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Corporate governance
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Capital Market Supervision Department, the NBG
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IAASB

IAS

IASB
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IFRS for SMEs

IMF
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Issuer
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Joint Stock Company

Law on Accounting, Reporting and Audit 

Law on Entrepreneurs 

Ministry of Economy and Sustainable Development

Ministry of Finance 

Organisation for Economic Cooperation and Development

National Agency of State Property

National Bank of Georgia

Public Interest Entities

Report on the Observance of Standards and Codes

State Audit Office 

Service for Accounting, Reporting and Auditing Supervision

Securities Market Law 

State Owned Enterprise

JSC

LARA

LoE

MOESD

MOF

OECD

NASP

NBG

PIE

ROSC
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SARAS
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WHAT IS CORPORATE 
GOVERNANCE? 

Corporate governance refers to the structures and 
processes for the direction and control of companies. 
It specifically concerns the relationships among 
the management, board of directors, controlling 
shareholders, minority shareholders and other 
stakeholders. Good corporate governance contributes 
to sustainable economic development by enhancing 
the performance of companies and increasing their 
access to outside capital. 

The G20 / Organisation for Economic Cooperation 
and Development (OECD) Principles of Corporate 
Governance provide the framework for the work of 
the World Bank Group in this area, identifying the key 
practical issues: the rights and equitable treatment 
of shareholders and other financial stakeholders, the 
role of non-financial stakeholders, disclosure and 
transparency, and the responsibilities of the board.

WHY IS CORPORATE 
GOVERNANCE 
IMPORTANT? 

For emerging market countries, improving corporate 
governance can serve a number of important public 
policy objectives. Good corporate governance 
reduces emerging market vulnerability to financial 
crises, reinforces property rights, reduces transaction 
costs and the cost of capital, and leads to capital 
market development. Weak corporate governance 
frameworks reduce investor confidence and can 
discourage outside investment. Also, as pension 
funds continue to invest more in equity markets, 
good corporate governance is crucial for preserving 
retirement savings. Over the past several years, 
the importance of corporate governance has been 
highlighted by an increasing body of academic 
research. Studies have shown that good corporate 
governance practices have led to significant increases 
in economic value added of firms, higher productivity, 
and lower risk of systemic financial failures for countries.

ABOUT THE CORPORATE  
GOVERNANCE ROSC
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THE CORPORATE 
GOVERNANCE ROSC 

Corporate governance has been adopted as one 
of twelve core best-practice standards by the 
international financial community. The World Bank is 
the assessor for the application of the OECD Principles 
of Corporate Governance. Its assessments are part of 
the World Bank and International Monetary Fund (IMF) 
program on Reports on the Observance of Standards 
and Codes (ROSC). 

The goal of the ROSC initiative is to identify 
weaknesses that may contribute to a country’s 
economic and financial vulnerability. Each Corporate 
Governance ROSC assessment benchmarks a 
country’s legal and regulatory framework, practices 
and compliance of listed firms, and enforcement 
capacity vis-à-vis the OECD Principles. 

  The assessments are standardized and systematic 
and include policy recommendations and a 
country action plan. In response, many countries 
have initiated legal, regulatory, and institutional 
corporate governance reforms.

  The assessments focus on the corporate 
governance of companies listed on its stock 
exchange. At the request of policymakers, the 
World Bank can also carry out special policy 
reviews that focus on specific sectors, in particular 
for banks and state-owned enterprises.

  Assessments can be updated to measure progress 
over time.

  Country participation in the assessment process, 
and the publication of the final report, are 
voluntary.

By the end of December 2020, 86 assessments had 
been completed or were underway in 58 countries 
around the world.
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1. This report assesses the Republic of Georgia’s 
corporate governance (CG) policy framework, as it 
stands in December 2021. The ROSC report highlights 
recent improvements in CG regulations, assesses 
actual practices, makes policy recommendations, 
and provides investors with a benchmark against 
which to measure CG in Georgia. The report focuses 
on the governance of public interest entities (PIEs), 
which in Georgia are defined by law to include listed 
companies, banks, and state owned enterprises 
(SOEs).1 The report draws on several sources of data, 
including a detailed country assessment completed 
by Dentons Georgia LLC, that covered both the 
legal framework and CG practices. In addition, the 
team interviewed key stakeholders, and met with 
companies to validate and expand the report’s 
findings.

2. Recommendations draw on a range of 
internationally recognized standards, guidelines, 
and practices, and the latest available research 
produced by the World Bank and others. In 
particular, it draws upon the G20/ OECD Principles of 
Corporate Governance, and OECD Guidelines on the 
Corporate Governance of State-Owned Enterprises,2 
which are the leading benchmarks aspired to by OECD 
member states. The Report also uses the policies 
and practices outlined in the World Bank’s integrated 
State-Owned Enterprises Framework (iSOEF) and 
Toolkit on Corporate Governance of State-Owned 
Enterprises,3 for the assessment of SOE governance 
frameworks and practices. 

3. This report offers a comprehensive assessment of 
the existing CG policies and practices in Georgia, and 
suggests policy recommendations for consideration, 
which are summarized in a sequenced action plan. 
The report and its recommendations are tailored to 
the country’s context and its current development 
stage, and reflect the recent improvements to the legal 
and regulatory environment. The executive summary 
follows the report’s main chapter headings and is 
organized into these five sections:

  Commitment of the public and private sectors to 
reform

  Shareholder rights

  Disclosure and transparency

  Boards of directors

  State Owned Enterprises (SOEs)

COMMITMENT OF THE 
PUBLIC AND PRIVATE 
SECTORS TO REFORM

4. Over the past five years CG has received 
increased attention from the Government. Proper 
implementation of good CG is expected to contribute 
to stronger growth and long-term accountability and 
sustainability. 

 1  Law of Georgia on Accounting, Reporting and Audit (2016).

 2  OECD Guidelines for Corporate Governance of SOEs (revised edition, 2015).

 3  Corporate Governance of State-Owned Enterprises, a Toolkit, World Bank Group (2014).

EXECUTIVE SUMMARY



9Executive Summary

5. Prior to 2015, the Georgian legal and regulatory 
framework on CG was limited. There was no CG 
code or regulation for issuers of securities, and only a 
voluntary Code for banks which was not perceived to 
be influential. SOE ownership and governance reforms 
were minimal. According to a 2015 study, Georgia was 
the only country in the Europe and Central Asia region 
without any kind of CG code for issuers.4

6. Since the Georgia - EU Association Agreement5 
came into force in 2016, the legal and regulatory 
framework has undergone a total transformation:

  The Law on Entrepreneurs (LoE) was significantly 
updated in 2021. It provides a well-drafted 
modern company law framework that improved 
significantly upon the previous law and brings the 
Georgian legal framework in line with the relevant 
EU legislation and directives. It fills in many 
previously existing gaps, including, for example, 
fiduciary duties of supervisory board members, 
capital reduction provisions, shareholder rights, 
and modern shareholder meeting procedures.

  The Code of Corporate Governance for Issuers 
(CGCI), approved in 2021, significantly improves 
the CG framework for securities issuers, and 
brings it closer in line with the OECD Principles of 
Corporate Governance. The CGCI was issued by 
the NBG and is designed to be applied to issuers 
on an “apply or explain an alternative" approach. 
Companies are required to submit annual 
reporting on their compliance with the Code and 
post respective information on their websites.

  The Code of Corporate Governance for 
State Owned Enterprises (CGCSOE) was also 
promulgated in 2021 and marks an important 
step in establishing a CG framework for SOEs. It 
sets basic CG requirements and is also designed 
to be implemented on an “apply or explain 
an alternative" approach. This Code will first 
be applied to the largest SOEs (although the 
Government has not yet defined the list). 

  The Corporate Governance Code for 
Commercial Banks (CGCCB) has been in place 
since 2018 and is mandatory for all commercial 

banks in Georgia. The regulation is well-drafted 
and comprehensive, and closely follows the 
Principles of Corporate Governance for Banks 
issued by the Basel Committee on Banking 
Supervision, including the role of the supervisory 
boards, risk management, oversight of internal 
controls, and the internal auditor. The regulation 
also addresses Environmental, Social and 
Governance (ESG) related aspects, such as board 
discussions of ESG matters, requirements for 
the supervisory board to consider ESG risks and 
requirements for ESG disclosures. 

  The Law on Accounting, Reporting, and 
Audit (LARA) was adopted in 2016, mandating 
implementation of International Financial 
Reporting Standards (IFRS) for the largest 
companies, introducing financial and non-financial 
reporting requirements, and establishing the 
SARAS to oversee the financial reporting and 
auditing process in Georgia. 

  The ESG Regulatory Framework. The EU-Georgia 
Association Agreement includes a separate chapter 
on climate change and respective ESG practices, 
underlining the need for collaboration on climate 
change mitigation and adaptation. Association 
Agreement provisions encouraged the adoption of 
the ESG Reporting and Disclosure Principles by the 
NBG in 2020.6 

7. In Georgia, several institutions are responsible for 
enforcing CG norms: 

  The NBG is responsible for issuing and enforcing 
CG rules related to banks and issuers.

  The Georgian Stock Exchange (GSE) carries out 
some oversight functions over listed companies 
and is responsible for enforcing stock exchange 
rules and regulations on market participants, while 
the NBG is in charge of market surveillance and 
enforcement.

  The SARAS is responsible for enforcing accounting 
and auditing standards and corporate reporting, 
oversight of the audit profession through its 
Accounting, Reporting, and Auditing Board, and 
sustaining audit quality in Georgia. 

 4  Improving the Effectiveness of Corporate Governance Codes in Emerging Markets: Lessons from Experience, World Bank (2015)

 5  On July 1, 2016, the EU-Georgia association agreement with its deep and comprehensive free trade area came into full force.

 6  https://old.nbg.gov.ge/uploads/esg/nbg_principles_on_esg_disclosure.pdf 
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  The SOE oversight strategy and the roles of 
various government agencies are still being 
finalized as of the date of this report. 

8. The banking sector has been at the forefront of 
implementation of good CG in Georgia. As confirmed 
by the survey carried out for this ROSC, banks lead 
the way on practical implementation of CG and 
independence requirements in Georgia. The small 
number of companies quoted on the equity market 
present a more mixed picture. 

9. The implementation of CG policies by SOEs has 
lagged behind and has not received sufficient 
attention from stakeholders. Although the 
Government has started to address the specific issues 
around the CG of  SOEs, the legal and regulatory 
framework is still a work in progress. There is no 
SOE law assigning ownership responsibilities, no 
ownership policy, no clear ownership rationale. There 
also appears to be no consensus on the way forward, 
and no SOE reform strategy at the Government level 
has been adopted. Many enterprises do not have 
supervisory boards. For those that do, modern board 
practices are only now being explored and adopted in 
some companies. Transparency of SOEs remains low.

10. The private sector has played a limited role 
in building a strong CG climate in Georgia. Some 
institutions have shown strong commitment, including 
associations of financial institutions, and individual 
companies, especially in the banking sector. Some 
private sector groups have recently been formed 
to address governance issues, such as the Georgia 
Independent Directors Association. 

11. The survey of companies conducted for the 
purposes of this ROSC shows that awareness and 
the perceived importance of CG has increased over 
the past 15 years. All banks and issuers noted that 
the concept of CG was “well understood” in their 
companies. This is a good sign of progress. At the 
same time, most companies appear to comply with 
the existing law, but do not make an effort to go 
beyond basic practices. Additional incentives could be 
useful to further increase the application of CG good 
practices.

SHAREHOLDER RIGHTS

12. Shareholder rights and minority shareholder 
protection are relatively strong in Georgia. The 
recently updated LoE provides many of the basic 
protections required by the OECD Principles, including 
good shareholder recordkeeping, and the right to 
transfer shares, appoint board members, attend 
shareholder meetings, receive dividends, make 
changes to the key company documents, increase 
capital, and approve extraordinary transactions. Given 
the small number of equity issuers in Georgia and the 
very small free float at GSE, some rules have not been 
tested in practice. 

13. Related party transactions remain a shareholder 
rights concern in Georgia, as in most emerging 
markets. Georgia follows an internationally accepted 
approach in the review and approval of related party 
transactions, and the rules are clear and relatively 
strong. The LoE explicitly requires the supervisory 
board to monitor, manage and approve related 
party transactions. This means that any interested 
person who does not disclose his/her interest in 
the transaction must pay damages to the company, 
unless, absent the conflict of interest, the transaction 
would have been concluded under essentially the 
same terms. Interested persons may not vote for the 
respective board decisions. NBG also regulates related 
party transactions approval for banks and issuers. 
However, the provisions on board approval of related 
party transactions are relatively new, and there is little 
established practice.  

14. The rights of shareholders to formal shareholder 
action through the courts are relatively strong, and 
can be exercised by any shareholder. Shareholders 
have the right to call shareholder meetings, to 
withdraw from the company if their rights are violated, 
to sue to overturn shareholder decisions, and to sue 
supervisory board members. There have been several 
court cases when shareholders were not notified of a 
shareholder meeting in a timely manner and courts 
annulled a decision of the shareholders meeting upon 
the shareholders request. Legal practitioners appear 
to prefer to go to court rather than work through 
the regulatory bodies. Courts tend to rule in favor of 
shareholders. 
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15. Continued attention to shareholder rights is 
necessary for further improvement in this area. As 
in other countries, supervisory boards are reportedly 
not always able to remain objective in the face of 
pressures from controlling shareholders, especially 
for those transactions that are complex or for which 
there is no easy basis for making “arm’s length” 
comparisons.

DISCLOSURE AND 
TRANSPARENCY

16. The quality and timeliness of financial disclosure 
has improved over the past few years. This can be 
attributed to the passage of the LARA, full adoption of 
international accounting and auditing standards, and 
the increasingly strong monitoring roles of SARAS and 
NBG. 

