
12 HEADLINE NEWS & ANALYSIS FINANCIAL
30 JUNE, 2014 | FINCHANNEL.COM

C M Y K

Rati BAKHTADZE
FactCheck

A
mendments to the 
Law of Georgia 
on Facilitating the 
Prevention of Il-
licit Income Legal-

ization were discussed at the 
plenary session of the Parlia-
ment on 4 April, 2014. The bill 
was proposed by Davit Ono-
prishvili, Member of the Par-
liamentary Majority. It should 
be noted here that the Parlia-
ment passed the bill during its 
third hearing on 29 May.

Giorgi Vashadze, Member 
of the Parliamentary Minority, 
stated the following during the 
first hearing of the new Law: 
“This [bill] implies that the 
[bank] account of every citizen 
of Georgia and the [bank] ac-
count of every business organi-
zation will be controlled by the 
executive branch. This means 
that they will need neither the 
court’s decision nor any kind of 
agreement with another entity 
in order to control who trans-
ferred what amount of money 
to whom. They do not need 
the court’s decision in order to 
have direct access to commer-
cial secrets”.

FactCheck wondered about 
the accuracy of the statement 
by the MP.

Before we discuss the Law it-
self, we should review the legal 
regulation which was in force 
prior to the adoption of the 
new law in Georgia.

The purpose of the Law of 
Georgia on Facilitating the 
Prevention of Illicit Income 
Legalization (updated 27 No-
vember 2013) is to create legal 
mechanisms against the legal-
ization of illicit income and fi-
nancing acts of terrorism and 
protect the legal rights and the 
interests of the public and the 
state. The Law regulates the 
relationships related to facili-
tating the detection and pre-
vention of illicit income legal-
ization in Georgia. 

The Law was implemented 
in practice by the Financial 
Monitoring Service of Georgia 
which was established under 
the National Bank of Georgia. 
Along with other rights, it is 
authorized to request and ob-
tain from monitoring entities 
additional information and 
documents available to them 
for the purpose of revealing 
the facts of illicit income legal-
ization, terrorism financing or 
other illegal acts. The Service 
is entitled to request confiden-
tial information about trans-
actions ( banking operations) 
as well as bank accounts and 
persons making banking trans-
actions as well as the parties to 
them (Article 10, 4 a).

According to the Law, moni-
toring entities include (Article 
3):

Commercial banks, currency 
exchange bureaus, non-bank 
depository institutions and mi-
crofinance organizations, 

a 1 )Entities engaged in the 
transaction of remittances,

a 2 ) Qualified credit institu-
tions,

Broker companies and secu-
rities registrars,

Insurance companies and 

non-state pension scheme 
founders,

Entities organizing lotteries 
and other commercial games,

Entities engaged in activi-
ties related to precious metals, 
precious stones and products 
thereof as well as antiquities,

Revenue Service a legal enti-
ty of public law of the Ministry 
of Finance of Georgia,

Entities engaged in the ex-
tension of grants and charity 
assistance,

Notaries; 
h 1 ) National Agency of Pub-

lic Registry a legal entity of 
public law,

Entity engaged in activities 
related to accounting and au-
diting,

Leasing companies,
Attorneys.
As we mentioned above, the 

Financial Monitoring Service 
of Georgia is a legal entity of 
public law and was created 
under the National Bank of 
Georgia.

According to Georgian law, 
a legal entity of public law is 
an organization created on the 
basis of a corresponding law, 
separated from state manage-
ment, performing political, 
state, social, educational, cul-
tural and other public authori-
ty independent of state control. 
(Article 2[1]).

According to the Constitu-
tion of Georgia, the National 
Bank of Georgia is indepen-
dent in its activities. The mem-
bers of Georgia’s legislative 
and executive bodies do not 
have the right to intervene in 
the National Bank of Georgia’s 
activities. The rights and obli-
gations of the National Bank of 
Georgia as the central bank of 
the country, the principles of 
its activity and the guarantee of 
its independence are defined in 
the Organic Law of Georgia on 
the National Bank of Georgia.

