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NRW Non revenue water  
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RG Republic of Georgia 

SG Steering Group 

SMART Specific, Measurable, Affordable, Realistic, Time-bound (about 
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EXECUTIVE SUMMARY  

Project Context 

FS 2005 In 2005, Georgia, with assistance from the OECD/EAP Task Force, developed a 

financing strategy for urban WSS (henceforth: EFS 2005). It was endorsed by members of the 

Steering Committee, in which virtually all key stakeholders in Georgia were represented. However, 

the strategy was not properly integrated into the budgeting process at national and regional levels. 

Furthermore, it did not provide an overview of the whole WSS sector in Georgia, as it addressed only 

urban water and sanitation infrastructure.  

FS 2008 In 2006, Government of Georgia requested further assistance from the OECD/EAP 

Task Force to update the FS 2005 and include rural WSS into the analysis. With financial backing 

from OECD/EAP Task Force, COWI A/S has carried out such analysis using FEASIBLE, a model 

developed to elaborate alternative financing scenarios. FS 2008 concerns the period 2005-2025.  

Executive Summary This Executive Summary is prepared as a stand-alone note which can be 

read separately from the report and contains main assumptions, findings and key recommendations of 

FS 2008.  

Organisation It is organised as follows: Section 1.2 provides the findings of the Baseline 

Scenario assuming business-as-usual - that is, maintaining current coverage and service levels and 

supply of finance at current level. Section 1.3 provides the findings of the Development Scenarios 

concentrating upon the least ambitious and the most ambitious of these. Section 1.4 highlights the 

conclusions and recommendations of the Consultant. 

Caveat It must be noted that analysis of baseline and development scenarios are based upon 

data obtained before the war actions in August 2008 between Georgian and Russian troops. This 

implies that presented estimated expenditure needs and financial gap analysis are rather conservative 

since the war, to certain extent, has negatively affected the state and condition of WSS infrastructure 

in some parts of Georgia. 

Baseline Scenario 

Purpose of Baseline Scenario 

As a first step in the Financing Strategy development process, the Baseline Scenario has been 

assessed. The Baseline Scenario is typically used to understand existing situation in water and 

sanitation sector from two points of view:  

¶ Technical conditions of existing infrastructure and corresponding level of services that 

customers are currently receiving.  

¶ Ability of the sector to generate sufficient amount of cash inflow in order to cover all the 

necessary costs for sustaining the existing service levels. 
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Urban areas 

Results of Baseline Scenario modelling for urban areas are presented in the table below
1
:  

CATEGORY COST 

Total accumulated expenditure needs, 2005-2025 GEL 5,44 billion 

Total accumulated supply of finance, 2005-2025 GEL 2.58 billion 

Total accumulated financing gap, 2005-2025 GEL 2.86 billion 

Source: FEASIBLE calculations 

The Baseline Scenario supply of finance presumes that all the cash inflows available to the sector 

are at the current levels, namely; collection rates are at 44% of billed amounts for households and 

77% from other customers; tariffs are at the levels where average household is spending about 1.5% 

of his income on water bill; budget expenditure is in the range of 0.2% of GDP or about 0.6% of 

consolidated public budget; and international financial assistance is fixed to the currently committed 

and disbursed funds. 

As the table demonstrates, there is substantial financing gap even for the baseline scenario where 

the only objective is to sustain existing service levels. Total cumulative gap over 20 years is at GEL 

2.86 billion, and if no specific measures are undertaken to increase cash flow into the sector, the 

infrastructure will deteriorate at increasing rates resulting in ever worsening levels of water supply 

and sanitation services to all customers.  

Among such measures the following possible policy choices has been investigated and analysed:  

¶ Increasing collection of billed revenues to 90% for all customer groups by 2011; 

¶ Gradually increasing tariffs to account for 3.5% of average household income in 2020;
2
  

Combination of these measures has increased total cumulative supply of finance to GEL 3.77 

billion, hence reducing the financing gap of Baseline Scenario to GEL 1.67 billion over the same 

period. The analysis shows, that without increase in the public financing of the sector, even the 

baseline scenario gap is not possible to close. The remaining gap will be closed on a long term 

cumulative basis only if public budget contribution is increasing to 0.48% of GDP or 1.9% of 

consolidated budget on an annual basis. 

Rural areas 

Similar Baseline Scenario analysis has been carried out for the rural areas. The modelled 

estimation of the total rural water sector expenditure needs over the period 2006-2026 amounts to 

GEL 418 million or about GEL 21 million per year, of which 73 % is estimated to be for water supply 

and 27 % for sanitation.  

Total accumulated supply of finance for rural WSS in the same period amounts to GEL 305 

million. Consequently, total financing gap amounts to almost GEL 121 million. The analysis shows 

that this gap can be closed by: 

                                                   
1
 All the calculations for the report and this Executive Summary are made in fixed prices using year 2005 as the 

base year. 

2
 The FS 2005 has operated with maximum level of affordability set at 2,5% of average household income. In 

this analysis this level has been increased to 3,5% primarily because of observed substantial 

economic growth and increased average household income. 
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¶ increasing share of rural population currently paying for water services from 50% to 90%; 

and  

¶ increasing fixed household payment so that it reaches the level of 1% of average rural 

household income. 

Baseline challenge 

The Baseline Scenario demonstrates that just only sustaining existing service levels will be a 

major challenge for water and sanitation sector in Georgia. Lack of adequate cash flow both in urban 

and rural areas is apparent and if situation does not change the service levels will continue to worsen 

at an increasing speed. Already now levels of infrastructure maintenance and repair are much lower 

than estimated as necessary for normal asset replacement process. Such situation is unsustainable and 

will lead and already led to major water supply disruptions in medium and small cities. Urgent policy 

measures are called upon among which are the need for immediate increase in cash collections, tariffs 

increase, and additional public budget support.  

Development Scenarios 

New investments bring about savings in O&M costs 

Going beyond Baseline Scenario goal of sustaining existing service levels and attempting to 

introduce service improvements would nominally prove to be even greater challenge for Georgiaôs 

water and sanitation sector. However, it is important to note, that any new investments, when well 

planned and targeted, would bring short to medium term savings in the form of reduced O&M costs 

keeping total cumulative expenditure over time at the same or even lower levels. This section 

discusses results of modelling number of Development Scenarios when more ambitious sector goals 

are pursued. 

Four scenarios for urban areas 

Table 1-1below provides an overview of the four development scenarios for the urban WSS that 

has been modelled. Development Scenario 4 is the MDG scenario aiming at the achievement of the 

water related MDG targets in 2015. When moving from Development Scenario 4 to Development 

Scenario 1 the requirements for investments gradually increase. That is, additional interventions are 

added to improve the service level in the WSS sector. Development Scenario 1 is therefore the most 

ambitious. 

Table 0-1 Development Scenarios, urban WSS 

 Scenarios 

Urban WSS 1 2 3 4 

Increase coverage of centralized water and wastewater collection x x     
Increase of coverage in order to meet MGD targets in WS and 
Sanitation 

x x x x 

Rehabilitation and replacement of water and sewer network x x x x 
Water loss reduction and reduction in water consumption x x x x 
Rehabilitate and increase water and wastewater treatments x       
Rehabilitate water and wastewater treatment plants x x     
Rehabilitate water treatment plants x x x   
Improve regularity of water and wastewater collection x x     
Improve energy efficiency in WS and WW sectors x x x   

Table 1-2 below demonstrates the results of the scenario model runs using FEASIBLE and 

corresponding financing gap analysis on cumulative basis.  Since the estimated total expenditure 
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needs are pretty close in each scenario, Table 1-2 shows the results for only least ambitious MDG 

scenario and most ambitious Scenario 1.  

Table 0-2 Development Scenarios, urban areas, 2005-2025 (GEL billion) 

GEL billion MDG, 20151  Scenario 1, 20151 

Total Expenditure Needs 5,00 5,13 

   Current expenditure need 3,96 3,88 

   Capital expenditure need 1,03 1,25 

Total Supply of Finance 3,77 3,77 

   Supply of finance for current expenditure 2,82 2,82 

   Supply of finance for capital expenditure 0,94 0,94 

Total Financial Deficit(-)/Surplus(+) -1,23 -1,36 

   Current supply of finance deficit/surplus -1,14 -1,06 

   Capital supply of finance deficit/surplus -0,09 -0,30 

Source:  FEASIBLE calculations 

Note:   1) MDG, 2015 implies that new investment programme for a given scenario is planned to be  

   completed by 2015. Similarly for Scenario 1. The total expenditure needs however (in particular    

 O&M and reinvestment) are assessed for the entire period under consideration, namely 2005-2025. 

The supply of finance provided in the table is based on the levels corresponding to tariffs at 3.5% 

income of average household, 90% collection rate from all customers, public budget contribution in 

the amount of 0.2% of GDP which in 2007 was equivalent to approximately 0.75% of consolidated 

budget, and the international assistance only in the years when they have been committed. 

Number of observations is apparent from the review of table results:  

¶ All the scenarios show significant total cumulative financing gap; 

¶ However, the most of the gap is in Current Expenditure needs;  

¶ Capital Expenditure gap is relatively small and can be covered either via increased public 

budget support to the level of 0,85% for MDG and 1,0% for Scenario 1 of consolidated 

budget on an average annual basis or international investment assistance in the form of loans 

and grants in the amount of GEL 5 and GEL 16 million respectively on an average annual 

basis
3
. Both of such measures seem to be realistic; therefore, capital expenditure gap can be 

successfully closed even in the most ambitious Scenario 1
4
.  

¶ Closing the Current Expenditure gap is the major challenge.   

                                                   
3
 On an average annual basis implies that in some years, especially early years of investment programmes, the 

actual contribution can be higher, while in later years its levels can subside.  

4
 Various combinations of budget support versus international assistance is possible, depending on availability. 

For example, if the assumed international assistance is not available, then additional budget 

contribution will be necessary in the amount of 0,24% of consolidated budget on average annual basis 

over until 2015 when the capital investment programme is to be completed.  
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- Attempting to close via only tariff increase or collection rate increase does not seem 

to be feasible, as it will require that average household pays approximately 6-6,5% 

of household income for water services. 

- The only alternative source of financing seems to be additional public budget and the 

respective calculations show that in order to close total financing gap in MDG and 

Scenario 1 public budget contribution needs to increase to 1.7 and 1.76% of 

consolidated budget on an average annual basis. 

Three scenarios for rural areas 

Table 1-3 overleaf provides an overview of the three development scenarios for the rural WSS. 

The rural scenarios consist of only three scenarios because Development Scenario 1 would imply the 

construction of new treatment plants, which are not assumed to be provided within rural WSS. 

Development Scenario 4 is the MDG scenario aiming at the achievement of the water related MDG 

targets in 2015. Development Scenario 2 assumes an increase in service levels through use of 

advanced water supply and sanitation technologies, hence is the most ambitious scenario for rural 

areas. 

Table 0-3 Development scenarios for rural WSS 

 Scenario 

Rural WSS 1 2 3 4 

Upgrade 50% of existing WS and WW service level to the next 
one compared to the base year 

na ʭ     

Rehabilitation of water intakes and WS treatment plants na ʭ ʭ   

Improve energy efficiency na x x   

Reduce not-improved water supply from 40% to 16% na x x x 

Reduce not-improved sanitation from 11 to 3 % na x x x 

Change of technology in water and sanitary delivery na x x x 

Table 1-4 below provides the results of scenario model runs using FEASIBLE and corresponding 

financing gap analysis on a cumulative basis.  

Table 0-4 Development scenario modelling for rural areas, 2005-2025, GEL million1 

GEL million 
MDG Scenario,  
Scenario 4 

Scenario 3,  
15 years 

Scenario 2,  
15 years 

Total Expenditure Needs 428,09 
 
770,17 1.148,26 

   Current expenditure need 419,27 
565,09 

734,55 

   Capital expenditure need 8,82 
205,07 

413,71 

Total Supply of Finance 543,88 543,88 543,88 

   Supply of finance for current expenditure 419,54 419,54 419,54 

   Supply of finance for capital expenditure 124,34 124,34 124,34 

Total Financial Deficit(-)/Surplus(+) 115,79 
-226,28 

-604,38 

   Current supply of finance deficit/surplus 0,27 
-145,55 

-315,01 

   Capital supply of finance deficit/surplus 115,52 
-80,73 

-289,37 

Source: FEASIBLE calculations 



 

11 

 

Note:  1) MDG, 2015 implies that new investment programme for a given scenario is planned to be completed by 2015. The 

same applies with    regard to Scenario 1. The total expenditure needs (in particular O&M and reinvestment) are, 

however, are assessed for the entire period    under consideration, namely 2005-2025 

As it can be seen from the table, the assumptions made for closing the financing gap in Baseline 

scenario were sufficient for the case of MDG scenario. In this scenario no financing gap exists and if 

the service levels will be defined in terms of achieving MDG goals in rural area, no substantial lack of 

cash flow is forecasted.  

The situation is different for Scenario 2, where the aim is to substantially improve service levels 

by introducing advanced water supply and sanitation technologies. In this case total cumulative gap of 

GEL 604,4 million exists, which is possible to cover only via increase public budget contributions or 

additional international grant support. This would imply additional 33,5 million on annual basis from 

the public budget and bring the total average annual public budget contributions (including urban at 

the level of Scenario 1) to approximately 2,2% of consolidated national budget.   

Conclusions and recommendations 

Crucial determinant 

The Development Scenario to be pursued depends upon the supply of finance available. Thus, 

the supply of finance constitutes the crucial determinant.  

"Doing nothing" not less expensive 

One of the most interesting points of analysis is that cost of Baseline Scenario in total is 

approximately the same as the Development Scenarios.  

From the technical standpoint this is not difficult to explain ï the increased capital expenditure 

needs in development scenarios are compensated by savings in O&M gained via new investments.  

From the institutional and political point of view this implies that ñdoing nothingò does not 

necessarily need to be less expensive. To sustain the existing service level would cost about the same 

as to implement well planned and targeted investment programme.  

7 recommendations 

The analysis carried out suggests that irrespective of the specific scenario selected the following 

policy measures will need to be enacted: 

¶ Collection rates from households and other customer groups need to be increased rather 

drastically as soon as possible with the target level being at least 90-95% by 2011. 

¶ Tariffs for water supply and sanitation services are low and do not cover costs of operation. 

Hence they will need to increase up to the level of 3.5% of average household income by 

2020. Simultaneous a low-income family targeted assistance programme needs to be put in 

place to address the affordability problems that such tariff increase will cause for a number 

of urban households. 

¶ Public budget support seems inevitable for the foreseeable future of sector development and 

it is evaluated that it might need to reach to as much as 2.2% of consolidated public budget 

on an average annual basis.  
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¶ Finally, international assistance has been relatively high during the last three years. To 

ensure that the level of international assistance is not drastically reduced it is recommended 

to prepare a Water Sector Strategy synthesising findings of FS 2008 and steps taken by the 

Government of Georgia to close the financing gap.  

