmental and 
social aspects of investment projects,; (b) preparatory work to implement an IPO, if the Government decides to 
pursue this option; (c) capacity building support on technical matters related to maintenance of assets and 
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planning of network investments; and (d) specialized technical and economic studies required for purposes of 
network operation, planning, and management, including estimation of the potential for deployment of battery 
storage to improve reliability of electricity transmission network. 

Sub-component 2.2: Access to capital markets. This sub-component would support preparatory work required 
for accessing commercial financing, including securing of credit rating, and implementation of the transaction to 
raise long-term commercial financing. 

Component 3: IBRD Guarantee to help GSE raise commercial financing. The Guarantee would help GSE to access 

the domestic or international capital markets for long-term commercial financing and establish a track record 

given that it has traditionally relied only on public resources to finance investments. The successful first 

transaction would become the essential building block of the long-term financing strategy, which increases the 

long-term commercial borrowing and reduces reliance on sovereign-guaranteed borrowing by MOF for power 

sector needs.  
.
.  
Legal Operational Policies 

            Triggered? 

Projects on International Waterways OP 7.50             No  

Projects in Disputed Areas OP 7.60             No  
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Summary of Assessment of Environmental and Social Risks and Impacts 

The due diligence on environmental and social risks of the Project was based on the general country 

knowledge, site visits to the preliminary corridor of OHL, review of Feasibility Study and first draft ESIA 

report, analysis of records and experience from the ongoing TGSP under implementation by GSE, the Bank’s 

existing analytical work such as Social Exclusion and Inclusion in Georgia (2017) and Gender Based Violence 

in Georgia (2017), relevant ILO reports, meetings with the GSE as the implementing entity of the upcoming 

Project, and discussion with the financier of the associated facility. ESS1 through 6, ESS8 and ESS10 are 

currently relevant to this Project. Rating for both environmental and social risks of the Project is High. 

Mature drafts of ESIA report (including ESMP), RPF, SEP and LMP are developed by GSE and will be disclosed 

prior to appraisal. GSE will require the design-and-build contractor to submit detailed labor, health and 

safety (for workers and for local communities), waste management, and landscape reinstatement plans as 

part of C-ESMP once the final design and OHL alignment is defined. Experience of ongoing TGSP suggests 

that the capacity of GSE to manage E&S risks needs to be significantly strengthened, and GSE needs to 

commit to a range of implementation arrangements in the ESCP. 

 
Note: To view the Environmental and Social Risks and Impacts, please refer to the Appraisal Stage ESRS Document. 

 
. 
E. Implementation 

 
Institutional and Implementation Arrangements 

 
The proposed project will be implemented by GSE, the state-owned electricity transmission and dispatch company, 
which was established in 2002. The company is responsible for operation, construction and maintenance of the high 
voltage electricity transmission network in the country as well as provision of electricity dispatch service. GSE has 
gained experience in implementation of transmission network construction and rehabilitation projects, which were 
supported by various development partners, including KfW, World Bank, EBRD, and ADB.  

The Project implementation arrangements are based on the lessons learned from the implementation of the ongoing 
Bank and other financiers’ projects.  The International Projects and Reporting Department (IPRD) of the GSE will be 
the responsible project implementation unit, which would coordinate overall project activities on daily basis and 
involve other GSE units and departments as needed. The following key staff of IPRD would be involved in 
implementation of the Project: head of department, deputy head/international procurement head responsible for 
overall project management, manager for World Bank projects, power engineering consultant, procurement 
specialist, financial management specialist, environmental consultant (all IFI-funded projects), social development 
consultant, administrative coordinator, and a communication expert. 
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 . 
   
CONTACT POINT 

 

  World Bank 
 

Artur Kochnakyan 
Senior Energy Specialist  

 

Joseph Melitauri 
Senior Operations Officer 

  

 

  Borrower/Client/Recipient 
 

Ministry of Finance 

Ivane Matchavariani 

Minister 

minister@mof.ge 
 
 

Ministry of Economy and Sustainable Development 

George Kobulia 

Minister 

ministry@moesd.gov.ge 
 

  Implementing Agencies 

 

Georgian State Electrosystem 

David Tvalabeishvili 

Chairman of Management Board 

info@gse.com.ge 
 

 

FOR MORE INFORMATION CONTACT 

 

The World Bank 

1818 H Street, NW 

Washington, D.C. 20433 

Telephone: (202) 473-1000 

Web: http://www.worldbank.org/projects  

 

 

http://www.worldbank.org/projects
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