According to the bill adopt-
ed by the Parliament, the Fi-
nancial Monitoring Service of 
Georgia, a legal entity of public 
law created under the National 
Bank of Georgia, will be reor-
ganized and established as the 
Financial Monitoring Service 
of Georgia, a legal entity of 
public law and controlled by 
the Government of Georgia. 
Moreover, the Financial Moni-
toring Service of Georgia will 
present its annual report about 
its implemented activities to 
the Government of Georgia 
and it will be held accountable 
by the Government of Georgia.

According to the explana-
tory note to the bill: “The pur-
pose of adopting this bill is the 
reorganization of the Financial 
Monitoring Service of Georgia, 
a legal entity of public law cre-
ated under the National Bank 
of Georgia and establishing 
it as an independent service. 
This facilitates a more effec-
tive implementation of the Ser-
vice’s activities determined by 
the Law and the increase of the 
level of its independence.”

It is noteworthy that accord-
ing to the old law as well as 
the new Law, it has not been 
determined whether or not the 
Financial Monitoring Service of 
Georgia needs the court’s deci-
sion in order to get access to rel-
evant information. According 
to the Regulation of the Service, 
the entity appeals to the court 
only for the purpose of the sei-
zure of property (bank account) 
or the suspension of the trans-
action if there is a reasonable 
assumption that the property ( 
the amount of the transaction) 
may be used for financing ter-
rorism ( Article 3, Chapter 1).

The issue was aired by Mae-
stro broadcasting on the TV 
show “Business Contacts” on 
30 May. Azim Sadikovi, a rep-
resentative of the International 

Monetary Fund in Georgia, 
stated the following during the 
show: “International experi-
ence of the subordination of 
the Financial Monitoring Ser-
vice varies. In some countries, 
it is under the authority of the 
National Bank while in other 
places it is subordinate to the 
Ministry of Finance. We were 
unable to understand the mo-
tivation behind this change, 
however, the Government and 
the Prime Minister personally 
assured us that the Service will 
maintain its independence, it 
will be strengthened and confi-
dential information will be safe-
guarded. I would like to tell you 
that business is concerned in 
that regard. The Service should 
be based on two main princi-
ples: independence and confi-
dentiality. At this point, I have 
no reason to doubt the steady 
protection of either of them”.

We contacted the Economic 
Policy Research Institute in or-
der to acquire its opinion about 
the changes related to the Fi-
nancial Monitoring Service. 
The institute reported to us 
that: “The Economic Policy Re-
search Institute does not agree 
with the Government’s initia-
tive that the Financial Moni-
toring Service should fall un-
der the authority of the Prime 
Minister and we consider that 
the independence of the Finan-
cial Monitoring Service’s activ-
ities under the National Bank 
of Georgia was ensured, which 
is confirmed by the interna-
tional financial institutions. In 
the case of the adoption of this 
bill, we should expect that the 
confidence in the banking and 
financial sectors will be de-
creased which can be caused by 
the fear of control and pressure 
from the authorities. In addi-
tion, the risks of using this le-
verage by the government will 
be increased.”

FactCheck

Giorgi Vashadze:

“This [bill] implies that the [bank] account of 
every citizen of Georgia and the [bank] account of 
every business organization will be controlled by 
the executive branch. This means that they will 
need neither the court’s decision nor any kind of 
agreement with another entity in order to control 
who transferred what amount of money to whom.”

CONCLUSION
According to the new Law adopted by the Parliament, the Financial Monitoring Service of 

Georgia is not changing its legal status and maintains its status as a legal entity of public law. 
However, it will be controlled by the Government of Georgia and the Monitoring Service will be 
held accountable by the Government of Georgia. This was the reason why questions and concerns 
were raised in the banking-financial and business sectors about the possible interference by the 
Government in the future activities of the Service.

Giorgi Vashadze also mentioned in his statement that after the adoption of the new regulation, 
the Monitoring Service will access certain banking information without the court’s decision. It 
should be noted that the context of this part of the statement is incorrect due to the fact that the 
Financial Monitoring Service used to have this opportunity before and this does not constitute a 
change. According to the old and the new regulations, the Service is entitled to request any kind 
of information from the monitoring entities that is necessary for performing its duties without 
the court’s decision.

