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naependent Auditors' Repart

To the Supervisory Board of Georgian State Electrosystem JSC

We have audited the special purpose project financial statements of the Energy Supply Reliability
and Financial Recovery Project (the ‘Project’), financed under the International IBRD for
Reconstruction and Development (the "IBRD") Loan Agreement No. 8952-GE dated 18 June 2019,
implemented by Georgian State Electrosystem JSC (the “Company”), which comprise the Statement
of Balance Sheet as at 31 December 2023 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 2023, 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) (/ESBA 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 not 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 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.
KPMG Georgia LLC, a company incorporated under the Laws of Georgia and a

member firm of the KPMG global organization of independent member firms affiliaed
with KPMG Intemational Limited, a private English company limited by guarantee.
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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 ISAs 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.

— Evaluate 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:
Nikoloz Chochua
K

KPMG Georgia LLC
Thilisi, Georgia
10 June 2024



In EUR
Assets

Project designated account
Total assets

Funds received

Funds received from IBRD

Total funds received

Project expenditures

Project expenditures financed by IBRD
Total project expenditures

Total project funds less expenditures

Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project
Loan No. 8952-GE dated 18 June 2019

Statement of Balance Sheet as at 31 December 2023

Note 2023 2022
4 538,353 1,055,505
538,353 1,055,505
28,861,304 21,751,599
63,786 .
28,925,090 21,751,599
(28,386,737) (20,696,094)
(28,386,737) (20,696,094)
538,353 1,055,505

5

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.



Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No. 8952-GE dated 18 June 2019

Statement of Designated Account for the year ended 31 December 2023

In EUR

Designated Account Statement

2023 2022
Balance at 1 January 1,055,505 421,482
IBRD advances and replenishments during the year* 2,982,707 4,691,746
Project expenditures paid during the year by IBRD (3,499.,859) (4,057,723)
Balance at 31 December 538,353 1,055,505

*In 2023, EUR 4,126,998.04 (2022: EUR 9,425,511) was directly paid by IBRD to the providers of
services.

6

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.



Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No, 8952-GE dated 18 June 2019

Statement of Funds Received for the year ended 31 December 2023

In EUR

Actual Planned as approved by World bank Variance Total
Year ended  Year ended Cumulativeto Yearended Year ended Cumulativeto Year ended Year ended Cumulative to
Fund received by 31 December 31 December 31 December 31 December 31 December 31 December 31 December 31 December 31 December Project

sources 2023 2022 2023 2023 2022 2023 2023 2022 2023 Cost

IBRD funds 7,109,705 14,117,257 28,861,304 13,857,153 10,812,305 31,472,458 (6,747,448) 3,304,952 (2,611,154) 62,000,000
Government funds 63,786 - 63,786 B = - 63,786 3 63,786 1,750,000
Total funds received 7,173,491 14,117,257 28,925,090 13,857,153 10,812,305 31,472,458 (6,683,662) 3,304,952 (2,547,368) 63,750,000
Total use of funds 7,690,643 13,483,234 28,386,737 13,857,153 10,812,305 31,472,458 (6,166,510) 2,670,929 (3,085,721) 63,750,000
Net flow of funds (517,152) 634,023 538,353 - - - (517,152) 634,023 538,353 &

The statement of funds received 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.



Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project
Loan No. 8952-GE dated 18 June 2019

Statement of Uses of Funds for the year ended 31 December 2023

In EUR Actual Planned as approved by World bank Variance Total
Year ended  Year ended Cumulativeto Year ended Year ended Cumulative to  Yearended Yearended Cumulative to
31 December 31 December 31 December 31 December 31 December 31 December 31 December 31 December 31 December Project

Fund received by sources 2023 2022 2023 2023 2022 2023 2023 2022 2023 Cost
Part A: Strengthening of the power
transmission network 4,638,520 13,110,728 24,338,767 12,267,575 9,636,000 28,106,575  (7,629,055) 3,474,728 (3.767,808) 57,805,000

