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Description of domestic natural gas sector

1 In general terms, describe the domestic natural gas sector, including the

natural gas production, LNG storage, pipeline transportation, distribution,

commodity sales and trading segments.

Approximately 30 per cent of the country’s energy needs are met
by natural gas. LNG is not available in Georgia. Likewise, domes-
tic gas production is non-existent. Nearly, all natural gas import-
ing is done from Russia.

Currently, due to the bad technical condition of the trunk
pipeline, the capacity equals 5 billion cubic meters, while the
imported natural gas from Russia amounts up to 2.5 billion cubic
meters (including transit of natural gas through Georgia to Arme-
nia). 

The only trunk pipeline (high pressure pipeline), Vladikavkaz-
Saguramo, is owned by joint stock company Georgian Interna-
tional Oil Corporation (GIC) with a 100 per cent state
shareholding. Low pressure pipelines are owned by municipal gas
distributors.

Policy and legal framework

2 What is the statutory framework for the domestic natural gas sector?

The Law of Georgia on Oil and Gas, dated 16 April 1999, lays
down the main rules for exploration, storage and transportation
of natural gas. Licensing requirements for physical and legal enti-
ties engaged in the mentioned activities are also provided. Fur-
ther on, the said law defines the authorities of the State Regulatory
Agency of Oil and Gas Resources (RAOGR).  

The Law of Georgia on Electricity and Gas, dated 27 June,
1997, sets out the main rules for the licensing of gas supply, trans-
portation and distribution activities and delineates the functions
of the independent regulatory body – the National Commission
for Energy Regulation of Georgia (GNECR).

Resolution No. 36 of the government of Georgia, dated 21
May 2004, on the Statute of the Ministry of Power and Energy
defines the general policy of the Georgian government with
regards to the power and energy sectors, including natural gas. 

Decree No. 107 of the President of Georgia, dated 28 March
2000, on the Statute of the State Regulatory Agency of Oil and
Gas Resources outlines, in detail, the competence, authorities and
organisational structure of the RAOGR.   

Resolution No. 118 of the National Commission for Energy
Regulation of Georgia, dated 24 September 2003, on the Statute
of the GNECR is also relevant.

3 Broadly speaking, what is the governmental policy for the domestic natural

gas sector and which governmental bodies set it?

The governmental policy in power and energy fields, including
the natural gas sector, is directed towards: determining a concept
of developing the power and energy sector as a single technical-
economic division; encouraging investments into the sector; fos-
tering competition and implementing a large-scale privatisation
of power and energy assets; conducting monitoring of the local
market for power and energy resources; and having a broad inter-
national cooperation in the natural gas sector, etc.    

Regulation of natural gas production and importation

4 What percentage of the country’s energy needs are met directly or indirectly

with natural gas and/or LNG? What percentage of the country’s natural gas

needs are met through domestic production?

Approximately 30 per cent of the country’s energy needs are met
by natural gas. LNG is not available in Georgia. Likewise, domes-
tic gas production is non-existent. Nearly all natural gas import-
ing is done from Russia.

5 What is the ownership and organisational structure for production and

importation of natural gas (other than LNG)?

The largest importers of natural gas in Georgia are JSC Tbilgazi
(100 per cent state shareholding), JSC ITERA Georgia (subsidiary
of the Russian ITERA), JSC Saktsementi and Mtkvari Energy Ltd.
(subsidiary of the Russian RAO UES). Domestic gas production
is non-existent in Georgia.

6 What governmental or administrative authorisations are required to carry

out natural gas exploration and production?

Gas operations have to be performed in accordance with the Law
of Georgia on Oil and Gas and based on the contract and the
licence for the usage of oil and gas resources.

6.1 Does the government allow the lease of mineral rights?

Yes. The right to explore, extract and produce natural gas may
be delegated to private parties. The following laws are applica-
ble: the Law of Georgia on Oil and Gas; and the Law of Georgia
on Rules Governing Granting Concessions to Foreign States and
Companies, dated 21 December 1994. The Law of Georgia on
Subsoil, dated 17 May 1996, may be applicable when construct-
ing underground gas storage facilities.
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6.2 Are there laws or regulations governing when, where or how much natural

gas may be produced?

The Law of Georgia on Oil and Gas regulates when, where and
how much gas may be produced. This issue should be further
delineated in the relevant licence and the agreement with the
licence-holder.  