¶ However, none of the above measures solves the problem of the financing gap on its own. 

Only a combination of all the measures can lead to expected results.  

¶ Therefore, it is strongly recommended that an investment/action plan and implementation 

programme is elaborated and properly integrated into the Medium Term Expenditure 

Framework.  

¶ To implement the entire reform process, a set of coordinated actions need to be put in place 

which addresses various issues - ranging from the structural reform of the sector till making 

sure that needed tariff increases and budget support are actually implemented. Such 

coordinated actions can be implemented only by a government body at the national level 

that is established to support and oversee the reform process. Hence, there is a need of a 

government body (Water Commission, Agency or National Committee) that may play such 

role - preferably, established on the basis of already existing institutions. Depending on the 

stage of sector reform, such government body will itself evolve and take different functions 

at times (strategy implementation, procurement, monitoring, regulation, etc.).  

Private sector service provision 

It must be noted that current analysis did not consider possibilities and economic impacts of private 

sector service provision. If continued support of public budget for water sector in the amounts 

outlined in this report is deemed impossible, then considering wider involvement of private sector in 

water and sanitation services provision might become an option. 
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INTRODUCTION  

FS 2005 In 2005 Georgia, with the help of the OECD/EAP Task Force, developed a financing 

strategy for urban water supply and sanitation (henceforth: FS-2005)
5
.  

FS 2008 In 2006 it was decided to update the FS-2005 for urban WSS and to include rural 

WSS, thereby establishing a total overview of the WSS sector in Georgia and develop an 

environmental financing strategy under the preliminary title ñPromote achieving the Millennium 

Development Goals on Water Supply and Sanitation (WSS) in Georgia through extending the 

Financing Strategy for WSS to Rural Areas and Facilitating Related National Policy Dialogue".  In 

this report this financing strategy is referred to as FS 2008. 

The Project commenced on 16 March 2007 and an Interim Report was presented at the Steering 

Group Meeting 28 February 2008 covering the existing situation of the WSS in Georgia including 

rural WSS with the result of the baseline scenario 2005 to 2025 with preliminary possibilities to close 

the financing gap together with a proposal for 4 different development scenarios. The Interim Report 

is attached in Appendix 1. 

Pursuant to the above four different development scenarios have been modelled in FEASIBLE 

for urban WSS for to different implementation period enabling to evaluate the cost when MDG in 

2015 should be achieved. Three development scenarios for rural WSS have been modelled also using 

to different planning period. 

The results of the modelling are presented in this draft final report. Moreover, a set of 

performance indicators for monitoring the implementation of the FS 2008 and a preliminary 

implementation plan are presented. 

Conservative cost estimates 

The calculations made when preparing the draft FS 2008 are based upon data obtained before the 

war actions in August 2008 in South Ossetia. It implies that cost estimates and expenditure profiles 

made are rather conservative since the war, to some extent, affected the infrastructure within the WSS 

sector. 

                                                   
5
 The report can be accessed on http://www.oecd.org/env/water 

http://www.oecd.org/env/water
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DEVELOPMENT SCENARIO S 

Overview of development Scenarios 

Four development scenarios for urban WSS and three scenarios for rural WSS have been 

selected and related costs have been calculated with the FEASIBLE Model. The differences in the 

scenarios are shown in Table 0-1 and Table 0-2. 

Urban Scenarios 

All urban scenarios do cover water loss reduction and reduction in water consumption, as this is 

a precondition in any sustainable development scenarios. Scenario 4 is the MDG scenario aiming at 

the achievement of the MDG target in 2015 or 2025. From scenario 4 to scenario 1 the requirement 

for investments are increasing as additional interventions are added to improve service level in the 

WSS sector. Scenario 1 is therefore the most ambition scenario. However, do the assumption that 

reduction of water loss and water consumption will gradually be achieved over the planning period, 

capital investments, O&M and re-investments will be reduced owing to the declining requirements in 

water facility capacity. 

Table 0-1 Development Scenarios for the Urban WSS 

 Scenarios 

Urban WSS 1 2 3 4 

Increase coverage of centralized water and wastewater collection x x     

Increase of coverage in order to meet MGD targets in WS and 
Sanitation 

x x x x 

Rehabilitation and replacement of water and sewer network x x x x 

Water loss reduction and reduction in water consumption x x x x 

Rehabilitate and increase water and wastewater treatments x       

Rehabilitate water and wastewater treatment plants x x     

Rehabilitate water treatment plants x x x   

Improve regularity of water and wastewater collection x x     

Improve energy efficiency in WS and WW sectors x x x   

Source: Consultants assumptions. 

Rural Scenarios 

The rural scenarios consist of three scenarios only, as scenario 1 would include new treatment 

plants which are not assumed to be provided in rural WSS. The rural scenario 4 is the MDG scenario 

aiming at the achievement of the MDG target in 2015 by increasing access to improved water supply 

and access to basic sanitation. Scenario 2 assumes that the population in rural area improve their 

service level by choosing more advanced technology - thereby improving the service level. 
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Table 0-2 Development Scenarios for Rural WSS 

 Scenario 

Rural WSS 1 2 3 4 

Upgrade 50% of existing WS and WW service level to the next 
one comparing to the base year 

 ʭ     

Rehabilitation of water intakes and WS treatment plants  ʭ ʭ   

Improve energy efficiency  x x   

Reduce not-improved water supply from 40% to 16%  x x x 

Reduce not-improved sanitation from 11 to 3 %  x x x 

Change of technology in water and sanitary delivery  x x x 

Source: Consultants assumptions. 

Main Assumptions for Development Scenarios 

General Assumptions 

The general assumptions for the development scenario are as follows: 

¶ Planning period: Generally a 20 years from 2005 to 2025 with 2005 as baseline year, but for 

calculating the cost to achieve the MDG in 2015 a planning period from 2005 to 2015 is 

adopted; 

¶ Exchange rate - 2.3 GEL  per EUR as constant exchange rate; 

¶ Population assumed to be constant for the entire planning period; and 

¶ GDP nominal rate at 8.5% growth in 2006, 6% annually from 2007-2009, and 5% annually 

from 2009-2025. 

Costing and Technical assumption 

A large number of technical assumptions have been adopted and a detailed description of the 

technical assumptions is described in Appendix 2 for both urban and rural WSS. 

The expenditure estimated is base year 2005. 

Assumption in calculation of expenditure profiles 

The data entered into the FEASIBLE model covers the population covered by the sampling with 

the different types of technologies used for each of the sampled urban cities/towns and rural 

settlements. To cover the entire population for urban and rural population we have utilised a scaling-

up approach, as follows: 

¶ For Urban we have 84% of the population covered by a large number of cities/towns with 

different technologies: The scaling-up the expenditure profile is therefore based on scaling-

up the calculated expenditure profile by FEASIBLE for the entered data covering 2 million 

people with a factor of 1.14 (2,310,400/2,033160); 

¶ For Rural  we have for each of the zones estimated the equivalent number of settlements 

considering the type of technologies to cower the entire rural population within each zone; 

and 
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¶ Total urban population covered by the strategy is 2,310,400, and for rural 1,991,000 giving a 

total population of 4,301,400. 

Correction of costing in FEASIBLE 

The cost function used in the FEASIBLE model are based upon average Western European cost 

data and reflect the typical distribution to the main cost categories (equipment, materials, design, 

labour, energy, land, etc.) in European utilities and international tendering. Therefore, in FEASIBLE, 

each cost centre has its own cost correction coefficient which can be used to adjust the international 

cost levels to local price levels and cost structures. The cost functions in the urban model are using 

base year 1999, and rural cost function the base year 2005. In order to adjust the urban cost to the 

reporting base 2005 level correction factor for costing have been estimated for urban cost as shown in 

Table 0-3. 

Table 0-3 gives an overview of the price assumptions and correction coefficients applied in the 

baseline scenario for both urban and rural expenditure calculation. 

Table 0-3 Correction factor for costing used in FEASIBLE modelling 

Cost categories Assumption of coefficient 
applied in model 

Dimensions 

Land 0 Gel per m2 

Power 0.07 Gel per kWh 

Fuel 2.2 Gel/litre 

Labour 2395 Gel/year 

Professional 1923 Gel/year 

Urban Cost   

Consumables 43 % of international cost 

Equipment 58 % of international cost 

Construction materials 48 % of international cost 

Other costs 38 % of international cost 

Rural Cost   

Consumables 27 % of international cost 

Equipment 33 % of international cost 

Construction materials 36 % of international cost 

Other costs 24 % of international cost 

Source: Data from Working Group and Consultant's own estimate. 

For the correction of investment costs the most critical cost factors are the relative prices of WSS 

equipment and construction materials, whereas electricity, labour plays the most significant roles in 

operational costs. 

Expenditure Profiles 

Below is shown the expenditure profiles for the four scenarios for Urban WSS and three 

scenarios for Rural WSS compared to the baseline scenario for urban and rural separately and in total. 

All urban scenarios have been analysed with the planning period 2005 to 2025, and for the MDG 

scenario the cost have also been analysed for from 2005 to 2015. For rural WSS the planning period is 

from 2006 to 2026, and for the MDG scenario the cost have also been analysed for from 2006 to 2015 
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Expenditure profile for Urban WSS 

Urban 2015-MDG 

Urban 2015 - MGD 

In Figure 0-1 is shown the total annual cost for Scenario 4-MDG where all capital investments 

take place from 2010 to 2015. The total expenditure needs from 2005 to 2025 (21 years) is calculated 

to 5.0 billion Gel, or 238 million GEL per year corresponding to 2.160 GEL/cap or 103 

GEL/cap/year. 

All capital investments (CAPEX) are assumed to take place over 6 years. 

Figure 0-1 Total annual cost for the Scenario 4-MDG - Urban WSS 

Total Expenditure Needs for Scenario 4 -MDG
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In Figure 0-2 is shown the difference in the expenditure needs for the four scenarios. The capital 

expenditures (CAPEX) for scenario 4 amounts to about 1.0 billion GEL or 172 million GEL per year 

over 6 years. 
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Figure 0-2 Comparison between the Four Scenarios 

Urban 2015 - Total Expenditure Needs 
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Urban 2015 - Re-investments Expenditure
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Urban2015 - O&M Expenditure
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Urban 2015 - CAPEX
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Urban 2025 

Urban 2025 - Total Expenditure Needs 

Below is shown the total expenditure needs profile with capital expenditure spread over 21 years 

from 2005 to 2025, except for scenario 4 - MDG, where the capital investments (CAPEX) are 

assumed to take place over 6 years -2010 to 2015.  

Figure 0-3 Total Expenditure Needs for Urban 2025 for the Four Scenarios and Baseline 

Urban 2025 Total Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-4 Total Expenditure Needs for the Four Scenarios and Baseline with overview of unit cost in 

GEL and EUR 

Total Expenditure Needs Scenario 1

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

450,000

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

Years

1
0
0
0
 G

E
L

Water Supply Sanitation  

Total Expenditure Needs Scenario 2

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

450,000

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

Years

1
0
0
0
 G

E
L

Water Supply Sanitation  
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Total Expenditure Needs Scenario 4
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Total Expenditure Needs Baseline
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Overview of Total Expenditure Needs: 

Sun 1000 

Gel

1000 

GEL/year

GEL/cap Gel/cap/year1000 EUROEURO/CAPEURO/cap/y

ear

1st Scenario-Urban-pWS 4,245,433 202,163 1,838 88 1,845,841 799 38

WW 1,304,434 62,116 565 27 567,145 245 12

Sum 5,549,867 264,279 2,402 114 2,412,986 1,044 50

2nd Scenario UrbanWS 4,211,094 200,528 1,823 87 1,830,910 792 38

WW 1,292,465 61,546 559 27 561,941 243 12

Sum 5,503,559 262,074 2,382 113 2,392,852 1,036 49

3rd Scenario UrbanWS 4,222,164 201,055 1,827 87 1,835,724 795 38

WW 1,254,266 59,727 543 26 545,333 236 11

Sum 5,476,430 260,782 2,370 113 2,381,056 1,031 49

4th Scenario UrbanWS 3,755,519 178,834 1,625 77 1,632,834 707 34

WW 1,239,501 59,024 536 26 538,913 233 11

Sum 4,995,020 237,858 2,162 103 2,171,748 940 45

Baseline WS 4,720,180 224,770 2,043 97 2,052,252 888 42

WW 715,848 34,088 310 15 311,238 135 6

Sum 5,436,029 258,859 2,353 112 2,363,491 1,023 49

Total Urban 2025

 

Source: COWI's assessments based upon FEASIBLE modelling. 

Note: Although a rather large investment needs in Scenario 1 for mechanical wastewater treatment compared to Scenario 2 

only small difference in total cost is the results of the feasible modelling. This will be investigated whether is it something with 

data input or some problems in Feasible.  

According to the overview in Figure 0-4 the total costs is in the range of 5.0 to 5.5 billion GEL 

or 238 to 264 million per year resulting in expenditure needs of 103 to 114 GEL/cap/year. The small 

difference in total cost for baseline and the other scenarios are basically that the four development 

scenarios assume a reduction in water consumption and reduction in energy consumption as described 

in the model assumption in Appendix 2. 

In Figure 0-5 is illustrated the percentage of expenditures for the WSS in Urban 20025 Sector. 

O&M amounts the major part of the total expenditure needs - close to 50%. 
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Figure 0-5 Expenditure Distribution by Type of Expenditures for WSS - Urban 2025 Total Expenditure 

Needs for Scenario 1 

Urban 2025 Total Expenditure Needs

Re-investments

30%

O&M

48%

CAPEX

22%

Re-investments O&M CAPEX

 

Source: COWI's assessments based upon FEASIBLE modelling. 

Urban 2025 - Re-investment Expenditure Needs 

Below is shown the re-investment expenditure needs profile spread over 21 years from 2005 to 

2025, except for the scenario 4 - MDG. 