Therefore we rate the statement by Giorgi Vashadze: “This [bill] implies that the [bank] ac-
count of every citizen of Georgia and the [bank] account of every business organization will be 
controlled by the executive branch. This means that they will need neither the court’s decision 
nor any kind of agreement with another entity in order to control who transferred what amount 
of money to whom. They do not need the court’s decision in order to have direct access to com-
mercial secrets” is HALF TRUE.

HALF TRUE

The views expressed in this website are those of FactCheck.ge and
 do not reflect the views of The FINANCIAL or the supporting organisations

O
n 25 June, Pro-
Credit Bank invit-
ed seafarers to its 
branch in Batumi 
in in recognition 

of the international Day of the 
Seafarer.   

The international Day of the 
Seafarer is an initiative of the 
International Maritime Organ-
isation (IMO) and has been 
celebrated since 2011.  For the 
fourth year in a row, various 
events were organised for peo-
ple working in this profession in 
Georgia as well as elsewhere in 
the world.  This year, ProCredit 
Bank did not miss the chance to 
celebrate the event, throwing a 
party for seafarers at its Batumi 
branch.  

After the branch manager’s 
official speech, the guests 
watched a great pantomime 
performance written especially 
for seafarers.  An interesting 
quiz was organised with vari-
ous prizes and all participants 
received courtesy gifts. The eve-
ning ended with a buffet dinner.  

“Seafarers play a key role in 
the country’s economic devel-
opment, so their role and con-
tribution should be appreciat-
ed. ProCredit Bank once again 
congratulates all seafarers on 
the international Day of the 
Seafarer and wishes them good 
health and peace of mind”, 
said Natia Tsulukidze, Ba-
tumi Service Point Coordi-
nator.

ProCredit Bank 
celebrates international 
Day of the Seafarer!

buddies, political patronage, 
and for beautifying the un-
employment statistics, then 
economic development and 
government sector share 
are unrelated. Therefore, in 
low-income countries a large 
public sector is more likely 
to indicate a problem than 
in a developed country. In 
Azerbaijan, public employ-
ment arguably accounts for 
more than 55% of the labor 
force (ILO data from the end 
of the 1990’s, newer data not 
available), which does not 
mean that Azerbaijan is a 
particularly developed coun-
try. Rather, the Azerbaijani 
public sector is ballooned 
and much bigger than what 
would be justified by the 
state of economic develop-
ment.

So, while 12% do not trig-
ger off the alarm bells, one 
cannot use this data to reas-
sure the critics that there is 
no problem with nepotism in 
the public sector.

WHAT 
TO DO 
ABOUT IT?

Georgia is the undisputed 
world champion in killing 
off corruption, at least when 
it comes to the highly vis-
ible petty corruption, wide-
spread before 2003. This 

includes measures like mak-
ing the admission exams for 
universities an example for 
the world how to organize 
exams in a fair, clean, and 
objective way. Yet if a coun-
try can organize its admis-
sions exams in a perfect way, 
it is also possible to rid its 
personnel management from 
nepotism. Organizing an ad-
mission process and an ap-
plication process is not very 
different in the end. Is there 
a lack of political determina-
tion, perhaps because public 
employment is a convenient 
way to cater political clien-
teles? 

It is more difficult to ad-
dress the problem in the pri-
vate sector. Here it has to do 
with mentality. As long as 
entrepreneurs and manag-
ers consider family ties and 
friendships more important 
than the success of their 
firms, the problem will per-
sist. 

Perhaps, one can raise 
public awareness through 
open discussion. While there 
is nepotism everywhere 
when it comes to entrepre-
neurs and owners of compa-
nies, in North-Western Eu-
rope and the USA it would be 
seen as a drastic abuse of of-
fice if an employed manager 
would hire family members. 
If detected, such a manager 
would face dire consequenc-
es. Having a public debate 
on the issue might help to 
raise standards in Georgia 
as well.  

Georgian Nepotism
Continued from p. 2
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Dimitri 
Lortkipanidze:
 
“The wage fund has 
increased by 64 percent 
in the approved budget 
of Tbilisi, from 29 
million to 45 million. 
The City Council 
purchased 22 new cars.”