6.3 For drilling on public land, is there a governmental authority that authorises

and/or monitors such activities?

RAOGR is the competent authority in this respect.

7 Generally, how does the government derive value from natural gas

production?

Private persons/entities are obliged to pay specific remuneration
under the relevant production contracts subject to licence fees
under the Law of Georgia on Oil and Gas.

Regulation of natural gas pipeline transportation 
and storage

8 What is the ownership and organisational structure for the pipeline

transportation and storage of natural gas?

The only trunk pipeline (high pressure pipeline), Vladikavkaz-
Saguramo, is owned by joint stock company GIC with a 100 per
cent state shareholding. The GIC exercises state monopoly over
the importation of natural gas into Georgia and the transit of nat-
ural gas from Russia to Armenia through Georgian territory. Low
pressure pipelines are owned by municipal gas distributors.

No natural gas storage facilities exist in Georgia. 

9 What governmental or administrative authorisations are required to

construct and operate natural gas transportation pipelines and storage

facilities? 

Relevant authorisations from the Ministry of Economic Devel-
opment and the Ministry of Environment and Protection of Nat-
ural Resources are required for the construction and operation of
natural gas transportation pipelines and storage facilities. 

10 In general, how does a company obtain the land rights to construct a natural

gas transportation or storage facility?

The Law of Georgia on Disposition of Property for Urgent Pub-
lic Needs, dated 23 July 1999, permits expropriations for the pur-
pose of ‘urgent public needs’, which, among others, include the
construction of pipelines. The law does not distinguish between
state-owned and privately-owned pipelines; however, we are of
the opinion that the law should apply to both. 

With respect to expropriation procedures for the construc-
tion of pipelines, the President orders the expropriation after set-
ting forth his justification and designating the entity that is to
undertake the expropriation. The ‘entity’ can be a state agency, a
legal entity of public law or a ‘legal entity of private law’ whether
Georgian or foreign. The ultimate decision as to whether an
expropriation can be carried out, as well as the entity in charge
and the required compensation, lies with the district court upon
request for expropriation. In the event that a local court refuses
to permit the expropriation to proceed, this ruling may be
appealed to the supreme court of Georgia.  The decision of the
Supreme Court of Georgia is final and binding.    

11 How is access to the natural gas transportation system and to storage

facilities organised? 

As regards natural gas transportation system, a regulated access
system is applicable in Georgia. The operator of the network,
where a customer requests access, is obliged to grant access on
the basis of the general network terms and conditions and tariffs
set by GNECR. Prices for cross-border transit are to be negoti-
ated between the parties.

No quality adjustments are required as the importation of
natural gas is done from Russia. 

12 To what degree are pipeline systems interconnected with one another and

by what means is co-operation between such systems established? 

There is no interconnection system in Georgia. Natural gas is
delivered via the trunk pipeline to any customer/licence holder. 

13 Can customers, other natural gas suppliers or an authority require a pipeline or

storage facilities operator to expand its facilities in order to accommodate new

customers? If so, who bears the costs of interconnection or expansion?

No statutory regulation exists permitting customers or an author-
ity to require pipeline or storage facilities operators to expand
their facilities in order to accommodate new customers.

14 Describe any regulation of the prices or terms of service for pipeline or

storage services.

Tariffs are set by GNECR. The Law of Georgia on Electricity and Gas
(Articles 40-42) regulates the rules for setting tariffs, relevant proce-
dures, and the terms and principles related to the initiation of tariffs.   

15 Describe any statutory and regulatory requirements applicable to the

processing of natural gas to extract liquids and to prepare it for pipeline

transportation.

No regulation exists in this respect. 

Regulation of natural gas distribution

16 What is the ownership and organisational structure for the local distribution

of natural gas (transportation from pipeline to consumer)?

Natural gas distribution companies operate across the country. The
largest gas distributor is JSC Tbilgazi; other municipal distributors
are owned by private parties. Distributors shall hold gas supply
licences under the Law of Georgia on Electricity and Natural Gas.

17 What governmental or administrative authorisations are required to operate

a distribution network? To what extent are gas distribution utilities subject

to public service obligations.

Distributors must hold a gas supply licence under the Law of
Georgia on Electricity and Natural Gas and abide by its respec-
tive terms and conditions.