Figure 0-6 Re-investment Expenditure Needs for Urban 2025 for the Four Scenarios and Baseline 

Urban 20025 Total Re-investment Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-7 Re-investment Expenditure Needs for the Four Scenarios and Baseline with Overview of Unit 

Cost in GEL and EUR 

Reinvestment Expenditure Needs Scenario 1
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Reinvestment Expenditure Needs Scenario 3
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Reinvestment Expenditure Needs Scenario 4
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Reinvestment Expenditure Needs Baseline
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Overview of Reinvestment Expenditure Needs: 

Sun 1000 

Gel

1000 

GEL/year

GEL/cap Gel/cap/year1000 EUROEURO/CAPEURO/cap/y

ear

Reinvestments

1st Scenario-Urban-pWS 1,265,903 60,281 548 26 550,393 238 11

WW 420,649 20,031 182 9 182,891 79 4

Sum 1,686,554 80,312 730 35 733,284 317 15

2nd Scenario UrbanWS 1,278,664 60,889 553 26 555,941 241 11

WW 450,533 21,454 195 9 195,884 85 4

Sum 1,729,198 82,343 748 36 751,825 325 15

3rd Scenario UrbanWS 1,278,664 60,889 553 26 555,941 241 11

WW 439,919 20,949 190 9 191,269 83 4

Sum 1,718,583 81,837 744 35 747,210 323 15

4th Scenario UrbanWS 1,292,343 61,540 559 27 561,888 243 12

WW 439,689 20,938 190 9 191,169 83 4

Sum 1,732,032 82,478 750 36 753,057 326 16

Baseline WS 1,738,970 82,808 753 36 756,074 327 16

WW 414,111 19,720 179 9 180,048 78 4

Sum 2,153,080 102,528 932 44 936,122 405 19

Total Urban 2025

 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 0-7 the re-investment costs is in the range of 1.7 to 2.2 

billion GEL or 80 to 103 million per year resulting in an expenditure needs of 35 to 44 GEL/cap/year. 

Urban 2025 - O&M Expend iture Needs 

Below is shown the O&M expenditure needs profile spread over 21 years from 2005 to 2025, 

except for scenario 4 - MDG. 
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Figure 0-8 O&M Expenditure Needs for Urban 2025 for the Four Scenarios and Baseline 

Urban 2025 Total O&M Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 

Figure 0-9 O&M Expenditure Needs for the Four Scenarios and Baseline with Overview of Unit Cost in 

GEL and EUR 
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O&M Expenditure Needs Scenario 2
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O&M Expenditure Needs Scenario  3
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O&M Expenditure Needs Scenario 4

0

20,000

40,000

60,000

80,000

100,000

120,000

140,000

160,000

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

Years

1
0
0
0
 G

E
L

Water Supply Sanitation

 

 

 

O&M Expenditure Needs Baseline
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Overview of O&M Expenditure Needs: 
Sun 1000 

Gel

1000 

GEL/year

GEL/cap Gel/cap/year1000 EUROEURO/CAPEURO/cap/y

ear

O&M

1st Scenario-Urban-pWS 2,295,886 109,328 994 47 998,211 432 21

0 WW 321,618 15,315 139 7 139,834 61 3

0 Sum 2,617,503 124,643 1,133 54 1,138,045 493 23

2nd Scenario UrbanWS 2,284,896 108,805 989 47 993,433 430 20

0 WW 307,944 14,664 133 6 133,889 58 3

0 Sum 2,592,840 123,469 1,122 53 1,127,322 488 23

3rd Scenario UrbanWS 2,304,080 109,718 997 47 1,001,774 434 21

0 WW 292,024 13,906 126 6 126,967 55 3

0 Sum 2,596,103 123,624 1,124 54 1,128,741 489 23

4th Scenario UrbanWS 1,945,984 92,666 842 40 846,080 366 17

0 WW 284,147 13,531 123 6 123,542 53 3

0 Sum 2,230,131 106,197 965 46 969,622 420 20

Baseline WS 2,981,210 141,962 1,290 61 1,296,178 561 27

0 WW 301,737 14,368 131 6 131,190 57 3

0 Sum 3,282,948 156,331 1,421 68 1,427,369 618 29

Total Urban 2025

 

Source: COWI's assessments based upon FEASIBLE modelling. 
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According to the overview in Figure 0-9 the O&M costs are in the range of 2.2 to 3.3 billion 

GEL or 106 to 156 million per year resulting in a expenditure needs of 46 to 68 GEL/cap/year. The 

baseline is the most expensive scenario in respect to O&M cost. 

Urban 2025 - CAPEX 

Below is shown the CAPEX expenditure needs profile with capital expenditure spread over 21 

years from 2005 to 2025, except for scenario 4 - MDG, where the CAPEX is spread over 6 years. 

Figure 0-10 CAPEX Expenditure Needs for Urban 2025 for the Four Scenarios and Baseline 

Urban 2025 Total CAPEX
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-11 CAPEX Expenditure Needs for the Four Scenarios and Baseline with Overview of Unit Cost in 

GEL and EUR 

CAPEX Expenditure Needs Scenario 1
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CAPEX Expenditure Needs Scenario 3
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CAPEX Expenditure Needs Scenario 4
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No CAPEX in Baseline Scenario Overview of CAPEX Needs: 

Sun 1000 

Gel

1000 

GEL/year

GEL/cap Gel/cap/year1000 EUROEURO/CAPEURO/cap/y

ear

CAPEX=Total Expenditures-(O&M+Reinvestments)

1st Scenario-Urban-pWS 683,644 32,554 296 14 297,236 129 6

0 WW 562,166 26,770 243 12 244,420 106 5

0 Sum 1,245,810 59,324 539 26 541,656 234 11

2nd Scenario UrbanWS 647,534 30,835 280 13 281,536 122 6

0 WW 533,988 25,428 231 11 232,169 100 5

0 Sum 1,181,521 56,263 511 24 513,705 222 11

3rd Scenario UrbanWS 639,420 30,449 277 13 278,009 120 6

0 WW 522,323 24,873 226 11 227,097 98 5

0 Sum 1,161,743 55,321 503 24 505,106 219 10

4th Scenario UrbanWS 517,192 24,628 224 11 224,866 97 5

0 WW 515,665 24,555 223 11 224,202 97 5

0 Sum 1,032,857 49,184 447 21 449,068 194 9

Baseline WS 0 0 0 0 0 0 0

0 WW 0 0 0 0 0 0 0

0 Sum 0 0 0 0 0 0 0

Total Urban 2025

 

Source: COWI's assessments based upon FEASIBLE modelling. 

As it can been seen from the overview in Figure 0-11 the CAPEX are in the range of 1.3 to 1.3 

billion GEL or 49 to 59 million per year resulting in expenditure needs of 21 to 26 GEL/cap/year.  

Rural 2015 

Rural 2015 - Total Expenditure Needs 

Below is shown the total expenditure needs profile spread over years from 2006 to 2015, except 

for scenario 4 - MDG. 
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Figure 0-12 Total Expenditure Needs for Rural-2015 for the Three Scenarios and Baseline   

Rural 2015 Total Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 

Figure 0-13 Total Expenditure Needs for the Three Scenarios and Baseline with Overview of Unit Cost in 

GEL and EUR 
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Total Expenditure Needs Scenario 3

0

10.000

20.000

30.000

40.000

50.000

60.000

70.000

80.000

90.000

100.000

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

Years

1
0
0
0
 G

E
L

Water Supply Sanitation  

Total Expenditure Needs Scenario 4
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Total Expenditure Needs Baseline
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 Overview of Total Expenditure Needs: 
Total Sum 1000 

Gel

1000 

GEL/year

GEL/cap Gel/cap/yea

r

1000 EUROEURO/CAPEURO/cap/y

ear

2nd Scenario Rural +WS 903,991 43,047 454 22 393,040 197 9

WW 244,265 11,632 123 6 106,202 53 3

Sum 1,148,257 54,679 577 27 499,242 251 12

3rd Scenario Rural +WS 67,477 3,213 34 2 29,338 15 1

WW 152,543 7,264 77 4 66,323 33 2

Sum 770,162 36,674 387 18 334,853 168 8

4th Scenario RuralWS 301,859 14,374 152 7 131,243 66 3

WW 126,226 6,011 63 3 54,881 28 1

Sum 428,085 20,385 215 10 186,124 93 4

Baseline WS 290,017 13,810 146 7 126,094 63 3

WW 124,083 5,909 62 3 53,949 27 1

Sum 414,100 19,719 208 10 180,043 90 4

Rural 2015

 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 0-13 the total costs is in the range of 0.4 to 1.2 billion GEL 

or 20 to 55 million GEL per year, resulting in expenditure needs of 10 to 27 GEL/cap/year.  
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Rural 2025 

Rural 2025 - Total Expenditure Needs 

Below is shown the total expenditure needs profile spread over 21 years from 2006 to 2026, 

except for scenario 4 - MDG. 

Figure 0-14 Total Expenditure Needs for Rural 2025 for the Three Scenarios and Baseline  

Rural 2025 Total Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-15 Total Expenditure Needs for the Three Scenarios and Baseline with Overview of Unit Cost in 

GEL and EUR 

Total Expenditure Needs Scenario 2
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Total Expenditure Needs Scenario 3
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Total Expenditure Needs Scenario 4
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Total Expenditure Needs Baseline
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 Overview of Total Expenditure Needs: 
Total Rural 

2025

Sum 1000 GEL 1000 

GEL/year

GEL/cap Gel/cap/yea

r

1000 EUROEURO/CA

P

EURO/cap/y

ear

2nd Scenario Rural +WS 888,687 42,318 446 21 386,386 194 9.24

WW 203,557 9,693 102 5 88,503 44 2.12

Sum 1,092,243 52,012 549 26 474,888 239 11.36

3rd Scenario Rural +WS 642,557 30,598 323 15 279,373 140 6.68

WW 148,632 7,078 75 4 64,623 32 1.55

Sum 791,189 37,676 397 19 343,995 173 8.23

4th Scenario RuralWS 301,859 14,374 152 7 131,243 66 3.14

WW 130,578 6,218 66 3 56,773 29 1.36

Sum 432,438 20,592 217 10 188,017 94 4.50

BaselineWS 290,017 13,810 146 7 126,094 63 3.02

WW 128,219 6,106 64 3 55,747 28 1.33

Sum 418,236 19,916 210 10 181,842 91 4.35 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 0-15 the total cost is in the range of 0.4 to 1.1 billion GEL 

or 20 to 520 million per year resulting in a expenditure needs of 10 to 26 GEL/cap/year. 

In Figure 0-16 is illustrated the percentage of total expenditures for the WSS in Rural 2025 

Sector for Scenario 2. O&M amounts to close to 25% of the expenditures needs. 
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Figure 0-16 Total Expenditure Needs Distribution by Type of Expenditures for Rural WSS for Scenario 2 

Rural 2025 Total Expenditure Needs

Reinvestments

35%
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25%

CAPEX

40%
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Source: COWI's assessments based upon FEASIBLE modelling. 

Rural 2025 - Re-investment Expenditure Needs 

Below is shown the re-investments expenditure needs profile spread over 21 years, except for 

scenario 4 - MDG. 

Figure 0-17 Re-investment Expenditure Needs for Rural 2025 for the Three Scenarios and Baseline   

Rural 2025 Total Re-investment Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-18 Reinvestment Expenditure Needs for the Three Scenarios and Baseline with Overview of Unit 

Cost in GEL and EUR 
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Reinvestments Expenditure Needs Scenario 3
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Reinvestments Expenditure Needs Scenario 4
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 Overview of Reinvestments Expenditure Needs: 

Sum 1000 GEL 1000 

GEL/year

GEL/cap Gel/cap/yea

r

1000 EUROEURO/CA

P

EURO/cap/y

ear

2nd Scenario Rural +WS 257,753 12,274 129 6 112,067 56 3

WW 122,179 5,818 61 3 53,121 27 1

Sum 379,932 18,092 191 9 165,188 83 4

3rd Scenario Rural +WS 230,570 10,980 116 6 100,248 50 2

WW 107,362 5,112 54 3 46,679 23 1

Sum 337,932 16,092 170 8 146,927 74 4

4th Scenario RuralWS 180,362 8,589 91 4 78,418 39 2

WW 108,488 5,166 54 3 47,169 24 1

Sum 288,850 13,755 145 7 125,587 63 3

BaselineWS 176,758 8,417 89 4 76,851 39 2

WW 108,559 5,169 55 3 47,200 24 1

Sum 285,317 13,587 143 7 124,051 62 3

Reinvestment

s

 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 0-18 the total cost is in the range of 0.29 to 0.38 billion 

GEL or 14 to 18 million GEL per year resulting in an expenditure needs of 7 to 9 GEL/cap/year. 

Rural 2025 - O&M Expend iture Needs 

Below is shown the O&M expenditure needs profile spread over 21 years, except for scenario 4 - 

MDG. 
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Figure 0-19  O&M Expenditure Needs for Rural 2025 for the Three Scenarios and Baseline  

Rural 2025 Total O&M Expenditure Needs
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Source: COWI's assessments based upon FEASIBLE modelling. 
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Figure 0-20 O&M Expenditure Needs for the Four Scenarios and Baseline with Overview of Unit Cost in 

GEL and EUR 
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O&M Expenditure Needs Scenario 4 
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O&M Expenditure Needs Baseline 
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 Overview of O&M Expenditure Needs: 

Sum 1000 GEL 1000 

GEL/year

GEL/cap Gel/cap/yea

r

1000 EUROEURO/CA

P

EURO/cap/y

ear

2nd Scenario Rural +WS 245,258 11,679 123 6 106,634 54 2.55

WW 25,735 1,225 13 1 11,189 6 0.27

Sum 270,993 12,904 136 6 117,823 59 2.82

3rd Scenario Rural +WS 200,004 9,524 100 5 86,958 44 2.08

WW 219,442 10,450 110 5 95,410 48 2.28

Sum 17,753 845 9 0 7,719 4 0.18

4th Scenario RuralWS 115,061 5,479 58 3 50,027 25 1.20

WW 19,639 935 10 0 8,539 4 0.20

Sum 134,701 6,414 68 3 58,566 29 1.40

BaselineWS 113,259 5,393 57 3 49,243 25 1.18

WW 19,659 936 10 0 8,547 4 0.20

Sum 132,919 6,329 67 3 57,791 29 1.38

O&M

 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 0-15 the total cost is in the range of 0.13 to 0.27 billion 

GEL or 6 to 13 million per year resulting in expenditure needs of 3 to 6 GEL/cap/year. 

Rural 2025 - CAPEX Expenditure Needs 

Below is shown the CAPEX expenditure needs profile spread over 21 years, except for scenario 

4 - MDG. 
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Figure 0-21 CAPEX Expenditure Needs for Rural 2025 for the Three Scenarios and Baseline  

Rural 2025 CAPEX
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Source: COWI's assessments based upon FEASIBLE modelling. 



 

33 

 

Figure 0-22 CAPEX needs for the Three Scenarios and Baseline with Overview of Unit Cost in GEL and 

EUR 
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CAPEX Needs Scenario 3
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No CAPEX in Baseline Scenario 

CAPEX Needs Scenario 4
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 Overview of CAPEX Needs: 

Sum 1000 GEL 1000 

GEL/year

GEL/cap Gel/cap/yea

r

1000 EUROEURO/CA

P

EURO/cap/y

ear

2nd Scenario Rural +WS 385,676 18,366 194 9 167,685 84 4

WW 55,643 2,650 28 1 24,193 12 1

Sum 441,318 21,015 222 11 191,877 96 5

3rd Scenario Rural +WS 211,983 10,094 106 5 92,167 46 2

WW 21,832 1,040 11 1 9,492 5 0

Sum 233,815 11,134 117 6 101,659 51 2

4th Scenario RuralWS 6,436 306 3 0 2,798 1 0

WW 2,451 117 1 0 1,066 1 0

Sum 8,887 423 4 0 3,864 2 0

BaselineWS 0 0 0 0 0 0 0

WW 0 0 0 0 0 0 0

Sum 0 0 0 0 0 0 0

CAPEX

 

Source: COWI's assessments based upon FEASIBLE modelling. 

