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11. SECURITIES MARKET OF GEORGIA IN 2002

In 2002, the performance of the Georgian securities market
was determined by the economic growth in Georgia and the
situation with the securities market was in line with the general
economic situation. However, 2002 was a special year for the
Georgian securities market infrastructure. First and foremost,
because it was the first year after recovering independent
statehood, when the securities industry received neither direct
aid from donor-countries nor any special financial support from
the State. The system acquired immunity of functioning
independently.

As of December 31 2002, there were 1,773 joint stock
companies, which is 2 per cent of private law legal entities
registered in Georgia. By regions, this number is distributed as
follows: in Thilisi — 730, A.R. of Abkhazia — 7, A.R. of Ajara —
60, Guria — 56, Racha-Lechkhumi and Kvemo Kartli - 12,
Samegrelo-Zemo Svaneli — 184, Imereti — 277, Kakheti - 123,
Mtskheta-Mtianeti — 41, Samtskhe-Javakheti — 61, Kvemo
Karli — 135 and Shida Kartli — 87. Irrespective of a large
number of joint stock companies, the role of stock capital in
the economy of the country (market capitalization) is still low,
as well as the share of investments realized through issuance
of shares, with the frequency of issues and trading at the stock
exchange also pointing to this effect. This is explained by the
fact that the majority of joint stock companies have become
issuers of shares not by virtue of production growth, but
through implementation of privatisation policy. A share, as a
product of market relations, has derived from large-scale
privatisation of state enterprises.
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In 1995, there were 251 joint stock companies founded in
Georgia, In 1996 - 618, in 1997 - 214, in-1998 — 151, in 1999 -
160, in 200 — 124, in 2001 — 211 and in 2002 — 132.

In 2002, there were 282 enterprises admitted to sales at the
Georgian stock exchange, which is 16 per cent of all existing
joint stock companies. 267 issuers listed at the stock
exchange have more than a hundred stockholders. During the
accounting year, dealings in stocks at the exchange invoived
94 issuers, which is 33 per cent of the issuers admitted to
sales at the stock exchange. Altogether, during 2000-2002,
transactions were effected with the securities of 136 issuers,
which is 48 per cent of the companies listed at the stock
exchange.

In 2002, this positive trend towards capitalization of the stock
exchange persisted. While during 2000 it remained within GEL
50 million, starting from August 2001, this indicator has not
come below GEL 130 million, there were times, when the level
of market capitalization reached GEL 184 milion (in
December, 2001) and GEL 212 million (in February, 2002).
According to the data for September 2002, the size of stock-
market capitalization was GEL 135 million.

In 2002, market capitalization made up GEL 218 million, which
being 18.7 per cent in excess to the relevant indicator in 2001
(GEL 184 million) accounted for 2.99 per cent of total GDP.

1,347 transactions were eflected at the Georgian stock
exchange in 2002. The total volume of transactions was 11.5
million shares and the total value was GEL 8.4 million. As
compared to 2000, there was a 15 per cent reduction in the
number of transactions (in 2001 — GEL 13 million) and a
6 per cent growth in the volume of transactions (in 2001 - 10.9
million shares). In total, 535 deals with 26,635,620 securities
have been recorded since the first day of starting sales at the
Georgian stock exchange on 23 March, 2000. The totai
volume of sales has reached GEL 27,370,776.
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In 2002, shares of 94 issuers involved in dealings accounted
for 83 per cent of the total amount of securities placed for
sales at the Georgian Stock Sxchange, exceeding the relevant
indicator for previous years. In 2000-2002, transactions were
effected with BO per cent of securities placed for sales at the
stock exchange.

In 2002, control over the sales with securities outside the
exchange became tougher. However, rudiments of the
practice exercised during the first years of independence of
Georgia, when operations with securities were performed
either without or under a poor control, were not yet fully
eliminated. State regulation of the securities market reduced
considerably the volume of so-called “grey market” dealings
with securities outside the stock exchange.

Trading in securities outside the stock exchange represented
94 per cent of the total supply in 2000 and 57 per cent in 2001,
while in 2002, by preliminary estimates, it was 45-48 per cent.