17. The establishment of SARAS introduced proper 
monitoring and enforcement of financial reporting 
standards and oversight of the audit profession, 
as recommended by the 2015 Accounting and 
Audit ROSC.7 SARAS monitors financial reporting and 
disclosure practices, verifies compliance of financial 
statements with LARA requirements on a selective 
basis, and contributes to quality improvements 
of independent audits. SARAS appears to have 
both the authority and resources to carry out its 
mandate. According to market participants, SARAS 
has a good reputation and is considered to be largely 
independent from the audit profession. 

18. LARA introduced stricter and more sophisticated 
financial reporting, disclosure, and audit 
requirements for PIEs.8 PIEs and large entities — as 
defined by LARA — are required to complete their 
financial statements in accordance with IFRS, as issued 
by the International Accounting Standards Board 
(IASB). These requirements apply to all PIEs and large 
entities, as defined by LARA. Others are required to 

apply IFRS for Small and Medium Sized Entities (IFRS 
for SMEs), as issued by IASB, or full IFRS should they 
chose to. As a result of LARA implementation, 15 
percent of Georgian enterprises presently prepare 
their financial statements using IFRS, and 85 percent 
of companies apply IFRS for SMEs in 2020.  Overall, 
perceptions about the quality and timeliness of 
companies’ financial reporting have improved under 
LARA.

19. PIEs are also required to have their accounts 
audited according to international standards. 
Auditors and audit firms are required to comply with 
the International Standards on Auditing (ISA) adopted 
by the International Auditing and Assurance Standards 
Board (IAASB). External auditors are elected and 
dismissed by the General Meeting of Shareholders 
(GMS), based on the recommendations of the board-
level audit committees. 

20. Non-financial disclosure requirements are 
addressed in LARA and in sector regulation. LARA 
mandates that PIEs, as well as large and medium 
size companies,9 prepare and publish management 
reports, which provide a narrative description of a 
company’s activities.  Certain companies are also 
required to append a “CG report” and a “non-financial 
statement” in the management report. A CG report 
is required for companies admitted to trading on 
the stock exchange, and should include a statement 
on CG code compliance and reviews of the internal 
control and risk management systems, the rights 
of shareholders, and of the GMS. A non-financial 
statement is required for large PIEs with more 
than 500 employees and must contain information 
on “matters related to environmental, social, 
employment, human rights and corruption issues”, 
a brief review of the business model of an entity, 
discussions of risk, and key performance indicators. 

21. ESG Reporting and Disclosure Principles were 
first adopted by the NBG in 2020. The Principles 
apply to commercial banks, but also encourage other 
financial institutions and issuers to disclose ESG-

 7  Available here: https://openknowledge.worldbank.org/handle/10986/22971 

 8  PIEs are defined by LARA and include issuers, banks, microfinance organizations, insurance companies, non-state pension funds, 
investment funds, non-bank deposit institutions, and large and medium size SOEs. These requirements are largely in line with the EU 
Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 “on the annual financial statements, consolidated 
financial statements and related reports of certain types of undertakings”.

 9  PIEs, Category 1 and 2 companies, as defined by LARA.
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related information and to use the ESG Principles 
for this purpose. First ESG reports were issued by 
commercial banks in 2021,10 and this remains a work 
in progress. 

22. However, there are some requirements for 
non-financial disclosure by issuers that should 
be clarified and harmonized with LARA. There do 
not appear to be any specific legal requirements for 
PIEs to publicly disclose company documents such 
as the company charter. The ownership disclosure 
requirements can be improved; there appears to be 
no disclosure required of group structures, pyramid 
structures, cross shareholdings, or shareholder 
agreements.

23. SARAS’ reporting platform serves as both a 
system for collecting and analyzing companies’ 
filings, and a system for publicly disclosing this 
information.11 The online platform is a comprehensive 
repository of the financial and non-financial 
information produced and reported by all Georgian 
companies. Issuers can submit their annual and semi-
annual reports to the NBG using the same portal. 
Audited annual financial statements, including annual 
reports and management reports, must be circulated 
no later than four months from the close of the 
financial year. The Information Transparency Rules 
require issuers to submit information to the NBG and 
to the GSE. Annual filings by issuers and bank Pillar 3 
filings are submitted to the NBG and published on the 
NBG website. Some information must also be posted 
on each company’s website. 

BOARD PRACTICES AND 
COMPANY OVERSIGHT

24. The updated LoE establishes basic supervisory 
board requirements, which are supplemented by 
the three CG Codes. Georgia has a two-tier board 
system for joint stock companies (JSCs), which 
include a supervisory board and a board of directors 
(management board). The LoE defines the duties 

of board members, such as the duty of care and 
duty of loyalty, and is a significant improvement on 
prior company law. The report finds that in practice, 
according to observers, most supervisory board 
members appear to act in the interest of the company. 
Most lawsuits and complaints relate to actions of 
executives and not of supervisory board members. 
There are no clear duties to act in the interests of 
shareholders in the LoE.

25. Regulation of supervisory board composition has 
improved with the new Codes. The CGCI encourages 
issuer supervisory boards to have at least five 
members, of which one third (or at least two) should 
be independent. The CGCCB has similar (mandatory) 
requirements for banks, and adds a gender diversity 
requirement. In practice, bank boards lead the way on 
independence, while the profile and competence of 
supervisory board members varies widely, depending 
on the size of the company or bank. While the largest 
and more advanced companies can afford to engage 
the most qualified and experienced supervisory 
board members, entities with more limited resources 
struggle with the level of professionalism of board 
members and their adherence to the duty of care.

26. In general, most of the OECD requirements 
for board responsibility are addressed by the CG 
Codes, which establish the key responsibilities of 
supervisory boards of banks and  issuers. The Codes 
assign the supervisory board with the authority to 
appoint and monitor the general manager (CEO), 
approve the company’s strategy, and oversee CG. 
The LoE explicitly requires the supervisory boards 
to monitor and approve related party transactions. 
The Codes give supervisory boards the responsibility 
to set remuneration policy; the CGCCB contains 
sophisticated provisions on remuneration. 
However, the new LoE transfers the authority to set 
remuneration of executives from the supervisory 
board to the shareholder meeting. This latest change 
may reduce the accountability of management to the 
supervisory board. To date, companies reportedly 
do not tend to have formal remuneration policies or 
disclose those policies. Very few disclose the salaries 
of supervisory board members or their relationship 
with company performance.

 10  ESG reports are accessible at the NBG website: https://nbg.gov.ge/en/financial-stability/esg-reporting-and-disclosure

 11  Please refer to: www.reportal.ge
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27. Supervisory boards, jointly with the boards of 
directors, are responsible for devising and approving 
risk management frameworks. They must also 
ensure the independence and effectiveness of the 
internal audit function, which is to be accountable 
to the supervisory board and its audit committee. 
The board-level audit committee is responsible for 
monitoring and actively collaborating with the internal 
and external auditors, and ensuring the adequacy, 
independence, and efficient cooperation between 
internal and external auditors. The ROSC survey 
indicates that in practice, most companies have an 
internal audit function, but fewer have established 
clear reporting lines to the audit committee. Banks are 
100 percent compliant. 

28. Banks and issuers must establish supervisory 
board-level committees. All PIEs are required by 
the LoE to establish an audit committee. The CGCI 
introduces more detailed requirements to an audit 
committee, such as an independent chair, and 
recommends other “desirable” committees, including 
risk management, remuneration, nomination, and 
CG. The CGCCB requires majority-independent audit 
committees and risk committees. Remuneration 
and CG committees are mandated for the three 
systemically important banks, and recommended for 
others. 

29. Requirements for supervisory board evaluations 
have been introduced in the Codes but are at an 
early stage of implementation. The CGCI encourages 
issuer supervisory boards to conduct an annual 
assessment. The CGCCB requires an external 
evaluator assessment every three years. Both of 
these requirements are new, and implementation 
practices are limited. There are limited requirements 
for training and orientation of board members. CG 
training programs in Georgia are rare, and there are 
no established providers of board training services. 

30. Because most Georgian companies are closely 
held by their owners, the supervisory boards may 
be bypassed, with decisions made directly between 
the controlling shareholder(s) and management. As 
a result, supervisory boards may not be the driving 
force behind corporate strategy and strategic issues 
in some companies. This is not unusual for developing 
economies; building a culture of strong supervisory 
boards that can oversee the important corporate 

decisions in the best interests of a company requires 
time, patience, and regulatory encouragement. 

31. The ROSC survey provided a good stocktake of 
supervisory board practices in Georgia, confirming a 
conclusion that such practices are well established 
for banks and are in their early stages for SOEs, 
while the picture for issuers is more mixed:

  All banks and issuers reported supervisory boards 
in place, while five of the thirteen surveyed SOEs 
reported having no supervisory board. 

  The average size of surveyed companies’ boards 
was 5.1 members and board size was relatively 
consistent across the different types of companies. 

  Independent supervisory board members were 
reported by all bank and issuer boards, but only 
three of the eight SOEs (with boards) reported 
independent members of their boards. Two 
issuers, one bank, and one SOE reported 100 
percent independent boards. 

  Sixteen of the surveyed companies with boards (43 
percent of the respondents) reported having no 
female directors.

  Audit and risk board-level committees were 
established by all fifteen banks. Systemically 
important banks have also established 
remuneration and CG committees. About 77 
percent of issuers reported having an audit 
committee. 

  A code of ethics, mandated by all three CG Codes, 
was adopted by all banks, 64 percent of issuers, 
and half of surveyed SOEs.

GOVERNANCE OF STATE 
OWNED ENTERPRISES

32. Georgia’s SOEs operate in a range of 
economically significant sectors, such as energy, 
transportation, manufacturing, and construction, and 
deliver important public services to citizens. In 2020, 
the SOE portfolio included 352 entities, of which 179 
were owned by the central government. SOEs employ 
approximately 60,000 workers, about 5 percent of 
formal employment, lower than most of its peers in 
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the region.12 Many SOEs are performing poorly, raising 
concerns about both service delivery and fiscal risks. 
SOEs do not yet employ modern CG practices, a trend 
that only began to change during 2021.

33. SOEs are owned and supervised by several 
Government agencies, which complicates the 
oversight arrangements, dilutes SOEs’ public 
accountability, and creates a conflict of interest 
between the ownership and policy-making functions 
of the Government. Presently, the following agencies 
are in charge of SOE ownership function and financial 
oversight: (i) the National Agency of State Property 
under the MOESD (oversees 96 enterprises); (ii) 
the extra-budgetary Partnership Fund (oversees 
31 enterprises); (iii) MOESD (directly oversees 25 
enterprises), and (iv) several line ministries (oversee 
collectively 19 enterprises). All these agencies carry 
out the government’s ownership functions with 
respect to their portfolio of SOEs, meaning they make 
key decisions at both the strategic and operational 
level. In many instances, despite formal subordination 
to one authority (e.g., the National Agency of State 
Property [NASP]), the real decision-making power rests 
with another administrative body or line ministry. 
Such arrangements embed an inherent conflict of 
interest between the policymaking and shareholding 
functions of the State that must remain separate 
under established CG practices of SOEs.13 

34. Many of the legal provisions for private 
companies apply to SOEs. SOEs in Georgia operate 
under the general legislation as either JSCs, under the 
LoE, or as Limited Liability Companies (LLCs). Since 
2016, SOEs must comply with the LARA, by reporting 
under IFRS and conducting an annual audit. LARA 
also requires those SOEs that are classified as PIEs 
to establish a board-level audit committee, provided 
they have a board. PIEs are also required to have at 
least one independent board member and at least 
one board member competent in accounting and/or 
audit field. However, there is no specific legal or policy 
framework for the SOE ownership. There is no SOE 
law or ownership policy that describes the rationale 
for ownership, or how the government oversees the 
companies.

35. Current CG practices of SOEs are insufficient. 
Supervisory boards remain optional, and most 
SOEs have not established them. For example, only 
twelve SOEs out of 96 under NASP’s mandate have 
supervisory boards, which are primarily composed of 
state officials, with little regard to their qualifications 
or experience. There is no uniform approach to 
selection, appointment, and evaluation of SOE 
supervisory board members, or SOE executive 
management. For the SOEs that participated in the 
ROSC survey and reported having a supervisory 
board, the average size was around five members. 
Three SOEs reported having independent members. A 
code of ethics has been adopted by about half of the 
surveyed SOEs.

36. The new Corporate Governance Code for SOEs 
(CGCSOE) introduces many elements of good CG 
for SOEs, but its implementation is yet to begin. 
The CGCSOE will initially only apply to the largest 
SOEs, although the list of relevant SOEs has yet to 
be identified and approved by the Government. 
The CGCSOE also establishes a new performance 
monitoring system for SOEs, led by the MOF, however, 
the institutional framework is not yet in place to 
support it.

37. In 2019, the Georgian Parliament conducted a 
thematic inquiry on SOE effectiveness and CG, and 
expressed their concern over poor SOE performance 
and opaque governance practices. Following the 
findings and conclusions of this inquiry, a high-level 
intra-governmental SOE reform council was created in 
April 2021, which was tasked with developing the SOE 
reform strategy, defining the rationale for continued 
SOE ownership, and formalizing the relationship 
between SOEs and the State as their shareholder. 
In November 2021, the MOF published a draft SOE 
reform strategy that envisages a new SOE “Framework 
Law” and centralization of the SOE ownership function 
within the MoF. This SOE strategy has yet to be 
approved by the Government.

38. Additional progress on SOE legislation and 
implementation of reforms are urgently required. 
Poorly performing and ineffectively governed SOEs 

 12  Corporate Governance of State-Owned Enterprises in Europe and Central Asia: A Survey. World Bank (2020). 

 13  Reference is made to the OECD Guidelines for Corporate Governance of SOEs (revised edition, 2015), Corporate Governance of State-
Owned Enterprises, a Toolkit, World Bank Group (2014), and integrated State-Owned Enterprises Framework (iSOEF), World Bank (2019).
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drain limited budget resources, make suboptimal 
capital investments, and generate high contingent 
fiscal liabilities. The existing ownership and 
governance framework for SOEs in Georgia is partly 
to blame for their poor financial performance. Many 
of the key elements of international good practice 
are still not in place, including a clear SOE strategy, a 
centralized ownership function, and implementation 
of good CG practices. Progress to date has been 
piecemeal and slow.

