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EXECUTIVE SUMMARY 

The purpose of the report is to describe the necessary steps for creating a new market 

participant – the Market Operator (MO) in Georgia. Furthermore, this analysis supports the 

State Resolution on Energy Sector (updates 2011) towards achieving its goals with regard 

to development of a competitive electricity market. 

The electricity sector of Georgia has been transformed over the decade and is unbundled 

into legally separate generation, transmission and distribution entities. 

ESCO, as a market maker, is responsible for supplementing direct bi-lateral contracts so 

that the monthly forecast of total system electricity demand and supply is in equilibrium. Its 

responsibility involves buying and selling electricity. In competitive electricity markets, the 

MO manages the market, matches offers and bids as it is responsible for the settlements in 

the market. 

As the Ministry of Energy and Natural Resources (MENR) is committed to facilitating 

private sector led development of Georgian hydropower resources, the responsibilities of 

the various market entities will become diverse and expand. GEMM 2015 defines further 

steps towards the design and development of a competitive electricity market in Georgia.  

This report describes current roles and functions of ESCO and how they should gradually 

expand to satisfy the electricity sector requirements for a Market Operator. 

The new MO will operate the financial actions of the various markets, including the 

Balancing Market (BM), Day-ahead Planning (DAP) and the Day-ahead Market (DAM). 

To support the cross-border trades with neighboring countries, a clearing mechanism has 

to be implemented. A Market Clearing House (MCH) should be created that will guarantee 

financial fulfillment and carries out cash clearing for all transactions in the competitive 

electricity market. 
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1 INTRODUCTION 

The electricity sector of Georgia is unbundled into generation, transmission and distribution 

companies. The sector is regulated by Georgian National Energy and Water Supply 

Regulatory Commission (GNEWRC). The Ministry of Energy and Natural Resources 

(MENR) determines energy sector policies and is responsible for the strategic planning of 

the electricity sector. 

HIPP/USAID is supporting the further development of the electricity sector in Georgia and 

the vision of the electricity market is described in the GEMM 2015 that is compliant with the 

State Resolution on Energy Sector (2011). Implementation of that strategy requires 

development and improvements to the current structure of the sector as well as update of 

the existing Market Rules. 

This report is focused on the evolution of the market design. Therefore, we will focus on the 

functions and activities of ESCO and the future MO; other participants of Georgian non-

competitive electricity market will not be described in detail. 

ESCO, a commercial entity owned by the Georgian State, is responsible for balancing 

electricity demand and supply. Its main functions and responsibilities are the following: 

 Purchase and sale of supplemental electricity and capacity including medium and 

long-term import-export contracts 

 Trade of Guaranteed Capacity 

 Operate and maintain database on wholesale electricity trade 

 Calculate factual amount of purchased and sold electricity and submit information 

for final settlement 

 Wholesale meter inspections 

 Calculate the volume and the price of electricity in excess of normative electricity 

losses on the transmission networks  

According to GEMM 2015, the gradual development of the sector towards competition 

includes the creation of a new independent entity - the Market Operator (MO).  
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One of the MO’s obligations is to operate a balancing market, develop a mechanism that 

matches buyers and sellers’ offers and bids and ensures that electricity purchased and sold 

under bilateral contracts are balanced. The MO will determine the amount of electricity 

needed to cover shortfalls in demand and will form the Market strike Price that is paid to 

generators selling their electricity in the balancing market. The strike price is the price the 

MO pays to generators for the last megawatt procured for balancing energy. 

In order to perform these tasks, the MO must ensure that all time it has an access to the 

necessary information on available generation, electricity flows and the bilateral contracts 

between Market Participants.   

Based on best international practices of well-developed competitive electricity markets, the 

functions and responsibilities of the MO are the following: 

- Operating the hourly balancing market; 

- Operating the day-ahead market; 

- Coordinating its operation with the TSO and the Regulator; 

- Calculating trading margins and settlements for electricity and capacity of each 

Market Participants in accordance with the agreed (regulated) procedures, and 

providing this information to the Market Clearing House (MCH); 

- Suggesting modifications to the rules governing the electricity market; 

- Training new entrants to the balancing market; 

Some of the MO’s functions under the GEMM 2015 are currently performed by ESCO on 

an interim basis.  In the longer term, ESCO will establish an MO unit that will be functionally 

separated as unit and by 2014 will be legally separated, and will become the successor 

entity to ESCO. The activities of the MO will be licensed by GNEWRC. 
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2 EVOLUTION OF THE ELECTRICITY MARKET STUCTURE IN GEORGIA  

 

In order to further develop the current market structure, certain steps must be taken towards 

that direction. Under the GEMM 2015, the following developments are expected by 2015: 

 

 

 

  

                  

         2013                                                                                                             2015 

Figure 2.1 Evolution path of the market design structure 

The transitional process illustrated on the graph describes the following actions:  
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electricity sale transactions in a day ahead on the basis of settlement period and is operated 

by the Market Operator. It is a critical phase in establishment of Day-ahead market. The 

trading process is done in each hour and hourly prices are determined according to the 

principle of marginal pricing.   