According to the overview in Figure 3-22 the total cost are in the range of 9 million to 441 

million GEL or 0.4 to 21 million per year resulting in a expenditure needs of 0 to 11 GEL/cap/year. 

Baseline has no CAPEX and Scenario 4 has very low CAPEX. 
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FINANCING GAP ANALYS IS 

To conduct financial gap analysis for development scenarios, number of assumptions regarding 

supply of finance needs to be made which would show potential trend in funds availability from 

different sources. Prior to financing gap assessment, therefore, the next section presents supply of 

finance availability analysis. As discussed with local stakeholders, such analysis is based primarily on 

the experience of CEE countries which has been reforming their own water and sanitation sector in 

1995-2002.  

Supply of Finance Profile for Development Scenarios in Urban Areas 

This brief review looks at supply of finance for Georgia water and sanitation sector and attempts 

to forecast availability of such financing from different sources. The main objective is to provide 

substantiated input with respect to possibilities of closing financing gap in development scenarios.  

The current situation in Georgia is presented and this is done by looking at each individual 

source of financing. Furthermore, for each source of financing, relevant international experienced is 

reviewed and used for forecasting. Where data has been available an attempt has been made to 

provide comparison with Central and Easter European countries. These countries have undergone 

similar restructuring of water and sanitation sectors in the late 1990s, early 2000s. This is important to 

note as it explains the fact that in analysis below we have used data on external funds availability for 

the same period. While each countries experience is obviously unique, the averaged trends across all 

countries may serve as potential indicators for forecasting purposes. 

User Charges 

Current user charges in Georgia 

As it has been presented in the baseline scenario analysis, current levels of tariffs in water sector 

in Georgia are not, with some exception, at the full-cost recovery levels. It is also not clear whether 

legislation requires that consumers pay the full cost of the services. No approved methods and 

procedures of calculation of water and wastewater tariffs exist. Each water company calculates it own 

water and sanitation tariff. Each city and district has its own tariff rates for all consumer categories. 

The tariff approval procedure starts from water utility calculating the implied tariff based on existing 

costs plus operating profit margin. The calculations are thereafter submitted to local municipal 

council, which, according to latest law on local self-governance is the sole body entitled to decide on 

water and wastewater tariffs. After calculations are discussed and approved at the municipal 

departments of municipality, the revised and updated version is submitted to the legislative assembly 

of municipality for approval. When the decision regarding tariffs is adopted it is published in the local 

press. 

Metering is virtually non-existent or if it is present in larger cities the coverage by meters is very 

low. In rare cases when meters are installed payment is calculated based on meter reading. In all other 

cases payment for water supply services is calculated based on established normative.  

Tariff levels vary significantly across urban settlements and in some, especially larger cities 

notable change in tariff levels has occurred in last 2 years (see table below for comparative analysis of 

tariff levels in 2005 and 2007). For example water tariff in Tbilisi was at the level of 0.05 GEL /m3 

for households in 2005. During 2006 and early 2007 the tariff doubled and is currently at the level of 

0.1 GEL /m3.  Such increase, however, was not typical for all cities and towns. It is, generally, 
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difficult to note any underlying trend in the dynamics of tariff variations - in some cities it has been 

growing, in others decreasing, and yet in many of them stayed at the same level for the last 2-3 years. 

The example of Tbilisi has already been noted above. In Kutaisi the water tariff for households 

seemed to have gone down from the level of 0.25 to 0.20 GEL /m
3
. Yet in other cities such as Gori, 

Zugdid, Marneuli no change has been observed from 2005 to 2007.  

On the basis of year 2005 calculations, average water tariff for household in all covered cities 

(excluding Tbilisi) was around 0.2 GEL /m3 and wastewater household tariff is around 0,1 GEL /m3. 

Based on the data collected on total amount of water and sanitation service billing by all included 

cities and towns, the billed potential revenue from all customer groups stand at GEL  52 million in 

2005. Households account for 36% and other customers for 64% of that amount. Table below shows 

billed total water and sanitation amounts for selected cities. This amounts, however, shows only the 

potential revenues for water companies from user charges. It is the actual cash inflow that matters 

when refereeing to water utility's ability to cover expenditure needs. Actual cash inflow from user 

charges stands only at 65% of total billed amount for all customers. This reflects rather poor payment 

discipline. When separating bill payment practices for households and other customers, it is apparent 

that most of the problems come from regular non-payment by households. Average collection rate 

from households in covered cities stands at 45% while from other customers, including budgetary 

organisations, at 77%. This is very low compared to international benchmarks as well as collection 

rates in other comparable to Georgia countries. 

To summarise the existing situation with user charges, the following table presents aggregate 

figures for supply of financing from user charges for water and wastewater companies in Georgia in 

2005 based on the total billed amount for respectively water and sanitation service to households and 

other customers (commercial, industrial entities, and budget organisations). 

Table 0-1 Supply of finance from user charges, 2005, GEL  million 

Customers GEL , million 

Total billed 51,448 

water 35,725 

wastewater 15,723 

Households 18,350 

water 14,196 

wastewater 4,155 

Other customers 33,098 

water 21,529 

wastewater 11,569 

Source: Data collected and COWI's assessments 

Assumptions with respect to user charges in development scenarios 

In terms of supply of finance from user charges in development scenarios, the assumptions will 

not differ much compared to baseline scenario analysis: 

¶ Household income grows together with real income growth, hence, even with retaining fixed 

share of income for water and sanitation related services, absolute amount of cash 

availability will increase;  

¶ Collection rates from households increase from 45% to 95% in 2011 and collection rate 

from other customers increase from 77% to 95% in 2011; 
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¶ Household water bill increase gradually to reach 3.5% of average household income; and 

¶ The only variation from assumptions made in baseline scenario is that in all development 

scenarios coverage of households with water and sanitation services is increased from 

average of 68% in 2005 to average of 90% in 2015.  

And it is important to note that applicability of experience of other countries is limited, as it is 

the maximum affordable share of income that is defining the upper level of household water and 

sanitation tariff and user charges increase.  

Public expenditure - national/local budget financing 

Current budget financing in Georgia 

Types of the budget support for water and sanitation sector in Georgia include direct subsidies to 

water companies for covering their operation and maintenance expenses and capital funding 

contributions to co-finance investment projects. Direct budget subsidies, mostly via local budgets, 

have been provided to water utilities on an ongoing basis. As far as capital project financing, the 

volume has been limited until last two years. Since then government has developed number of 

programmes to significantly improve situation with water supply and sanitation and, respectively, 

increase budget contributions for capital expenditure in the sector.  

While budget funds for financing recurrent expenditure are mostly provided via local budgets, 

the capital expenditure primarily originates from national budget, frequently via specifically 

established mechanisms such as, for example, Municipal Development Fund. Table below provides 

summary of total estimated budget financing for water and wastewater sector from both local and 

national budgetary sources. As it can be seen total average sector expenditure stands at around 1% of 

consolidated total budget. In recent years the trends of financing re-current and capital expenditure 

has reversed. If before re-current expenditure component has always exceeded capital allocations, 

data for 2006 and preliminary data for 2007 suggest that more funds are directed to investment 

projects rather than to subsidising water utilities.  

Table 0-2 Financing from local and national budgets for water sector, GEL million 

Type of Funding 2004 2005 2006 

GDP at market prices 9,800 11,600 13,800 

Consolidated budget expenditures (CBE), total 1,630 2,619 3,823 

Local and national budget funding for water 
sector 17 23 24 

     of which, for re-current expenditure 12 14 7 

     capital expenditures  5 9 17 

Local and national budget funding for water 
sector as share of GDP 0,18% 0,2% 0,18% 

      of which, for re-current expenditure 0,12% 0,12% 0,05% 

     capital expenditures 0,06% 0,08% 0,13% 

Local and national budget funding for water 
sector as share of CBE 1.04% 0.9% 0.6% 

     of which, for re-current expenditure 0.74% 0.53% 0.17% 

     capital expenditures  0.31% 0.27% 0.43% 

Source: Data collected and COWI's assessments 
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International experience with budget financing of water sector 

The data above presents current situation in Georgia. To be able to forecast future budget funds 

availability the experience of CEE countries is briefly reviewed below and used as objective 

benchmarks for potential development of situation in Georgia.  

Large number of information sources has been reviewed with respect to government funding of 

water infrastructure and services. They suggest that, on average, annually about EUR 17-20 billion are 

invested into water and sanitation infrastructure (not only CEE, but also including other developing 

countries). About EUR 11-14 billion of this amount or close to 70%-75% of total are provided by 

public sector. This fact on itself, already suggests that, despite of substantial amount of discussion 

regarding participation of private sector and IFI/donors in water sector financing, public sector still 

remains by far the larges provider of funds for these purposes. In CEE countries amount of public 

expenditure varies significantly, primarily depending on how the activity is organised in that 

particular country, what is the relative progress of privatising municipal environmental infrastructure 

services, and prioritised mechanisms of funding. If to asses the situation on average, then CEE 

countries spend about 0.55% of annual GDP for all environmental services. The actual monetary 

value differs substantially across the countries (see Figure 4-1 below).  

Figure 0-1 Per capita environmental expenditure by public sector in Central and Eastern European 

countries, EUR/capita, year 2000 data 
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Source: EU, WB, own calculations. 

Share of specific water and sanitation investment expenditure highly depend on the degree to 

which public sector in that particular country remained responsible for provision of the services. 

Substantial variation across countries exists. In many places significant part of the water and 

sanitation related services have been privatised. In other countries, while formal owner of networks 

remain the state, operation of water and sewerage networks have been outsourced to private domestic 

or international company.  

Despite of this, however, the majority of public expenditure in all countries is in water and 

sanitation sector. By some estimates it accounts for almost 50% of all environmentally related public 
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sector expenditure in CEE region. Public sector in Poland, for example, spend about 83% of total 

public environmental expenditure on water, Hungary - 85%, Estonia - 79%, Czech Republic 49%.  

In terms of trend over time, this expenditure pattern is also different in CEE countries. It have 

persistently increased in, for example, Bulgaria, Estonia, Hungary, while was falling over time in 

Czech Republic and fluctuating in Poland. It is, however, important to note that this countries where 

investment expenditure has downward trend have managed to develop sustainable alternative way for 

financing municipal environmental infrastructure, particularly through development of municipal 

credit market or through widespread participation of private sector. National budget and local budget 

financing have been gradually decreasing with the pace with which municipal credit markets or 

number of private operators has been increasing.   

The main lesson from experience of CEE public sector involvement into water and sanitation 

investment funding is that government financing should be seen as an evolutionary process, rather 

than fixed measure or percentage of national budget to be invested every year. Direct provisions of 

funds to water sector normal operation, functioning, and maintenance are necessary to the point when 

alternative mechanisms have been developed to substitute them. Direct investment should be 

streamlined with other mechanisms of financing ï private sector, municipal credit facilities, national 

guarantee schemes, state or non-state revolving investment funds, and others to increase private 

provision of resources. Our brief review of situation in CEE countries demonstrates that those 

countries which did not manage to do that have increased public share of investments from national 

and local budgets over time.   

As shown above, review of international experience demonstrates varying pattern of budget 

support to water and sanitation sector. However, based on averaging trends, we will assume that about 

0.5% of annual GDP needs to be spent on environmental services, of which about 65%-70% is for 

water and sanitation. That implies that we assume about 0.30% of annual GDP is spent for water and 

sanitation services in the form of national and regional budget support. The number is higher than 

current 0.2% of annual GDP, hence, in our estimation of supply of finance and later financing gap, we 

can experiment with several scenarios:  

¶ Conservative scenario ï where share of GDP is retained at 0.2%; 

¶ Optimistic scenario ï where share of GDP is retained at 0.3%; and 

¶ Realistic scenario ï where share of GDP rises to 0.3% of GDP then gradually falling to 

0.25% of GDP in 2015 and 0.2% in 2021. 

Financing from IFIs and donors 

Current financing from IFIs and donors in Georgia  

Financing from international community has always played an important role in development of 

water sector in EECCA countries. Georgia is not an exception from this point of view. The pace of 

international assistance, however, has only picked-up in recent years. IFI and donor funding increased 

dramatically, in particular due to resources provided by European Bank for Reconstruction and 

Development (EBRD), Municipal Development Fund (MDF), and Millennium Challenge Georgia 

(MCG). 

A particular feature of the recent trend is that project financing becomes more complex as 

numbers of possible sources, sometimes up to 3-4 or even more are used to finance a single project. 

The key reason for this is affordability constraint as financing all the project cost via loan is not 
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feasible for Georgia. Therefore, substantial effort is put to attract external grant financing and where 

such is eventually not available local and national budget contributions are thought.  

Detailed review of currently available financing has been carried out with purpose to identify 

structure and volumes of funds provided. It is assessed that, in total, about EUR 107 (GEL  240 

million) million worth of water sector projects are currently being either under implementation or in 

the preparation phase. Of this, about EUR 27 million (GEL  60 million) are envisaged as loan 

financing from IFIs (primarily EBRD), while the rest will be financed via donor capital investment 

grant contributions and budget co-financing. Such amounts are unprecedented for Georgia as even 

just a couple of years ago volumes of investment works in water sector has been negligible. 

Therefore, taking such high levels of external fund availability as an indication of similar funds 

provision in the future will not be entirely correct. Most likely, the downward trend will soon be 

observed. To approximate to which levels such trend would converge, it is useful to look at the 

experience of CEE countries in attracting international financing at already later stages of their water 

sector reform. The next section attempts to do exactly that. 

International experience with IFI and donor financing of water sector 

We have reviewed large volume of available information regarding sector financing from 

international sources in late 1990s and early 2000. Reviewed sources include traditional IFIs as well 

as individual country funds channelled through national or international development assistance 

bodies. It is also important to note here, that, in addition to these sources, CEE region, particularly 

accession countries have significantly benefited from EU structural funds which will, mostly likely, 

not be available in the same amounts to Georgia ï at least in the short to medium terms. 