POLICY 
RECOMMENDATIONS

39. The ROSC proposes recommendations to 
encourage continued improvements in company 
practices. Following substantial changes to the CG 
framework over the past five years, the focus now 
must move to implementation of the new frameworks, 
and assisting companies—primarily issuers and 
SOEs—to adopt new practices. The measures 
should include raising the professional level and 
capacity of existing and potential supervisory board 
members, and building the capacity of the institutions 
responsible for overseeing implementation. The entire 
Georgian business community will gain from the 
successful implementation of the recommendations. 

40. The Report’s main recommendation are 
summarized in each chapter and detailed in 
Annex 1, in priority order. There are three high-level 
recommendations:

  The highest CG reform priority is to finalize 
reforms to strengthen SOE ownership and 
governance. The Government has initiated 
important initiatives in reforming SOE governance, 
in particular, drafting an SOE strategy covering 
SOE ownership rationale and CG framework. 
These need to be finalized by a formal approval 
of the SOE strategy, and supported by a new SOE 
framework law and its full implementation. The 
Government should strongly consider measures 
to centralize the ownership function, assigning the 
respective ownership entity with proper mandate 
and resources—financial and human—to carry out 
its functions. 

  Build capacity to support the new legal and 
regulatory framework. The Government 
has taken significant steps to put in place a 
comprehensive legal and regulatory framework for 
CG; the next step is building capacity as necessary 
within the relevant companies (to comply with the 
rules), and in the regulatory bodies (to enforce the 
rules). Training programs, peer exchanges, formal 
induction-orientation programs, and ongoing 
learning opportunities should all be considered 
to offer Georgian specialists a chance to increase 
their professional expertise and value added to 
boards.

  Update the CG legal and regulatory framework 
for private-sector companies over the medium 
to long term. Given the significant recent changes 
to law and the introduction of the Codes, no 
updates to the legal and regulatory framework 
are recommended in the short term. When 
elements of the framework are reviewed in the 
future, the ROSC makes a number of suggestions 
to harmonize existing rules and bring them even 
closer to international good practices.
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INTRODUCTION

The overall goal of the ROSC initiative is to identify weaknesses that may 
contribute to a country’s economic and financial vulnerability. The specific 
purposes of this CG ROSC are to: (i) benchmark Georgia’s legal and regulatory 
framework, practices, and enforcement framework against the G20/OECD Principles 
of Corporate Governance (OECD Principles), the international reference point for 
good CG; and (ii) develop a series of recommendations to reduce or close potential 
gaps. 

The G20 / OECD Principles focus on the governance of issuers (listed and publicly 
traded companies).14 However, because of the small size of this sector in Georgia, 
this report focuses on the legal and regulatory framework and CG practices of the 
larger universe of PIEs. This concept is well developed in Georgian law and includes 
regulated financial institutions and state owned enterprises.15

The report draws on a range of internationally recognized standards, guidelines, 
and practices, and the latest available research produced by the World Bank and 
others, including:

  G20/ OECD Principles of Corporate Governance.

  G20/ OECD Guidelines on the Corporate Governance of State-Owned 
Enterprises.16

  World Bank’s integrated State-Owned Enterprises Framework (iSOEF).

 14  This report uses the term “issuers” to refer to issuers of public traded securities. The term should be considered equivalent to 
“reporting enterprises” as defined by the SML.

 15  LARA defines a Public Interest Entity as a legal person which is: a) an reporting enterprise, whose securities are admitted to trading 
on a stock exchange in accordance with the SML ; b) a commercial bank, in accordance with the Organic Law of Georgia on the National 
Bank of Georgia; c) a microfinance organization, in accordance with the Law of Georgia on Microfinance Organizations; d) an insurer, in 
accordance with the Law of Georgia on Insurance ; e) a founder of a non-state pension scheme, in accordance with the Law of Georgia on 
the Provision of Non-state Pensions and Non-state Pensions Insurance; f) an investment fund, in accordance with the Law of Georgia on 
Collective Investment Undertakings; g) a non-bank deposit institution – a credit union, in accordance with the Law of Georgia on Non-bank 
Deposit Institutions - Credit Unions. In addition, the Ordinance of the Government of Georgia on Establishing Criteria for Designating 
Enterprise as a Public Interest Entity # 584, 29.11.2019 gave PIE status to 49 larger state owned enterprises (SOEs).

 16  OECD Guidelines for Corporate Governance of SOEs (revised edition, 2015).
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  World Bank’s Toolkit on Corporate Governance of State-Owned Enterprises.17

  IFC Corporate Governance Progression Matrix for State-Owned Enterprises.18

  IFC Toolkit for Disclosure and Transparency - Beyond the Balance Sheet.19 

  Detailed Country Assessment, a standard corporate governance ROSC 
questionnaire which reviewed both the legal framework as well as CG practices 
in Georgia.

  Survey of the CG practices among 42 entities conducted for the ROSC 
assessment (the ROSC Survey). The ROSC survey was developed with the 
support of the NBG and the MOF, and sent to 15 banks,20 20 SOEs, and 35 issuers 
(reporting companies). All banks, 13 SOEs, and 14 issuers responded, achieving a 
total response rate of 60 percent.21 The full results are presented in Annex 2.

  Interviews with Government authorities and key stakeholders.

  Other information sources used to assess SOEs CG policies and practices, 
including the MOF’s Fiscal Risk Statement, review of the existing legal and 
regulatory framework for listed companies and SOEs, reports prepared by the 
MOF, and discussions with individual SOEs.

The assessment report consists of the following standard chapters:

  Chapter 1. CG Landscape reviews the economic performance, capital markets, 
and corporate and ownership structure in Georgia.

  Chapter 2. Commitment and Enforcement reviews the overall efforts being 
made by the public and private sectors to improve CG, role of the regulatory 
bodies, and the level of public and private enforcement.

  Chapter 3. Shareholder Rights reviews the protections available to minority 
shareholders (Chapter II of the OECD Principles).

  Chapter 4. Disclosure and Transparency reviews the disclosure requirements 
for listed companies (issuers), and compliance with those requirements (Chapter 
V of the OECD Principles).

  Chapter 5. Board Practices and Company Oversight reviews the regulatory 
framework and national practices for the supervisory boards, key institution in 
modern CG (Chapter VI of the OECD Principles).

  Chapter 6. State Owned Enterprises reviews the governance arrangements 
of Georgia’s SOEs. The ROSC summarizes previous World Bank and others 
analytical work in this area and makes systematic policy recommendations for 
reform.

The assessment is 
organized into six 

chapters

 17  Corporate Governance of State-Owned Enterprises, a Toolkit, World Bank Group (2014).

 18  IFC Corporate Governance Progression Matrix for State-Owned Enterprises (2019).

 19  Beyond the Balance Sheet: IFC Toolkit for Disclosure and Transparency (2018).

 20  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

 21  One issuer was excluded from the data analysis because it fully delisted and is no longer a reporting company under the law. For 
issuers that are also commercial banks, their survey responses are categorized as banks.
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Each chapter includes two subsections:

  Key Findings, which review the legal and 
regulatory framework and important practices 
in each area, organized according to the relevant 
OECD Principles.

  Proposed Policy Recommendations, which 
present a set of policy recommendations to 
improve the level of compliance with international 
good practice.

The report also includes two annexes:

  Annex 1 presents a Matrix of Policy 
Recommendations, which brings together all of the 
recommendations from the report, and presents 
them in priority order, and identifies the key 
counterparts. 

  Annex 2 presents the full details of the ROSC 
survey.



19Chapter 1. Corporate Governance Landscape

CORPORATE GOVERNANCE 
LANDSCAPE

This chapter reviews the relevance of CG reform in the current economic climate, 
provides a brief background on the ownership and control of PIEs in Georgia, and a 
review of the equity markets.

Georgia has a strong record of implementing economic reforms and raising the 
living standards of its citizens. Economic growth averaged 5 percent per annum 
between 2005 and 2019—and poverty (national measure) declined to 19.5 percent 
in 2019, almost half its 2007 rate. However, the economy has not created sufficient 
employment, and many Georgians remain engaged in low-productivity agricultural 
activities. Georgia’s export basket, which is relatively small and undiversified, 
underscores the economy’s incomplete structural transformation. The COVID-19 
outbreak threatens to reverse  these economic gains; the economy fell into 
recession in 2020, contracting by 6.2 percent.22 

The financial sector of Georgia is bank-centric and highly concentrated. The 
banking sector accounts for over 90 percent of total financial institution assets. 
There are fifteen commercial banks,23 fourteen of which are foreign owned (or 
controlled by holding companies based in other countries).24 There are no state-
owned banks. The two largest banks (Bank of Georgia and TBC Bank) account for 
74 percent of total banking assets and control other non-bank financial institutions 
in leasing, securities, and insurance. Banks are also affiliated with non-financial 
companies in a wide range of sectors. The three largest banks are identified as 
domestic systemically important banks (D-SIBs) by the NBG.

 22  See the World Bank’s macroprudential outlook for Georgia, available at http://macropovertyoutlook.worldbank.org/mpo_files/mpo/
mpo-sm21-geo-scope.pdf.

 23  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

 24  This includes Bank of Georgia and TBC Bank, whose banking companies in Georgia are owned by parent holding companies in the UK.
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The GSE, established in 1999, operates the only active regulated exchange 
platform in Georgia, as well as its own clearing and settlement facilities. Listed 
securities, best bids and offers, transaction prices, and volume are published daily 
on the GSE website. There are no derivative contracts listed on the GSE. 

The equity market in Georgia remains shallow with low number of issuers and 
limited trading activity. Presently, there are eight companies’ shares quoted on 
the GSE. Quoted companies include category “A” and category “B” listings, as well 
as four companies that submitted their applications to the exchange, paid listing 
fees, and now are admitted to trading—JSC Telasi, JSC Sarajishvili, JSC Tramsmsheni, 
and JSC VTB Bank Georgia. One company—JSC Bank of Georgia—has the highest 
category “A” listing. Three companies—JSC Liberty Bank, JSC Green Insurance, and 
JSC Metro Euphoria Hotel—have “B” listings. Most public equity offerings in recent 
years have been done on foreign markets.

The local bond market has grown in popularity and now lists securities in local 
and foreign currencies issued by local companies and international financial 
organizations. There are 24 bonds listed at GSE as of the date of this report, for a 
total value of around GEL 3.7 billion, with about 77 percent of the face value issued 
in USD. The largest volume of local currency bonds was issued by the Netherlands 
Development Finance Company (GEL 263 million), and IFC (GEL 200 million). The 
largest bond issuers in foreign currency were JSC TBC Bank (USD 425 million) and 
JSC Silknet (USD 400 million). JSC Silknet was the first company in Georgia to debut 
the Georgian Depositary Notes (GeDNs) that are linked to their USD 200 million 
senior unsecured bonds listed on the Global Exchange Market of Euronext Dublin.

The number of issuers has grown in recent years, spurred mainly by the bond 
issuers, while market capitalization has declined in recent years (Charts 1 and 2). 
Bonds issues have grown in popularity by number and volumes, and the number of 
equity issuers has dramatically declined over a longer time period. At the time of the 
previous CG ROSC (2002),25 there were 379 reporting enterprises (equity and bond 
issuers), and about 500,000 individual investors in Georgia, or about ten percent 
of the population. Most retail investors obtained their shares for free or a minimal 
contribution as part of the privatization process held in the 1990’s. The great 
majority of those companies are no longer considered to be issuers of reporting 
enterprises. Moreover, since their initial listings, many legacy companies ceased to 
exist, and in others, the shares of many small shareholders were purchased through 
buyout offers and “squeeze outs”.

The reduction in the number of legacy issuers overseen by the NBG is an 
important achievement. As a result of this process, the issuers that remain on the 
market will be companies that aim to raise capital in the public markets and are 
committed to adhering to the capital market regulations, better CG, and higher 
levels of transparency.

 25  Available here: https://openknowledge.worldbank.org/handle/10986/14505 
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 Chart 1.   Number of Issuers

 Source:  GSE Website
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Domestic institutional investment market is in the early stages of development. 
Unlike in other transition countries, privatization investment funds in Georgia 
played a minor role in the privatization program during the 1990s and 2000s. A new 
Law on Investment Funds, adopted in 2020, is largely aligned with the respective EU 
norms. Presently, one asset manager and one fund are registered and operating in 
Georgia. In the future they can be expected to play important roles in encouraging 
better governance.

As part of a major pension reform in 2017, a “Pillar 2” pension system was 
launched, and the Pension Agency established. Starting from 2019, the 
accumulated pension system became mandatory for legally employed people under 
40, who are now required to contribute 2 percent of their income to an individual 
retirement account. The Investment Service of the Pension Agency was set up in 
Georgia to invest these assets. The Service is headed by a Senior Investment Officer, 
overseen by the Investment Board. Investment activities of the Investment Service 
are regulated by the NBG in line with the Law on Funded Pensions. The Investment 
Service manages the pension assets within its investment mandate, taking into 
account the best interests of the participants of the accumulative pension scheme. 

The Pension Agency is poised to become a major investor in listed securities, as it 
accumulates enough funds and looks for opportunities to invest more into local 
market instruments. For the first five years, the Pension Agency’s accumulated 
assets can only be invested in a low-risk investment portfolio. As the date of this 
report, the volume of pension assets stood at GEL 1.8 billion (about USD 550 
million). So far, the Pension Agency’s accumulated assets are placed in deposits with 
Georgian commercial banks.

The CG structure of the Pension Agency follows good practices. It is governed 
by a Supervisory Board of three Government appointees and one independent 
board member.  The Pension Agency’s investment operations are overseen by the 
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Investment Board, comprising four independent members. The Pension Agency is 
governed by Supervisory and Investment Boards. The Pension Agency publishes its 
annual reports regularly, which are publicly accessible on its website.