18 How is access to the natural gas distribution grid organised? 

Distributors are usually owners of the gas supplied to end users.
Owners of the local distributor networks represent importers of
gas which is supplied via the trunk pipeline and further distrib-
uted to customers.
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19 Describe any regulation of the prices for distribution services. Under what

circumstances can a rate or term of service be changed? 

Under the Law on Electricity and Natural Gas, only the GNERC
is vested with the authority to review and make a decision on the
approval, modification or rejection of a licensee’s application for
prices and tariffs. Tariffs are based on a full recovery basis and
are designed: to protect consumers from monopolistic prices; to
provide licensees with an opportunity to recover their costs
(including operating, maintenance and investment costs); and to
ensure a reasonable return on equity in order to attract financ-
ing.

The normal procedure for tariff setting is for the licensee to
calculate a proposed tariff and submit it to the GNERC for
approval. GNERC examines the calculations and assumptions
made and either requests further information or makes a decision
on an acceptable tariff. Upon receiving all necessary information,
the GNERC has 150 days to make a decision. The licensee can
challenge the tariff decision in court. 

20 Can the regulator require a distributor to expand its system in order to

accommodate new customers? Can the regulator require the distributor to

limit service to existing customers so that new customers can be served?

No statutory regulation exists in this respect.

Regulation of natural gas sales and trading

21 What is the ownership and organisational structure for the supply and

trading of natural gas?

Private legal entities are engaged in the supply and trading of nat-
ural gas as per the licensing requirements under the Law of Elec-
tricity and Gas.

22 To what extent are natural gas supply and trading activities subject to

governmental oversight? 

GNECR is authorised to supervise compliance with the terms and
conditions of the relevant licence and the tariffs set by GNECR.  

23 Must wholesale and retail buyers of natural gas purchase a bundled product

(the natural gas commodity and transmission/distribution) from a single

provider? If not, describe the range of services and products that customers

can procure from competing providers.

No, not under local law. Every entity holding a relevant licence
may import natural gas into Georgia while the total amount of
natural gas is procured from Russian GAZPROM. 

Regulation of liquefied natural gas (LNG)

24 What is the ownership and organisational structure for LNG, including (as

applicable) liquefaction and export facilities and receiving and

regasification facilities?

LNG is not available in Georgia. No regulation exists in this
regard.

25 What governmental or administrative authorisations are required to build

and operate LNG facilities and which are the responsible authorities to grant

such approvals?

No regulation exists in this regard.

26 Describe any regulation of the prices and terms of service in the LNG sector.

No regulation exists in this regard.

Regulators

27 Which governmental or administrative authorities determine regulatory

policies governing the production, transmission, distribution, and supply of

natural gas?

GNERC determines regulatory policies governing the production,
transmission, distribution, and supply of natural gas.

28 What is the scope of each regulator’s authority?

The key authority of GNECR is: the regulation of the supply,
transportation and distribution of natural gas and the granting
of licences in relation to these activities; and setting wholesale and
retails tariffs for the supply, transportation, distribution and con-
sumption of natural gas.

29 How is each regulator established? To what extent, if any, is that regulator

considered to be independent of the regulated business and of government?

GNECR is a legal entity of public law, possessing the status of a
permanent and independent state body, not subordinate to any
other body or entity. Its status is determined under the Law of
GNERC on Electricity and Natural Gas and Resolution No. 118
of the Statute of GNERC.

GNERC began operating in 1997. It consists of a chairman
and two commissioners who are appointed by the President of
Georgia. Operating expenses of the GNERC are covered by
licence fees. 

30 To what extent can decisions of the regulator be challenged or appealed,

and to whom? What are the grounds and procedures for appeal?

According to Article 18 of the Georgian Law on Independent
National Regulatory Agencies, decisions of the independent reg-
ulatory bodies, including the GNECR can be subject to appeal in
the constitutional court or the court of general jurisdiction.

Only decision of GNECR, having a normative nature, may
be appealed before the constitutional court. According to Article
15 of the Georgian Law on Normative Acts, dated 29 October
1996, such a decision shall be issued in the form of resolution.
Therefore, only the resolution of the GNECR can be subject to
appeal before the constitutional court.