In 2002, the securities market received important state suppornt
as for the first time, special stock exchange auctions were
conducted in the framework of the programme on state
properly management. Until 2000, stock exchange, as a
mechanism for carrying out privatisation, had been absolutely
ignored. The first such auction was held in December 10,
2002. As it was impossible to organize a specialized auction
untii at the tum of the year, the volume of sales was not large:
4 dealings in 36,646 shares with the total value of GEL 10,148
. It is remarkable, that it was in 2002 — at the end of the third
year of operations at the stock exchange - when it finally
became possible to realize the memorandum signed as early
as on July 14, 2000 between the Ministry of State Property
Management of Georgia, National Securities Commission of
Georgia and Georgian Stock Exchange and to start the
process of privatisation of shares owned by state through the
stock exchange. As is well known, privatisation continues to be
carried out in the form of competition, auction, lease with
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redemption and direct sale as provided by the curent
legislation. In all these cases, privatisation services are
performed by the state organisation itself. Privatisation through
the stock exchange is facilitating the growth of competition,
and makes the process more public and secure, forming a
reasonable market price for the privatisation iot.

The overall turnover on the securities market is low: in 2000
there were two issuers — “United Georgian Bank” and “Bank of
Georgia” - who accounted for 95 per cent of the value of deals,
in 2001 again there were two issuers — “Bank of Georgia” and
“Tbilisi" department store (80 per cent) and in 2002 - three
issuers — “United Georgian Bank”, “Borjomi Mineral Waters”
and "Sakkalakmshenproekti” (58 per cent). Nevertheless, a
certain progress observed in 2002 has not translated into a
trend.

In 2000, there were 272 issuers admitted to trading at the
Georgian Stock Exchange, in 2001 — 15 and in 2002 just 4
(“Topogeodezia” , “Gorigazi”, “Spetsmsheni’ and “Imeda”). in
2000 three issuers (“Khalibi”, “Tbilisi Holiday Centre”, hotel
“Vake") were removed from the list and all three of them by the
decision of the Board of Supervisors. In 2001, securities of two
issuers “Gantiadi” and “Mshenmechanizacia” were removed
from the list, the former due to splitting and the latter by the
decision of the Board. In 2002, the securities of 4 issuers were
withdrawn from trading (“Silikali”, Concem “Sakgvirabmsheni"
and Central Department Store), the first two of them - because
ot bankruptcy, the third due to its liquidation and the fourth by
the decision of the Board of Supervisors.

In total, since the date the Georgian Stock Exchange started
operating and up to now there have been three public offers
made by “Sakartvelos Sapondo Banki” (in June 22, 2000; cost
of issue — GEL 520,000), “Sakgvirabmsheni” (in October 12,
2000 - GEL 1,400,000) and “Industria Invest’ {in Oclober 2
2000 - GEL 30,000). Notably, all of them were placed outside
the stock exchange.

167



In 2002, primary public offers were not made at all. There are
two levels through which securities are admitted to the
Georgian Stock Exchange, these are listing and trading.

in June 2001, there were lwo issuers listing at the Georgian
Stock Exchange. These are “Bank of Georgia” and “Industria-
invest”. During 2002, the requirement of more than GEL
100,000 of capital stock with a 3 year history of being a legal
entity and the same time period for profit making necessary for
listing at the exchange was again met by both issuers.
Securities were withdrawn from the listing though, on the basis
of the declaration made by “Industria-Invest” in August 2002.
Since than and up to the end of 2002, the securities of only
one issuer “Bank of Georgia” were listed at the exchange.

In 2002, the requirements laid down for listing at the stock
exchange (the list is kept by the Securities Registrar) were met
by 282 issuers and hence, they have been admitted to the

system.

The securities market of Georgia is not yet in the position to
deliver accurate informalion about the structure of ownership.
in Georgia, shares were sold by way of privatisation, with the
centralised joint capital distributed by shares (traditionally and
practically it happens vice versa). This resulted in the
emergence of up to 50,000 shareholders. This process started
by privatisation certificates, free transfer of shares, zero
auctions, etc., is still underway. But as the shares are not soid
at the stock exchange, nobody knows their real, i.e. market
price. In 2002, as well as in previous years, the structure of
share ownership in Georgia, in terms of nominal value, made
an unrealistic picture. For Georgia, the indicator, in terms of
per capila cost, exceeds the similar indicator for many
developed countries. Of course, this is a “false” indicator and
increasing liquidity of shares and establishing the real price by
involving them into the trading at the exchange is one of the
main objectives. Real cost of shares has not been stated,
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owing to low or lack of liquidity, which is associated with the
poor financial position of issuers.

Actually, in 2002, there were no institutional investors in
Georgia. In contrast to other countries, specialized
privatisation investment funds in Georgia have failed to
transform into “investment companies” in the modern sense of
this concept. Along with some other factors, this has happened
because privatisation certificates were admitted without such
funds, which accounts for the failure to mobilize in funds at
least as much as four per cent of the total amount of
privatisation certificates.

There were various reasons as to the malfunction of
institutional investors, such as underdeveloped insurance and
pension systems and legal basis and ineffectiveness of state
management in carrying out reforms. For instance, save for a
parametric reform conducted several years ago and two
private pension schemes throughout the country, the Georgian
pension system has experienced no other changes and is
incompatible with the principles of a market economy.

