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Independent
Auditors’ Report

To the Supervisory Board of Georgian State Electrosystem JSC

We have audited the special purpose project financial statements of the Transmission Grid
Strengthening Project (the “Project”), financed under the International Bank for Reconstruction and
Development (the “IBRD”) Loan Agreement No. 8377-GE dated 3 September 2014, implemented by
Georgian State Electrosystem JSC (the “Company”), which comprise the Statement of Balance Sheet
as at 31 December 2022 and the Statements of Designated Account, Funds Received, Uses of Funds,
and Expenditures for the year then ended, and notes, comprising significant accounting policies and
other explanatory information.

In our opinion, the accompanying special purpose project financial statements present fairly, in all
material respects, cash balances of the Project as at 31 December 2022, and its cash receipts and
cash payments for the year then ended in accordance with the International Public Sector Accounting
Standard: Financial Reporting Under the Cash Basis of Accounting and the World Bank Guidelines.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Special Purpose Project Financial Statements section of our report. We are independent
of the Group in accordance with the International Ethics Standards Board for Accountants International
Code of Ethics for Professional Accountants {including International Independence Standards) (IESBA
Code) together with the ethical requirements that are relevant to our audit of the special purpose
project financial statements in Georgia, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter - Basis of Accounting

We draw attention to Note 2 to the special purpose project financial statements, which describes the
basis of accounting. The special purpose project financial statements are prepared to assist the
Company to comply with the requirements of IBRD and for providing information to the Government
of Georgia and IBRD to assist them in evaluating the Project implementation. As a result, the special
purpose project financial statements may nat be suitable for another purpose. Our opinion is not
modified in respect of this matter.

Responsibilities of Management and Those Charged with Governance for the Special Purpose

Project Financial Statements

Management is responsible for the preparation and fair presentation of these special purpose project
financial statements in accordance with the International Public Sector Accounting Standard: Financial
Reporting Under the Cash Basis of Accounting and the World Bank Guidelines, and for such internal

control as management determines is necessary to enable the preparation of special purpose project

KPMG Georgia LLC, a company incorporated under the Laws of Georgia and a
member fim of the KPMG global organization of independent member firms affiiated
with KPMG International Limited, a private English company limited by guarantee
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financial statements that are free from material misstatement, whether due to fraud or error.,

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Auditors’ Responsibilities for the Audit of the Special Purpose Project Financial Statements

Our objectives are to obtain reasonable assurance about whether the special purpose project financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditors’ report that includes our opinion. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with I1SAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these special purpose project financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

— Identify and assess the risks of material misstatement of the special purpose project financial
statements, whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our
opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control,

— Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

— FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

— Evaluate the overall presentation, structure and content of the special purpose project financial
statements, including the disclosures, and whether the special purpose project financial
statements represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

The engagement partner on the audit resulting in this independent auditors' report is:

Vakhtang Kezheradze

KPMG Georgia LLC
Thilisi, Georgia
29 June 2023




In USD

Assets

Project designated account (bank balanccs)
Total assets

Funds received (cumulatively)
Funds received from IBRD
Co-financing

Total funds received (cumulatively)

Project expenditures (cumulatively)
Project expenditures

Total project expenditures (cumulatively)

Total project funds received less expenditures

Note

Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GE dated 3 September 2014
Statement of Balance Sheet as at 3] December 2022

2022 2021

2,422 572 3,000,000

2,422,572 3,000,000
59,773,818 58,901,310
1,144,042 1,141,767
60,917,860 60,043,077
(58,495,288) (57,043,077)
(58,495,288) (57,043,077)
2,422,572 3,000,000

The statement of balance sheet is to be read in conjunction with the notes to, and forming part of, the special

purpose project financial statements set out on pages 10 to 14.
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Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GE dated 3 September 2014

Statement of Designated Account Jor the year ended 31 December 2022

In USD

Designated Account (DA-A ) Statement

2022 2021
Balance at 1 January 3,000,000 3,000,000
IBRD advances and replenishments during the year* 872,508 2,580,742
Project expenditures paid during the year (1,449,936) (2,580,742)
Balance at 31 December 2,422,571 - 3,000,000
Designated Account (DA - B) Statement
2022 2021

Balance at 1 January = .
IBRD advances and replenishments during the year - -
Project expenditures paid during the year = -
Balance at 31 December - -

* In2022 USD 0 (2021: USD 0) was directly paid by IBRD to the providers of services.