As a good example of DAP market development, the Turkish planning market was opened 

in 2009 and was functioning until December 2012 (then Day-ahead Market was 

implemented). In Turkey, during the day-ahead planning phase, there was hourly settlement 

and balancing. Only the supply side was participating in the trade process by making offers 

and total system demand was forecasted by the Market Operator. The MO coordinated all 

actions in order to balance forecast hourly demand for the day-ahead. 

Implementation of DAP in Georgian electricity market requires development of special 

software programs and metering database. Development and implementation of DAP will 

require historical data that will be collected and provided by the Alpha Center at GSE or a 

similar software system. 

Step II – Functional Unbundling 

The next important step is a managerial establishment of the MO within ESCO, meaning 

that current functions of commercial operator will be separated and more functions will be 

established as required for the MO unit performance. The process of designing that change 

needs support on covering many of related tasks including: 

- Development of Balancing and Settlement Rules; 

- Update the existing Electricity Market Rules; 

- Implementation of Balancing Software and IT System platform to carry hourly 

balancing activities of the operator. 

HIPP/USAID suggestions for the organizational design of the MO are based on best 

international practices. In particular, we used the organizational structure of the Italian 

Market Operator. Furthermore, the comparison with the current performance of ESCO 

suggests the following charter as described in Appendix I. (Appendix II describes 

responsibilities for each MO units). In addition, the current roles and responsibilities of 

ESCO in comparison with those of the MO have to be updated and reconsidered. 
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 To successfully develop the competitive market structure, capacity building is needed 

for ESCO employees in order to enhance their ability and knowledge. Capacity building is a 

continuous process and supports all evolution developments including trainings, 

presentation, working groups from counterparties, etc.  

Step III – Balancing Market (BM) 

Currently supplemental electricity trade in Georgia is managed by ESCO under the direct 

contracts with the eligible customers. ESCO determines volume of supplemental electricity 

on a monthly basis and the price according to market rules.  

In a competitive electricity market the BM allows electricity market participants to trade with 

additional power in order to handle imbalances caused by altering in generation and 

consumption. With the market restructuring, MO will be responsible for balancing the 

Georgian electricity system. It will determine the amount of additional energy needed for the 

system and will accept bids and offers from market participants to meet the demand.  

At the same time, MO will determine Market Clearing Price that is paid to all generators for 

providing balancing services. Energy purchased in the balancing market covers any 

deviations in demand and supply that the schedules do not meet.  

Step IV – Market Clearing House (MCH) 

As part of the market development, a clearing mechanism is needed to cover all buying and 

selling transactions in the market including Day-Ahead, balancing or power exchange 

markets.  Bids and offers in the wholesale electricity market are cleared and settled by a 

special-purpose independent entity- the Market Clearing House - with exclusive obligations 

to carry out this function. The MCH concentrates the risk of settlement of a market 

participant. In case of the settlement failure, if the clearing member defaults, the MCH 

procedures are utilized, this includes the orderly liquidation of the defaulting member’s 

positions and collateral. In order to function properly, the MCH should have own funds to 

conduct sufficient security to guarantee fulfillment of the contracts and professional secrecy 

for staff and representatives. In addition, most markets request margins from each 

participant to cover for defaults by one of the market players to ensure sustainability of the 

competitive market. 
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The MCH could be either an existing bank or a newly established special purpose entity. 

Under the “Payment law and Payment Service” that has been passed on July 1, 2012, for 

the MCH activities a license is required. MCH will be registered by the National Bank of 

Georgia (NBG) according to the above law and at the same time it will be a subject of 

GNEWRC regulation, as a participant on market. Furthermore, according to the Law of 

Georgia on “Payment System and Payment Service” system operator is a legal entity which 

independently or together with other legal persons is authorized and responsible to operate 

payment system and draft payment system rules in accordance with the Georgian 

Legislation.  