Share of the State in ownership stifl remains large. At present,
the State hoids the majority shares of 223 joint stock
companies.

In 2002, there were one licensed stock exchange “Georgian
Stock Exchange” JSC and one licensed central depository
“Georgian Central Securities Depository” functioning in
Georgia.

The Central Securities Depository of Georgia performs
settlement and clearing of deals at the stock exchange. At
present securities of all 282 enterprises are admitted to trading
at the Georgian Stock Exchange.

During 2002, there were 740 broker's accounts and 2 for direct
clients opened at the Central Depository. In 2002, the Central
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Depository accuralely and duly performed clearing and
settlement of 1,347 operations effected at the exchange (the
total sum -~ 8,411,354 Lari). For these transactions
955,942,487 shares and 47,261,933 Lari were deposited at
the Central Depository.

The structure of operations performed by the Central
Depository in 2002 comprised of the following nine elements:
transfer of securities from savings to commercial accounts and
vice versa (37 per cenl, each); settlement of transactions at
the exchange (6 per cent); money transfer from a clearing
account to a commercial one and vice versa (5 per cent and 3
per cent, respectively); transter of money on a clearing
account of brokerage companies (3 per cent); transfer of
meney from a clearing account to the account of brokerage
companies in setllement banks (3 per cent); deposition of
securities (3 per cent); issue of securities (3 per cent).

Altogether, since the first day of operation of the Central
Depository and up to the reporting period inclusively, 40,711
operations (except for opening accounts) have been
performed. This on average equals to 30 operations per
account. Over 80 per cent of the total number of operations is
accounted by operations relating to arrangement of
commercial positions and settlements.

During 2002, a total of 742 accounts were opened at the
Central Depository (740 — broker-client and 2 direct accounts)
and 278 broker-client accounts were closed. As of 31
December 2002, the number of accounts opened at the
Central Depository has totaled 1,840, with 1,794 broker-client
accounts and 46 direct accounts.

In Georgia, public offers of securities are performed by
brokerage companies, which are licensed by the National
Securities Commission of Georgia. As of 31 December 2002,
there have been 35 licensed brokerage companies all ot which
are owners-members of the Georgian Stock Exchange. 33 of
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these companles are members of the Central Depository for
Securities of Georgia. 14 brokerage companies are granted a
right to trade in the Trading Hall under the rules approved by
the exchange.

Owners of these brokerage companies include not only those
natural and legal entities who are residents but also investors
from Great Biritain, Ireland and the USA. Out of the referred 35
brokerage companies, 33 are limited liability companies and 2
joint stock companies — “Kabarjina” and “Industria Invest”,
“Industria Invest” JSC is a reporting company with its
securities admitted to trading at the Georgian Stock Exchange.

Commercial banks, according to the Georgian law on
Securities Market, participate at the securities market through
affiliated brokerage companies. Six affiliated brokerage
companies out of these licensed brokerage companies, have
been established with the total share by commercial banks.
These are: “Georgian Stock Company” Ltd. (United Georgian
Bank), “TBC Broker" Ltd. (TBC Bank), “Kartu-Broker Ltd.
(Kartu Bank), “BG-invest’ Ltd. (Bank of Georgia), “GMB-
Group” Ltd. (Marine Bank of Georgia) and “Basis” Ltd. (Basis
Bank).

licensed brokerage company should keep records and their
copies as prescribed by company rules, present audited
financial annual reports, etc. During 2002, for non-compliance
with the accounting requirements (namely, for not submitting
financial reports) a hearing of cases of breach of the legislation
by brokerage companies took place at the open session of the
Commission, resulting in invalidation of lficenses of 6
brokerage companies, namely “Davi+ Itd.", “Georgian
Brokerage company Itd.", “Georgia Itd.", “Solomon Salman
itd.”, Kvant ltd.", “Brokerage company Anira Itd.”, which were
fined as provided by the Code on administrative violations.

Leaders among brokerage companies trading at the stock
exchange according to number of deals concluded by them,
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are “TBC Broker”, “BG-Invest” and “Galt &Taggart Securities”.
The number of deals made by these brokerage companies at
the exchange makes up 738, 171 and 151, which is
accordingly 77, 11 and 9.5 per cent of the total volume of
deals. As to the number of transferred shares, here the
leaders are “Bona”, “TBC Broker”, “Duka” and by the value ot
transactions the leaders are “Oden”, “TBC Broker” and
“Georgian Stock Company”. The value of transactions made
by these last is approximately 66 per cent of the total value of
overall dealings at the Exchange.