Sub-component 1.1: Design, Supply and

Installation of Jvari -Tskhaltubo 500 kV

OHL and expansion of the

Tskhaltubo substation 3,823,553 12,384,598 22,080,395 11,196,878 9,036,000 25,721,878  (7,373.,325) 3,348,598 (3,641,483) 56,055,000
Sub-component 1.2: Implementation

support consultant for technical

supervision of the construction works for

Jvari - Tskhaltubo 500 kV OHL and

500/220 kV Tskhaltubo SS 814,967 726,130 2,186,185 1,070,697 600,000 2,370,697 (255,730) 126,130 (184,512) 1,750,000
Sub-component 1.3: Development of

Biodiversity Management Plan for Jvari-

Tskhaltubo Power Transmission

Line Corridor - - 72,187 - - 14,000 - - 58,187 z
Contigencies - - - - - - - - " 5
Part B: Support to the financial

recovery of the Company and

preparatory work to access

the capital markets 3,052,123 372,506 3,892,970 1,589,577 1,176,304 3,365,881 1,462,546 (803,798) 527,089 5,790,000
Sub-companent 2.1: Financial recovery - - 290,930 27,060 25,000 52,060 (27,060) (25,000) 238,870 4,480,000
Technical and economic studies 200,000 372,506 572,506 - - - 200,000 372,506 572,506
Sub-component 2.2: Preparatory work to

access the capital markets* - - 177,411 55,000 43478 698,478 (55,000) (43.478) (521,067) 610,000
Sub-component 2.3: Execution of the

transaction to access capital markets - - - 1,117,517 547,826 1,665,343 (1,117,517 (547,826) (1,665,343) 700,000
2.4:GSE's Data Transport Network

Deployment with MPLS and

DWDM Technology 2,852,123 - 2,852,123 390,000 560,000 950,000 2,462,123 (560,000) 1,902,123 -
Loan endorsement fee - - 155,000 - - - - - 155,000 150,000
Total Project Expenditures 7,690,643 13,483,234 28,386,737 13,857,152 10,812,304 31,472,456  (6,166,509) 2,670,930 (3,085,719) 63,745,000

The statement of uses of funds 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,



Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project
Loan No. 8952-GE dated 18 June 2019

Statement of Expenditures for the year ended 31 December 2023

In EUR
2023
Expenditures financed by IBRD Advances Total
Part A:
Strengthening of the  Part B: Support to the financial recovery
Withdrawal power transmission of the Company and preparatory work DA - A
_application No. network to access the capital markets Advance Total
€025 213,150 - - 213,150
C026 941,674 - - 941,674
C028 251,201 - - 251,201
€029 1,127,786 - - 1,127,786
C030 599,357 - - 599,357
C031 913,247 - - 913,247
€032 231,530 - - 231,530
C033 227,205 - - 227,205
C034 - 2,604,556 - 2,604,556
Total 4,505,149 2,604,556 - 7,109,705
In EUR
2022
Expenditures financed by IBRD Advances Total
Part A: i
Withdrawal Strengthening of the Part B: Support to the financial recovery DA - A -
- S of the Company and preparatory work Total
application No.  power transmission _ s i Advance
to access the capital markets
network
€009 124,469 - 1,500,000 1,624,469
co10 988,311 - - 988,311
Col1l 215,136 - - 215,136
colz 326,748 - - 326,748
C013 428,170 - - 428,170
Cc014 708,648 - - 708,648
Col6 1,032,568 - - 1,032,568
co17 413,308 - - 413,308
Co18 - 372,505 - 372,505
Co19 1,819,572 - - 1,819,572
C020 499,650 - - 499,650
C021 355,379 - - 355,379
Co22 420,112 - - 420,112
Co23 4,912,681 - - 4,912,681
Total 12,244,752 372,505 - 14,117,257

The special purpose project fin; c:1 '
10 June 2024 and were/Sig

VY

cd’on jts behalf by:

Giorgi d(rg%/ :

General Director

Statements were approved by the management of the Company on

fb)—

Mari Mirzashvili
U/

Head of International Projects
and Reporting Department

9

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

Energy Supply Reliability and Financial Recovery Project

Loan No. 8952-GE dated 18 June 2019

Notes to the Special Purpose Project Financial Statements Jor the year ended 31 December 2023

Background

Energy Supply Reliability and Financial Recovery Project is implemented by Georgian State
Electrosystem JSC.