Funds through multilateral financial institutions accounted for the majority of the total 

international assistance provided to CEE countries. Amount of multilateral IFI provided funds have 

consistently increased in the period 1997-2001. It have included traditional lenders as World Bank 

and EBRD, which where later joined by the EU Structural fund mechanisms as well as European 

Investment Bank. These four institutions account for dominant majority of all the water and sanitation 

infrastructure related investment funds provided to the region. Table below represents summary of 

lending by all international financial institutions in the period 1994-2001. ISPA funds are the largest 

contributors and it is important to note that the mentioned amount of funds have been allocated in the 

period of two years only (2000 and 2001). These financing is mostly provided through grant 

mechanisms and requires local co-financing of around 25%. The rest of the funding shown in the table 

represents loan financing. Largest provider of loans is European Investment Bank, whose role in the 

region was gradually increasing from 1995. EIB have provided about 41% of total loan financing for 

the entire period, followed by EBRD 40%. Largest recipient countries, in terms of absolute amounts 

were Poland and Czech Republic, accounting for 29% and 13% of all allocated financing.  
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Table 0-3 Summary of Water and Sanitation sector investment project funding by Multilateral Financial 

Institutions in CEE countries, 1994-2001, EUR 000's 

Country  WB   ISPA   EIB   EBRD   Phare   NIB    NEFCO   Other  

Bulgaria    109,760          66,254       28,000       31,000            -            -              -              -    

Czech Republic             -            56,976     220,000       52,500     14,200          -              -              -    

Estonia        2,240          28,132              -         80,000            -            -              -              -    

Hungary        2,240          63,868              -         13,125     20,100          -              -    
     

3,400  

Latvia             -            82,308       43,638       60,331            -       1,818       2,294            -    

Lithuania        6,944          56,900       18,000       29,700            -            -              -    
    

11,200  

Poland      24,080        498,893     147,660     100,000            -            -              -              -    

Romania      28,000        374,815       55,000     145,300            -            -              -    
    

18,500  

Slovakia             -            48,364       30,000              -              -            -              -              -    

Slovenia             -            21,264         5,250       28,100            -            -              -              -    

TOTAL    173,264     1,297,774     547,548     540,056     34,300     1,818       2,294  
    

33,100  

EBRD European Bank for Reconstruction and Development 

EIB European Investment Bank 

ISPA EUôs Instrument for Structural Policies for pre-Accession facility 

KB SA a Polish commercial bank 

NIB Nordic Investment Bank 

NEFCO Nordic Environment Finance Corporation 

Phare EU programme 

WB World Bank 

Source: PSIRU database, IFI, EU, EIB, national data 

Table below separates funding for years 2000 and 2001 only, on the basis of which it is possible 

to calculate per capita allocations, which could offer an interesting insight to the potential of 

international assistance funds in meeting sector expenditure needs.  The largest per capita recipient 

appears to be Latvia. The lowest per capita recipient is Hungary with only EUR 2.3 in 2001.  
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Table 0-4 Annual total and per capita financing of water and sanitation investments in selected CEE 

countries by multilateral IFIs 

Country 

Total Per Capita 

EUR million EUR million EUR/cap/y EUR/cap/y 

2000 2001 2000 2001 

Bulgaria 63.5 33.7 7.8 4.2 

Czech Republic 134.5 102.5 13.1 10.0 

Estonia 15.2 13.0 10.7 9.1 

Hungary 40.6 23.3 4.0 2.3 

Latvia 89.4 44.6 37.4 18.7 

Lithuania 52.9 45.3 14.3 12.2 

Poland 293.3 398.0 7.6 10.3 

Romania 183.7 241.8 8.2 10.8 

Slovakia 9.1 39.2 1.7 7.3 

AVERAGE     11.6 9.4 

On average EUR 9-11 per capita per year is received by CEE countries. We could use this per 

capita data to calculate estimated availability of such funds for Georgia. However, data above needs to 

be treated with caution, given that half of the financing is provided through ISPA program.  Hence, 

the more realistic scenario would be to use 60% of per capita funds availability in CEE countries for 

calculation of similar expected funds flow for Georgia. This approach has been taken in our 

estimation of funds for development scenarios, which results in about EUR 23.3 million (GEL 53.4 

million) net of debt service cost being available for development scenarios. This amount will most 

likely decrease in the medium term when many large projects will already be financed; hence, we 

assumed reduction of per capita IFI funds availability to EUR 7 from year 2015.  

Bilateral development funds 

The second component of the overall international assistance is provided by developed countries 

and their respective institutions. This assistance have been increasing over time, however, represented 

only a fraction of funding provided by MFIs. Table below demonstrates total amount of bilateral 

funds provided for water and sanitation sector investments. The current trend is that availability of 

bilateral money is significantly reduced.  
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Table 0-5 Distribution of Bilateral ODA/OA for water and sanitation investments in CEE countries, 1997-

2001, EUR thousands 

Year 1997 1998 1999 2000 2001 1997-2001 

Albania 
            

16,934  
            

14,616  
              

1,546  
            

58,576  
            

13,586  
          

105,258  

Bulgaria 
                 

437  
            

10,147  
                 

291  
                 

616  
              

3,942  
            

15,434  

Czech Republic 
                   

45  
                   -    

                   
34  

                 
526  

                 
907  

              
1,512  

Estonia 
                 

258  
                 

414  
                 

750  
                 

246  
              

6,496  
              

8,165  

Hungary                    -    
                   

22  
                 

336  
                 

358  
                 

258  
                 

974  

Latvia                    -    
              

4,715  
              

2,565  
              

3,069  
                 

795  
            

11,144  

Lithuania 
                 

168  
                 

661  
              

1,702  
              

1,893  
              

2,363  
              

6,787  

Poland 
                 

291  
              

1,198  
              

1,154  
                 

538  
              

6,070  
              

9,251  

Romania 
                 

358  
                 

538  
              

1,747  
              

2,576  
              

5,074  
            

10,293  

Slovak Republic                    -                       -                       -                       -    
                 

806  
                 

806  

CEES Unallocated 
                   

22  
                   

56  
                   

67  
                   

11  
              

2,027  
              

2,184  

TOTAL 
            

18,514  
            

32,368  
            

10,192  
            

68,410  
            

42,325  
          

171,808  

Table below shows the main bilateral donors and amount of their contributions to water and 

sanitation sector in CEE.  
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Table 0-6 Bilateral ODA/OA donors allocating funds to water and sanitation investment projects in CEE 

countries, 1997-2001, EUR thousands 

Year 1997 1998 1999 2000 2001 1997-2001 

Donor             

AUSTRALIA 0 0 0 0 0 0 

AUSTRIA 560 0 952 5,062 1,400 7,974 

BELGIUM 0 0 0 0 0 0 

CANADA 202 403 179 1,243 448 2,475 

DENMARK 0 1,579 0 168 16,800 18,547 

FINLAND 0 0 1,982 2,912 0 4,894 

FRANCE 482 0 67 11 672 1,232 

GERMANY 15,501 14,392 56 25,278 12,051 67,278 

GREECE 90 0 370 459 67 986 

IRELAND 0 0 0 0 0 0 

ITALY 0 11 280 28,392 1,680 30,363 

JAPAN 986 10,763 2,330 1,389 45 15,512 

LUXEMBOURG 0 0 0 0 0 0 

NETHERLANDS 0 0 0 0 0 0 

NEW ZEALAND 0 0 0 0 0 0 

NORWAY 0 0 146 0 22 168 

PORTUGAL 0 0 0 0 0 0 

SPAIN 0 0 0 56 0 56 

SWEDEN 202 4,850 3,427 2,139 6,619 17,237 

SWITZERLAND 0 0 11 0 0 11 

UNITED KINGDOM 493 370 78 426 347 1,714 

UNITED STATES 0 0 314 862 2,184 3,360 

TOTAL 18,514 32,368 10,192 68,398 42,336 171,808 

Source: OECD DAC database, donors. 

Table 0-7 Annual per capita Bilateral ODA/OA to water and sanitation sector in CEE countries, EUR per 

capita 

Year 1997 1998 1999 2000 2001 1997-2001 

Albania 
                
4.88  

                
4.21  

                
0.45  

              
16.88  

                
3.92  

              
30.34  

Bulgaria 
                
0.05  

                
1.25  

                
0.04  

                
0.08  

                
0.49  

                
1.90  

Czech Republic 
                
0.00  

                   -    
                
0.00  

                
0.05  

                
0.09  

                
0.15  

Estonia 
                
0.18  

                
0.29  

                
0.53  

                
0.17  

                
4.56  

                
5.73  

Hungary                    -    
                
0.00  

                
0.03  

                
0.04  

                
0.03  

                
0.10  

Latvia                    -    
                
1.97  

                
1.07  

                
1.28  

                
0.33  

                
4.66  

Lithuania 
                
0.05  

                
0.18  

                
0.46  

                
0.51  

                
0.64  

                
1.83  

Poland 
                
0.01  

                
0.03  

                
0.03  

                
0.01  

                
0.16  

                
0.24  

Romania 
                
0.02  

                
0.02  

                
0.08  

                
0.12  

                
0.23  

                
0.46  

Slovak Republic                    -                       -                       -                       -    
                
0.15  

                
0.15  

 
AVERAGE 

                
0.52  

                
0.80  

                
0.27  

                
1.91  

                
1.06  

                
4.56  

Source: OECD DAC database, donors. 
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The trend above shows that at the peak of reform process CEE countries were receiving  1.5 per 

capita on average in the form of grant co-financing for water and sanitation projects. Adding to this 

about EUR 3.5 per capita from multilateral grant sources (such as ISPA) results in total of estimated  

5.0 per capita for sector as grants. Using such per capita estimate for Georgia leads to conclusion that 

EUR 21.5 million (GEL  49.5 million) is estimated to be available to the sector in the form of grant. 

This amount is most likely to decrease in medium term and we have assumed reduction to EUR 4 per 

capita from year 2015.  

Summing up results of IFI and donor lending calculations, it seems that our results suggest 

approximately equal share of loan-grant co-financing availability for an average water and sanitation 

project. Current trend is that grant components are higher than loan components; however, going into 

the future, such trend will gradually subside. Therefore, it is probably a correct trend (suggested by 

experience of CEE countries) that about 50% of loan and 50% of grant will be a typical financing 

package for water and sanitation projects.   

Summary of supply of finance availability 

The review and analysis of supply of finance for development scenarios made number of 

assumptions regarding potential increase of funds from different sources. The qualitative assumptions 

made above have then been implemented in the FEASIBLE model to generate supply of finance 

profile to be further used in assessment of financing gap or financing surplus. This section present the 

results of such calculations in the table and graphics format for all options of supply of finance with 

gradual implementation of all qualitative assumptions discussed above.  

Baseline supply of finance 

The baseline supply of finance is characterised by the following key assumptions:  

¶ Household bill is at 1.5% of average household income for all the forecasted period; 

¶ Actual billing amount increases due to increase of household income along with real GDP 

increase; 

¶ Budget contribution for current and capital expenditure is at constant 0.2% of real GDP; 

¶ Collection rate from households is at 45% of billed amount for the entire period; 

¶ Collection rate from other customers is at 77% of billed amount for the entire period; 

¶ Funding from IFIs and donors is only available on the ñknownò basis that is only the 

confirmed funding is included into this scenario.  

Resulting supply of finance profile is shown both in the table and graph below.  
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Table 0-8 Supply of finance-  household bill at 1,5% of income, budget at 0,2% of GDP, 45%-77% 

collection rate, IFI and Grant funds only in current years 

GEL  000' 2005-2025 Average annual 

User charges, HH billed 762.572 36.313 

User charges, OTHERS billed 1.171.954 55.807 

User charges, HH collected 342.231 16.297 

User charges, OTHERS collected 897.767 42.751 

Budget, current expenditure 392.263 18.679 

Budget, capital expenditure 891.815 42.467 

IFI loans 222.370 10.589 

Donor grants 197.864 9.422 

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT 
EXPENDITURE 1.632.262 77.727 

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL 
EXPENDITURE 1.312.049 62.479 

TOTAL 2.944.311 140.205 

 

Figure 0-2 Supply of finance-  household bill at 1.5% of income, budget at 0.2% of GDP, 45%-77% 

collection rate, IFI and Grant funds only in current years 
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 Supply of finance with increased collection rate 

The supply of finance for this option reflects an assumption of increased collection from all 

customer groups reaching 95% in 2011. Hence the option is characterised by the following set of key 

assumptions:  

¶ Household bill is at 1.5% of average household income for all the forecasted period; 

¶ Actual billing amount increases due to increase of household income along with real GDP 

increase; 

¶ Budget contribution for current and capital expenditure is at constant 0.2% of real GDP; 

¶ Collection rate from households increase from 45% to 95% in 2011 of billed amount; 
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¶ Collection rate from other customers increase from 77% to 95% in 2011 of billed amount; 

¶ Funding from IFIs and donors is only available on the ñknownò basis that is only the 

confirmed funding is included into this scenario.  

Resulting supply of finance profile is shown both in the table and graph below.  

Table 0-9 Supply of finance-  household bill at 1,5% of income, budget at 0,2% of GDP, Collection rate 

increases reaching 95% in 2011, IFI and Grant funds only in current years 

GEL  000' 2005-2025 Average annual 

User charges, HH billed            762.572                36.313  

User charges, OTHERS billed         1.171.954                55.807  

User charges, HH collected            683.830                32.563  

User charges, OTHERS collected         1.088.971                51.856  

Budget, current expenditure            392.263                18.679  

Budget, capital expenditure            891.815                42.467  

IFI loans            222.370                10.589  

Donor grants            197.864                 9.422  

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE         2.165.064              103.098  

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE         1.312.049                62.479  

TOTAL         3.477.114              165.577  

Figure 0-3 Supply of finance-  household bill at 1.5% of income, budget at 0.2% of GDP, Collection rate 

increases reaching 95% in 2011, IFI and Grant funds only in current years 
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Supply of finance with increased collection rate and household bill reaching 3.5% of income 

The supply of finance for this option reflects an assumption of increased collection from all 

customer groups reaching 95% in 2011 as well as assumes that household tariff will increase to the 

level where household bill accounts for 3.5% of average household income average. The increase is 

gradual and required level of 3.5% is achieved in 2020. Hence this option is characterised by the 

following set of key assumptions:  
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¶ Household bill increases from 1.5% in 2005 to 3,5% of average household income in 2020; 

¶ Actual billing amount increases due to increase of household income along with real GDP 

increase; 

¶ Budget contribution for current and capital expenditure is at constant 0,2% of real GDP; 

¶ Collection rate from households increase from 45% to 95% in 2011 of billed amount; 

¶ Collection rate from other customers increase from 77% to 95% in 2011 of billed amount; 

¶ Funding from IFIs and donors is only available on the ñknownò basis that is only the 

confirmed funding is included into this scenario.  

Resulting supply of finance profile is shown both in the table and graph below.  