CONCLUSION
Dimitri Lortkipanidze is not accurate when he talks about the Tbilisi budget for 2014. The 

salaries of employees in the first version of the budget were GEL 44, 520, 300 (and not GEL 29 
million as the mayoral candidate was indicating). After the changes, salaries increased by 7.13 % 
and amounted to GEL 47, 695, 300. The result of the budget changes (GEL 47, 695, 300) is more 
than GEL 45 million as indicated by the candidate in the statement. However, the interpretation 
of Dimitri Lortkipanidze’s stated fact is not correct since the wage fund was not determined as 
GEL 29 million in the initial version of the budget and therefore it has not been increased by 64 
% as a result of changes.

As for the second part of his statement, Tbilisi City Council did purchase 28 cars in the period 
2012-2013. 

Accordingly, we conclude that Dimitri Lortkipanidze’s statement: Before 14 March 2014, un-
precedented things were happening in terms of Tbilisi’s approved budget. The wage fund in-
creased by 64 percent, from 29 million to 45 million. The City Council purchased 22 new cars” 
is HALF TRUE.

FactCheck

HALF TRUE

The views expressed in this website are those of FactCheck.ge and
 do not reflect the views of The FINANCIAL or the supporting organisations

Nino TURIASHVILI
FactCheck

D
ebates among 
Tbilisi’s mayoral 
candidates were 
aired on TV3 on 
29 May 2014. 

Dimitri Lortkipanidze, Tbili-
si’s mayoral candidate from 
“the Nino Burjanadze United 
Opposition”, stated that until 
14 March the wage fund in-
creased by 64 percent in the 
approved budget of Tbilisi, 
from 29 million to 45 million. 
The City Council purchased 
22 new cars.”

FactCheck wondered 
about the accuracy of the 
statement and verified its ac-
curacy.

We contacted Dimitri Lort-
kipanidze in order to verify 
his statement. He told Fact-
Check that in the first ver-
sion of the Tbilisi budget for 
2014, the compensation of 
employees was GEL 29 mil-
lion in total which was un-
precedentedly later increased. 
Since the 1 October 2012 elec-
tions, Tbilisi City Council has 
purchased 28 cars.

The Tbilisi budget for 2014 
was approved after months 
of debate. Tbilisi City Coun-
cil twice rejected the Tbilisi 
draft budget for 2014, on 
29 December 2013 and 12 
February 2014.Irakli Shi-
khiashvili, Chairman of the 
City Council commented on 
the rejection of the budget 
and stated that the budget 
should serve the capital city 

and not the United National 
Movement. The rejection of 
the budget by the City Coun-
cil was assessed as politically 
motivated by Transparency 
International Georgia, which 
stated that this process has 
been delayed mainly for po-
litical reasons. In the end, the 
draft budget was approved a 
few months later on 7 March 
2014. 

FactCheck requested the 
initial version of the city bud-
get from Tbilisi City Council.  
According to the information 
provided in the sixth chapter 
(p. 84) of the initial draft bud-
get (attachment: 1 project-
Tbilisi budget), the number of 
employees in Tbilisi’s repre-
sentative and executive bod-
ies was determined to be 2, 
203 people and GEL 44 534, 
4000 was allocated for their 
salaries.

According to the informa-
tion provided in the Tbilisi 
budget 2014 approved on 7 
March (attachment: Bud-
get 1) (Chapter Four, Tbilisi 
City Budget Appropriations), 
the number of people em-
ployed in Tbilisi’s represen-
tative and executive bodies 
is 2,199. Remuneration plan 
for the employees was deter-
mined as GEL 44 520, 3000. 
(p. 82).

According to the statement 
by Dimitri Lortkipanidze, 
amendments were made to 
the Tbilisi budget for 2014 be-
fore 14 March and as a result 
the wage fund was increased 
by 64 %, from GEL 29 million 
to GEL 45 million. It is note-

worthy that after the approval 
of the final version, amend-
ments were again made to 
the budget on 14 April 14. 
The number of employees 
in Tbilisi’s representative 
and executive bodies has not 
changed in the new version of 
the budget (attachment: bud-
get 2) while the remuneration 
plan for these employees was 
determined as GEL 47,695, 
3000. (p.86). Changes made 
in the remuneration plan are 
obvious although salaries in-
creased by approximately 7,13 
percent and not the percent-
age indicated by Lortkipan-
idze.