The Project will: (i) increase electricity supply reliability in the western part of Georgia, (ii) achieve the
financial viability of the Company, and (iii) help it access long-term commercial financing.

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, Tbilisi 0105, Georgia.

The principal 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 electricity transmission, including export and transit of electricity, via
the 500kW Vardzia and Zekari energy transmission lines and the 400kW Meskheti interconnection line
with Turkey constructed as part of the “Black Sea 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.

As at 31 December 2023 ultimate controlling party of the Group is the Government of Georgia.

Project

The Project commenced in 2020 and the current loan closing date is December 31%, 2025, however,
given the implementation stages of the construction components an extension until the end of 2026 is
expected. The Project is financed by IBRD under the loan agreement No. 8952-GE signed between the
Government of Georgia and IBRD on June 2019 and assigned to the Company (the “Project
implementing entity”) on 15 November 2019 (the “the Sub loan Agreement™).

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

Project cost  IBRD financing IBRD financing as

Project Categories _(EUR million) _(EUR million) % of project cost
(1) Strengthening of the power transmission network 57.8 56.05 97
(2) Financial recovery of the Company and

preparatory work to access capital markets 5.79 5.79 100
(3) Front-end fee - 0.16 100
Total financing required 63.60 62.00 97

10
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Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No. 8952-GE dated 18 June 2019

Notes to the Special Purpose Project Financial Statements for the year ended 31 December 2023

Part 1: Strengthening of the power transmission network, including through the following:

construction of: (i) Jvari-Tskaltubo 500 kV power transmission line and (ii) Tskaltubo 500/220 kV
substation. And

support to the Project Implementing Entity (the “Company”) for Project implementation including
through the provision of technical assistance comprising technical supervision of civil works, contract
management, acceptance of works and compliance with environmental and social requirements under
the Project.

Part 2: Financial recovery of the Company and preparatory work to access the capital markets,
including through the following:

Financial recovery

(i)  development of a mechanism to hedge the foreign exchange (FX) risk:

(i)  upgrade of Wide Area Monitoring System (WAMS) software and hardware;

(i) acquisition of servers for balancing market operations;

(iv)  acquisition of a cyber security system software and hardware;

(v)  development of a black-out system restoration support software;

(vi) carrying out of specialized technical and economic studies for purposes of financing, operation,
planning, and management of the energy sector; and

(vil) carrying out of capacity building activities and Training to the Company, including on
maintenance of assets and planning of network investments; labor safety and inspection;
electricity profiling for wholesale market opening; environmental and social management system.

Preparatory work to access capital markets

Provision of advice including for the purpose of supporting the Company to obtain a credit rating by an
internationally recognized rating agency.

Support for the execution of the transaction to access the capital markets.

Provision of advice, including through the hiring of a financial and legal advisor, to carry out the

transaction for the Company to secure a syndicated loan, issue bonds, or complete an initial public
offering (IPO).

Part 3: Raising long term commercial financing,.
To achieve the financial viability of the Company and help it access long- term commercial financing.

Georgian business environment

The Project’s operations are located in Georgia. Consequently, the Project is exposed to the economic
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 the projects executed in Georgia.

In February 2022, because of war 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 economy as described: on the other hand, single digit growth of Georgian economy is
forecasted in 2024, driven by higher export and tourism revenues and strong private consumption.

11
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Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No. 8952-GE dated 18 June 2019

Notes to the Special Purpose Project Financial Statements Jor the year ended 31 December 2023

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.