Table 0-10 Supply of finance-  household bill increases reaching 3.5% of income in 2020, budget at 0.2% 

of GDP, Collection rate increases reaching 95% in 2011, IFI and Grant funds only in current years 

GEL  000' 2005-2025 Average annual 

User charges, HH billed         1.460.442                69.545  

User charges, OTHERS billed         1.171.954                55.807  

User charges, HH collected         1.342.482                63.928  

User charges, OTHERS collected         1.088.971                51.856  

Budget, current expenditure            392.263                18.679  

Budget, capital expenditure            891.815                42.467  

IFI loans            222.370                10.589  

Donor grants            197.864                 9.422  

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE         2.823.716              134.463  

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE         1.312.049                62.479  

TOTAL         4.135.766              196.941  

Figure 0-4 Supply of finance-  household bill increases reaching 3.5% of income in 2020, budget at 0.2% 

of GDP, Collection rate increases reaching 95% in 2011, IFI and Grant funds only in current years 
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Analysis of financing deficit 

Development scenarios included into financial gap analysis 

To analyse financing deficit or surplus in development scenarios, we first review the expenditure 

profiles for development scenarios. Two versions of development scenarios have been estimated: 

¶ With time period of 21 years ï in this version investment needs for MDG are implemented 

over 6 years (2010-2015), while investment needs for all other scenarios are implemented 

over 16 years (2010-2025). The graph illustrating capital expenditure and current 

expenditure profiles for all scenarios in this version are shown below:  

Figure 0-5 Capital expenditure needs for version of 21 years for all scenarios 
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Figure 0-6 Capital expenditure needs for version of 21 years for all scenarios 
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With time period of 15 years ï in this version investment needs for MDG are implemented over 

6 years (2010-2015) and investment needs for all other scenarios are also implemented over 6 years 
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(2010-2015). The graph illustrating capital expenditure and current expenditure profiles for all 

scenarios in this version are shown below:  

Figure 0-7 Capital expenditure needs for version of 15 years for all scenarios 
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Figure 0-8 Current expenditure needs for version of 15 years for all scenarios 
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As it can be seen from graphs above, while MDG scenarios stands alone with respect to 

expenditure needs, the Scenarios 1, 2, and 3 represent rather similar expenditure profile. The 

difference between these scenarios 1, 2, and 3 are small, therefore, we can consider for the purposes 

of financing gap analysis only one of such scenarios. Therefore MDG scenario (Scenario 4) and 

Scenario 1, which is the most ambitious in terms of planned investments scope is considered further 

for financing gap assessment.  
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Financing gap for MDG scenario (Scenario 4)  

Taking into consideration the supply of finance profile as shown in Figure 0-4 (that is with 3.5% 

of household income going for water and sanitation bill, collection rate increased to 95%, and 

systematic budget contributions in the amount of 0.2% of real GDP), and analysing the expenditure 

gap for both categories of current and capital expenditure the resulting gap assessment is as presented 

on the figure below.  

Figure 0-9 Initial financing gap for MDG scenario  
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-

50.000

100.000

150.000

200.000

250.000

300.000

350.000

400.000

450.000

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

L
a

ri
 0

0
0

'

MDG, 15 years, capital expenditure

MDG, 15 years, current expenditure

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE
 

Table 0-11 Initial financing gap for MDG scenario 

  GEL 000' 

 MDG, 15 years, current expenditure          3.962.203  

 MDG, 15 years, capital expenditure          1.032.943  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE          2.823.716  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE             943.084  

 CURRENT EXPENDITURE DEFICIT/SURPLUS         (1.138.486) 

 CAPITAL EXPENDITURE DEFICIT/SURPLUS             (89.858) 

It is apparent from the graph above that substantial financing gap exist. It is interesting to note, 

looking at the gap analysis table, that in terms of total cumulative amounts, main financing gap is for 

current expenditure needs. Supply of funds for capital investment almost matches MDG investment 

needs with a small cumulative gap of GEL 89 million. However, it needs to be remembered that this 

is a result of our assumption that 0.2% of GDP will be available as budget financing for water and 

sanitation sector, of which 70% for capital expenses. Small cumulative gap on capital expenditure 

needs can be misleading since exactly in the years when MDG investments need to be realised, 

substantial annual gap in capital investment exists. Net, cumulative financing deficit for MDG 

investment in the period 2008-2015 is about GEL 650 million. It seems that the only solution with 

respect to MDG goals in urban area is the combination of higher budget allocations in the same MDG 

investments period and additional IFI and grant sources for such investments.  

If to assume that at least 50% of the capital expenditure deficit in 2010-2015, that is GEL 325 

million, needs to be covered out of budget contributions, that implies that in those years public 

expenditure for water and sanitation need to reach level of 0.35% of annual GDP. It is not impossible, 



 

51 

 

especially given that number of CEE countries have spent more than that on the sector during 

accession process to EU.  

The residual of GEL 325 million will have to be attracted in the form of IFI and donor financing. 

Here it needs to be reminded that in the profile of supply of finance above, IFI and donor funds were 

available only on the ñknownò basis, that is funds that has been either committed or allocated for 

specific projects. If to assume that similar level of funding will be retained, then potentially available 

IFI and donor funds will easily cover remaining deficit. This option of international borrowing 

becomes even more realistic if to remember that substantial surplus of funds for capital investment 

purposes will be available after 2015 from national budgets, and these future funds could be used to 

guarantee and repay the needed IFI loans.  

Hence, in terms of meeting MDG goal related investment needs in urban areas, it appears that 

forecasted supply of finance will be sufficient to meet required expenditure needs. The key 

assumptions driving such conclusion are:  

¶ Budget support of investment projects at the level of 0.35% of GDP in the period 2010-2015 

when MDG related investments will be implemented, and it can later go down to level of 

0.2% of GDP; 

¶ Availability of international assistance funds in the form of loan and grants in the period of 

2010-2015, in the cumulative amount of GEL  325 million or average annual of GEL 54 

million (EUR 24 million). 

The situation is more difficult with current expenditure. Total cumulative deficit of current 

expenses is GEL 1.34 billion. As the figure above suggests, most of this deficit occurs in early years 

of forecasted period, when collection rate and tariff levels are still low.   

If to assume that collection rates for all customers will increase to 95% much faster that 2011, 

that is starting from 2008, then the current expenditure deficit reduces only by GEL 22 million, 

leaving still a large deficit of GEL 1.12 bilion cumulative.  

If to further assume that the current expenses deficit will be covered via tariffs, that would imply 

that average household will have to pay 6.5% of income for water and sanitation services (presuming 

that tariffs for other customers will also increase one-to-one to household tariff increase).  

The only alternative source for covering current expenditure needs are national and regional 

budget sources. Budget already contributes to current supply of finance approximately average of 

13.4% over forecasted period (see Figure 4-10 below). 
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Figure 0-10 Budget contribution to current expenditure financing  
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Therefore, it will be quite unrealistic to assume any further increase in budget support in this 

respect, especially remembering that substantial budget support funds has been assumed for financing 

capital expenditure.  

Hence, the main conclusions from MDG scenario analysis are: 

¶ Meeting MDG related urban investment (as estimated based on 2005 needs) does not seem 

to be a major problem, provided that budget support will be along the lines of internationally 

benchmarked levels of budget allocations and average of EUR 24 million from external 

sources will be provided to Georgia.  

¶ The key issue remains financing of current expenditure, where substantial cumulative deficit 

remains irrespective of assumed household bill increase to 3.5% of income, respective one-

to-one increase in tariffs for other customers, collection increase for all customers to 95%. 

Total remaining cumulative gap after all these measures is at GEL 1.34 billion.  

¶ The only tariff levels that support coverage of that deficit is the one that leads to water and 

sanitation bill at 6.5% of household income with corresponding increase of tariff and bill for 

other customers.  

¶ Hence, no realistically applied measure is able to cover needed current expenditures. This 

implies that, without proper maintenance, existing infrastructure will deteriorate, and the 

actual capital expenditure needs for reaching MDG goals might increase substantially and 

become non-feasible.  

¶ The only other alternative measure that can ensure reduction of existing current expenditure 

gap is further reduction in operating cost. 

Financing gap for Scenario 1, over 15 years period 

The Scenario 1 is the most ambitious from investment projects implementation point of view. In 

order to understand the scope of investment activities included in it, table below provides comparison 

of specific interventions for all scenarios.  



 

53 

 

Table 0-12 Scope of improvements for each modelled scenario 

Urban WSS 1 2 3 4 

Increase coverage of centralized water and wastewater collection x x     

Increase of coverage in order to meet MGD targets in WS and Sanitation x x x x 

Rehabilitation and replacement of water and sewer network x x x x 

Water loss reduction and reduction of demand x x x x 

Rehabilitate and increase water and wastewater treatments x       

Rehabilitate water and wastewater treatment plants x x     

Rehabilitate water treatment plants x x x   

Improve regularity of water and wastewater collection x x     

Improve energy efficiency in WS and WW sectors x x x   

The level of ambition for Scenario 1 is apparent from table above. Therefore, we would expect 

that investment requirements will be higher than for any other scenario.  

Wit respect to current expenditure needs (operation, maintenance, and re-investments), the 

resulting expected effect is hard to predict: 

¶ on one side, large number of new facilities will require additional maintenance cost; and 

¶ on the other side, comprehensive investment programme replacing most of the outdated 

assets should lead to considerable cost savings. 

The results of Scenario 1 modelling and related financing gap analysis is presented below. It is 

important to keep in mind that investment projects for Scenario 1 consider here are implemented 

during 6 years period, 2010-2015. Scenario 1 with longer investment programme implementation 

period will be discussed later.  

Figure 0-11 Initial financing gap for Scenario1, 15 years 

Financing deficit/surplus for Scenario 1, 15 years
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Table 0-13 Initial financing gap for Scenario1, 15 years  

  GEL 000' 

 Scenario 1, 15 years, current expenditure  

        3.880.796  

 Scenario 1, 15 years, capital expenditure          1.245.734  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE          2.823.716  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE             943.084  

 CURRENT EXPENDITURE DEFICIT/SURPLUS         (1.057.080) 

 CAPITAL EXPENDITURE DEFICIT/SURPLUS            (302.650) 

It can be seen that investment requirements for Scenario 1 are 21% more than in MDG scenario 

and stands at the cumulative level of GEL 1.25 billion over 2010-2015. Therefore, all the 

argumentation related MDG scenario gap analyses are also applicable here: 

¶ Financing gap with respect to capital expenditure is relatively is GEL  302 million on a 

cumulative basis over the entire forecasted period; substantial gap exists on annual basis in 

the period 2010-2015 (cumulative GEL  873 million over 6 years) or average of GEL  146 

million each of that year; 

¶ To close such gap additional funds will need to be identified in years 2010-2015 and they 

can come from two potential sources: 

- Increased budget contributions to capital projects in the amount of 0.4% of GDP 

over investment period ï that would cover about GEL  400 million of existing 

deficit; 

- External financing in total amount of GEL  473 (EUR 206 million) million over 6 

years, or GEL  79 million (EUR 34 million) annually; 

¶ The only alternative to above two measures would be to spread investment implementation 

period to longer years, thus reducing average annual deficit of capital funds (this option of 

Scenario 1 with 15 years of implementation period and its implications will be discussed 

further below). 

In terms of current expenditure, we can see that absolute cumulative deficit is smaller than in 

MDG scenario. Hence, the tradeoffs we mentioned above (new maintenance cost vis-à-vis cost 

savings) have been in favour of more cost savings. However, even in such case, substantial deficit 

remains in the total cumulative amount of GEL 1.06 billion over forecasted period.   

To cover such expenditure gap, household tariffs need to increase to the level where water and 

sanitation bill accounts for 6% of average household income, which is unrealistic.  

Other sources of potential additional finance are budget contribution. But, as we have seen 

earlier, increases from the current level of contribution of 13.5% to current expenses is also quite 

unrealistic.  

Financing gap for Scenario 1, over 15 years period 

The key reason for development of model for the same Scenario 1, but over 15 years period is to 

increase investment implementation period and, hence, to reduce absolute amount of annual 

investment related financing gap.  
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As we have seen in the analysis of Scenario 1 with 15 years implementation substantial gap in 

2010-2015 exists, which is possible to cover only with combination of 0.4% of GDP contribution by 

budget and EUR 34 million annual contribution by IFIs and donors.  

The figure and table below present Scenario 1 financing gap analysis with 15 years of 

implementation period. As it is expected that cumulative result in terms of capital expenditure needs 

remain almost the same as in Scenario with 15 years implementation period ï cumulative financing 

gap with regards to capital expenditure needs is GEL 294 million.  

However, the key difference is that such deficit is now spread over longer period of 16 years 

(2010-2025) and the average annual gap in that period is only GEL 28 million. This basically implies, 

vis-à-vis with conclusions of Scenario 1 with 15 years that: 

¶ No additional increase in budget allocations over 0.2% of GDP is necessary; 

¶ All the annual deficit can be covered via external sources (IFI and donors) provided 

availability of such funds will be at least at the level of 50% of current availability; and 

¶ It is important to remember that borrowing over 16 years period to finance investments will 

also imply additional repayment costs beyond year 2025. 

As we can see, spreading investments for ambitious Scenario 1 makes it more feasible over longer 

period of time. All in all, it looks like with sufficient attention to the sector, allocating sufficient 

investment funds should not be a major issue. 

Figure 0-12 Initial financing gap for Scenario 1, 15 years implementation period 

Financing deficit/surplus for Scenario 1, 25 years
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Table 0-14 Initial financing gap for Scenario 1, 15 years 

  GEL 000' 

 Scenario 1, 15 years, current expenditure          4.304.055  

 Scenario 1, 15 years, capital expenditure          1.236.806  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE          2.823.716  

 TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE             943.084  

 CURRENT EXPENDITURE DEFICIT/SURPLUS         (1.480.338) 

 CAPITAL EXPENDITURE DEFICIT/SURPLUS            (293.722) 

The key problem, as in the previous scenarios as will, will be financing of current expenses. We 

can see from table above that amount of financing deficit for this category of expense have even 

increased compared to Scenario 1, 15 years. The reason is that since investment programme takes 

longer to implement, more maintenance is required to sustain existing old assets. Total cumulative 

gap for this case is GEL  1.5 billion and, as we have seen in the discussions of previous scenarios, 

covering such gap via tariffs or additional budget sources does not seem to be feasible.  

Supply of Finance Profile for Development Scenarios in Rural Areas 

Baseline supply of finance 

The analysis of baseline scenario supply of finance in rural areas has shown that in Georgia 

structure of rural financing for water sector is similar to urban in terms of sources. User charges, 

budget contributions and external IFI and donor financing constitute almost all funds availability. 

Private sector, community funds, local banking, or capital market related contributions are very 

limited and almost non-existent.   

The average payment in rural areas for water and sanitation services (primarily water services) 

was shown to be at 3 GEL/capita/year. Similarly, the estimated budget expenditure was at 2.5 

GEL/capita/year and investment expenditure stand at 26 GEL/capita/year.  This information has been 

used in Baseline scenario to upscale the sample data for the entire Georgia rural population using the 

above per capita derived funding from different sources: 

¶ GEL 6.2 million annually from entire rural population as user charges; and 

¶ GEL 5.0 million annually from budget sources of all levels as sector subsidy. 