MO could also perform the MCH role. In this case, MO has to undertake all financial risks 

connected with the clearing house functions.   

“Payment System Law” envisages financial collateral. It means that every legal entity which 

is engaged in the clearing system has to be solvent and have liquidity in order to make 

clearing and settlements. 

International practice states that mostly clearing houses exist as commercial banks or as 

financial institutions. 

Step V - Legal Unbundling  

After development and implementation of an organizational structural plan for functional 

separation of ESCO and MO, the new market participant will become subject of GNEWRCs 

regulation, which will give a license for MO activities1. 

This step will require some further procedures that must be implemented in order to have a 

legal separation of the new MO: 

- Preparation of company charter and account 

- Allocation of assets and liabilities 

- Registration of the company at State Authorities 

- License application by GNEWRC 

After the functional and legal transformation of ESCO, the Market operator as an 

independent market participant can start to execute its functions and responsibilities in 

Georgian electricity market. 

                                                           
1
 Existing legislation does not require licenses for all activities. E&G Law needs to be amended in relation to licensing, in 

order to require each Market Participant to obtain a license. Each Marker Service Provider will be licensed by GNEWRC.  
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Step VI – Power Exchange (PX) and DAM 

The PX node is another important element of the competitive electricity market. PX operates 

auctions, market sales, serves as a trading center for power contracts, power futures and 

other derivatives. The PX creates a "pool" where price information is publicly available and 

changes on hourly basis based on the day-ahead market price.  

Some of the most efficient exchanges are: Nord Pool (Norway, Sweden, Finland, and 

Denmark), EPEX Germany (Germany), EPEX France (France), APX-Endex (Netherlands), 

BelPEX (Belgium), and GME (Italy). 

The best international practices show that most European markets have adopted a power 

model with bilateral contracts and a voluntary power exchange, where the day-ahead 

market (DAM) is the central component and provides a price reference for the rest of the 

markets. The DAM allows participants to buy and sell electricity for each of the 24 hours one 

day in advance. After the matching of bids and offers, a single strike price is calculated for 

the whole market in each hour, that is, the point where the supply and demand curves cross. 

That price becomes the price reference for all market participants disregarding the price bid 

by each participant. 

The efficiency of an organized financial market is represented by the size of the traded 

volume of the underlying asset. Based on international practices, we assume that with the 

gradual development of the Georgian market, the traded volume will increase. This will lead 

to opportunities to commence regional trading and increased revenues. As an example, the 

Romanian PX, OPCOM2, share of total traded electricity by the DAM has increased to 

almost 17% compared to 5% share at the time of its establishment in 2006.  

 

 

 

                                                           
2
 OPCOM – Romanian Power Market Operator managing Day Ahead Market. website: www.opcom.ro 

 

http://www.opcom.ro/
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3 REQURED STEPS FOR MARKET OPERATOR DEVELOPMENT  

This section provides a summary list of activities that should be designed and implemented 

in order to create competitive environment in the Georgian electricity market and enhance 

the role and functions of the new participant – the MO. 

First, the legislation listed below needs to be adopted: 

- New Georgian National Energy Strategy; 

- Modifications to the Energy and Gas (E&G) Law; 

- New Market Rules 

- Modifications to the Law on Licenses and Permits; 

- Modifications to the Law on Independent Regulators;  

- Creation of the MO license  

After the above legislation is adopted the process forward for the creation of the new MO 

will take the following steps: 

1. Steps for Functional Separation of MO from ESCO 

I. Review best international practices of MO organizational charts 

II. Draft MO organizational chart 

III. Identify the gap between ESCO organizational structure and the new MO 

IV. Review and approve the organizational chart by ESCO  

V. Review and approve organizational chart and implementation plan by 

MENR/GoG 

VI. Implementation of the approved plan and organizational changes 

2. Steps for Day-ahead Planning (DAP) Market Development 

I. Collect and analyze historical data from GSE (Alfa center) 

II. Develop a planning methodology for DAP  

III. Approve methodology by ESCO and GSE 

IV. Develop a software for DAP with the support from ESCO and GSE  

3. Steps for BM Development 

I. Analysis of existing IT Platform for ESCO 

II. Assessment for new IT Tools and Balancing Software (World Bank) 

III. Tender procedures for new IT tools and balancing software 
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IV. Purchase, install and test of the Balancing software according to the updated 

market rules 

V. MO's web-page development 

4. Steps for Establishment of Market Clearing House 

I. Review of best international practices on clearing mechanism  

II. Analyze the requirements for establishment of clearing mechanism and MCH in 

Georgia 

III. Develop a draft organizational chart of MCH and road map and submit for 

MENR/GoG approval. 