Presentation currency

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

Transactions in other currencies

Transactions related to funds disbursed through direct payments by IBRD in currencies other than
presentation currency are converted in EUR 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 EUR at the exchange rate prevailing at the
date of the transaction using the rate at the transaction date as determined by the IBRD.

Cash

Cash comprises IBRD 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.

Variances
The general pattern of incurred variances over the proceedings of IBRD project is related to several
factors: advance payments directly attributable to specific projects, specification of project sub-

components during the period, etc.

The project agreement itself is flexible to the extent of allowing such changes during ongoing
construction to be pursued.

12
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Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No. 8952-GE dated 18 June 2019

Notes to the Special Purpose Project Financial Statements Jfor the year ended 31 December 2023

Part A of the Project comprises of construction activities and consultancy services for 500 kV Qverhead
Transmission Line (OHL) “Jvari-Tskhaltubo and the extension of S8 Tskhaltubo, therefore the variance
in this component’s regard is related to delays in the construction contracts. In the case of the OHL the
detailed design preparation took the Contractor longer than initially envisaged, while a 14km long
section of the line required re-routing, due to social and environmental constraints encountered during
the design stage. According to the project implementation sequence, completion of the design is
followed by a period intended for obtaining permits and executing resettlement activities, prior to
commencement of construction works. During the year 2023, this process moved forward, however, a
number of obstacles was encountered and the necessary environmental decision could not be obtained,
delaying the approval of the re-routed section, Similarly, in case of the substation construction
component, unforeseen additional regulatory requirements necessitated extending the scope of work,
prolonging the project completion, while slow and inconsistent rate of construction delayed the
finalization of works. Therefore, the planned disbursements will take place in the next years. The

substation is expected to be completed in 2024, while completion of the OHL is expected by the end
2026.

Part B 1s comprised of multiple sub-components and the variance is related to change of the delayed
start date of the preparatory work to access the capital markets. The contract has been started in 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

EUR Company IBRD Variance
2023
Withdrawal application No: C025 213,150 213,150 -
Withdrawal application No: C026 941,674 941,674 -
Withdrawal application No: C028 251,201 251,201 -
Withdrawal application No: C029 1,127,786 1,127,786 -
Withdrawal application No: C030 599,357 599,357 -
Withdrawal application No: C031 913,247 913,247 s
Withdrawal application No: C032 231,530 231,530 -
Withdrawal application No: C033 227,204 227,204 -
Withdrawal application No: C034 2,604,556 2,604,556 -
7,109,705 7,109,705 -
EUR Company IBRD Variance
2022
Withdrawal application No: C009 1,624,469 1,624,469 -
Withdrawal application No: C010 988,311 988.311 -
Withdrawal application No: C011 215,136 215,136 -
Withdrawal application No: C012 326,748 326,748 -
Withdrawal application No: C013 428,170 428,170 -
Withdrawal application No: C014 708,648 708,648 -
Withdrawal application No: C016 1,032,568 1,032,568 -
Withdrawal application No: C017 413,308 413,308 -
Withdrawal application No: C018 372,505 372,505 -
Withdrawal application No: C019 1,819,572 1,819,572 -
Withdrawal application No: C020 499,650 499,650 -
Withdrawal application No: C021 355,379 355,379 -
Withdrawal application No: C022 420,112 420,112 -
Withdrawal application No: C023 4912681 4,912,681 -
14,117,257 14,117,257 -




Georgian State Electrosystem JSC

Energy Supply Reliability and Financial Recovery Project

Loan No. §952-GE dated 18 June 2019

Notes to the Special Purpose Project Financial Statements for the year ended 31 December 2023

Project designated account

2023 2022
Opening balance at 1 January - -
Closing balance at 31 December 538,308 1,055,330
Wire transfer fee 45 175
Total 538,353 1,055,505

The Company transfers the interest earned on designated account to the Company general bank account
at the beginning of every month.

14