Georgia’s SOE portfolio remains large by number of entities, its presence is 
concentrated in economically significant sectors where SOEs deliver important 
public services. Centrally operated SOEs comprise about half of all SOEs in the 
country by number (179 entities), which deliver essential public services to citizens 
and are also present in other economically significant sectors, such as energy, 
health, transportation, manufacturing, construction, and real estate. SOE CG 
challenges are addressed in Chapter 6.

Ownership of companies is highly concentrated in Georgia, even relative to other 
emerging markets. As confirmed by the ROSC survey (Chart 3), the largest direct 
owner of banks holds an average 90.7 percent of capital; at the 3-shareholder level 
ownership concentration stands at 92.7 percent. Average ownership concentration 
is slightly lower for issuers - at 91.3 percent at the 3-shareholder level. All the SOEs 
in the sample are 100 percent owned by the State. Importantly, ownership of the 
largest issuer, Bank of Georgia, needs to be read with care. JSC Bank of Georgia is 
controlled by Bank of Georgia Group PLC, a UK-registered entity that is listed on 
the London Stock Exchange. Through this listing, Bank of Georgia has a dispersed 
ownership, with many shares held by international institutional investors. The 
Group’s GSE-listed entities have a free float in Georgia that is around one percent of 
capital.

Georgia is relatively exposed to climate change, which will need to be addressed 
in CG policies and practices of the entire corporate sector. Climate risks for 
Georgia were mapped in the joint World Bank and Asian Development Bank 
climate risk country profile.27 The main sectors susceptible to climate change risks 
include agriculture, energy, and tourism. All entities operating in these, and other 
sectors, will need to  adjust their CG practices to properly manage and adapt to the 
changing environment and include such risks into their CG architecture. Increasing 
temperatures and droughts, the growing frequency and severity of extreme 
weather events and flooding, and other significant risks will need to be taken 
into consideration in corporate strategies and risk management in most exposed 
sectors.

The State remains an 
important owner of 

many companies

 26  Climate Risk Country Profile: Georgia. World Bank/ Asian Development Bank, 2021. 
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 Chart 3.   Ownership Concentration of Public Interest Entities
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COMMITMENT AND 
ENFORCEMENT

This chapter focuses on the perceived commitment of the public and private 
sectors in Georgia to improving CG policies and practices. It covers the key issues 
of the OECD Principles of Corporate Governance Chapter I (Ensuring	the	Basis	for	an	
Effective	Corporate	Governance	Framework). This chapter is organized as follows:

  Quality of Legal and Regulatory Framework

  Private Sector Commitment to Good CG 

  Public Enforcement

KEY FINDINGS

Prior to 2015, CG did not appear to be a priority for the public and private sectors 
in Georgia. The legal and regulatory framework was limited; there was no CG code 
or regulation for issuers, only a voluntary CG code for banks existed that was not 
perceived to be influential because of its voluntary nature. SOE ownership and 
governance reforms were minimal.

The EU-Georgia Association Agreement,27 which came into force in 2016, gave 
a rapid acceleration to the pace of reform. Since 2016, the legal and regulatory 
framework has undergone a complete overhaul, including the new LARA in 2016, 
new mandatory CGCCB in 2018, an updated LoE in 2021, a new CGCI in 2021, and 
the CGCSOE in 2021.28 The Government has also finalized the SOE strategy for 
governance and oversight of SOEs, which is pending Government approval.

 27  On 1 July 2016, the EU-Georgia Association Agreement with its Deep and Comprehensive Free Trade Area (DCFTA) came into full force 
and strives for political association and economic integration. The agreement had been provisionally applied since 1 September 2014.

 28  The application of the CGCSOE is currently on hold, pending a final government decision on the list of companies that will be required 
to apply it.
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Awareness of the importance of good CG is now very high among policymakers 
and standard setters. The most important challenge for the Government remains 
the development and implementation of the SOE CG framework. While the new 
CGCSOE represents an important step forward in government policy, the SOE 
strategy is not yet approved, SOE governance standards and transparency levels 
remain low. These issues are detailed in Chapter 6.

The banking sector has been at the forefront of implementation of good CG 
in Georgia. The banking sector has adopted many updated policies, including 
supervisory boards with a significant number of independent directors, a full 
suite of board committees, and clear supervisory board responsibility for risk 
management, internal controls, and the internal auditor. These changes have been 
driven by banking sector regulation, as well as the policies and practices of the 
foreign owners of many of the banks.

Many smaller companies have not accepted the challenge of improving their 
CG, and most companies do not appear to make an effort to go beyond basic 
practices. As in most countries, a majority of companies appear to consider CG as 
a compliance exercise, and do not attempt to differentiate themselves, or move 
beyond basic practices. Some private sector institutions have shown stronger 
commitment, including foreign-owned banks and companies, and associations of 
financial institutions. Some private sector groups have recently been formed to 
address governance issues, such as the Georgia Independent Directors Association. 
Some institutions resist additional CG regulation or guidelines because they see an 
increased burden on companies, and a reduction in the attractiveness of the public 
markets. More incentives would be useful to move CG practices beyond the basic 
legal requirements. 

Quality of legal and regulatory framework

Quality of the legal framework is a key indicator of a government’s commitment 
to good CG. The legal framework—including company law, securities law, listing 
rules of a stock exchange, and CG codes—should reflect international good practice, 
be clearly drafted, harmonized, translated, and regularly updated. A strong legal 
framework sets minimum standards for good CG. Companies should strive to adopt 
broader policies that go beyond minimum regulatory requirements corresponding 
to their business specifics and industry standards.

The key elements of legal and regulatory framework around CG have been 
recently updated, bringing Georgian legislation largely in line with the OECD 
Principles as well as EU regulations. Significant recent developments include 
adoption of or updates to the following key pieces of legislation:

  Law on Entrepreneurs (LoE, 2021)

  Securities Market Law (SML, 1999, updated in 2021)

  Law on Accounting, Reporting and Audit (LARA, 2016)

  CG Code for Issuers (CGCI), issued by NBG in December 2021
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private sector has 
been mixed

Importance of laws 
and regulation

Last 5 years have 
been a period of 
significant legal 

reform
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 29  The application of the CGCSOE is currently on hold, pending a final government decision on the list of companies that will be required 
to apply it.

 30  The new LOE fully transposes seven directives referred to in the "Corporate Law" section of the Annex XXVIII to the EU-Georgia 
Association Agreement.

  CG Code for Commercial Banks (CGCCB), issued by NBG in 2018, updated in 
2021

  CG Code for State Owned Enterprises (CGCSOE), issued by MOF in September 
202129

  Information Transparency Rules, issued by NBG in 2020

  ESG Reporting and Disclosure Principles, issued by NBG in 2020

The Codes for Issuers and SOEs were adopted in 2021, and there is no experience 
yet with their implementation or enforcement.

The new Company Law, or Law on Entrepreneurs (LoE), was enacted in 2021, 
significantly strengthening general company legislation. The new LoE established 
a well-drafted modern company law framework that improved significantly on 
the previous law and brought the legal framework in line with EU legislation and 
directives.30 It updated many important provisions, including, for example, fiduciary 
duties of supervisory board members, capital reduction provisions, shareholder 
rights, modern shareholder meeting procedures. 

The new CGCI significantly improves the CG framework, and further brings it 
in line with EU legislation. The CGCI was issued by the NBG and is designed to 
be applied to issuers through an “apply or explain an alternative” approach. From 
2023, companies should work to implement the provisions of the CGCI or identify 
and disclose any deficiencies in its implementation, while presenting their plans for 
mitigating such deficiencies. Companies can take alternative approaches to arrive 
at the principles described in the CGCI. Starting in 2024, issuers will be required to 
submit annual compliance statements, as defined by CGCI Annex 2, and disclose 
this information on their websites. Commercial banks (which must apply their own 
code, CGCCB, are allowed to opt out of applying the CGCI).

The mandatory CGCCB was issued in 2018 and further strengthened in 2021, 
completely replacing a voluntary Code that existed since 2009. The CGCCB is now 
mandatory for all commercial banks operating in Georgia, including branches and 
subsidiaries of foreign banks. The regulation is well-drafted and comprehensive, 
and closely follows the Principles of CG issued by the Basel Committee on Corporate 
Governance, including the role of the supervisory boards, risk management, 
oversight of internal controls, and the internal auditor. Like the CGCI, the CGCCB 
also addresses ESG related aspects, such as board discussion of ESG matters, the 
requirement to consider ESG risks and requirements for ESG disclosures, which are 
overseen by the board-level audit committee.

The new CGCSOE sets basic CG requirements for selected SOEs. The Code was 
issued by the MOF and is also designed to be implemented on an “apply or explain 
an alternative" approach. This is an important step forward for the Georgian 
Government as a shareholder of SOEs. Presently, many SOEs do not have boards. 
For those few that do, modern board practices are only now being explored and 
adopted. 

Company Law was 
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in 2021
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The 2016 LARA established the foundation for improved financial reporting, non-
financial disclosures, and audit. LARA implemented a tiered approach to financial 
reporting, with mandatory application of the IFRS for the largest companies, and 
IFRS for SMEs for smaller size entities. The Law established SARAS to oversee the 
financial reporting and auditing process in Georgia. SARAS has responsibilities 
over accounting and auditing standards, enforcement of corporate reporting, 
and oversight of the audit profession and audit quality through its Accounting, 
Reporting, and Auditing Board.

The Georgian Government provides opportunities for the business community 
and the general public to consult on draft laws and regulations. This applied 
to the consultation process on the recent updates of the CG legislation. The NBG 
shared the draft regulations with market participants, organized workshops, and 
collected comments, which were taken into account during finalization of the 
regulations. This process ensures public involvement and contributes to the quality 
of laws and regulations, and their level of internal harmonization.

Private sector commitment to good corporate 
governance

The private sector has played a more limited role in building a strong CG climate 
in Georgia. As in most countries, a majority of companies appear to consider CG 
as a compliance exercise and do not attempt to differentiate themselves or move 
beyond basic practices. Some private sector institutions have shown stronger 
commitment, including foreign banks and companies and associations of financial 
institutions. Some private sector groups have recently been formed to address 
governance issues, such as the Georgia Independent Directors Association. Some 
institutions resist additional CG regulation or guidelines because they see an 
increased burden on companies, and a reduction in the attractiveness of the public 
markets. 

Foreign-owned and foreign-controlled companies are important influencers on 
the quality and level of CG adoption. As in other developing economies around the 
world, foreign controlled companies play an important role in raising the level of 
CG practices, setting peer examples and raising the bar on directors’ requirements. 
This is particularly true in the banking sector, where foreign banking groups import 
many of their practices from their parent or holding companies. 

The ROSC survey demonstrates that stakeholder awareness and the perceived 
importance of CG has increased over the past twelve years. This is a good sign 
of progress. In March 2021, as part of this ROSC assessment, the World Bank 
completed a survey of CG practices among 42 banks, issuers, and SOEs. The survey 
shows that stakeholder awareness and the perceived importance of CG in Georgia 
has increased since a similar survey was conducted by IFC in 2008.31 All banks and 
issuers stated that the concept of CG is now “well understood” and important to 
their companies, as demonstrated in Chart 4. However, only two thirds of the 
responding SOEs answered affirmatively.

Law on Accounting, 
Reporting, and Audit 

was an important 
milestone in 

setting up modern 
governance and 

transparency 
practices

 31  IFC 2008 survey is available at  https://pressroom.ifc.org/all/pages/PressDetail.aspx?ID=24039
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Public enforcement

In most emerging markets, consistent enforcement is a key factor in encouraging 
companies to adopt good CG practices. This includes enforcement of both 
mandatory regulations and close supervision of the application of “apply or explain” 
CG codes. Without enforcement, some practices may not be fully adopted, or the 
quality of CG practices may remain low.

The NBG regulates and supervises the financial sector and capital markets in 
Georgia. It is responsible for enforcement of all aspects related to banking and 
securities laws and regulations.

According to the Constitution, the NBG is operationally independent in the 
exercise of its functions and powers, and is accountable to the Parliament of 
Georgia. The NBG is governed by a nine-member board, including the Governor 
who acts as Chair, and three Vice-Governors.32 The NBG publishes an annual report 
with its annual financial statements, which are submitted to the Parliament of 
Georgia. By law, the NBG is an economically independent entity that covers its own 
costs. Fees paid by market participants contribute to the state budget and do not 
fund NBG operations. 

The NBG, through its Capital Market Supervision Department (CMSD), oversees 
capital market activities in Georgia. The CMSD approves all public offering 
documents and oversees all financial and non-financial disclosures by issuers. It 
was reorganized in 2018, and includes three sub-divisions, including a corporate 
finance division. The CMSD is staffed with nineteen young professionals, with 
backgrounds in finance, law, and economics, and an average of four years 
professional experience. By law, the NBG must provide their staff with the amount 
of compensation ‘commensurate’ with the level of remuneration in the Georgian 
banking system. CMSD is continuously working to build its staff capacity, benefiting 
from various capacity building programs arranged by the NBG or provided by the 
international organizations, including the World Bank. 

Strong enforcement 
by supervisors 

is crucial to the 
adoption of good 

corporate governance

 Chart 4.   Importance of Corporate Governance 

 Source:  World Bank ROSC Survey 2021
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 32  Under the NBG Law (Article 7), the NBG Board shall be composed of nine members and with a quorum of five members. At present, 
NBG Board has five members, two of who are non-executive members, and four positions are vacant, including a Vice-Governor post.
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CMSD enforces compliance with the NBG’s reporting and disclosure 
requirements using a risk-based approach. The corporate finance unit carries out 
a ‘quality assessment’ of issuer reporting to verify if it is based on the IFRS. More 
recently, the NBG has also undertaken a more qualitative review of the financial 
statements. There have been no recent sanctions for issuers, but the NBG does 
issue warning letters in case of delayed report submission. 