Dimitri Lortkipanidze also 
mentioned the purchase of 
22 cars by Tbilisi City Coun-
cil in the second part of his 
statement. In his discussion 
with FactCheck, he indi-
cated this number to be 28 
cars . Tbilisi City Council has 
not announced a tender for 
the purchase of new cars in 
2014 which is also verified 
by the information published 
on the website of the State 
Procurement Agency. As for 
the purchase of cars in 2012-
2013, according to the data 
obtained by the Institute for 
Development of Freedom of 
Information (IDFI), Tbilisi 
City Council purchased 28 
cars in 2012-2013 and with 
a total cost of GEL 915, 725. 
However, it is noteworthy 
that IDFI began its reporting 
period from 1 January, 2012 
instead of 1 October as Dimi-
tri Lortkipanidze mentioned 
with FactCheck.

also has production in Russia. 
Due to the political unrest in 
Ukraine Mziuri Ltd has shifted 
to the Russian market.

“The Ukrainian unrest 
caused logistical problems for 
our company. At first we were 
importing products by train. 
Later we moved to containers 
and finally, when transporta-
tion by containers became a 
problem, we were forced to 
import by road transportation. 
Importing goods from Ukraine 
to Georgia by road transporta-
tion has beenvery harmful for 
our company. The self cost of 
the product has significantly 
increased for us, meanwhilewe 
have not changed the price,” 
said Akhvlediani.

Trade is one of the most 
developed sectors in Georgia. 
According to Akhvlediani, 
the lack of development of lo-
cal production is the reason 
behind the popularity of the 
trade sector in Georgia. “If we 
consider cooking oil as an ex-
ample, we will see that there is 

only one oil-producing com-
pany operating in Georgia, in 
Batumi,which was founded 
four years ago. The situation 
is similar in other segments. 
There are some categories of 
foodstuffs that are produced 
locally and supply local de-
mand, but the majority of 
them remain dependent on 
import,” he explained.

“We cooperate with the 
representatives of numerous 
countries. With each of them 
we have a different relation-
ship. However, with the rep-
resentatives of CIS member 
countries we have even more 
varied relations. It is more 
than a business partnership. 
Personal relations in this busi-
ness are important,” said Akh-
vlediani.

Before deciding which 
product to importthe compa-
ny conducts market research. 
Participation at various ex-
hibitions is also important 
for analyzing consumer de-
mands.

Akhvlediani distinguished 
the year 2010 as being the 
most active for his company. 

“We had a large increase in our 
product portfolio and the ma-
jority of them were successful. 
In 2009 we started importing 
the oil Razumnitsa at the be-
ginning of the year and by the 
end of year 2010 we had a real-
ization figure of 5000 tonnes. 
This was quite a good result 
for a new brand. Razumnitsa 
was a successful project over-
all,” he said.

“Two years ago we started 
cooperation with Kimberly- 
Clark Inc. It brought us good 
sales. We had 60% growth in 
just one year, which is a re-
ally good result,” Akhvlediani 
added.

Mziuri has its bases in Kutai-
si, Batumi and Akhaltsikhe. 
70% of Oleina’s sales are made 
up by Tbilisi. “Whencompar-
ing the whole sales portfolio, 
there is 40-60% diversifica-
tion in the regions and Tbilisi 
is in accordance with that. The 
Adjara region can be distin-
guished as the most active and 
subtle, in terms of meeting 
obligations, for our company,” 
Akhvlediani told The FINAN-
CIAL.

Mziuri Demands Protection of 
Distributors on a Legislative Level
Continued from p. 8

The FINANCIAL 

A
cross the Euro-
zone markets 
surveyed, on av-
erage about 30% 
of banks cannot 

rule out further capital raising 
post-AQR. Across the whole 
sample of European banks, a 
significant minority of banks 
(8%) fully expect to have to 
raise further capital following 
the AQR and a further 20% 
think they might still need 
to raise capital, according to 
Ernst & Young Global Limited.

Banks in Germany were 
most bullish with just 4% ex-
pecting to have to raise capi-
tal and a further 2% unable 
to rule it out. Banks in Spain 
were least confident with 35% 
expecting to have to raise 
more capital and 25% unable 
to rule it out.