In terms of investment projects in rural areas, it has been shown to be primarily implemented by 

MDF, with some exception. Large number of investment projects has been implemented by MDF 

with total value of about GEL  40 million over the last 4-5 years. Hence, based on this information the 

assumption for the baseline scenario supply of investment funds for rural area has been set at: 

¶ Average of GEL 9 million in investment expenditure for the entire rural water and sanitation 

infrastructure over the three years when the investments were known to have taken place 

2005-2007; and 

¶ Or, average of GEL 3 million in investments in rural area annually;  

It is important to note that substantial part of budget subsidies to rural water supply shown above 

are also implemented via MDF. Hence the 3 million GEL shown as MDF financing is only reflecting 

funds from external sources.  
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Table below provides summary of funds availability for the baseline scenario in rural areas.Table 

4-15 Supply of finance in rural areas, baseline scenario 

  GEL  000ô 

Payment from user 6,200 

Budget subsidies 5,000 

Other sources - IFI, grants 3,000 

Source: Data collected and COWI's assessments. 

User charges represented estimated funds availability from customers in base year 2005. It was 

further assumed in the baseline that these funds will increase in line with tariff increase to the level of 

1% of household income.  

Budget sources represented estimated funding from national and local budgets in 2005 and were 

kept at the same for the entire forecasted period in Baseline.  

Funds availability from other sources was assumed to be on a factual basis that is no assumption 

regarding further availability of such funds in the future was made.  

Supply of finance assumptions for rural area 

As reviewed in the section above user charges for baseline scenario has been fixed at the level of 

GEL 3 per capita per year. Coverage of rural population by water and sanitation services was at 91%, 

although not all sources of water supply and wastewater removal could be considered adequate.  

Furthermore, as the survey of households on the basis of limited sample have show, payment 

mechanism did not exist in all the rural settlements, and only 50% of population pays for services.  

In development scenarios, numbers of additional assumptions are made: 

¶ Both in MDG and Scenario 2, substantial improvement of existing technologies will take 

place, which would lead to better quality services; 

¶ As a result we assume that population would be willing to pay more and payment discipline 

would also increase; 

¶ For modelling purposes we assumed that payment collection would increase to 95% of 

covered population and annual fixed payment would reach GEL  7 per capita per year (for 

comparison purposes the payment in urban areas in 2015 will reach almost GEL 50 per 

capita per year); and 

¶ The resulting dynamics of payment from rural households is shown on the graph below. 
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Figure 4-13 Revenue from rural households in development scenarios 
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Budget expenditure for rural water supply in baseline scenario were at GEL 5 million annually. It 

constitutes 0.04% of GDP. For the development scenarios we will assume that budget expenditure 

will increase only slightly to 0.05% of GDP and it will also increase with the real GDP growth.  

Finally, the existing levels of investment funds of GEL 3 million annually will kept at the same 

level, and he needed increase will be analysed on the basis of identified financing gap. 

Rural development scenarios and financing gap 

Similar to urban, two versions of development scenarios has been estimated for rural areas: 

¶ With time period of 21 years ï in this version investment needs for MDG are implemented 

over 6 years (2010-2015), while investment needs for all other scenarios are implemented 

over 16 years (2010-2025). The graph illustrating capital expenditure and current 

expenditure profiles for all scenarios in this version are shown below; and 

¶ With time period of 15 years ï in this version investment needs for MDG are implemented 

over 6 years (2010-2015) and investment needs for all other scenarios are also implemented 

over 6 years (2010-2015). The graph illustrating capital expenditure and current expenditure 

profiles for all scenarios in this version are shown below. 

As in the case of urban we will use only the MDG scenario and the most ambitious scenario (in 

case of rural Scenario 2) for assessment of financing gap.  

Graph and table below present financing gap for MDG scenario.  
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Figure 4-14 Financing gap for MDG scenario, rural 
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Table 4-16 Financing gap for MDG scenario, rural 

  GEL  000' 

MDG, Current expenditure (O&M+reinvestments) 419.274 

MDG, Capital expenditure      8.815 

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE 419.542 

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE 124.339 

Current expenditure deficit/surplus        268 

Capital expenditure deficit/surplus 115.524 

It is apparent that in MDG scenario, there is no financing gap. Investment needs are small, since 

most of the existing water sources and sanitation is adequate. And supply of finance from households 

and budget subsidies for operating expenses covers all necessary current expenditure needs. 

Figure and table below show the situation with financing gap for Scenario 2, 15 years. In this 

scenario substantial financing gap, both in terms of current and capital expenditure exists. Total 

cumulative gap with respect to current expenditure is GEL 315 million or GEL 12.5 million on 

average annual basis.  Total cumulative gap with respect to capital expenditure is GEL 289 million or 

GEL 11.5 million on average annual basis. 

Compared to forecasted level of average annual supply of finance for current expenditure needs 

of GEL 16 million, additional GEL 12.5 million would be difficult to allocate, since it would mean 

substantial increase in user charges and budget financing. 
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Figure 4-15 Financing Gap for Scenario 2, rural 

Financing deficit/surplus for Scenario 2, rural, 15 years
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Table 4-17 Financing Gap for Scenario 2, rural 

  GEL  000' 

Scenario 2, 15 years, Current expenditure (O&M+reinvestments) 734.549 

Scenario 2, 15 years, Capital expenditure 413.712 

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE 419.542 

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE 124.339 

Current expenditurre deficit/surplus -315.007 

Capital expenditure deficit/surplus -289.373 

Figure and table below show the situation with financing gap for Scenario 2, 15 years 

implementation period. The main reason for running the option of 15 years, as in urban areas, was to 

spread investment needs over longer period of time, thus reducing absolute capital investment need on 

an annual basis. However, even in such case, we can see that substantial financing gap, both in terms 

of current and capital expenditure remains. Total cumulative gap with respect to current expenditure is 

GEL 231 million or GEL 9.5 million on average annual basis.  Total cumulative gap with respect to 

capital expenditure is GEL 317 million or GEL 13 million on average annual basis. 
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Figure 4-16 Financing Gap for Scenario 2, rural, 15 years implementation period 

Financing deficit/surplus for Scenario 2, rural, 25 years
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Table 4-18 Financing Gap for Scenario 2, rural, 25 years 

  GEL 000' 

Scenario 2, 25 years, Current expenditure (O&M+reinvestments) 650.925 

Scenario 2, 25 years, Capital expenditure 441.319 

TOTAL SUPPLY OF FINANCE FOR FINANCING CURRENT EXPENDITURE 419.542 

TOTAL SUPPLY OF FINANCE FOR FINANCING CAPITAL EXPENDITURE 124.339 

Current expenditurre deficit/surplus -231.383 

Capital expenditure deficit/surplus -316.980 
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STRATEGIC PLANNING A ND BUDGETARY FINANCI NG OF WSS SECTOR IN 

GEORGIA  

Good Starting Point 

BDD In the wake of the Rose Revolution in 2003 the whole public budgeting process - 

especially, at the national level - has been considerably improved in Georgia. Many years of practice 

of operating without a "master plan", without strategic planning, was reversed in 2006 with the 

adoption of the Basic Data and Directions (BDD) document. It provides the medium-term strategy 

and priorities of action of the Government of Georgia in the period 2007-2010.  

MTEF The BDD introduced strategic planning (or medium-term planning) in the public 

budgeting process in order to increase efficiency and transparency and provide for a more coherent 

and result-oriented public budgeting process. The strategic planning applied is based upon the 

Medium-Term Expenditure Framework (MTEF). In fact, the MTEF constitutes an important part of 

the BDD and the BDD process. This process has not yet taken its final shape. However, it stipulates 

that ministries, including the Ministry of Economic Development, formulate their medium-term 

priorities on an annual basis so that these may be incorporated into the annual budgeting process.  

The BDD provides a form to be filled in by individual ministries and submitted to the Ministry of 

Finance. The ministries are to provide not only their priorities and amount of funds requested but also 

needs assessments and justifications for their priorities and proposed actions, information about 

expected results and indicators for monitoring success and effectiveness. But virtually all ministries 

have been having difficulties in providing the requested input. They need to build capacity in order to 

contribute to and make use of the BDD process. 

Fundament 

Nevertheless, the fact that the MTEF has been introduced in Georgia implies that there is a 

fundament to build upon when comes to the translation of FS 2008 into implementation - not least, 

because funding out of the national budget is foreseen to play a major role with regard to FS 2008 

financing. 

Integration of FS 2008 into the MTEF 

2010 The FS 2008 should be integrated into the MTEF as soon as it has been approved by the 

Government of Georgia, including the Ministry of Economic Development, in order to secure 

budgetary financing of the WSS sector in Georgia in the short to medium term. That is, it should be 

fully integrated into the MTEF beginning 2010.   

Steps The steps to be taken by the key stakeholders in Georgia, foremost the Ministry of 

Economic Development, include, at least, the following:   

¶ The Ministry of Economic Development should - in close cooperation with the Ministry of 

Finance - finalise the FS 2008. That is, firm agreements regarding the following issues 

should be made: 

- Preferred development scenario. The development scenario to aim at should be 

chosen.  
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- Supply of finance. The supply of finance profile should be agreed upon. Most 

important is the need to lay down exactly the envisaged budgetary financing (as per 

cent of GDP), level of tariffs and collection rates. The possibility of increasing 

budgetary financing for the WSS sector up to 0.35% of GDP should will seriously 

considered.  

¶ Consequently, the Ministry of Economic Development should disseminate the FS 2008 and 

agreements made to stakeholders throughout Georgia. 

¶ Performance indicators aimed at monitoring the FS 2008 should be prepared by the Ministry 

of Development and agreed upon with other stakeholders. These should be prepared with a 

view to the BDD process and also the Poverty Reduction Strategy Paper (PRSP) of Georgia 

(for an outline of such a system of performance indicators, please refer to Chapter 6). When 

the performance indicators are in place a monitoring, evaluation and reporting system 

should be developed and implemented.   

¶ A detailed implementation plan should be prepared by the Ministry of Development and 

agreed upon with other stakeholders. Areas of actions included in this may subsequently be 

further developed. No doubt, one area of actions that will need to be further developed is the 

investment programme; FS 2008 only provides overall guidance for this programme. Most 

important is that the implementation plan provides all stakeholders - both national and 

international - with a solid overview of all areas of actions (for a very first draft 

implementation plan, please refer to Chapter 7).  

¶ A specially designed task force consisting of experts from, among others, the Ministry of 

Economic Development and Ministry of Finance should be formed with the purpose of 

directing, supporting and monitoring the whole process of integrating the F 2008 into the 

MTEF. It may launch separate capacity building activities, development projects or 

seminars. Furthermore, it may propose changes in national legislation and working 

procedures within the Ministry of Economic Development and Ministry of Finance 

regarding budget and capital investment planning in the WSS sector.   

BDD process It is worth emphasising that the integration of FS 2008 into the MTEF will 

contribute to the further development of the BDD process in Georgia, thereby providing substantial 

assistance to the Ministry of Finance in its efforts to improve the public budgeting process and 

overcoming current problems.
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INDICATORS FOR MONIT ORING THE IMPLEMENTA TION OF THE FS AND T HE 

DEVELOPMENT IN THE W ATER SECTOR 

Level of Monitoring 

There are two level of monitoring of the water sector: 

¶ at national level monitoring the implementation of the FS and related sector interventions 

for both urban and rural areas; and  

¶ at utility level monitoring the performance of the water utilities. 

The nature of these different systems is very different, requiring completely different sets of 

indicators. At national level the performance system needs to be established by an appropriate 

regional or national body to arrive at a complete picture of the sector. At utility level the present 

reporting system to IBNET can be used. The indicators should be specific and well defined, 

measurable and relevant for monitoring purposes. 

National Level 

At national level PIs should be utilised for monitoring the overall progress of targets for agreed 

action plans for the implementation of a financing strategy and reporting the status of the MDG, 

benchmarking at regional level and also against other countries. 

The national benchmarking should at least consist of indicators for: 

¶ Status for implementation of WSS sector plans; 

¶ Water sector investment allocation and actual spending; 

¶ MDG indicators for fulfilling MDG for improved water supply and sanitation - coverage 

data; and 

¶ Water sector benchmarking covering urban (selected PIs from the IBNET data) and rural 

water and sanitation. 

Utility Level  

At utility level the different urban utilities are already benchmarked in the corporation with 

IBNET
6
. 

                                                   
6
 IBNET, the International Benchmarking Network for Water and Sanitation Utilities, was started to link 

performance information from utilities around the world and to provide support to new and existing 

benchmarking schemes. The initiative was started by the World Bank in the late 1990s when it 

developed a suite of software tools and guidance documents to help utilities compile and share 

performance information. IBNET facilitates the sharing of cost and performance information between 
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Performance indicators for utilities are required to monitor and assess the status of the 

infrastructure, operating efficiency and financial performance of utilities; and they should also help to 

assess the degree to which operating and financial targets are being met.  

For the indicators to be effective and useful, they should be well defined based on data that can 

be collected with a reasonable reliability, and expressed as percentages or as a unit value (metric 

benchmarking), so that performance can be directly compared with other utilities and to establish and 

revise sector targets. A number of these indicators have been developed by WB and IWA and are 

used in the IBNET benchmarking of the Georgian urban water sector. For more detailed description 

of the PIs at utility level reference is made to WB, IBNET and IWA. In Table 0-1 is shown some 

important main indicators for Georgia - Country Profile. 

Table 0-1 IBNET Country Profile for Georgia 

2001 2003

76.5 86.6

58.3 68.5

600.9 569.8

540.4 513.8

42.6 42.5

121.18 122.88

5.7 8.4

0.058 0.077

2.51 2.33

0.040 0.057

935.0 779.3

54.9 52.1

0.703 0.76524.1  Operating Cost Coverage  (ratio) 0.699 0.870 0.890

23.2  Collection Ratio  (%) 60.3 63.0 65.4

23.1  Collection Period  (Days) 816.4 872.0 914.5

18.1  Average Revenue W&WW  (US$/m3 water sold) 0.044 0.072 0.084

12.3  Staff W/1000 W pop served  (W/1000 W pop served) 2.49 2.70 2.41

11.1  Operational Cost W&WW  (US$/m3 water sold) 0.066 0.084 0.097

8.1   % Sold that is Metered  (%) 7.5 9.3 10.1

6.2   Non Revenue Water  (m3/km/day) 123.73 113.32 109.67

6.1   Non Revenue Water  (%) 42.7 43.6 44.0

4.7   Residential Consumption  (l/person/day) 508.3 538.7 498.9

4.1   Total Water Consumption  (l/person/day) 565.8 604.7 560.5

2.1   Sewerage Coverage  (%) 65.8 67.0 67.7

2005

1.1   Water Coverage  (%) 84.4 86.5 86.9

Indicator 2002 2004

 
Source: IBNET (http://www.ib-net.org/IBNetProduction/CountrySearch.aspx) 

A large number of reports for Georgia can be generated from the IBNET database benchmarking 

water utilities utilising a large number of performance indicators. In Table 0-2  is illustrated one 

indicator for Georgia stored in the IBNET database. 