The GSE is responsible for enforcing exchange rules and regulations that apply 
to market participants, while the NBG is in charge of market surveillance and 
enforcement. The GSE can develop and adopt new market rules, which need to 
be assessed by the NBG for compliance with the existing legal and regulatory 
framework. GSE operates as a self-regulatory organization under its, rather minimal, 
legislative framework. 

GSE carries out certain oversight functions over listed and quoted companies. 
Prior to admitting securities to one of its listing categories, the GSE reviews the 
issuer’s reputation and degree of transparency, including compliance with the 
requirements of the CGCI (GSE Listing Rules, Article 3.7). The GSE is required to 
monitor issuers on an on-going basis (GSE Listing Rules, Article 7). For this, issuers 
must provide GSE with relevant information and documents, including periodic 
disclosure. Failure to do so may result in the suspension of trading/listing or 
delisting of a company (GSE Listing Rules, Articles 6.3.3 and 6.10.1). To date, the GSE 
has not suspended listings or delisted any issuers due to failure to comply with the 
reporting or disclosure requirements, but it has issued warnings to certain issuers 
due to delays in submission.

SARAS — established by the LARA in 2016 — is responsible for setting and 
enforcing financial and non-financial reporting requirements and audit quality. 
SARAS is mandated with the adoption and upkeep of accounting and auditing 
standards, enforcement of corporate reporting, oversight of the audit profession 
through its Accounting, Reporting, and Auditing Board, and sustaining audit quality 
in Georgia. SARAS is an agency subordinated to the MOF. It is governed by its Head, 
and a seven-member board. SARAS performs high level desk reviews of financial 
reporting, monitors audit company quality and independence requirements, and 
is in charge of the comprehensive and publicly accessible reporting portal (see 
Chapter 5 for more details).

PROPOSED POLICY RECOMMENDATIONS

The recently updated legal framework will significantly impact CG practices 
in Georgia. As the framework is now primarily in line with the OECD Principles 
and respective EU norms, the challenge shifts to its proper implementation. The 
authorities will need to raise awareness and expectations from the Georgian 
business community as to levels of adoption and enforcement of the revised CG 
policies, while offering potential incentives and capacity building opportunities to 
market participants.
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Recommendation: NBG should review its CG 
Codes on a regular basis

The newly adopted Codes (CGCCB and CGCI) provide a strong foundation 
for implementation. They should be periodically reviewed and updated 
to reflect changes in market conditions and respond to market feedback. 
Recommendations are presented below on topics that could be addressed in future 
updates of the laws, codes, and regulations. The reviews of the Codes should be 
done with enough frequency to let the regulations “settle” and to better learn about 
the challenges of implementing them in practice, but at least every three years. 
During future updates to the Codes, the drafters should take every opportunity 
to harmonize key requirements and borrow from provisions already present in 
the other Codes. The NBG should continue using a formal consultation process or 
committee of stakeholders to assist in developing the updates.

Recommendation: NBG CMSD should refocus its 
enforcement efforts on non-financial disclosure

CMSD should consider expanding its enforcement scope to include non-financial 
disclosure by issuers. CMSD’s traditional focus has been devoted to enforcement 
of financial disclosure by issuers. While this function is important in an environment 
of weak reporting and auditing practices, its value is much less clear in the post-
LARA environment. As financial reporting and disclosure practices in Georgia have 
significantly improved since LARA adoption and the strong role of SARAS, NBG 
CMSD can focus more on issuers’ non-financial disclosure, including:

  Updating and harmonizing non-financial disclosure requirements to bring them 
more in line with the OECD requirements (see recommendations in Chapter 5).

  Developing a strategy for enforcing compliance with CGCI disclosure 
requirements and statements that could include: 

 � Building capacity to review the quality of non-financial reporting.

 � Developing an institutional approach to assessing the quality of management 
reports, CG reports, non-financial statements, and CGCI disclosure 
statements.

 � Preparing annual reports on CGCI compliance.

 � Simplifying CGCI disclosure statement (CGCI Annex 2).

 � Developing a “scorecard” for issuers in the medium- to longer-term.

  Considering fewer formal activities to better understand the effectiveness of 
existing regulation and what could be improved, such as attending shareholder 
meetings as observers, and meeting with institutional investors and proxy 
advisory firms to better understand their concerns and pro-actively determine 
areas of potential improvements.
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Recommendation: Review the GSE role in issuer 
oversight and supervision

In the present environment, the GSE’s role overseeing issuers as a self-regulatory 
organization is unclear. Given the stronger reporting frameworks enforced by 
SARAS, and improved practices of information disclosure via its portal, the GSE’s 
role in oversight of issuers’ financial reporting and CG could be revised. The NBG 
may consider analyzing the current division of efforts among CMSD, SARAS, and GSE 
to understand any duplication of efforts, and possibly remove GSE’s oversight role 
over issuer disclosure. GSE’s limited resources could be devoted to market oversight 
or oversight of financial intermediaries.

Review and 
reconsider GSE’s role 
to avoid duplication 
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SHAREHOLDER RIGHTS

This section focuses on the rights of shareholders of listed companies. It covers 
most of Chapter II of the OECD Principles of Corporate Governance (Shareholder	
Rights). The discussion in this chapter is closely linked to the discussion on public 
and private enforcement in the previous chapter. This chapter is organized around 
the following key challenges:

  Basic Shareholder Rights

  Shareholder Meetings

  Appointment of Directors

  Review and Approval of Related Party Transactions

  Regulation of the Market for Corporate Control

  Shareholder Redress

KEY FINDINGS

The recently updated legal and regulatory framework provides many of the basic 
minority shareholder protections required by the OECD Principles. These include 
minority shareholder rights to vote, to obtain information, to transfer shares, to 
attend shareholder meetings, to prevent abusive related party transactions, to 
protect during changes of control, and to take legal action when their rights are 
violated. Given the small number of equity issuers in Georgia and the very small free 
float, many of these rules have not been tested in practice.

Shareholder rights 
are strong in Georgia

3CHAPTER
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Basic shareholder rights

Basic shareholder rights are largely guaranteed by the updated legal framework 
in Georgia. Such rights are summarized in Table 1, and include good shareholder 
recordkeeping, the right to transfer shares, the right to appoint board members, 
the right to attend shareholder meetings, the right to receive dividends, the right to 
make changes to the key company documents, the rights to increase capital, and 
the right to approve extraordinary transactions. These issues are not generally seen 
as sources of shareholder abuse in Georgia.

Under the LoE, Georgian companies have the flexibility to issue preferred shares, 
including non-voting or multiple voting shares. However, these shares appear to be 
rarely issued in practice.

Basic shareholder 
rights are protected 
and were improved 

by 2021 LoE

Companies can 
deviate from “one 

share, one-vote” rule, 
but it is not common

Right Comment

Strong shareholder 
recordkeeping



Companies are required to maintain a share registry. A JSC with more 
than 50 shareholders must maintain the shareholder registry through an 
independent registrar. There are three independent share registrars in 
Georgia. The current system is expected to be replaced by a single registrar 
operated by the central depository. 

Right to transfer shares


Public (and listed) companies are not allowed to restrict the transfer of 
shares.

Right to appoint board 
members



Members of the supervisory board are elected by shareholders. Under the 
new LoE the right to delegate (select) a member on the supervisory board 
may be granted by the Charter to individual shareholders or holders of 
certain shares. The number of delegated members must not exceed 1/3 of 
the members of the supervisory board.

Right to receive 
company documents 

Shareholders have the right to receive company documents, and the 
existing case law shows that the courts have ensured that shareholders 
have access to company documents.

Right to attend 
shareholder meetings 

All shareholders have the right to attend meetings. The previous version of 
the LoE (pre-2021) allowed companies with a large number of shareholders 
to avoid shareholder meetings. This has been removed by the new LoE.

Right to receive 
dividends 

Dividends are declared by the GMS. The amount of the dividend may not 
exceed the amount recommended by a 2/3 majority of the supervisory 
board.

 Table 1.   Shareholder Rights Under Georgian Law
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Shareholder meetings

The announcement of shareholder meetings must be published on the electronic 
platform of the share registrar at least 21 days before the meeting is held (LoE, 
Article 189). The decision on convening the meeting must also be published on the 
company website if the company has one. Companies must provide shareholders 
with the agenda of the shareholders meeting along with the meeting notice. These 
practices are adhered to.

Insufficient notice about the GMS can be challenged in court by shareholders. 
Some companies with advanced CG strive to provide sufficient information to 
shareholders along with the GMS notice, but not all. There have been several court 
cases when shareholders were not notified in a timely manner and courts annulled 
the decision of the shareholders meeting upon the shareholders request.

Significant shareholders can call for meetings and request changes to the 
agenda. Individual or groups of shareholders holding 5 percent or more of share 
capital have the right to call for an extraordinary shareholder meeting, add issues 
to the GMS agenda, or submit decisions and justifications on the issues on the GMS 
agenda (LoE, Article 191).

Shareholders 
have full rights to 
participate at the 

GMS

Right Comment

Right to make changes 
to the key company 
documents


The GMS must approve changes in the registration records and the charter 
of a company. An amendment of the charter can only be adopted by 3/4 of 
votes cast unless a charter prescribes a greater majority.

Rights to approve 
capital increases



Unless otherwise provided for by the charter, decisions on increasing 
capital by issuing new shares shall be made by at least 3/4 of the votes 
of persons present at the shareholders meeting. The charter or the 
shareholders can also authorize the board to issue shares as per LoE, 
Article 168. Shareholders have pre-emptive rights to purchase newly issued 
shares. Preemptive rights can be waived by a majority decision of the GMS, 
attended by a quorum of at least 2/3 of the votes.

Right to approve 
large/ extraordinary 
transactions 

The GMS must approve “Material Transactions”, where the value exceeds 
50 percent of a company assets, “except for agreements that fall within 
the ordinary course of business”. A transaction valued at 25 percent of the 
assets book value must be confirmed by the supervisory board or by the 
GMS, unless otherwise prescribed by the charter.

Right to approve 
changes to share class 
rights


Changes to share class rights must be approved by the 3/4 of the members 
of that class.

Significant 
shareholders can 
call extraordinary 
meetings and add 

items to the agenda
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The CG framework does not require or encourage confidential and secure 
methods of voting at the GMS. It allows companies to adopt a poll voting procedure 
in their charters, or through a majority decision of the GMS. The company website 
must provide a detailed description of the procedures related to participation 
and voting at the GMS, and the results of the voting must be announced at the 
shareholders meeting. There is no requirement for companies to use independent 
counting commissions to count votes at the GMS.

Shareholders may exercise their rights to participate and vote in the GMS 
either personally or through a representative under the power of attorney. 
The updated LoE allows shareholders to vote by post or electronically. If mentioned 
in the charter, and so decided by the supervisory board, the GMS may be held using 
electronic means of communication. Shareholders may also vote in writing before 
the GMS and without attending it, including using electronic communication. Voting 
in this form is possible only before the GMS begins. There is no practice yet of 
electronic voting.

Only shareholders who have title to shares as of the GMS date may participate 
and vote in the meeting. Such title must be evidenced by a record in the 
shareholder registry or the nominal holder’s registry. If the shares of a foreign 
investor are held by an intermediary, such intermediary will be registered as the 
nominal holder of shares in the shareholder registry. No problems were reported 
on the issue.

During the GMS, each participating shareholder has the right to ask questions 
to the governing body/persons. Such matters can concern issues on the agenda, 
or requests for any information that is necessary for proper consideration 
and evaluation of the issues discussed. The governing body shall respond to a 
shareholder and provide the requested information in full, subject to confidentiality 
and other restrictions. The chairperson of the GMS must give all shareholders 
participating in the meeting the opportunity to speak during the discussion of the 
agenda items.

Shareholder consultations are allowed before the GMS, but some practical 
limitations exist. The CG framework allows institutional investors and other 
shareholders to consult with each other about the selection of board members 
or other matters without being hindered by rules on proxy solicitation or similar 
requirements. However, there is no practical method for shareholders to obtain 
the shareholders list before the GMS. This complicates shareholders coordination, 
as a registered holder may only obtain information from the registry in relation to 
securities registered in its own name but not with respect to other shareholders.

Appointing supervisory board members

Members of the supervisory board are elected by shareholders. Under the new 
LoE, the company charter can stipulate the delegation of right to delegate (select) 
a member of the supervisory board to an individual shareholders or holders of 
certain shares. The number of delegated members must not exceed 1/3 of the 
supervisory board members.

Meeting procedures
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 33  Cumulative voting is a voting system in which shareholders are given multiple votes for each of their shares and may apply them all 
to one candidate or spread them among multiple candidates (Article 201, LOE). This system can allow smaller shareholders to concentrate 
their votes and have greater input into selecting a smaller number of supervisory board members.

 34  A person shall be deemed an interested person under Article 56 if he/she or persons related to him/her:
a. is the other party to the transaction;
b. directly or indirectly holds 20% or more of the total number of votes of the other party to the transaction;
c. directly or indirectly holds 20% or more of the total number of votes of the company the other party has at least 20% ownership in; 
d. is an executive or the member of the Supervisory Board of the other party to the transaction;
e. receives benefit on the basis of the transaction, which is not related to the ownership of shares in the company or to membership 

of the Managing Body;
f. is considered an interested person under the Charter of the company.

Cumulative voting33 may be used to elect the supervisory board members if it 
is provided in a company charter or by the decision of GMS. However, it is rarely 
used in practice. Information about board candidates is not explicitly required, 
although the agenda must contain all necessary information for making a decision, 
which sometimes includes details of the candidates’ qualifications.

Individual shareholders or a group of shareholders holding at least 5 percent 
of voting shares may nominate candidates to the supervisory board. Such 
nominations have to be submitted with 14 days advance notice to be approved by 
the GMS.

Review and approval of related party 
transactions

As in most emerging markets, related party transactions remain a shareholder 
rights concern in Georgia, despite the alignment of the regulatory framework 
with good international practices. Georgia follows an internationally accepted 
approach in the review and approval of related party transactions, and the rules are 
clear and relatively strong. 