The survey was conducted 
in March 2014 and, by the 
end of polling (4 April), six 
Eurozone banks had already 
executed a capital raising ini-
tiative this year. By 4 April 
2014, Eurozone banks had 
raised US$11b compared to 
US$2b for the same period in 
2013. Since then another 10 
banks have announced plans 
to raise capital prior to the 
completion of the AQR. In to-
tal this year, European banks 
have already raised US$35b 
of equity, which is 70% more 
than was raised in the same 
period in 2013.1

MARKET DIVIDED 
ON LOAN-LOSS 
PROVISIONS

Thirty percent of banks also 
expect to have to raise provi-
sions this year. Banks in Spain 
and Austria are most likely 
to raise provisions: banks in 
Spain have lingering concerns 
about sovereign debt prob-
lems and have been required 
to revalue their real-estate 
portfolios; banks in Austria 
are least confident about the 

economy and are more ex-
posed to Eastern Europe.

However, the improving 
economic conditions mean 
that 23% of banks expect to be 
able to release provisions in 
the next six months, which is 
an improvement on H2 2013, 
when just 14% expected to 
be able to release provisions, 
according to Ernst & Young 
Global Limited.

In part, this market divide 
can be traced back to local-
market concerns about the 
economy and lingering con-
cerns about sovereign debt, 
but there is also a clear cor-
relation with pressures put 
on banks by the AQR. Only 
banks in the UK and the Nor-
dics believe that on balance 
total loan-loss provisions will 
decrease this year.

AQR pushing out the time 
frame for any major Europe-
an banking consolidation

When asked in 2012 if 
they expected major consoli-
dation within the industry, 
50% of banks surveyed said 
they expected consolidation 
within the medium to long 
term. However, major con-
solidation in the market has 
yet to materialize and banks 
in most markets expect any 
major consolidation to still be 
three years away. Just 7% of 
respondents anticipate large-
scale consolidation in the next 
12 months, but 63% expect 
medium- to large-scale con-
solidation in the next three 
years, according to Ernst & 
Young Global Limited.

“There remains a general 
consensus that medium- to 
large-scale consolidation in 
the European banking mar-
ket is inevitable. However, 
it is still early for the Euro-
pean economic recovery and 
with the AQR on the horizon, 
most institutions remain cau-
tious of major acquisitions in 
the near-term, so the times-
cales for this activity are be-
ing pushed out,” said Robert 
Cubbage, Europe, the Middle 
East, India and Africa (EME-
IA) Lead for Banking and 
Capital Markets at EY.

Over the past five years, 
many banks have sold assets 
as they raised capital and re-
structured their businesses, 
but with the bulk of balance-
sheet shrinking and tactical 
restructuring completed, the 
number of bankers expecting 
asset sales even on a small 
scale has fallen, with 45% ex-
pecting no activity at all over 
the next six months. Where 
banks are considering expan-
sion overseas/outside of Eu-
rope, alliances are the most 
attractive option, according 
to Ernst & Young Global Lim-
ited.

OVERALL 
HEADCOUNT 
CONTINUES TO 
FALL BUT PAY IS 
EXPECTED TO 
INCREASE

Headcount continues to fall 
but the pace of cuts is slowing 
in most countries. A signifi-
cant number of banks expect 
further job losses in Austria 
(53% of banks), France (40% 
of banks) and Switzerland 
(35% of banks), where cost-
cutting remains a key con-
cern. However, in the Nordics 
and the UK, where institu-
tions are beginning to focus 
on growth, nearly half of re-
spondents expect to increase 
headcount. The greatest cuts 
continue to be in head-office, 
operations and IT, whereas 
banks are recruiting in com-
pliance and growth areas such 
as private banking. 

Most bankers expect their 
pay to remain relatively level, 
but 28% expect pay to in-
crease. A quarter of respon-
dents expect pay increases of 
2% or more in 2014 – which 
is above the current rate of 
inflation in the Euro area and 
the average wage inflation in 
Europe (currently 1.5%). At 
the top end of the scale, 4% 
of respondents expect double-
digit pay increases. 

Thirty Percent of 
Eurozone Banks May 
Need More Capital