The statement of designated account is to be read in conjunction with the notes to, and forming part of, the special
purpose project financial statements set out on pages 10 to 14.
6
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Georgian State Electrosystem JSC

Transmision Grid Strength ening Project

Loan No. 8377-GE dated 3 September 2014

Statement of Expenditures Jor the year ended 31 December 2022

In USD
2022
Expenditures Advances Total
Component 2 and 4: Wholesale
Componentl1: Power Exchange Platform &
Withdrawal Transmission System Project Management and DA - A
application No. Strengthening Transmission Systems Studies Advance Total
A045 586,706 9,496 - 596,202
A046 276,645 (339) 276,306
863,351 9,157 - 872,508
2021
Expenditures Advances Total
Component 2 and 4: Wholesale
Componentl: Power Exchange Platform &
Withdrawal Transmission System Project Management and DA - A
application No. Strengthening Transmission Systems Studies Advance Total
A041 1,359,220 576,649 - 1,935,869
A042 4,429,516 - 4,429,516
A043 1,354,000 - 1,354,000
A044 568,748 76,158 - 644,906
7,711,484 652,807 - 8,364,291
7

The special purpose project
29 June 2022 and were sigged

ial/tatements were approved by the management of the Company on
itd behalf by:

- "
Giorgi Gigincis%\f/ilf%{/

General Director

Head of International Projects and
Reporting Department

The statement of expenditures is to be read in conjunction with the notes to, and forming part of, the special purpose
project financial statements set out on pages 10 to 14.
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Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GFE dated 3 September 2014

Notes to the Special Purpose Project Financial Statements for the year ended 31 December 2022

Background

Transmission Grid Strengthening Project is implemented by Georgian State Electrosystem JSC
(components A, B and D) and the Ministry of Economy and Sustainable Development of Georgia
(component C), hereinafter ‘the Project’.

The Project will: (i) improve stability and security of supply of the south-western part of the
transmission grid by additional transmission connection; (ii) provide transmission services to the newly
constructed hydropower station; (iii) establish power exchange platform, and (iv) assess the
environmental impact of the sector strategy.

The purpose of these special purpose project financial statements is to provide information to the
Government of Georgia and International Bank for Reconstruction and Development (IBRD) to assist
them in evaluating the Project implementation.

Company

Georgian State Electrosystem JSC (the “Company™) is a joint stock company established under the laws
of Georgia on 12 November 2002 by the means of the merger of Electrogadatsema JSC and
Electrodispetcherizatsia-2000 LLC and is their legal successor in title.

The Company’s registered office is 2 Baratashvili Street, Thilisi 0105, Georgia.

The principle activities of the Company are electricity transmission and dispatching over the entire
territory of Georgia that are regulated by the law on Electricity and Natural Gas. EnergoTrans LLC, the
major subsidiary of the Company, was established as a state-owned enterprise in 2002. The principal
activity of EnergoTrans LLC is clectricity transmission, including export and transit of electricity, via
the 500kW Vardzia and Zekari encrgy transmission lines and the 400kW Meskheti interconnection line
with Turkey constructed as part of the “Black Sca Transmission Network Project”.

According to the Nel/1-3737 decree of National Agency of State Property (NASP), issued on 16
December 2020, EnergoTrans LLC merged with its immediate parent company — JSC Georgian State
Electrosystem. The merger occurred on 21 January 2021. The Company became the legal successor of
EnergoTrans LLC.

Based on the #414 resolution of Georgian Government dated 28 February 2020, 100% of the Company's
shares was extracted from the capital of Partnership Fund JSC and transferred to the Ministry of
Economy and Sustainable Development of Georgia . According to this decision, the Company’s
ultimate parent is the Government of Georgia, under the name of Ministry of iconomy and Sustainable
Development of Georgia. As at 31 December 2021 and 2020 ultimate controlling party of the Group is
the Government of Georgia.

