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In accordance with USAID contract no CCN-0002-Q-00-3 152-00, Hagler Bailly has 
prepared this brief report on the status of power sector restructunng in Georgia The 
report describes the progress to date of power sector restructuring in Georgia and offers 
recommendations for completing the process 

Prior to 1995, the Georgian power sector, known as Sakenergo, was a vertically 
integrated monopoly operating in the Soviet style as a non-commercial government 
department With the collapse of the Soviet Union and the beginning of the transition to 
a market economy in Georgia, it was soon apparent that this structure could no longer 
provide the country with economlc and reliable electncity supplies It therefore became a 
priority for Georgia's donor community to assist the Government of Georgia (GoG) to 
restructure power sector institutions as part of efforts to create suitable power sector loan- 
reciplent institutions 

Acting without outside advice, the GoG began an ad hoc restructuring in early 1995 by 
turning over the distribution functions of Sabenergo to some 60 mun~cipal governments, 
and by pr~vatizing a number of small hydro plants The municipalization of distribution 
was a measure taken in the hope of improving the collection of customer payments, 
which had fallen to an intolerably low level Privatization of small hydro was done as 
part of a general plan to put small businesses in the hands of local entrepreneurs 
However, an overall sector-wide approach to power sector restructuring process did not 
begin till the autumn of 1995 

In October 1995, Georgian President Edward Shevardnadze issued Decree #404 
establishing a Committee on Restructuring of the Power Sector consisting of 
representatives of the sector, key government ministries, institutes and consumers 
Dmng the autumn and winter of 199511 996, thls body, with the assistance of foreign 
technical assistance organizations, examined numerous models for power sector 
restructuring including examples from Central and Latin America, Eastern Europe, the 
United Kingdom and the US 
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The Committee completed its work in May of 1996 and prepared a draft Presidential 
decree outlining a proposed overall power sector restructuring program This program 
called for enactment of an Electricity Law that would define the legal basis for a 
reformed power sector and specified the unbundling of generation, transmission and 
distribution Enterprises in the unbundled subsectors were to be corporatized, 
commercialized and eventually privatized The draft decree also limited government's 
role to policy formulation for the sector and recommended creation of an independent 
regulatory commission This draft was adopted by the government and issued on July 4, 
1996 as Presidential Decree #437, "About Restructuring of the Power Sector" An 
Electricity Law codifying and specifying these reforms was passed in the summer of 
1997 

111 CREATION OF SAKENERGO GENERATSIA AND SAKENERGO 

As a result of Decree #437, generation and transmission were unbundled with the 
division of Sakenergo into Sakenergo Generatsia and "Sakenergo" (now the name of only 
the transmission enterprise) A plan for corporatization of the newly created enterprises 
as Joint Stock Companies (JSCs) -- as well as a privatization plan -- were developed by 
the Georgian Minlstry of State Property and the Ministry of Fuels and Energy 

As a result, multiple JSCs have been created in the generation sub-sector with Sakenergo 
Generatisia acting as a holding company in anticipation of eventual privatization The 
only generating unit not corporatized is the 1 300 MW Inguri hydro station, which 
remains in direct state ownership due to its being located on the border of the secessionist 
Abkhazian province A grouping of the generating facilities into 3 or 4 major generation 
enterprises, as recommended by Georgia's donor community, has yet to be carried out 

The transmission enterprise, Sakenergo, has been further divided into "wires" and 
dispatch entities in anticipation of creating a wholesale power market These entities are 
structured as State-owned commercial enterprises and will probably remain so for the 
foreseeable future 
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IV. DISTRIBUTION RESTRUCTURING 

Georgia' foreign donor community have strongly recommended the consolidation of the 
60+ municipal distribution companies into a much smaller number of economically 
viable enterprises with optimized customer mixes This recommendation has been 
accepted in principle by the Min~stry of Energy, which had proposed grouping the 
distribution sector into 8 clusters, which would be offered as unlts to strategic investors 

USAID-funded technical assistance consultants have recommended an even more 
concentrated grouping into 3 units, one of which would be the existing Telasi d~stnbution 
company serving the capital city of Tbilisi Memll Lynch, the investment banking firm 
engaged to carry out the privatization of the Georgian power sector enterprises, has 
endorsed this recommendation 

v CONCLUSIONS AND RECOMMENDATIONS 

Georgia has taken the essential steps required for restructuring by subdividing the power 
sector into the fundamental functions of generation, transmission and distribution and by 
creating multiple enterprises in the generation and distribution subsectors The separation 
of transmission into dispatch and energy movement has paved the way for the institution 
of a wholesale market and the adoption of the necessary rules and market management 
structures for its operation 

Acceptance of these concepts puts Georgia among those nations in the forefront of power 
sector reform Turning these concepts into a functioning reality, however, requires 
numerous additional actions Key steps recommended are 

1) Consolidation of distribution activity into 3 major enterprises as part of the 
privatization process 

2) Promote consolidation of a significant portion of generation into 3 to 5 viable 
enterprises as part of the privatization process 

3) Resume the privatization of small hydro facilities (< 30 MW) in order to create a 
memngful independent power producer element in the industry 

4) Continue to pursue the implementation of a wholesale market and its associated 
market rules and management structure 

5) Modify, where necessary, the Electricity Law to permit at least some cross ownership 
of generation and distribution facilities 

Hagler Ballly 