IV. Tender procedures for MCH 

V. License applications to GNEWRC from MCH 

VI. Analyze the required IT platform and IT tools for the MCH 

VII. Purchase, installation and test the IT tools  

5. Steps for Legal Separation of MO 

I. Allocation of assets and liabilities 

II. Preparation of separated company charters and accounts 

III. Legal approval of MO from GNEWRC 
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APPENDIX I 

STRUCTURE OF THE MO 
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APPENDIX II 

FUNCTIONS AND RESPONSIBILITIES OF DEPARTMENTS WITHIN MO 

1. MARKET OPERATIONS DEPARTMENT 

Trade settlement: 

Admission of applicants to trading in the Electricity Market  

Exercise functions of trade settlement, by performing the settlement operations 

(physical and financial) for the BM and BRP 

 

BM 

Day to day operations of BM 

Management of offers/bids and determination of market results 

Verification of bids, clearing and matching 

Support to market participants on matters related to participation in the BM 

 

DAM 

Operations related to DAM 

 

2. IT SYSTEMS 

IT system and Website 

- Development and operation of MO’s website 

- Development, management, maintenance, operation, monitoring and control of MO’s 

organizational information systems including computer network, server, intranet for 

employees proper communications  

- Upgrade existing IT system and ensuring its security  

Database 

- Development, management, maintenance, operation, monitoring & control of 

technological and communication systems for database 

- Ensuring its security 

- Support infrastructure development 
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  3. RESEARCH, MARKET MONITORING AND DEVELOPMENT DEPARTMENT  

- On-demand analyses and investigations on market issues 

- Development of international co-operation 

- Co-operation with and interconnection between universities and companies 

- Development of technologies transferable to the market 

- Education, training and active involvement of researchers in the development of 

internal and external strategies 

- Monitoring of Electricity Market rules and operations 

- Monitoring of Electricity Market results  

- Reporting of possible violations of the Electricity Market rules to regulatory authorities. 

  4.  MARKET STATISTICS DEPARTMENT  

Market statistics 

Planning, design, preparation and publication (also on MO’s website) of market 

statistics 

 

Statistical analyses  

Statistical analyses of Market Participants’ conduct, on MO’s own motion or at the 

request of Regulatory Authorities  

Reports 

Preparation of statistical reports, on MO’s own motion or at the request of Regulatory 

Authorities   

5. ADMINISTRATION, FINANCE AND CONTROL DEPARTMENT    

Accounting  

General accounting and cost accounting  

Fulfillment of tax obligations  

Handling of customers’/suppliers’ invoices 

Determination of payables and receivables arising from the Electricity Market  

Preparation and presentation of annual accounts  
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Budget and Audit  

 Monthly budgeting and re-budgeting  

 Annual budget and reports of operations 

 Preparation of multi-year plans  

 Audit of operations and periodical reporting  

  

Finance 

Monthly financial planning, estimated vs. actual assessment and analysis of deviations  

Financial planning and data analysis  

Relations with the banking system  

Cost-benefit and financial planning studies 

 

Administration 

Management of administrative affairs and record-keeping 

Procurement and Logistics 

Office services: Drivers, Security and Cleaners 

  

6. LEGAL & REGULATORY DEPARTMENT    

- Legal counseling and advisory services 

- Management of procedures for admission of participants to the Electricity Market 

- Administration of Register of Market Participants  

- Support to preparation of instruments to be adopted by MO in compliance with laws 

and regulations  

- Support to preparation of MO’s instruments and general documents 

- Regulatory counseling through analysis of legislative proposals and regulatory 

instruments issued by institutional Authorities and support to drafting of technical 

rules  

- Follow-up of resolutions adopted by the Board of Directors 

- Purchasing & Procurement procedures including: management of tenders and 

contracts; drafting and updating of specific regulations; monitoring of laws and 

regulations and counseling on model contracts and contract awarding.      
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7. HUMAN RESOURCES DEPARTMENT    

- Management of the MO’s processes in terms of , roles, responsibilities and skills 

- Management of personnel training, education and development activities 

- Management of the resource recruitment and selection process 

- Monitoring of the evolution of labor contracts and legislation 

 

Institutional Relations and Communication  

- Management of relations with national and international institutions 

- Planning, design and implementation of MO's promotion, communication and 

corporate image strategy 

- Coordination of Press Office 
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