All officers of a brokerage company, who are authorized to
deal with clients under the Law on Brokerage Companies, are
licensed brokers. An officer participates in broker activities
only on behalf of an appropriate brokerage company. As of 31
December 2002, holders of a broker's licence have been 125
natural entities.

Despite the high number of brokerage companies, only some
of them are active participants at the market. However, in
Georgia, insurance companies and commercial banks show
litle interest towards thie securities market, as well as foreign
financial mediators.

For joint stock companies with a large number of shareholders
and for those joint stock companies whose shares are
admitted to trading at the stock exchange, it is particularly
important that the securities possessed by each shareholder
and their transfer are accurately registered. In Georgia,
Institute of Securities Registrar serves to this very purpose. In
January 24, 2002 one such license was issued to registrar
“Register —XXI 1td.". As of 31 December, 2002, there were 8
licensed securities registrars, seven of which were operating in
Tbilisi and one in Batumi. In total, the securities registrars are
keeping registers of 807 issuers. The securities registrar
“Compania-Centri* keeps register of 206 issuers and registrars
“National Register* Itd., “ICT Delamen” Itd., “Registrar Itd.",
“KavkasRegister” jsc, “Register-Center” ltd., “Capital-Centri"
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Itd., “Register XXI" Itd. keep records of 160, 146, 89, 87, 60, 45
and 14 issuers, respectively.

According to the yearly results of trading at the stock
exchange for 2002, at the exchange a leader among registrars
by the number and volume of transactions is “Register” itd.,
whose share accounts for 59 per cent of the number of
transactions, 33 per cent of the number of securities. As
reagrds the value of transactions, here “Compania-Centri” Itd.
is leading with its share accounting for 53 per cent of the total
value of transactions performed at the exchange.

The National Securities Commission provides altestation of
natural entities which keep registers. Those who possess a
qualification certificate of a securities register are authorized to
keep a register of securities with the registrar or directly with
Issuers. In 2002, this qualification certificate was granted to 6
natural entities and as of 31 December 2002, the total number
of the hoiders of such certificates has been 124.

Activities at the Georgian securities market are regulated by
the Law on Entrepreneurship (1994), Law on Non-State
Pension Insurance and Security (1998) and Law on Securities
Market of Georgia (1998) and other normative acts, including
those passed by the Commission.

The National Securities Commission, one of the most
important activities of which is directed at defining rutes of
operation at the securities market, has adopted 30 normative
acts and 14 of these were adopted in 2002.

In working out these normative acts the Commission was
guided by international experience. However, features specific
for Georgia, such as the real social and economic situation,
historical experience, current legislation, have been
generalized.
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Lack of practice of corporate management and, hence,
appropriate level of education in this domain result in frequent
cases of non-compliance with even such basic legal
requirements as holding general meetings by joint stock
companies. It concerns not only timing of these general
meetings but their holding, as such., Although empirical
experiences and observations point to this widespread
practice, it is impossible to precisely identify the scale, as
information on meetings arranged by joint stock companies
might have been published in any newspaper. This issue was
requlated through adoption by the Commission of the rule on
“Publication of the Notification Regarding a General Meeting of
Shareholders of a Reporting Company and for Sending out
Invitations to Shareholders” in April 15, 2002. The Commission
will, on a monthly basis, determine the print media in which the
information on assembly of the joint stock company is to be
published. For 2003 these newspapers are “Sakartvelos
Respublika”, “Svobodnaya Gruzia”, “Rezonansi” and “24
Saati".

In 2002, the Commission adopted rules on provision of reports
by securities registrars, requirements to contracts between
brokers and clients, transactions with public securities outside
the exchange, and nominal ownership of securities, which are
intended to increase the safety of investors and reduce the
scope of “grey market".

In 2002, with regard to shareholders’ rights protection, the rule
on the rights of holders of securities of accountable companies
and the commitments of members of the management body
towards them adopted by the Commission is of paramount
importance. This rule is supposed to significantly increase the
responsibility of officials such as a Chairman of the Board of
Supervisors and other members.

Rules adopted by the Commission raise the level of openness
and publicity with regard to operations carried out at the
securities market. In addition to the public disclosure of

174



information on transactions at the stock exchange on the same
day it was effected, the rules laid down by the Commission
provide for the openness of information on owners of five and
more per cent of company stock and the data referred to in
company reports. Such openness is the best means of public
control over enterprises, sometimes even more flexible and
efficient than supervision by State.

It is well known that positive results cannot be attained by
virtue of a good law unless there is proper supervision and
control over implementation.