The LoE has introduced updated requirements for related party transactions 
mandating supervisory boards to monitor, manage and approve such 
transactions. Under LoE Article 56 (Conflicts	of	Interests), any transaction with an 
“interested person” must be approved by the supervisory board. Interested persons 
may not use their voting rights in all relevant bodies of a company with respect 
to the transactions in which they have an interest. If the majority of the board is 
interested in such a transaction, it must be approved by the GMS.34 Any interested 
person who does not disclose his/her interest in a transaction must pay damages 
to the company, unless, absent the conflict of interest, the transaction would have 
been concluded under essentially the same terms. 

The NBG Decree on related parties largely follows the international good 
practice. Decree 26/04 (2015) regulates related party transactions for commercial 
banks. It  requires commercial banks to conduct transactions under the “arms 
length” principle, monitor transactions with related parties, adopt relevant 
measures for risk control and mitigation measures, and write off exposures to 
related parties according to standard policies and processes. Banks are required 
to establish an internal regulations on identification and management of potential 
conflicts of interest. Banks’ management must avoid conflicts of interest and must 
not put their interests above those of a bank, or abuse their authority. Banks’ 
supervisory boards must approve related party transactions within the established 
limits. 
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The SML further requires all issuers concluding a material transaction involving 
interested persons to verify such transaction with an external auditor. SML’s 
Article 161 stipulates that any transaction by an issuer in which interested persons 
are involved, and where the value of which equals 10 percent or more of the 
reporting company's assets (or a lesser amount if stated in a company’s charter), 
must be verified by an external auditor/certified accountant, and approved by 
the GMS.  Verification means a determination as to whether the transaction is 
concluded under substantially the same conditions as it would be concluded 
between persons without any interest. The opinion of an external auditor/ certified 
accountant must be forwarded to the supervisory board of a reporting company or 
its GMS before the transaction is approved. If the value of such transaction is equal 
to or exceeds 50 percent of a company's assets, the transaction must be approved 
by the GMS.

There is little established practice on board approval of related party 
transactions, as they are new and untested. There have been no recent cases of 
reported abuse by related parties’ transaction among issuers. Continued focus on 
this issue is necessary, as boards in other countries are not always able to remain 
objective in the face of pressures from controlling shareholders, especially for 
those transactions which are complex or for which there is no easy basis for making 
“arm’s length” comparisons.

Implementation of the related party transaction rules remains an important 
concern. NBG should review market experience with the related party transaction 
disclosure and approval requirements, the definition of a related party, and the 
audit reports that are produced on the fairness of specific transactions, to make 
sure that shareholders are well-protected in practice and to improve the rules in the 
future.

Regulation of the market for corporate control

The market for corporate control in Georgia is inhibited by concentrated 
ownership. Anti-takeover mechanisms do not appear to be necessary or in place. 
Changes in control are generally limited to friendly mergers of unlisted companies. 
In general, takeovers and changes in control are rare.

Takeover rules are in line with the EU Takeover Directive.35 If a shareholder or a 
group of shareholders acting in agreement purchase shares that result in taking 
control of more than 50 percent of voting shares of a reporting company, they 
must make a tender offer for all outstanding shares no later than 45 days after the 
transaction, or must reduce their shareholding to below the 50 percent threshold 
within the same timeframe. An auditor or a brokerage firm must set the offer 
price at the level of at least the maximum price the acquiror paid within the last six 
months for a reporting company’s shares. The auditor or the brokerage firm is liable 
for any damages caused to the shareholder as a result of negligence or deliberately 
misestimating of the offered redemption price.

Securities Market 
Law sets additional 

related party 
transactions 

requirements for 
Issuers

 35  Directive 2004/25/EC of the European Parliament and of the Council of 21 April 2004 on takeover bids.
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The updated LoE introduced some of the internationally accepted corporate 
control actions into the Georgian market regulations. For example, if a 
shareholder or a group of shareholders acquire more than 95 percent of voting 
shares of a JSC, they may also acquire shares of the other shareholders at a fair 
price - a so called “squeeze out” right. There is no corresponding “sell out” right 
set by the current legislation. Another example is introduced by the SML and the 
Information Disclosure Rules (2020), and requires shareholders to disclose their 
ownership, if their ownership stake crosses the following thresholds (5 percent, 
10 percent, 15 percent, 20 percent, 25 percent, 30 percent, 50 percent, and 75 
percent). The obligation applies to groups acting in concert, and indirect (beneficial) 
shareholding. Such shareholder(s) must notify the issuer, the NBG, and the general 
public within four working days of this breach of the threshold. Public disclosure 
must be made either directly by the issuer on its website, on the website of the 
stock exchange, or of the NBG.

LARA requires issuers to include certain information in their CG reports in the 
event of a tender offer. Such information includes significant direct or indirect 
participation in the capital, special share rights, information on the restriction of 
exercising the right to vote, rules for appointing or replacing the members of a 
management body, as well as information on changes in the regulations.

Minority shareholder protection during issuer delisting and “going private” can 
be improved. Minority shareholders can face significant challenges when an issuer 
leaves the stock exchange, or loses the status of “reporting enterprise”. Presently, 
there are no rules or explicit minority shareholder protections during delisting or 
the loss of “reporting enterprise” status. Possible measures that can be introduced 
to improve the minority shareholders protection include tender offers to minority 
shareholders (at a regulated price).

Private enforcement (shareholder redress)

The rights of shareholders to formal shareholder action through courts are 
relatively strong in Georgia, with low or no shareholding thresholds. Shareholders 
have the right to call shareholder meetings, to withdraw from the company if their 
rights are violated, to sue to overturn shareholder decisions, and to sue supervisory 
board members. Legal practitioners appear to prefer to go to court, rather than 
work through the regulatory bodies. Courts tend to rule in favor of shareholders. 
The NBG does not appear intervene in shareholder disputes, except where there 
were explicit violations of the securities law. 

Shareholders in Georgia have the following specific rights:

  Ability to call shareholder meeting. Five percent of voting power can demand 
that the directors call an extraordinary general meeting. 

  Withdrawal rights. Shareholders have the right to request a company to 
redeem his/ her shares, if the shareholder does not support a decision that 
substantially violates the shareholder’s rights or is related to reorganization of 
an enterprise.36 

New LoE 
implemented a 

squeeze-out rule 
and a “creeping 

disclosure” 

 36  The charter may detail the procedures of evaluation and redemption of shares (see Articles 174 and 181).
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  Ability to sue to overturn meeting decisions. Decisions of the GMS, 
supervisory board, and management body / manager can be overturned if they 
violate the law or the company charter and if they are considered material.

  Ability to sue directors. All shareholders have the right to sue the company 
and board members under general legislation. Shareholders may also bring an 
action in their own name against the company officers for the compensation of 
damages caused from their breach of duty, and for the benefit of the company 
(a so-called “derivative suit”).

PROPOSED POLICY RECOMMENDATIONS

The following recommendations would raise the alignment and improve compliance 
with the OECD Principles of Corporate Governance. Given the recent passage of the 
LoE and the three CG Codes, suggestions to change shareholder rights provisions 
of the current legal and regulatory framework are limited. Higher priority should be 
placed on implementation of the recently approved legislation. 

It is not recommended to make any changes to the LoE or the Codes for at least 
three years, so that market participants can adjust to the new frameworks, lessons 
can be learned, and experience accumulated.

Recommendation: Formalize market 
arrangements for “going private” or delisting

Responding to recent trends in companies delisting from the stock exchange, 
the NBG should review its regulation applicable to delisting and de-certification 
of issuers. The NBG should develop clear and formal procedures for any 
company interested in delisting or going private. Such regulations could introduce 
shareholder friendly measures to protect minority shareholder interests during 
such transactions, such as mandatory buyout offers.

Recommendation: Strengthen shareholder rights 
by encouraging the adoption of optional LoE 
provisions in future revisions to the CGCI

Strengthen shareholder protection by encouraging optional LoE provisions in 
the CGCI. When the CGCI is reviewed in the future, a number of provisions could 
be added to encourage companies to adopt optional provisions in company law 
that can serve to protect minority shareholders. These additions could allow the 
CGCI to work in concert with the LoE. Optional provisions in the LoE that could be 
mentioned in the CGCI include:

NBG should formalize 
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  Electronic voting, and early voting

  Secret ballots

  Cumulative voting

  Lower thresholds to approve large / extraordinary transactions

  Earlier meeting announcement dates

Recommendation: Introduce “tag along rights” 
to further protect shareholders during indirect 
changes of control

Despite significant improvements to the Georgian legislation framework on 
shareholder protection, there is room for improvement. The OECD Principles 
suggest some items that are missing from the present legal framework, which 
could improve the current situation with shareholder protection. Existing legislation 
does not appear to provide so-called “tag along rights”, so that indirect changes of 
control are not covered by the law. This is an important issue in some countries 
with complex ownership structures and will become important in Georgia as its CG 
structures evolve and mature. In addition, there are no requirements for disclosure 
of plans and financing of transactions to both the shareholders of the offering 
enterprise as well as to those of the target company.

Recommendation: Review the ongoing experience 
with related party transaction approval and 
disclosure

Over the long term, the NBG should review market experience with the 
related party transaction disclosure and approval requirements to make sure 
that shareholders are well-protected in practice. This can include a review of 
the definition of related party transactions to ensure that it captures relevant 
transactions. In addition, audit reports that are produced on the fairness of specific 
transactions could be reviewed to ensure that they are serving the purpose of 
protecting minority shareholders and how they can be improved.
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DISCLOSURE AND 
TRANSPARENCY

This chapter focuses on the disclosure obligations and transparency of listed 
companies. It covers most of Chapter V of the OECD Principles of Corporate 
Governance (Disclosure and Transparency). This chapter is organized as follows:

  Financial Reporting

  Non-financial Reporting

  Selected Elements of Non-financial Disclosure

  Audit and Audit Oversight

  Information Disclosure Channels

KEY FINDINGS

Georgia has made significant progress over the past five years in raising the 
quality and timeliness of financial disclosure by companies. This can be attributed 
to the passage of the LARA, full adoption of international accounting and auditing 
standards, and the increasingly strong monitoring roles of SARAS and NBG. 

Current Georgian law and regulations also require the disclosure of many non-
financial items, as recommended by the OECD Principles. However, non-financial 
disclosure does not appear to have received the same level of attention as financial 
reporting and full implementation should be the next item on the reform agenda.

4CHAPTER
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Financial reporting

Financial reporting in Georgia is governed by LARA, which is principally aligned 
with the respective EU Directives on accounting and auditing.37 LARA introduced 
proper frameworks for monitoring and enforcement of financial reporting 
standards and oversight of the audit profession, as was recommended by 2015 
Accounting and Audit ROSC.38

LARA established a dedicated regulator—SARAS—to monitor and enforce 
compliance with the financial reporting standards and oversee the audit 
profession. SARAS monitors companies’ financial reporting and disclosure practices, 
verifies compliance of financial statements with LARA requirements on a selective 
basis, and contributes to quality improvements of the independent audits. In 
addition to this general law, sector-specific regulators monitor and enforce 
compliance with the accounting and reporting requirements of entities under 
their supervision, such as NBG oversees banks, issuers, investment funds and 
some other financial institutions, while the Insurance State Supervision of Georgia 
oversees insurance companies.

LARA introduced the definition of PIEs, in line with the EU Accounting Directive, 
subjecting these PIEs to stricter and more sophisticated reporting, disclosure, 
and audit requirements. PIEs include issuers, banks, microfinance organizations, 
insurance companies, non-state pension funds, investment funds, and non-bank 
deposit institutions. In 2019, 49 large and medium size SOEs were added to this 
definition by the Government Decree.39 PIEs are required to prepare their financial 
statements in accordance with the IFRS, as issued by IASB, and establish audit 
committees.

LARA classifies all other entities into four categories based on the size of 
total assets, turnover, and the number of employees, and introduces tiered 
requirements for financial reporting, disclosure, and audit. Entities in the 
largest category (Category 1) are required to apply IFRS. Medium and smaller-size 
companies (Categories 2 and 3) are required to apply the IFRS for SMEs, as issued 
by the IASB, unless they choose to apply full IFRS. Micro entities (Category 4) and 
non-commercial legal entities are required to apply local accounting and financial 
reporting standards, as issued by SARAS.

The compliance rate with LARA’s financial reporting requirements reached 90 
percent among Georgian businesses in 2020.40 Overall, 15 percent of enterprises 
in Georgia are now following the requirements to prepare their financial statements 
using the full IFRS (PIEs and large entities, others do so voluntarily), and 85 percent 
of companies prepare their financial statements using the IFRS for SMEs. Among 
different categories of enterprises, PIEs have achieved 99 percent compliance with 
the financial reporting requirements per full IFRS, compared to 88 percent among 

Georgian legislation 
emulates the EU 

acquis communautaire 
in the area of 

accounting, reporting, 
and audit

 37  EU Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 “on the annual financial statements, 
consolidated financial statements and related reports of certain types of undertakings”, and EU Directive 2014/56/EU of the European 
Parliament and of the Council of 16 April 2014 “on statutory audits of annual accounts and consolidated accounts”.

 38  Available here: https://openknowledge.worldbank.org/handle/10986/22971 

 39  Ordinance of the Government of Georgia #584 on Establishing Criteria for Designating Enterprise as a Public Interest Entity of 
03/12/2019.

 40  SARAS Annual Report for 2020.
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medium-size enterprises (Category 2). Perceptions about the quality and timeliness 
of financial reporting have improved, thanks to SARAS enforcement mechanisms 
supported by regular training offered to business community, and ongoing 
feedback reports.

Non-financial reporting

Local legislation requires all large and medium companies to publish 
management reports. LARA (Article 7) mandates that PIEs, as well as Category 1 
and 2 companies prepare management reports and publish them on the SARAS 
portal. Management reports are similar to a “management discussion and analysis” 
(USA), or a board report (UK). The management report is published separately 
from and in addition to the annual report, which is defined to only include financial 
reporting. 