Project

The Project commenced in 2015 and was expected to be completed by 1 March 2021. In 2020 the
project was extended and is expected to be completed by 1 March 2023. The Project is financed by
[BRD under the loan agreement No. 8377-GE signed between the Government of Georgia and IBRD
on 3 September 2014 and assigned to the Company (“Project implementing entity”) on
23 December 2014 (the “Loan Agreement”),

10
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Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GE dated 3 September 2014

Notes to the Special Purpose Project Financial Statements Jor the year ended 31 December 2022

According to the Loan Agreement the Project implementation consists of the following categories:

IBRD financing
Project cost IBRD financing  as % of project
Project categories (USD million)  (USD million) cost
(1) Goods, works, non-consulting services, and
consultant’s services for Component A of the
Project 52.35 5235 100
(2) Goods, small works, non-consulting services,
and consultants’ services for Components B and

D of the Project 8.12 6.50 80
(3) Consultants’ services for Component C of the

Project 1.25 1.00 80
(4) Front-end fee 0.15 0.15 100
Total financing required 61.87 60.00 97

Component A: Transmission system strengthening (USD 52.35 million)

® (1) Construction of a high voltage transmission line from Akhaltsikhe to Batumi, through: (a) the
supply and installation of a double —circuit, 220 kW transmission line (rom Akhaltsikhe back-to-
back and 500/400/220 kW substation (Akhaltsikhe station) to Batumi 220 kW substation; and (b)
the supervision of the supply and installation of the Akhaltsikhe Batumi transmission line.

® (2) Provision of equipment of high voltage transmission lines connecting substations Tskhaltubo,
Kutaisi and Zestafoni.

® (3) Rehabilitation of the high voltage transmission line Kolkhida -1 connecting substations Menyji
and Kutaisi.

Component B: Wholesale power exchange platform (USD 6 million)

® (1) Design, Supply and installation of a power exchange platform including: (a) the provision of
hardware and software for metering, balancing, and trading systems; and (b) the supervision of the
supply and installation of the said platform.

® (2) Updating of the Supervisory Control and Data Acquisition and Energy Management Systems,
Component C: Electricity sector strategic environmental and social assessment (USD | million)
Preparation of an electricity sector strategic environmental and social assessment.

Component D: Project management and transmission systems studies (USD 0.5 million)

Provision of assistance to the Project Implementing Entity for the purposes of: (1) effective management
and implementation of Project activities; and (2) the preparation of: (a) a new transm ission-system
expansion plan; (b) prospective transmission line feasibility studies; and (c) the preliminary designs for
the prospective transmission lines.

Georgian business environment

The Project’s operations are primarily located in Georgia. Consequently, the Project is exposed to the
cconomic and financial markets of Georgia, which display characteristics of an emerging market. The
legal, tax and regulatory frameworks continue development, but are subject to varying interpretations
and frequent changes which together with other legal and fiscal impediments contribute to the
challenges faced by entities operating in Georgia.
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Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GE dated 3 September 2014

Notes to the Special Purpose Project Financial Statements for the year ended 3 December 2022

In February 2022, because of the military conflict between the Russian Federation and Ukraine, a
number of countries imposed sanctions against the Russian Federation. The conflict affects not only the
economic activity of two countries but the global economy as well. As a result of sanctions, commodity
and food prices have risen in many countries around the world, the established links between supply of
resources have been disrupted, inflation also affects the prices, and analysts also forecast economic
implications for the global industry. Georgia’s economy was also affected by the mentioned events and
is subject to future uncertainties in cconomy as described; on the other hand, single di git growth of
Georgian economy is forecasted in 2023, driven by higher export and tourism revenues and strong
private consumption.

Basis of preparation and significant accounting policies
Statement of compliance

These special purpose project financial statements have been prepared in accordance with International
Public Sector Accounting Standard: Financial Reporting under the Cash Basis of Accounting and in
conformity with the World Bank’s Financial Management Sector Board’s “Guidelines: Annual
Financial Reporting and Auditing for World Bank-Financed Activities” (the “World Bank Guidelines™).
These financial statements include information, other than those required by cash basis of accounting
to ensure compliance with all relevant requirements of World Bank Guidelines.

Cash basis of accounting

The cash basis of accounting recognizes transactions and events only when cash is received or paid by
the Company.

Reporting currency

The national currency of Georgia is the Georgian Lari (“GEL™). These special purpose project financial
statements are reported in United States Dollars (“USD”). All financial information reported in USD
has been rounded to the nearest USD unless otherwise stated.