Control over the Georgian securities market is administered by
the National Securities Commission of Georgia, which has
managed to achieve significant progress in such major
domains of its competence as creation and operation of the
securities market and market surveillance.

The primary activity of the Commission is dealing with the
issuers of securities and in particular, with reporting
enterprises.

Under the Law of Georgia on Securities Market, a reporting
company - except for the Stock Exchange, Central Depository
and Securities Registrar - is one which has issued public
securities of any class, i.e. securities admitted to the stock
exchange or/and “heid by record” by more than 100 owners of
securities.

it should be noted that establishment, merging, bankruptcy,
liquidation and other corporate processes go on permanently
and hence, the number of reporting enterprises is a
changeable value.

According to the data for 1 January, 2002, there were 415
reporting enterprises; further information for the first half of
2002 identified 399 such enterprises and as of 31 December
2002 the number of enterprises meeting criteria for reporting
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companies had totaled 447. In 432 of these companies the
number of shareholders exceeded one hundred and, although
in 15 enterprises it was less than a hundred, they have still
been admitted to trading at the stock exchange. As of 31
December, 2002, there were 282 enterprises admitted and
165 enterprises not admitted to the stock exchange. 267 of the
enterprises not admitted to the stock exchange hade more
than one hundred shareholders and in 15 enterprises the
number of shareholders was below hundred.

Appropriate securities of the issuers are assigned an
intemational identification number In accordance with the rule
on “identification numbers” approved by the Commission.

On the whole, in 2000-2002, an international identification
number has been assigned to the class of securities of 306
companies. In 2002, an identification number was assigned to
the class of securities of 286 enterprises, in 2001 — to 15
enterprises and in 2002 - to 5 enterprises (Joint stock
companies “Spetsmsheni”, ‘Imedi", “Topo-Geodezia”, “Teco”
and “GoriGas”.

Reporting companies are committed to certain obligations,
namely to regularly prepare and present for consideration to
the Commission and publish information on the particular
enterprise, which will be made available to all interested
parties. To this end, in accordance with “the Law on Securities
Market”, the Commission lays down rules on preparation and
filing of reports at the Commission, as prescribed by Law.

Reporting enterprises should prepare and present to the
Commission annual, semi-annual and current reports. Annual
reports should be presented within 90 days after the end of a
production year, semi-annual reports - within 45 days on
completion of the first half of the year and current reports
should be presented in a 15-day time-limit since occurrence of
any signiticant event. Annual and semi-annual reports are
required to contain tinancial statements.
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294 annual reports were presented to the Commission in
2002, i.e. 170 per cent more than in 2000 and 62 per cent
more than in 2001. In 2002, there were 253 semi-annual
reports presented to the Commission, which exceeded the
relevant figure for 2000 by 124 per cent and that for 2001 - by
72 per cent. As to current reports, in 2002 the Commission
received 28 such reports, which is the same as in 2001 and 64
per cent more than in 2000.

According to Aricle 54.1 of the Law of Georgia on
Entrepreneurship: “every year, a regular general meeting is to
be summoned within 2 months after completion of an annual
balance sheet, to discuss year-on-year results and other
issues on the agenda. Atticle 5 of the rule on preparation and
filing annual reports by the reporting companies requires from
enterprises to publicly disclose information on general
meetings of shareholders. Analysis of 294 annual reports
showed that in 2001, 132 enterprises (49 per cent) heid
general meeting of sharehoiders within the time limit specified
by Law, in 37 enterprises (12.5 per cent) it was delayed and
72 enterprises held no meeting at all. The Commission lacks
information with regard to 51 enterprises.

Pursuant to Articles 12, 14 and 16 of the Law on Securities
Market of Georgia, managers of these reporting companies
and holders of a large package of shares (5 per cent and
more) are accountable to the National Securities Commission
and other shareholders. Managers and major shareholders
should report to the Commission their portion of the stock of
the reporting company (in per cent).

Requirements of accountability for managers and major
shareholders of the company are laid down in the following
rules of the Commission: “on filing reports beneficial ownership
by managing body members of reporting company” (approved
by Statement N7 of the Commission of 7 August, 2000) and
“on disclosure of substantial acquisition or disposition of
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securities of reporting company” (approved by Statement No.9
of the Commission of 19 March, 2001).

During the reporing period, 279 original reports of 63
enterprises and 99 revised reports of 28 enterprises were
presented by the managers on securities beneficially owned
by them. Besides, 203 major shareholders have presented
notifications on acquisition or disposition ol 5 per cent and
more of the securilies of reporting companies.

On the whole, in 2000-2002, 425 major sharehclders of 153
companies presented notifications on disclosure of substantial
acquisition or disposition; reports by 898 managers ot 174
enterprises on the benelficially owned securities. The analysis
of these reports shows that 324 major shareholders were
managing body members.

