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Effective legislation 

 

 The basement for Tariff Methodology serves the Law of Georgia 
on Electricity and Natural Gas; 

 

 Electricity Tariff regulation by Commission dates back from 1998; 

 

 The first Tariff Methodology was adopted by Commission under 
the Decree № 3 of July 1, 1998. 

 

 



The main directions of the tariff regulation 

 

 Cost plus profit method regulation (ROR); 

 

 Marginal price method regulation (incentive based regulation); 

 

 Competition on the base of benchmarking method (Yardstick). 



The main principles of Tariff regulation 

 Commission launched tariff regulation with the full cost principle, 
that is, cost plus profit principle;  

 Methodology allows the company to cover economically justified 
costs; 

 Ensures investment recovery in reasonable terms; 

 Supports increase of financial recovery; 

 Reflects different costs for different consumer categories. 

 

 

 



Calculation of  the requested revenue (RR) 

   Requested Revenue (RR) covers the following 
components: 

 

 Operational expenses 

 depreciation 

 taxes 

 Basic assets recovery. 



Calculation of  the requested revenue (RR) 

Operational expenses 

    exploitation and service: 

     fuel cost; 

     repair cost; 

     other organizations’ service and etc.  

 

   Administrative and common : 

   administrative costs; 

   salaries and others. 

 

 

 

 

 



Calculation of  the requested revenue (RR) 

 Depreciation 

 
 Depreciation policy is implemented by a company according 

to its choice; 

 
 Commission is eligible to use the method different from the 

company chosen one; 
 
 Depreciation is not added to the basic assets created from the 

financial means of consumers; 
 
 Commission mainly uses line depreciation. 



Calculation of  the requested revenue (RR) 

 Taxes 

    Common – State taxes: 

    revenue tax;    

    profit tax; 

    import payment. 

 

   Local Taxes 

    property tax 

    

       Tariffs are fixed without VAT. 

 



Calculation of  the requested revenue (RR) 

 Basic asset recovery 
 Recovery is fixed towards the regulated assets base; 

 Recovery ratio (WACC) is the average weighted cost of capital 
and ensures the profit to the company; 

 the average weighted cost of capital (WACC) is the average 
cost of private and attracted capital and is calculated as 
follows 

                                 Eq                         Db   

               WACC=Re*-------- + Rd *--------*(1-t) 

                               Eq+Db           Eq+Db 



Calculation of  the requested revenue (RR) 

 Net profit ratio on the private capital (Re) is defined according 
to the capital assets cost evaluation model (CAPM); 

 

                      Re =Rf +β٭(Rm – Rf) 

 

 Private capital net profit ratio is fixed by Commission and equals 
to annual average interest rate existing on the deposits of 
commercial banks. 

 Fixing net profit ratio can also be done according to the 
benchmarking method. 



Electricity sector tariff system 

 

 

 According to the effective methodology, there are production, 
transmission, dispatch, distribution, pass through, import and 
consumption tariffs and system commercial operator service tariffs 
in electricity sector; 

 

 SHPPs, exporters and newly constructed PPs are free from tariff 
regulation. 

 



Power production tariffs 

 According to the effective methodology, production tariff is 
calculated by division of company requested revenues by the 
amount of power released on the basbar of the Power Station; 
 

 Fixed tariffs are set to only Regulatory Power Stations in power 
production sector; 
 

 All the remained producers have marginal tariffs. 
 



Power production tariffs 
 

 Commission sets 2 rate tariff for the reserve source; 
 
 Guaranteed capacity price is fixed on the source readiness period  

and ensures recovery of fixed (constant) costs and profit; 
 
 Guaranteed capacity sources, guaranteed capacity support period 

and capacity volume are approved by the Government of Georgia;  
 
 The guaranteed capacity source readiness duration is defined by 

the Power Market Rules. 
 



 

 

Power Transmission and Dispatch tariffs 

  
  

 There are 3 effective transmission operators in Georgia; 

 

 Transmission tariffs are single rated and is defined according to 
the amount of power passed through supply points of the 
transmission network;  

 

 In tariff calculation cost allocation should be submitted by 
transmission licensee.  

 

 



Power Transmission and Dispatch tariffs 

 

 Transmission tariff reflects cost of transmission network normative 
loss in line with the effective legislation; 

 

 Revenue from transit is foreseen in the power transmission tariff 
calculation; 

 

 Dispatch tariff rate is defined according to the amount of power 
received (metered) at the supply points of qualified enterprises.  



 

Power Distribution and Pass through Tariffs 

 

 

 There are 3 distribution companies in operation in Georgia; 

 

 Distribution licensees operate with fixed distribution and pass 
through tariffs;  

 

 Two of the companies operate with distribution tariffs fixed 
for long-term regulated period, covering revise and correction 
sub-periods. 



 

 Power Distribution and Pass through Tariffs  

 

 
 Power distribution and pass through tariffs are differential and are 

fixed according to the high 110-35 kv, medium 10-6 kv and low 
0.4-0.2 kv voltage steps of the distribution network; 

 

 In tariff calculation process, cost allocation should be submitted 
by a distribution licensee, in the case of nonexistence of such 
information, Commission should define allocation conditions itself. 

 



 

Power consumption tariffs 
 

 
 Consumption tariff is fixed according to the voltage steps of 

the distribution company; 

 

 Low voltage residential tariffs are fixed according to the 
consumption steps of : 101 kwh, 101-301 kwh and over 301 
kwh; 

 

 Consumption tariff regulation period can be short-term and 
long-term. 

 

 



   

ESCO service tariff 

 
 

 Electricity System Commercial Operator buys and sells 
balance power and guaranteed capacity; 

 
 ESCO imports and exports power; 
 
 To ensure these services, ESCO is given service fixed tariff, 

mandatory for all the qualified enterprises.  



Import tariff 

 

 In line with the effective methodology, the basement for setting 
import tariff serves ratified agreement on import; 

 

 Import tariff is calculated in line with power tariff methodology 



New tariff Regulation 

 
the main principles and advantages 

 
 New methodology was adopted by Commission on June 8, 2010 

and basement for it serves marginal price principles and 
incentive based regulation; 

 
 Power tariff is fixed for the regulated periods and the duration of 

the periods are defined by Commission; 
 
 Tariff setting for the basic year of the regulation period is done 

according to the full cost principle. 
 

 



 

 

 
 

 During or after tariff regulation period tariff correction takes 
place in line with Commission adopted provisions;  

 
 Tariff regulation period is fixed individually, after the request 

of the company or Commission initiative. 
 

 

New tariff regulation  

 
main principles and advantages 



New tariff regulation  

 
main principles and advantages 

 
 

 
 

 Standing tariff within the regulation period makes tariff 
system attractive for investors;  

 
 In tariff setting, regulated companies are partially free; 
 
 Increased regulation period reduces tariff revise costs; 
 

 
  
 



New tariff regulation 
weak sides and gaps 

 There are no reflection of X factor correction principles in the 
Methodology; 

 

 Methodology doesn’t follow the strict rule of allocation; 

 

 Methodology doesn’t reflect the main indicators of tariff and 
service quality relationship; 

 

 