Transactions in foreign currencies

Transactions related to funds disbursed through direct payments by IBRD in currencies other than

presentation currency are converted in USD at the exchange rate prevailing at the date of the transaction
using the IBRD rate at the transaction date.

Transactions through designated account are converted in USD at the exchange rate prevailing at the
date of the transaction using the rate at the transaction date as determined by IBRD.

Cash

Cash comprises bank balances. The statement of designated account represents a statement of cash
receipts and payments for the year.

Budget

The budget is developed on the cash basis, using the same classifications and periods as these special
purpose project financial statements.
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Georgian State Electrosystem JSC

Transmission Grid Strengthenin g Project

Loan No. 8377-GE dated 3 September 2014

Notes to the Special Purpose Project Financial Statements Jor the year ended 31 December 2022

Variances

The general pattern of incurred variances over the proceedings of IBRD project is related to several
factors: mainly to the on-site construction delays, directly attributable 1o specific projects, specification
of project sub-components during the period, change of construction plans, etc.

Part A of the Project represents fundamental starting base of the Transmission Grid Strengthening
Project, therefore, the variance in this component’s regard is related to Akhaltsikhe-Batumi 220 kV
Transmission Line’s installation plan’s change. After GSE managed to settle the dispute with the
previous construction contractor KEC (India), finalize the deletion change order with KEC and also
signed the contract with a new construction contractor Bozlar Yapi (Turkey) for remaining part of the
OHL line (Adigeni-Shuakhevi, Skhalta part), the new contractor started working on the detailed design.
In July 2022 a smaller scope of appr. USD 1 Min was also added to this contractor in Parts 1 and 2 of
Phase Il of Akhaltsikhe-Batumi 220 kV line (remaining works from the previous contract with KEC).
Bozlar started working on this part. As far as the TGSP closing date is set on March 31 , 2023, the World
Bank, Ministry of Finance and GSE agreed that beyond the loan closing, completion of construction of
Akhaltsikhe-Batumi 220 kV line and its supervision will be financed from GSE’s budget.

Plan B is comprised of multiple sub-components and significant portion of the variance is related to the
supply of SCADA/EMS Project. As planned the project has been finalized in 2020, but the final
payment was made in 2021. The delay in the payment was mainly caused due to extended testing
procedures, as on-site testing and trainings has been canceled due to Covid-19 pandemic.

Part C, which is comprised of Strategic Environmental and Social Assessment (SESA) of the Energy
Sector is on-going. The first consultant Stucky (Switzerland) conducted first half of the assignment
from 2017 to 2019. The second consultant DHI (USA) continued elaboration of SESA and the project
is planned to be completed by March 2023.

Part D is related to Transmission System Studies and has not had significant variation over the period.
It should be noted that this category by its nature does not include major funding sub-categories up to
the end of 2021.

Categories of expenditures

The categories of expenditures incurred are presented in line with the categories specified in the Loan
Agreement.

Reconciliation between the amounts received by the Project from IBRD and
disbursed by IBRD

USD Company IBRD Variance

2021

Withdrawal application No: A045 596,202 596.202 -

Withdrawal application No: A046 276,306 276.306 -
872,508 872,508 -

USD Company IBRD Variance

2021

Withdrawal application No: A041 1,935,869 1,935,869 -

Withdrawal application No: A042 4429516 4429516 -

Withdrawal application No: AQ43 1,354,000 1,354,000

Withdrawal application No: A044 644,906 644,906 -

8,364,291 8,364,291




Georgian State Electrosystem JSC

Transmission Grid Strengthening Project

Loan No. 8377-GE dated 3 September 2014

Notes to the Special Purpose Project Financial Statements Jor the year ended 31 December 2022

Project designated account

Company:

UsSh 2022 2021
Opening balance at 1 January 3,000,000 3,000,000
Closing balance at 31 December 2,422 571 3,000,000
Wire transfer fee E .
Total closing balance at 31 December ' 2,422,571 3,000,000
Ministry of Economy and Sustainable Development of Georgia:

USD 2022 2021

Opening balance at 1 January -
Closing balance at 31 December » 2
Wire transfer fee -
Total

The Company transfers the interest earned on designated account to the Company’s general bank
account at the beginning of every month. For the Component C treasury bank account is used.
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