In 2000-2002, the Nalional Securities Commission received
1,170 various reports submitted by 319 reporting companies,
including 584 annual, 513 semiannual and 73 current reports.

The Commission provides review and analysis of all these
reports, makes conclusions and sends to the relevant
enterprises comments on their compliance with the rules
established by the Commission and intemational standards on
financial accounting. Regarding the above-mentioned, in 2002,
the  Commission  delivered its comments and
recommendations relating to the reports to 238 enterprises.

As of 31 December 2002, the Commission has sent out 229
letters with comments on annual reports for 2000 and 9 such
letters on current reports. However, only 72 issuers have
responded to these letters, although, they contained
recommendations intended to help enterprises improve their
performance. This could be regarded a sign of yet low level of
corporate culiure. Feedback relating to annual reporls was
received from 68 enterprises and to current reports - from the
remaining 4 enterprises.
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In terms of transparency of information, Article 7 of the Rule on
Preparation and Filing Annual Reports lists financial categories
to be disclosed by the company, including such as dividends
paid, profit (loss) from operations and profit (loss) from
operations with ordinary shares. it is these company reports
and profit-and-loss accounts that allow judging about the
actual situation at reporting companies by dividends paid and
profit received or loss incurred. In total, 294 companies have
presented annual reports. According to financial accounting,
96 companies (32 per cent) of these are profit-making and 12
companies provide no profit-and-loss data. Profitability or non-
profitability of a company is somewhat provisional as the range
of profit may be GEL 1- 20 million and that of the loss may
vary from GEL 20 to GEL 20 million. As regards dividends, by
the data available to the Commission, in 2001 dividends to
shareholders were paid by 10 enterprises only.

The most important part of annual and semi-annual reports is
audited financial records, which should be produced in
accordance with the Georgian law on “Regulation of
accounting and reporting” and the rules set up by the
Commission, which meet international standards for book-
keeping. In 2002, annual, semi-annual and current reports
were submitted to the Commission by 304 enterprises. Of
these financial accounts of 166 enterprises were presented in
the form of International standards on book-keeping and the
rest — in the form of a traditional year-on-year balance sheet. It
should be stressed, that in a number of cases, conclusions of
the audit fail to avoid certain blemishes and inaccuracies
(often they do not cover International principles of auditing,
sometimes are inadequate,etc.).

According to Aricle 10 of the Rule on “Preparation and Filing
Annual Reports by Reporting Companies”, the annual report of
a reporting company is required to comprise audited financial
accounts for a production year produced in compliance with
financial standards defined by the rule.
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As the analysis shows, 20.4 per cent of reports submitted by
enterprises do not inciude a conclusion of the audit; 15.8 per
cent of conclusions on the annual reports of companies do not
satisty intemnational standards for audit and 11.5 per cent of
presented audit conclusions is incomparable with the financial
accounting itself.

Work of the Commission is further complicated by the fact that
the number of companies and members of managing body,
who ignore the requirements prescribed by Law, is still large.
Hence, it calls for realization of the function of law

enforcement.

That is- why, in 2002, apart from raising awareness of
shareholders and company management, placing legislative
requirements, providing appropriate explanations for abusers,
reminding to follow these requirements and time-limits, the
Commission has started to intensely implement the powers
granted by the Code against administrative breaches,
including investigation of cases of administrative violations and
fines.

During the period from June 2002, when the Commission
began to apply administrative powers and until 31 December
2002, there were 25 hearings on cases, asscciated with the
breaches of law by 295 enterprises and 10 brokerage
companies (in total, 305 legal entities). This resulted in
284 decisions {in 2002 — 251 decision, i.e. 88.4 per cent)
followed by imposition of administrative penalties imposed on
the managing body members of 275 enterprises and 9
brokerage companies (altogether 641 individuals, i.e. 87.7 per
cent).

It should be noted, that this endeavor of the Commission
produced an obvious effect — in 2002, as compared to 2001,
the number of those reporting companies whose managers
had realized their responsibilities and presented annual,
semiannual and current reports and accounts on beneficial
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ownership of securities by managing body members and
notifications on substantial acquisition and disposition of
securities of a reporting company as prescribed by law,
increased significantly (by 59 per cent). Besides, they either
signed contracts with the securities registrars or applied to the
Commission to obtain qualification certificate of a natural
person maintaining securities register.

During 2002, the overall sum of administrative sanctions
imposed by the National Securities Commission of Georgia
has totaled GEL 53.8 thousand, including GEL 1.4 thousand
relating to cases initiated in December 2007 on the grounds of
decisions made at the beginning of 2002. The entire sum of
administrative fines imposed by the Commission goes to the
State Budget.