Management reports must include financial and non-financial information and 
provide a description of a company’s performance. LARA requires management 
reports to include a review of company’s activities, a complete analysis of a 
company’s development, results, and achievements, and the main risks and 
uncertainties an entity faces. The review of a company’s activities should include: 
a development plan; review of research activities; review of main risks; and 
information about a company’s risk management framework. Issuers’ management 
reports should also provide a review of a company’s development and performance, 
position of the issuer, its consolidated undertakings (if any), and a description of the 
main risks and uncertainties that an issuer faces.

A company’s management report must be verified by an auditor as to its 
compatibility with the company’s financial statements. An auditor must express 
an opinion on the compliance of such management report to the regulatory 
requirements, and on the compatibility of the management report’s descriptions 
with the financial statements presented in the same document. An auditor must 
also review if any other required information is included or omitted from the report.

LARA requires additional elements in the management report for certain types 
of companies. Listed companies are required to produce a CG report, while certain 
PIEs must produce a non-financial statement to accompany their management 
report (Table 2).

Most non-financial 
disclosure elements 
required for issuers 

by the OECD 
Principles are covered 

under existing laws 
and regulations 

Management reports 
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an auditor

Certain companies 
have additional non-

financial reporting 
requirements 

PIE Cat 1 Cat 2 Trades on GSE > 500 emp

Review of activities     

CG Report  

Non-financial statement     

 Table 2.   Requirements for the Management Report

 Source:  LARA, Article 7
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CGCI includes requirements for significant CG reporting and contains detailed 
provisions about how to disclose compliance. CGCI Article 24 requires all issuers 
to complete annual questionnaires (Annexes 1, 2, and 3), submit them to the NBG, 
and publish them on their websites by May 15th of each year.41 The CGCI contains a 
model report based on the following annexes:

  Annex 1: proposes a model cover page for the CG report.

  Annex 2: includes a complex questionnaire consisting of 171 questions 
covering every provision of the CGCI. The Annex requires companies to assign a 
compliance status to each provision of the Code (full, partial, not in compliance). 
Approximately 40 provisions are presented as “mandatory”, in contrast to the 
“apply or explain an alternative” approach proposed by CGCI in its introduction.

  Annex 3: This Annex requires the Company to indicate if 14 key company 
documents and policies are or are not publicly available. If available, the 
company should indicate where the policies can be found online in the Code 
compliance report. 

This questionnaire-style approach to demonstrating compliance with the Code 
is considered to be a good approach, but it may be viewed as complex by subject 
companies. This approach forces issuers to review their compliance in greater 
detail, provides more information to stakeholders, and could result in a good 
dataset for creation of a CG “scorecard” in the medium- to long-term. However, 
it may be viewed as overly complex by issuers. The following matters should be 
considered during future reviews of the Code: 

  Annex 2 differentiates between “mandatory” and “comply or explain” provisions, 
which is confusing since the CGCI is introduced as a voluntary, or “apply or 
explain” document.

  Some of the requested information may go beyond an attempt to demonstrate 
compliance with CGCI and refers to more systematic governance disclosures in 
general. 

  Annex 2 and 3 requirements contain certain inconsistencies with the LARA-
mandated “CG Report”; CGCI does not refer to LARA requirements, which could 
be confusing to market participants. 

The non-financial statement required by LARA for some larger companies is 
in many respects similar to the “sustainability” report introduced in many 
countries. According to LARA Article 7, the non-financial statement should contain 
information on matters related to environmental, social, employment, human 
rights, and corruption issues. However, it should also include a brief review of an 
entity’s business model, discussions of risks, and key performance indicators. Some 
of these discussion issues overlap with other elements of the management report 
(and with requirements in Annex 2 of the CGCI).

CGCI is a good 
starting point 

for improved CG 
compliance and 

disclosure

The CGCI annexes 
are complex and 
may undermine 

companies’ 
compliance effort

 41  This discussion is based on the CGCI version received on October 9, 2021.
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To introduce structure and guidance on sustainability reporting, NBG issued 
ESG Reporting and Disclosure Principles in 2020. These Principles provide ESG 
reporting guidance for Georgian entities. They build upon globally accepted 
frameworks, which entities use to report on sustainability and non-financial 
information.42 The Principles target commercial banks as the main reporting group, 
but also encourage other types of financial institutions and issuers to disclose ESG-
related information and to use the ESG Principles for their reference. The Principles 
are non-binding, and a reporting entity may choose alternative approaches to 
its ESG disclosure, provided that they meet the requirements of LARA, CGCI, and 
any other relevant legislative frameworks applied in Georgia. However,, the NBG 
strongly encourages financial institutions to follow the Principles for ensuring 
consistent and comparable ESG disclosure and to this end they developed the 
ESG reporting template, that was used by all commercial banks when they first 
published their ESG reports in 2021.43

Selected elements of non-financial disclosure 

The following elements are specifically required by the G20/ OECD Principles for 
issuers.44 These selected elements of non-financial disclosure are applicable to all 
PIEs. In general, there are no specific disclosure requirements for SOEs, unless they 
are included in the PIE definition.

There do not appear to be any specific legal requirements for PIEs to publicly 
disclose company documents such as the company charter. Under the CGCI, a 
company Charter, Code of Ethics, terms of reference of a supervisory board and its 
committees, and the minutes of the shareholder meetings should be made available 
on the website of an issuer. The charter of each company is publicly available on 
the website of the Entrepreneurial Registry. Moreover, under LoE Article 174, each 
shareholder has the right to request document copies of any JSC. However, the law 
does not define the specific scope of the disclosure. Case law demonstrates that 
the courts have ensured that shareholders have access to company documents. 
Disputes usually take place with respect to financial statements or other confidential 
documents that are not publicly available otherwise.

Direct and indirect ownership disclosures are legislated, but are silent on group 
structures, cross shareholding, or shareholder agreements. For issuers, there is 
a general requirement in the SML to disclose information about “…persons who 
hold or control significant share of the votes in the general meeting.” According to 
the Law, this includes indirect ownership. Ownership and control disclosure is also 
required for the prospectus. Banks are required to disclose information about their 
ownership in Pillar 3 disclosures. There appears to be no disclosure requirement 
for group structures, pyramid structures, cross shareholdings, or shareholder 
agreements. There is also no specific guidance about where to include this 
information (e.g., in the management report or CG report). ROSC survey suggests 
that, in practice, the majority of companies disclose direct and indirect ownership in 
their annual reports. 

Disclosure of key 
company documents 

 42  Global frameworks include: the EU guidelines for disclosure of non-financial information, the Global Reporting Initiative’s (GRI) 
Sustainability Reporting Standards, the International Integrated Reporting Council’s (IIRC) Integrated Reporting (IR) Framework, the 
Sustainability Accounting Standards Board (SASB), Task Force for Climate Financial Disclosure (TCFD), IFC Disclosure and Transparency 
Toolkit.

 43  https://nbg.gov.ge/en/financial-stability/esg-reporting-and-disclosure 

 44  Chapter V, Principle V.A
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Remuneration disclosure of the supervisory board and management board is 
required for PIEs, including issuers and banks. Such disclosure must be made by 
entities reporting under the IFRS, which should disclose total remuneration of the 
“key management personnel”, which also includes supervisory board members. 
Such requirement is imposed by the International Accounting Standard (IAS) 
24 “Related Party Disclosures”. In addition, SML Article 111 authorizes 5 percent 
shareholders of issuers to obtain information about the salary and other income 
received by the directors, or members of the management board, or members 
of the supervisory board of a reporting company. In addition, information about 
remuneration and additional benefits paid to the members of the issuer’s governing 
bodies must be disclosed in the prospectus, within the scope of the public offering 
procedures.

As good CG practices suggest, CGCI (Article 21) encourages companies to have 
a documented remuneration policy. The remuneration amounts must be linked 
to a company performance. The CGCI also requires that this policy be disclosed as 
part of a “report on remuneration”. However, the CGCI does not provide guidance 
or reference to LARA as to how this requirement relates to structure of the LARA-
mandated management report or CG report. In practice, issuers appear to disclose 
the remuneration information of senior management on an aggregate basis. At 
the same time, issuers do not typically disclose links between remuneration size 
and company’s performance. The CGCCB also requires banks to put in place a 
remuneration policy that includes “measures of performance, the mix of forms of 
remuneration (such as fixed and variable components, and cash and equity-related 
benefits) and the timing of eligibility to receive payments.”

LARA requires that issuers filing a CG report must provide an overview of the 
members and functioning of the management and supervisory boards.45 Banks 
must identify managers and supervisory board members in their Pillar 3 reports, 
including detailed disclosure of the board members’ experience and qualifications, 
disclosure of whether individual board members are considered to be independent, 
and the criteria used to define an independent director.46 

For issuers, there are no specific regulatory requirements for disclosure of the 
following items, which are recommended by the OECD Principles:

  Selection process of board members,

  Disclosure about potential candidates to the supervisory board during the 
selection and appointment process,

  Detailed disclosure of board members’ experience and qualification, 

  Disclosure of whether individual board members are considered to be 
independent, and the criteria used to define an independent director.

In practice, issuers appear to disclose some information about board member 
qualifications, biographies, and which board members are independent. They do 
not typically disclose criteria or refer to a regulatory framework in relation to the 
definition or criteria for independent members. These types of disclosures may 
require more attention from the regulators to strengthen boards’ qualifications, the 
selection process, and instill proper independence requirements in practice.

Remuneration policy 
and disclosure of 

supervisory board 
and key executives’ 

compensation

 45  LARA, Article 7.7.e

 46  Decree N92/04 of the Governor of the NBG on approving Regulation on Disclosure Requirements for Commercial Banks within Pillar 3
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Issuers must disclose the ownership stakes of supervisory board members and 
managers in their management report. The details must include information about 
their shareholding. In addition, managers and their related parties must notify the 
issuer and the NBG about any transactions with the issuer’s securities, within three 
business days.47 This, in general, corresponds to good CG practices.

IAS 24 “Related Party Disclosures” requires full disclosure of related party 
transactions in the financial statements and the annual report. The SML has 
additional disclosure requirements for issuers, whereby, companies must notify 
the NBG about the approval of a transaction conducted by interested persons, size 
and type of such transaction, and other basic terms and conditions. The issuer must 
also publish this information on its website or on the website of the stock exchange, 
or through mass media defined by the NBG, within five days of notifying the NBG. 
In practice, the number of examples is limited, and the content and degree of such 
disclosure varies among the companies. 

LARA requires management reports to include an overview of internal controls 
and risk management systems related to the process of financial reporting, 
and analysis of the main risks and uncertainties.48 There are similar overlapping 
requirements for risk disclosure in the CG report and the non-financial statement, 
also required by LARA. While such requirements can be streamlined and simplified, 
in practice, companies provide and disclose summaries of their risk management 
policies and structures, with varying degrees of detail.

The largest Georgian companies must disclose information on environmental 
and social matters. CGCI Article 23.2 requires issuers to provide information on 
CG and environmental protection, as well as social governance on their websites. 
Material information about employees and creditors of issuers should also be 
disclosed as part of the prospectus. This information is not harmonized with the 
requirements for the non-financial statement required by LARA. Interviews with 
stakeholders suggest that in practice issuers appear to generally disclose some 
employee data, such as the total number of employees, their salaries, and benefits. 
However, the degree of detail varies among the companies, and may include 
information about the work environment, employment rights, and health and safety 
matters, with some reports also including gender, age, employment duration, and 
other statistical data (as part of non-financial statements). More guidance may be 
needed in this area from the regulators to encourage disclosure and outline some 
baseline requirements.

Audit and audit oversight

LARA requires all larger companies in Georgia have their annual financial 
statements audited by an independent auditor. Entities that must undergo an 
independent annual audit include PIEs, Category 1 and 2 companies, all as defined 
by LARA, principally in line with the EU Accounting Directive. Audits are not required 
for smaller companies - Category 3 or 4. 

Ownership and 
transactions by 

insiders

 47  Securities Market Law, Article 455.5; Insider Trading and Market Manipulation Rules, Article 9.1

 48  Law of Georgia on Accounting, Reporting and Audit, Article 7.7.c
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Georgia has adopted and follows the ISA as legislated by LARA. When conducting 
audits in Georgia, auditors and audit firms are required to comply with ISA, as  
issued by the International Auditing and Assurance Standards Board (IAASB).

As per LARA, auditors and certified accountants in Georgia are regulated 
by SARAS, which is charged with quality control of the independent audits, 
among other functions described earlier. As allowed by the EU Audit Directive,49 
LARA delegates certain functions over audit quality to recognized professional 
organizations of accountants and auditors. SARAS is an agency under the MOF, 
which is charged with monitoring companies’ financial reporting and disclosure 
practices, overseeing compliance of financial statements with LARA requirements, 
and regulating audit quality in Georgia. SARAS is governed by its Head, and seven-
member board, which includes appointees from Government and academia as well 
as independent members. 

SARAS conducts quality assurance reviews of registered auditors and audit firms 
and regulates the professional accountancy organizations. These organizations, 
in turn, detect violations and can impose disciplinary measures on their individual 
members, in accordance with the procedures developed in agreement with SARAS. 
Auditors and audit firms, including individual engagement partners, are required to 
be registered with the State Registry of Auditors/Audit Firms maintained by SARAS.

According to market participants, SARAS has a good reputation, and is 
considered to be largely independent from the audit profession. SARAS appears 
to have both the authority and resources to carry out its mandate. SARAS imposes 
fines on auditors and audit firms, and less frequently uses stricter measures such as 
annulment of registration. 

As good CG practices suggest, external auditors in Georgia are elected and 
dismissed by GMS. As laid out in the relevant codes of CG, audit committees of 
banks are responsible for “…approving or recommending to the supervisory board 
or shareholders for their approval, the appointment, remuneration and dismissal 
of external auditors.” Audit committees of issuers are required to “…manage the 
relationship with external auditor.” 

