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RESUME

The current thesis presents the research of the ways for the utilization of Georgian hydro
resources by means of attracting investments from the developed countries.

The necessity for carrying out the research is preconditioned by the circumstances that the
construction of new hydroelectric power plants is necessary for the development of the
country, that requires long-term investment of the great amount of cash and technical
facilities. Besides the fact that Georgia is a country with large hydropower resources, the
relevant amount of the mentioned resources cannot be utilized that impedes the economic
and energetic progress of the country significantly. The investments shall be attracted from
the countries with developed economy in order to start the construction of medium and high
capacity hydroelectric power plants in the country. For the implementation of the mentioned
actions the investment projects, attractive for the investors shall be created. The interests of
the customers shall be envisaged in the mentioned projects as well. Methods and criteria for
the determination of economic effectiveness is significantly different within the conditions of
planned economy and market economy. The situation described above, formed the basis to
carry out research for the selection of criteria in order to determine the economic
effectiveness of the hydroelectric power plants and conclude the business plan to be easily
understandable for the investor taking into consideration the fact that Georgia, as a country
oriented to move towards market economy, is characterized with specific conditions. One of
the mandatory conditions to define the economic effectiveness is the existence of fair tariffs in
the country. Determination of economic effectiveness of the investment as well as the
attraction of the investor is impossible unless the fair tariffs exist. The tariff is fair if it is
determined in accordance with the expenditures necessary for the production-delivery of the
delivered product including the reasonable interest rate on the invested capital. Current
electricity tariffs in Georgia are not fair since some customers pay more than needed for the
compensation of the costs made in order to provide them with the electricity. Some
customers, on the contrary, pay less. The thing is that in the current situation when the sum,
to be received by means of realization of goods is calculated as the multiplication of the
consumed electricity recorded by the counter to the relevant tariff, the expenditures made for
the delivery cannot be balanced, sine the price of the electricity during rush hours (during 17-
24 hours) is more expensive compared with other periods of the day. The price rise is due to
the increase of generation price during the mentioned interval in the thermal power plants as
well as in the hydroelectric power plants. Therefore it is necessary to have the information
regarding the amount of the consumed electricity during rush hours within a month. The
mentioned part shall be multiplied on the tariff reflecting the expenditures made for the
generation of electricity during rush hours. Therefore differentiated tariffs are introduced in
the developed or developing countries with market economy. The established capacity can be
defined only within the conditions of differentiated tariffs, since the capacity on the

hydroelectric power plant during the rush hours of consumption can be increased up to the
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level, the increased expenditures are covered by the tariffs paid for the electricity consumed
during the mentioned period of time. The permitted limited value of such tariffs shall be
established in accordance with the solvency with the customers existing on the market. The
solvency of the customers during the current period can be easily defined according to the
price of the electricity generated by the hydroelectric power plants united within the system.
However in order to establish the economic effectiveness of the new hydroelectric power
plant we should be know the level of customer solvency for the period when the construction
of the hydroelectric power plant is finished. There are different methods to establish the
trustworthy importance and levels of electricity consumption in the long-term perspective,
after 5 and 10 years. In case the part of the generated electricity is planned to be exported
abroad, it is necessary to have the information regarding the limited values of electricity in
this country, since the mentioned data can be the precondition for the effective realization of
the electricity. Drawing up of the investment project without the consideration of the
mentioned requirements, leads to the irrational usage of the hydro energetic resources of
Georgia that will cause significant damage to the economy of the country. The way out of the
situation is to replace the existing counters with the ones having the function of
differentiation and the differentiated tariff shall be introduced as well. It will need several
millions of USD this will cause the increase of electricity tariff respectively. Until the
GEORGIAN NATIONAL ENERGY AND WATER SUPPLY REGULATORY COMMISSION
introduces the differentiated tariffs it is necessary to make the investment projects that will
attract the investors and give us possibility to use our hydro energetic resources effectively.
For this purpose we recommend the projecting approach that ensures the selection of the
established capacity of the hydroelectric power plant in a way to utilize the river flow
rationally. In case the price of the kilowatt hour of the electricity generated of the projecting
hydroelectricity power plant is less or equal to the long-term tariff, funding of the
construction of such hydroelectricity power plant will bring profit to the investor in a form of
dividends and the latter will necessarily fund it.

The first necessary condition is the requirement that after considering the maximum
expenditures the investor should have the ability to cover the financial costs made by the
investor with relevant surplus after the realization of the electricity for the calculated tariff.
The second necessary condition is the requirement that the realization tariff of electricity
shall not be more than the solvency of customers. Maximum significance of the tariff shall be
established by the GEORGIAN NATIONAL ENERGY AND WATER SUPPLY
REGULATORY COMMISSION in accordance with the crossing point of the consumption and
delivery curve. Since the electricity is considered to be the essential consumer goods
electricity tariffs in Georgia shall be differential, as it was mentioned above. This is expedient
since in case of differential tariffs are established the customer will have the possibility to use

the cheap electricity and make economy with respect to reduce cost of consumed electricity.
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During the calculation of the electricity tariffs mentioned below we will use the gradient
method for the establishment of average tariffs in order to cover the invested capital. The
mentioned method can be used when the tariff of electricity generation is increased within
the conditions of increase the maximum costs and at the stages of projecting and construction
of hydroelectric power plant and the given tariff exceeds the maximum tariff recommended
by the GEORGIAN NATIONAL ENERGY AND WATER SUPPLY REGULATORY
COMMISSION. Given approach gives the possibility to make the hydroelectric power plants
economically effective on the projecting phase and in case the project needs to be reviewed
during the construction. The estimate and the tariff established by the projecting will increase
in accordance with the mentioned activity. The objective of our research is to show that it is
possible to select the increasing tariffs corresponding with the years by using the gradient
method and it also enables the investor to balance the expanses during the amortization
period. This is because the established tariffs will be acceptable to the customers since the
buying capacity of customers increases in proportion of the years along with the increase of
economy of the country. The developed methods will give the possibility to make the
hydroelectric power plants attractive for the investors on the projecting phase that is one of

the most important conditions for the construction of new hydroelectric power plants.
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