As a result, proceedings on administrative violations started by
the National Securities Commission raised quite an important
issue. The problem is related both to the situation with entry of
the decisions of a regular meeting of joint-stock company
shareholders in company registers and to the accuracy and
completeness of the extracts from these records.

Hearings of cases of administrative violations ot law show that
frequently actuai changes have not been registered by the
time these proceedings took place, and so legally they were
regarded invalid and, in fact, we have one “de facto” and one
“de jure” situation, where the Commission, naturally, is guided
by legally valid data.

Complete data on a reporting company is often unavailable
even to the registrar of securities of this company. An
evidence of this is the data delivered by registrars to the
Commission for proceedings on administrative violations,
which upon investigation of the cases prepared on their basis
have proved to be inconsistent with the real situation.

181



Existence of the above-referred problems creates strong
obstacles to implementation of the decisions made by the
Commission and undermines efficiency of steps taken by the
Commissions towards law enforcement. In order to overcome
the referred challenges and to establish an effective
mechanism for providing data on corporations, and basing on
the experience gained from legal proceedings associated with
the cases of administrative law breaches, the Commission has
worked out a draft on legislative changes, which is now
underway. In future, the Commission should also improve its
relationship with executive bureaus, which has started in 2002
and has future perspeclive.

It should be mentioned that some of those who received a
penalty have appealed against the decisions ot the National
Securities Commission of Georgia made in 2002 with regard to
the cases of administrative breaches: one of the five appeals
is currently under consideration and another has been left in
force by Court.

As regards shareholders rights protection in the reporting
period, the response of the Commission to submitted
applications is worth noting, as these applications made basis
for starting legal proceedings against enterprises for
administrative violations.

According to the powers and requirements under the law of
Georgia on Control over the Entrepreneurial Activities, during
the reporting period the National Securities Commission has
issued four orders, Including: 1) control over the compliance
with the requirements of the current legislation regulating
securities market by a joint-stock company; 2) control over the
compliance with the legislation on the securities market; 3)
control over the compliance with the legislation on the
securities market regarding a transaction made with securities.
of a joint stock company; 4) checking the statement of
compliance of the activities of a securities registrar with the
requirements of the legislation on securities. The first three
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checks were completed during the reporting period and the
last started at the end of December 2002 and is currently
underway.

Availability of an accurate, timely and objective data on the
Georgian Securities Market is a guarantee for protection of
investors. Consequently, the National Securities Commission,
while carrying out its activities, pays much attention to
disclosure of information on public companies and informing
general public on legal and practical aspects of operation of
the Securities Market.

Notwithstanding the fact, that in 2002 there were many more
sources of information through which people could obtain data
on securities market than before, information was not provided
on a regular basis and remained unavailable for the general
public. The Commission also failed to publish its bulfetin in
2002. As to the web-site of the Commission its design and
contents would remain unchanged and for over half a year it
was blocked due to technical and financial problems of the
Commission. '

In 2002, for the first time, the State Department for Statistics of
Georgia published in its monthly bulletin information on the
financial market by quarters (in January-March, January-June,
January-September and January-December publications) in a
review of social and economic situation for 2002.

The National Securities Commission of Georgia sent, on a
quarterly basis, information on the situation at the national
securities market to all interested agencies, as well as to
representatives of foreign and international organizations.
These data were published in “Bugaltruli Agritskhva®
(Accounting) magazine'.

' 2000 No.1, No.6, No.7-8, No.9.
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An effective means of informing the general public on
theoretical and practical aspects of functioning of securities
market is a news page “Akcionerta Matsne” (Shareholders’
Herald) issued by the Securitles Industry Association of
Georgia. It is published weekly as addition to “Rezonansi”
newspaper. in 2002, there were 52 such publications.

Brokerage companies “Galt & Taggart Securities Ltd.” and “
TBC Broker Lid.” have to a large extent contributed to the
provision of information. “Galt & Taggart Securities Ltd.”
distributes by e-mail weekly, monthly, quarterly and yearly
“Market Survey”. It has up to 950 addressees; up to 300 of
them are in Georgia and the rest in the CIS countries, Turkey,
England, Germany, France and the USA. It also has a
quarterly publication “Macroeconomic Survey of the Leading
Georgian Companies” (in 2002, there were two issues
covering 40 and 50 companies, respectively). It has also
prepared Informative Reviews on some of the leading
companies, such as “Bank of Georgia”, “United Georgian
Bank”, “Kazbegi" and sectoral reviews, such as “Review of
Mobile Telecom sector”.