                                                                                                                                                              

utilities and between countries by creating a network of linked websites, through global partnership 

efforts. The development of IBNET is now supported by the DfID and the World Bank (www.ib-

net.org) 
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Table 0-2 Indicator 6.2 Non Revenue Water (m3/km/day) 

City Utility 2005 

Abasha Abasha  water and wastewater    

Batumi Batumi water and wastewater  164 

Borjomi Borjomi water and wastewater  48 

Gori Gori water and wastewater  50 

Gurdzhaani Gurdzhaani water and wastewater 12 

Kaspi Kaspi Water and Wastewater  11 

Khashuri Khashuri wastewater    

Khashuri Khashuri water  33 

Kobuleti Kobuleti water and wastewater  18 

Kutaisi Kutaisi Water and Wastewater  138 

Kvareli Kvareli  water and wastewater 12 

Marneuli Loal communal company Marneuli water and 
wastewater 

28 

Oni Oni water and wastewater  6 

Ozurgheti Ozurgheti water and wastewater  5 

Poti Poti water and wastewater  20 

Rustavi Rustavi wastewater    

Rustavi Rustavi water  17 

Samtrediya Samtredia wastewater    

Samtrediya Samtredia water  32 

Senaki Senaki water  6 

Tbilisi Tbilisi water and wastewater  159 

Telavi Telavi water and wastewater 36 

Terzhola Terzhola water and wastewater  1 

Tkibuli Tkibuli water and wastewater  5 

Tskhaltubo Tskhaltubo Water and Wastewater  4 

Zestafoni Zestafoni water and wastewater 3 

Zugdidi Zugdidi water and wastewater  20 

Average   109 

Source: IBNET data for Georgia. 

Monitoring at National Level 

To monitor the progress of the implementation of an agreed financing strategy and related agreed 

sector interventions, a set of indicators is recommended to be established at national level. Below is 

outlined example of recommendable indicators supporting different reporting purposes with the 

overall objectives to monitor the implementation of national interventions for improving the water 

sector. 

To monitor and report a decentralised task group should be established under a "National 

Performance Measurement Framework" (NPMF), who will work closely together with governmental 

organisations involved in data collection and processing of water related data incl. data sent to 

IBNET. 

The indicators should be designed with some flexibility to accommodate changes during 

implementation. Indicators are often multidimensional, and involve financial and physical 



 

67 

 

components that evolve over time attempting to measure the results of policy and managerial actions 

to improve performance of sector institutions. 

Status for implementation of sector plans 

To initiate water sector improvements at national level a number of strategies need to be 

prepared and approved and implemented. In Table 0-3 is shown some key sector reports required for 

initiation of sector improvements. The mentioned Water Sector Strategy and Action plan is envisaged 

to include assessment of investment policies and potential financing mechanism to support the sector 

improvements. The mentioned plans should of course be linked to other national plans like IWRM 

plans etc. 

Table 0-3 Selected Indicators for Sector Plans Preparation and implementation 

Indicator Unit of PI Purpose Target 

FS approved Y/N 

Date 

To start sector interventions Approved date xxx 

Implementation start date 

xx 

Finalisation date xx 

Water Sector Strategy 

and Action Plan 

prepared  

Y/N 

Date 

To establish a detailed targeted 

strategy for the waters sector, and 

to initiate "fast track" sector 

improvements. 

Approved year xxx 

Implementation start date 

xx 

Finalisation date xx 

Programme for 

monitoring of sector 

implementation 

prepared (NPMF) 

Y/N 

Date 

To establish the tool for monitor 

and reporting sector progress. 

Approved year xxx 

Implementation start date 

xx 

Finalisation date xx 

Fast-track mechanism Y/N 

Type 

Date 

The significantly accelerate the 

implementation of the national 

water sector improvements 

Date of approval 

Implementation start date 

xx 

Finalisation date xx 

Annual sector 

performance review 

report 

Y/N 

Date 

To monitor and publication of the 

progress in water sector 

improvements 

Annual publication 

Source: Consultant 
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Water sector investment allocation 

One of most important part to monitor is the funding of the sector improvements from all 

sources, and that the allocation is in accordance with the plans and that the intended impacts are 

achieved. In Table 0-4 is shown some key sector reports required for monitoring sector investment 

allocations. 

Table 0-4 Selected Indicators for monitoring Water Sector Investment Allocation 

Indicator Unit of PI Purpose Target 

Public spending in water 

sector, urban 

% of total public 

spending in all 

economic sectors 

Monitoring xx % per year 

Public spending in water 

sector, urban 

% of total spending in 

urban water sector 

Monitoring xx % per year 

Public spending in water 

sector, rural 

% of total spending in 

rural water sector 

Monitoring xx % per year 

Public spending in water 

sector, urban water supply 

% of total spending in 

urban water supply 

Monitoring xx % per year 

Public spending in water 

sector, rural sanitation 

% of total spending in 

rural sanitation 

Monitoring xx % per year 

Source: Consultant 

MDG indicators for fulfilling MDG for improved water supply and sanit ation 

There are two main indicators for fulfilling the MDG - the coverage of population with assess to 

improved water and coverage to sanitation. These two indicators are first level indicators, and are 

based on the second level indicators covering the number of urban and rural population with assess to 

safe water supply
7
 and basic sanitation, divided into the different technologies defined in MDG as 

improved water supply and sanitation. The second data level is based upon detailed data collection on 

regional basis for summarising the country status for achieving the MDG goal. In Table 0-5 is shown 

some key sector reports required for monitoring MDG status. 

                                                   
7
 Definition of safe water supply should be well defined. 
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Table 0-5 MDG First level Indicators 

Indicator- Water Supply Unit of PI Purpose Target 

Total population Number Used as basis for calculation - 

Total Urban population Number Used as basis for calculation - 

Total Rural population Number Used as basis for calculation - 

Urban WS coverage with 

improved WS 

% To report MDG status - coverage is 

based on detailed data collection. 

XX % 

Rural WS coverage with 

improved WS 

% To report MDG status - coverage is 

based on detailed data collection. 

XX % 

Total urban pop. covered 

by piped WS 

% Coverage is based on detailed data 

collection. 

- 

Total urban household 

connection to WS 

% Coverage is based on detailed data 

collection. 

- 

Total rural household 

connection to WS 

% Coverage is based on detailed data 

collection. 

- 

Indicator - Sanitation Unit of PI Purpose Target 

Urban sanitation 

coverage with improved 

WS 

% To report MDG status - coverage is 

based on detailed data collection. 

XX % 

Rural sanitation  

coverage with improved 

WS 

% To report MDG status - coverage is 

based on detailed data collection. 

XX % 

Total urban pop. covered 

by piped sanitation 

system 

% Coverage is based on detailed data 

collection. 

- 

Total urban household 

connection to piped 

sanitation 

% Coverage is based on detailed data 

collection. 

- 

Total rural household 

connection to piped 

sanitation 

% Coverage is based on detailed data 

collection. 

- 

Source: Consultant 
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Water sector benchmarking 

At national level selected key PIs is recommended to be established based upon the data 

collected at national, regional and utility level. Such data should not be detailed as the data as at utility 

level, but give an overview of the status and development of the sector. In Table 0-6 is illustrated a 

few PIs for monitoring and benchmarking purposes. 

Table 0-6 Water Sector Benchmarking 

Indicator, Economic 

and Financial 

Unit of PI Purpose Target 

Average investment 

cost per beneficiary in 

water sector 

GEL/cap./year Monitoring at beneficiary level xxx Gel/cap./year 

Household expenditure 

for water services 

% of household 

income  

Monitoring affordability - 

Indicator, Technical  Unit of PI Purpose Target 

Average urban water 

consumption 

lcd/cap Monitoring demand management 

and efficiency in resource utilisation 

xxx lcd/cap 

Total urban water 

production 

m
3
/year Monitoring demand management 

and efficiency in resource utilisation 

- 

Indicator, 

Organisational and 

institutional  

Unit of PI Purpose Target 

Number of staff in 

urban water sector 

Number of staff /m
3 

consumed 

Monitoring and efficiency in water 

management 

xx staff/ m
3 
consumed 

Number of private 

operated water utilities 

% population 

served by private 

operators 

Monitoring change in ownership 

and management of urban utilities 

- 

Source: Consultant 
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IMPLEMENTATION STRAT EGY 

Introduction 

In the Interim Report (attached in Appendix 1) is mentioned some main core problems and 

related challenges in the water sector based on a very draft problem analysis of the water sector in 

Georgia and based upon the consultants experience with strategic planning of water sectors in EECCE 

countries. 

The main future challenges are: 

Å Reinstating the operational safety of the water systems due to inferior and deteriorating service 

delivery in terms of reliability, constancy of drinking water, quality, and safety of water services 

to the Georgian population - primarily in urban areas; and 

Å Establishing of reliable overview of the situation in rural areas, especially in terms of access to 

safe water supply and basic sanitation. 

The inferior service delivery has significant social, environmental and economic impacts. 

Consumers suffer a major welfare loss in not having ready access to safe water and wastewater 

services. The population is also suffering from health impacts as outbreaks of water related epidemics 

have been seen recently. Problems of environmental pollution are worsening and non-compliance 

with current environmental standards. 

The problem complex can be divided into a set of external factors which impact negatively on 

the technical, financial and capacity situation at the service provider level to provide good quality 

water services, such as (not in a prioritised order): 

¶ Institutional/Policy reform; 

¶ Social constraints/affordability, and not least; and 

¶ Reliable data/information of the water sector especially the rural population (for the urban 

the Association of WSS utilities are taking positive step to improve the information gap). 

And external factors as service providers: 

¶ Technical condition of the facilities; 

¶ Low capacity/performance of the operation; and 

¶ Insufficient financial capability. 

NWSS&AP 

A financial strategy will not solve all of the above obstacles and challenges alone - the FS will 

outline the financial gap based on different scenarios, but it will not give specific interventions on 

how to prioritise the scare financial resources in order to achieve the planned target within the planned 

period. To determine the "what next to do" a National Water Sector Strategy and Action Plan 

(NWSS&AP) is therefore highly required to support the financing strategy. Part of the NWSSAP is an 



 

72 

 

assessment of investment policies and potential financing mechanism to support the sector 

improvements. 

The NWSSAP will propose a prioritised action plan including requirements in institutional 

changes which will support the long-term improvements in the water sector. 

Objective of National Water Sector Strategy 

The overall development objective for the National Water Sector Strategy and Action Plan 

(NWSS&AP) can be: 

¶ Improved hygiene, health and living conditions of the population of Georgia and improved 

environmental conditions achieved through more cost effective and sustainable water sector 

service improvements and service provision. 

The immediate objectives for the project are: 

¶ To support Georgian Government in development of a national strategy and action plan; 

¶ To strengthen Georgian Government to provide advice on utility institutional models; and 

¶ To support Georgian Government in identifying prioritised framework and action plan for 

sector investments; and 

¶ To support Georgian Government in identifying a national performance monitoring 

framework. 

Strategic Process 

The process of developing a National Water Sector Strategy and Action Plan is underway 

through different initiatives. A possible strategic process is visualised in Figure 0-1. 

Figure 0-1 The National Water Sector Strategy and Action Plan - Strategic Process 

Strategy

Implementation

Strategy

Development

Situational 

Analysis/Study

Step A

How is the present water

sector situation?

National Water Sector Profile

Step B

Where do we want to be?

Development objectives, key water 

policies and sector vision

Step D

How can we get where we want to 

be?

Assessment of issues, options and 

choices

Step C

Where are we now?

Assessment of present water

sector situation &

Identification of issues

Step E

Which way is best?

Strategy

Step F

How do we ensure achievement

of goals?

Investment Plan, Action Plans &

Implementation arrangements

Step G

How are goals achieved?

Implementation of strategy and action 

plans

 
Source: COWI 
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The process is divided into a first set of activities that focus on understanding basic development 

goals and the challenges and opportunities facing the sector in achieving its goals. The second set of 

activities represents the actual development of the strategy for overcoming the challenges to achieve 

the goals, and finally the third set comprises the actual implementation of the strategy. 

Step A Lack of a comprehensive overview of the water sector especially in rural areas 

necessitated an update of factual data on the current water supply and wastewater situation 

summarising the current situation with respect to a broad range of policy, institutional, legal, 

technical, financial and management issues.  

Step B Definition and agreement of development goals, programmes and policies for the 

sector need to be established, and will provide inputs to Step C. A sector vision of the desired future 

situation in the water and wastewater sector is essential for a focused, coherent, and consistent 

development of the sector. The formulation of the sector vision, therefore, should begin early in the 

strategy formulation process in order to guide the identification of strategic areas and actions. 

Step C Utilising the factual data collected in the Step A, an analysis of the problems and 

challenges currently facing the sector and outline key issues/problem areas to de dealt with. The 

purpose is to gain an understanding of where the sector is today in terms of the nature and extent of 

the problems it is facing. The thinking is that only by understanding the nature of the problems today 

are we able to identify realistic options to overcome them and achieve the goals of the future. 

Therefore, a key output of Step C is the problem analysis and a problem tree. A number of problem 

areas are identified and delineated. 

Step D is the analysis of a number of issues, options and choices to address the problem areas 

identified in Step C and link them to the output from Step B. 

Step E The assessment of issues and options in Step D forms a basis for deciding in Step E 

on the strategic interventions for the sector. Results of the assessment of options will be reviewed and 

specific strategic interventions will be proposed. In addition to the assessments in Step D, the proposal 

for strategic interventions will be based on their coherence and consistence in pulling in the same 

direction to achieve the sector development goals.  

Step F The Strategy will be supported by Action Plans to ensure the achievement of the set 

goals. The link to sector finance availability is a particular feature of the present strategic formulation 

process. The interlinkages to the sector financing study makes it possible to readily calculate the 

financial requirements and financial viability of the strategic interventions considered (update of FS). 

Much of the groundwork for assessing to financial viability has already taken place during the 

assessment of options in Step D, but a consolidated financial assessment will be performed in Step F. 

On this basis investment plans that observe existing resource availability will be developed. Finally, 

Step F also elaborates on more detailed Action Plans to implement the strategic interventions, 

including the establishment of implementation and monitoring mechanisms - NPMF. 

Step G The final step Step G is the actual implementation of the Strategy and Action Plans. 

As shown in  Figure 0-1 the strategic process is circular, requiring feed-back from the implementation 

to a possible reformulation of goals and adjustment of the Strategy and Action Plans. 

Guiding Principles 

A number of Principles shall guide the development and implementation of the strategy, i.e.: 

¶ Cost recovery and financial viability of service providers; 