This type of dispute can arise on the grounds that the GNECR
resolution contradicts the provisions of the Georgian Constitution.

All other types of disputes are resolved by the courts of general
jurisdiction. These disputes are also resolved by the Tbilisi regional
court acting as a court of first instance in administrative proceedings.

Bearing in mind that the GNECR resolutions and decisions
have the status of administrative-legal acts, disputes regarding the
lawfulness of such acts are resolved by means of administrative
litigation, under the Administrative Procedural Code dated 23
July 1999.
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The regional court makes a decision with respect to the dis-
pute within two months after the submission of the lawsuit. If the
dispute is classified as complicated, the time necessary for the
hearing can be prolonged for up to five months.

The decisions of the court can be subject to cassation in the
supreme court of Georgia. The time necessary for discussing the
case in the cassation court is the same as that of the court of first
instance ie the Tbilsi regional court.

Mergers and competition

31 Which governmental body (or bodies), if any, has the authority to prevent or

punish anti-competitive practices in the natural gas sector?

GNECR is the competent authority in charge of anti-competitive
powers in the gas sector. It should be noted, however, that rules
governing anti-competitive policy, regulation of monopolies and
mergers are not adequately elaborated in the applicable legislation.  

32 What substantive standards does that governmental body apply to

determine whether conduct is anti-competitive?

There are no specific provisions defining anti-competitive trends
in energy sector, however, in general terms, an action may be qual-
ified as anti-competitive if it contradicts the terms and conditions
of the licence for the supply, distribution and transportation (or
related activities) of natural gas.

33 What authority does the governmental body have to preclude or remedy

anti-competitive practices?

The primary remedy is for GNECR to suspend or cancel the
licence of a licence-holder granted for conducting specific activ-
ity in gas sector.  

34 Does any governmental body have authority to approve/disapprove mergers

or other changes in control over businesses in the sector or acquisition of

production, transportation or distribution assets? If so, what criteria and

procedures are applied? How long does it typically take to obtain a decision

approving or disapproving the transaction?

GNECR is the competent authority under the Law of Georgia on
Electricity and Gas. Article 32 of the law lists transactions which
require prior approval from GNECR. Furthermore, the law does
not provide clear-cut rules regarding procedures for clearance of
the transaction or a timeline for issuing a required consent. 

35 In the purchase of a regulated gas utility, are there any restrictions on the

inclusion of the purchase cost in the price of services?

No restrictions exist in this respect. 

36 Are there any restrictions on the acquisition of shares in gas utilities? Are

there any corporate governance regulations or rules with regard to the

transfer of assets that apply to gas utilities?

No licensee is allowed to hold more than one licence or own
shares in any other licensee without GNECR approval. 

A licensee may not, without GNECR prior approval, trans-
fer its licence in any form to any other persons. GNECR may
approve, disapprove, or restrict the following activities by
licensees:
� Conducting a business merger or a major acquisition or sale

of assets or securities
� Expanding the licensee’s business activities
� Undertaking a reorganisation of the licensee’s corporate struc-

ture, and/or changing of ownership and/or organisational-
legal status

International

37 Are there any special requirements or limitations on acquisitions of interests

in the natural gas sector by foreign companies?

No special requirements or limitations exist on acquisitions of
interests in the natural gas sector by foreign companies.

38 To what extent is regulatory policy affected by treaties or other multinational

agreements?

International treaties and multinational agreements to which
Georgia is a party, provided they do not contradict the Constitu-
tion, prevail over domestic legislation. 
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The main concern of the Georgian government is to

diversify the country’s natural gas supply as currently

importation is solely from Russia. 

The supply of Caspian gas, part of the South Caucasus

Gas Pipeline Project, is planned from the second half of 2006. 
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39 What rules, if any, apply to cross-border sales or deliveries of natural gas?

Domestic customs and tax regulations and international
treaties/multinational agreements (eg the Energy Charter and the
WTO regulations) may apply on cross-border deliveries or sales
of natural gas. 

Transactions between affiliates

40 What, if any, restrictions exist on transactions between a natural gas utility

and its affiliates?

Please see answer 36 above. 

41 Who enforces the affiliate restrictions and what are the sanctions for non-

compliance?

Article 922 of the Code of Georgia of Administrative Offences
provides that violation of the requirements set by GNECR may
incur fines up to GEL5000.
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