Since 1 January, 2001, “Galt & Taggart Securities” Ltd. has
introduced the “G&T Blue Chip Index” established on the basis
of 10 securities participating in trading at the Georgian Stock
Exchange. Changes of the “G&T Biue Chip Index” refiect
variation in prices at the stock exchange calculated on the
bases of the companies with the highest liquidity among those
admitted to the stock market. A list of corporate securities
participating in calculation of this index is not permanent. Its
changeability is dependent on market capitalization and
current liquidity of these companies. Revision of the list of
companies comprising this index is performed twice a year.
This information is distributed by the brokerage company
through its web-site,

2 www.galtandtaggart.ge
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Brokerage company “TBC Broker Ltd.” distributes its weekly,
monthly, quarterly, semiannual and annual publication
“Georgian Capital and Financial Market Reviews" via
electronic means. Reviews prepared by “TBC Broker Ltd.”
have up to 70 subscribers to the English version (both natural
and legal entities) and up to 310 subscribers in Georgia (on-
line - 240 natural entities and up to 70 legal entities, including
27 commercial banks). The scope of distribution covers 14
countries (the USA, Germany, France, Russia, the Great
Britain, ltaly, Armenia, the Ukraine, Turkey, Denmark,
Switzerland, Czech Republic, Hungary, Canada). On-line
information is available to all commercial banks in Georgia.

“TBC Broker” Ltd. periodically makes and distributes surveys.
In 2002 it prepared and distributed the following publications:
“Review — 5 years of the Georgian Lari" , “Stock Exchange”
(quarterly, monthly, semiannual, annual and current editions),
“Interbank Credit Auction” , review on a particular security
(“Sakkalakmsheni”, “Bank of Georgia”", “United Georgian
Bank”, “Tbilisi" department store, T-Bills). In addition,
information on applications submitted by clients {on purchase
and sale) is made continuously available to public through e-
mail.

In 2002, another brokerage company “BG-Invest Ltd.” opened
its web-site”.

Data on trading at the exchange is regularly distributed by
“Georgian Stock Exchange” JSC. On the day of each trading
session, the results are delivered by e-mail to information
agencies “BS-Press”, “Reuters”, “Sarke”, “Prime-News" and 1o
newspapers “Georgia Today" and “The Georgian Times".

In 2002, annual and semiannual reports of over 60 enterprises
were placed on the web-site of the Georgian Stock Exchange®.

3 www.thcbroker.com.ge
* www.sbi.ge
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In its monthiy bulletin the Federation of Eurasian Stock
Exchanges (FEAS, with its headquarters at the stock
exchange of lIstanbul) regularly publishes the main
performance indicators of the Georgian Stock Exchange, as
the joint stock company “Georgian Stock Exchange” is a
member of this federation.

Aricles, interviews and monographic papers published In
scientific and popular publications by members and employees
of the Commission play an important role in informing public
about the Georgian securities market and raising public

awareness.

On October 22, 2002 there was a meeting with the President
of Georgia Mr. Eduard Shevardnadze dedicated to the
discussion of activities of the Georgian securities market in
1999-2000. This meeting was an event of great importance
since the formation of the securities market in Georgia: above
all, it was the first attempt to summarize the past stage of
reforms in the securities market. Secondly, at this meeting the
activiies of the National Securites Commission were
evaluated for the first time and received full support on the part
of the President, all branches of authority, civil society,
international  financial organizations and responsible
representatives of friendly nations; thirdly, there were specitied
actions to be taken towards development of the stock market
in the short-term, including urgency of upgrading a legal
framework for capital market and corporate management.

This meeting with the President of Georgia is also important in
terms of comparing directions and measures for development
of the Georgian securities market in the short term. Some of
the priority measures should be outlined, namely: privatisation
— realization of state-owned shares through the stock
exchange (auctions); effective incorporation of securities (T-
Bills) into the secondary market system; increasing number of

° www.gse.ge
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financial instruments on the securities market, formation, as a
legal entity, of the enterprises established with 50 percent and
more share participation of the state; raising responsibility of
auditors and etc. Representatives of international orga-
nisations expressed willingness to facilitate developmenl and
regulation of the capital market in Georgia.

Attaining these and other objectives discussed at the meeting
would facilitate development of the securities market in
Georgia and bring it nearer to the world capital market.

The Commission, owing to circumstances beyond its control,
has proved unsuccessful in achieving an expedient level of
performance with regard to foreign relations or in forming a
comparable information system. Although there is still much
work to be done, the annual results, a detailed analysis of
which we have offered in this paper have a positive
assessment. However, we are optimistic about the future
developments and believe that the Georgian securities market
will be of paramount importance for economic reforms and the
economic growth and welfare.
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