SARAS serves as an important enforcer of audit quality and has issued sanctions 
in response to shareholder complaints. There were several practical cases of 
shareholders filing complaints with SARAS about auditors and audit firms, which 
resulted in sanctions against firms and remedial actions with respect to audit results 
of relevant companies. Lawsuits by shareholders against audit firms for damages 
appear to be very rare.

Audits are conducted 
under ISA

 49  Directive 2014/56/EU of the European Parliament and of the Council of 16 April 2014 amending Directive 2006/43/EC “on statutory 
audits of annual accounts and consolidated accounts”.
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Information disclosure channels

SARAS’ reporting platform serves as both a system for collecting and analyzing 
companies’ filings, and a system for publicly disclosing this information for all 
companies.50 The online platform is a comprehensive repository of the financial and 
non-financial information produced and reported by all Georgian companies. The 
management reports of companies are disclosed separately. Issuers can submit 
their annual and semi-annual reports to the NBG using the same portal. Audited 
annual financial statements, including annual reports and management reports, 
must be circulated no later than four months from the close of the financial year.

Other channels for disclosure and publication are also used in Georgia. For 
example, annual filings by issuers, and Pillar 3 filings by commercial banks are 
submitted to the NBG and published on the NBG website. The Information 
Transparency Rules require issuers to submit information to the NBG and to the 
GSE. Some information must also be posted on each company’s website. 

Under the SML, issuers are obliged to publicly disclose insider information that 
may impact the stock price.51 SML Article 452.1 defines insider information as 
“exact information which has not been disclosed publicly and is directly or indirectly 
related to one or more securities or its/ their issuer(s) and which may have material 
impact on the price of the securities…”.

Issuers must publicly disclose the insider information related to them 
immediately unless there are grounds to delay such disclosure. Issuers must 
disclose insider information in a manner which allows the public to assess this 
information in full, correctly, and in a timely manner (Insider Trading and Market 
Manipulation Rules, Article 7.1).

The Best Annual Report and Transparency Award (BARTA)52 raises awareness 
among Georgian businesses about the benefits of good reporting and disclosure. 
First launched in 2019, it is a part of an effort to address the challenges in quality 
and transparency of corporate reporting among Georgian companies. The annual 
award encourages compliance with the new reporting regulations and aims to 
improve the overall standard of corporate reporting as part of the country’s quest to 
build up investor trust and confidence at local and international levels. 

All listed companies are automatically nominated for participation, while other 
PIEs, including those admitted to trading, can self-nominate. All long-listed 
companies that meet the eligibility criteria are scored by the panel of judges. Award 
winners are determined based on an evaluation of their management reporting, CG 
and non-financial information statements, as well as other quality factors, such as 
report publication on their websites, timely filing of annual reports, and the quality 
of presented financial statements. BARTA has shown an extensive gap between 
reporting quality of banks compared to all other companies – a challenge not 
unusual for developing countries, but which Georgia will need to address to follow 
its capital markets aspirations. 

SARAS manages 
an information 

disclosure platform 
that allows access to 
all public disclosure

 50  Please refer to: www.reportal.ge

 51  Prior to June 2020, reporting entities were obliged to submit “current statements” to the NBG and to the registered holders of 
securities “current statements”, i.e., statements about any material events which occurred after the company became a reporting entity. 

 52  BARTA Award was established in 2019 and run annually by the World Bank and the EU, in partnership with the National Accounting, 
Reporting and Auditing Reform Support Fund.
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PROPOSED POLICY RECOMMENDATIONS

Recommendation: Update the Information 
Transparency Rules for issuers to include CG 
disclosure requirements

This includes:

  Fully harmonize the SML and the CGCI with LARA.

  Develop a standard set of information that should be included in the 
management reports of issuers. 

  Consider removing the distinctions between the management, CG, and non-
financial disclosure reports.

  Integrate lessons from the ESG disclosure guidelines into the requirements for 
sustainability / non-financial reporting. 

  Align the CGCI with LARA by referencing the respective LARA provisions and 
removing duplicate requirements.

The following non-financial disclosure requirements could be added as 
mandatory requirements to the Information Transparency Rules for issuers:

  Clear and fully defined requirements for direct and indirect ownership 
disclosure.

  Disclosure of group structures and links between a company and a larger 
corporate entity.

  Mechanisms for disproportionate control, shareholder agreements, multiple 
voting shares.

  Full disclosure of the board member profiles, including qualifications, current 
employment, length of service, and tenure on board committees.

  Information regarding the number of board and committee meetings held 
during the year, and attendance by each director. 

  Material foreseeable risk factors and a risk appetite statement (if any).

  Remuneration policy (as encouraged by CGCI).

  Information on remuneration at the individual level (on a voluntary basis).

Strengthen non-
financial disclosure 

requirements for 
issuers to bring non-

financial disclosure 
requirements more 

in line with OECD 
Principles
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Recommendation: Streamline LARA non-financial 
disclosure requirements (LARA Article 7)

At the time of the next review of the LARA, it would be useful to streamline its 
requirements on non-financial disclosure (Article 7):

  Fully harmonize LARA and the sectoral regulatory requirements.

  Consider delegating coverage of the management reports sector regulators. For 
those entities without sector regulators, SARAS could develop separate specific 
non-financial disclosure requirements, as guidance notes. 

  Consider removing or harmonizing the distinctions between the management, 
CG, and non-financial disclosure reports.

  Integrate lessons from the ESG disclosure guidelines into the requirements for 
sustainability / non-financial reporting. 

  Require PIEs and Category 1 companies to publish all required disclosures on 
their own websites.

  Provide a full, structured list of information that should be included in the 
management reports.

  Provide a clearer description of the information in the CG report and the non-
financial disclosure report. 

  Incorporate elements of existing ESG disclosure guidelines in the non-financial 
disclosure report.

Recommendation: Develop guidelines on good 
non-financial disclosure

Building on the good history of improving financial and non-financial reporting, 
consider providing help to Georgian businesses on improving their non-financial 
disclosure. Lessons from LARA implementation, BARTA launch, adoption of the 
ESG Guidelines, and other similar experiences, all suggest that SARAS and the 
NBG should work jointly to prepare guidelines for Georgian businesses on how to 
prepare good non-financial disclosure. Particular focus could be on how to draft 
clear and useful “reviews of activities”. Donors’ and international organizations’ 
assistance should be sought where possible. The IFC’s Transparency and Disclosure 
Toolkit can be a useful starting point.

Streamline LARA non-
financial disclosure 

requirements 

Advise companies 
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BOARD PRACTICES AND 
COMPANY OVERSIGHT

This chapter focuses on improving the composition, performance, and 
professionalism of the boards of directors of listed companies. It covers most of 
Chapter VI of the OECD Principles of Corporate Governance (Boards	of	Directors). 
This chapter addresses the issues related to the supervisory boards of issuers and 
banks. The role of the supervisory boards of SOEs is presented in Chapter 6.

The chapter is organized in the following sections:

  Board Duties and Responsibilities 

  Board Composition and Selection

  Board Committees

  Board Professionalism

KEY FINDINGS

Georgia’s legal and regulatory requirements for private sector supervisory 
boards are established by the LoE, two CG codes, and company charters. Georgia 
has a two-tier board system for JSCs, which includes a supervisory board and a 
management board (sometimes referred to as board of directors). While the LoE 
establishes basic board requirements, it delegates the details to individual company 
charters. In addition, the three CG codes establish various requirements for their 
groups of regulated entities. CGCI (Article 6) requires issuers’ supervisory board to 
have at least five members, of which one third, or at least two members, should be 
independent; the CGCCB has similar requirements for banks.

Board practices in 
Georgia are regulated 

by the LoE, updated 
in 2021
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The ROSC survey indicates that supervisory board practices are well-developed 
among Georgian banks, are in their early stages for SOEs, and found mixed 
results for issuers. Tables 3 and 4 summarize supervisory board practices based on 
the ROSC survey. The main conclusions are:

  All banks and issuers reported supervisory boards in place. 

  Average board size was 5.1 members and was relatively consistent across the 
different types of companies: 5.5 for banks, and 4.7 for issuers,

  Independent supervisory board members were reported by all banks and 
issuers’ boards. Bank boards followed the CGCCB and had at least two 
independent members (an average of about 48 percent independent). An 
average of 37 percent of issuers’ board members were independent. Two issuers 
and one bank reported 100 percent independent boards.

  No women directors were reported by sixteen of the surveyed companies with 
boards (43 percent of the respondents), of which about 64 percent were issuers. 

The ROSC survey 
provides a mixed 
picture of board 

practices in Georgia

Characteristic Banks Issuers

Average size of supervisory boards, of which 5.5 4.7

Representatives of major shareholders 2.7 (49.1%) 1.6 (34.0%)

Independent supervisory board members 2.7 (49.1%) 1.5 (31.9%)

Women supervisory board members 1.3 (23.6%) 0.4 (8.5%)

Foreign national supervisory board members 3.9 (70.9%) 0.9 (19.1%)

Average age (in years) of supervisory board members 48.0 50.4

How many supervisory board meetings were held in 2020? 32.5 7.5

 Table 3.   Supervisory Boards: Number and Selected Characteristics of Supervisory Board Members

 Source: 	World	Bank	ROSC	Survey	2021.	Percentages	may	not	add	to	100%	due	to	multiple	choice	answers	allowed.

Characteristic Banks53 Issuers

Which body is responsible for approving the issuance of additional shares?

General Assembly 14 10

Supervisory Board 1 4

Board of Directors

 Table 4.   Approval Responsibilities among Surveyed Companies (Number of Responding Companies)

 53  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.
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 Source:  World Bank ROSC Survey 2021.

Characteristic Banks53 Issuers

Other (Ministry or other government body)

Which body is responsible for the appointment of supervisory board 

General Assembly 15 14

Supervisory Board

Other (Ministry or other government body)

Which body is responsible for the appointment of board of directors?

General Assembly 3

Supervisory Board 15 9

Other (Ministry or other government body) 2

Which body is responsible for developing corporate strategy?

Board of Directors 6 3

General Assembly 5

Supervisory Board 9 6

Other (Ministry or other government body)

Which body is responsible for approving corporate strategy?

Board of Directors 1 1

General Assembly 1 7

Supervisory Board 13 6

Other (Ministry or other government body)

Total Responding Companies 15 14

Board duties and responsibilities

The new LoE defines the duties of board members, such as the duty of care 
and duty of loyalty, and is a significant improvement on prior company law. 
Members of the supervisory board and board of directors must act “with a diligence 
of an honest manager acting in good faith” and “take care as the director of a 
company would under similar circumstances, acting in the faith that their action 
is in the best interests of a company”. Unusually, the SML also contains several 
provisions which further define the duties of supervisory board members. The CG 
Codes also reinforce fiduciary duties.

Fiduciary duties of 
supervisory board 
members are now 

codified in the new 
LoE
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Supervisory board members may not engage in the same activity as the company 
and should not use for personal gain any business opportunity they become 
aware of, as part of their official capacity. A “business judgment rule” is in place, 
and the duty of care is not violated if it can be reasonably assumed that a business 
decision was made based on the sufficient and reliable information, in the best 
interests of the company, independently, and free from conflict of interests or 
other influence. The CGCI and the SML reinforce these provisions. In particular, 
SML Article 16 requires that “the members of the governing body of a reporting 
company, at the time of exercising their rights and duties, must act with the belief 
that their actions are in the best interest of the company and its security holders.”

In practice, according to observers, a majority of board members do appear 
to act in the interest of the company. Most lawsuits and complaints relate to 
actions of executives and not of supervisory board members. At the same time, the 
profile and competence of supervisory board members vary widely among entities, 
depending on the type and resources available to them. While the largest and more 
advanced companies can afford to engage the most qualified and experienced 
supervisory board members, many entities with fewer resources struggle with the 
level of professionalism of board members and their adherence to duty of care. 

There are no specific provisions in the LoE defining any duties to stakeholders. 
However, the CGCI requires that “… the Supervisory Board shall first consider the 
interests of the Company, shareholders/partners, and other stakeholders… and 
ensure efficient communication, develop and maintain collaboration with the 
shareholders/partners and stakeholders.” 

A code of ethics is encouraged or mandated by the CG Codes. The CGCI Article 
4 requires all issuers to develop a code of ethics, which should “implement high 
standards of ethical behavior for the employees and the Governing Body”. It 
charges the supervisory board with responsibility for monitoring the development 
and execution of the code of ethics. Banks are required to follow a detailed code of 
ethics, mandated by the NBG. According to the ROSC survey, a code of ethics has 
been adopted by all banks and about 64 percent of issuers.

The CG codes assign to the supervisory board the responsibility of setting 
strategy and guiding key decisions of a company, as advised by good CG 
practices. The CGCI is quite specific in noting the strategic role that should be 
played by the supervisory board. Likewise, the CGCCB requires bank supervisory 
boards to assume responsibility for “…establishing bank’s strategy and overseeing 
management’s implementation of the bank’s strategic objectives.” On the other 
hand, there is no specific reference in the Codes that supervisory boards should 
review and approve companies’ business plans or set performance objectives and 
key performance indicators, as recommended by the OECD Principles.

Because most Georgian companies are closely held by their owners, the 
supervisory boards are sometimes bypassed. There is often a direct relationship 
between the management of a company and foreign parent, or controlling 
shareholder, and as a result many important corporate decisions are not made at 
the supervisory board or GMS level. As a result, supervisory boards—as distinct 
from management—are not always the driving force behind corporate strategy and 
strategic issues.  

 LoE does not 
specify any duties for 

supervisory board 
members to act 

in the interests of 
stakeholders
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Issuers are required 

to adopt Code of 
Ethics 

Responsibilities of the 
board: strategy and 

key decisions



55Chapter 5. Board Practices and Company Oversight

The CG codes charge supervisory boards with the responsibility to monitor 
compliance with CG requirements and appoint a Corporate Secretary. Under the 
CCGCI Article 3, the supervisory board is responsible for compliance with the CGCI 
requirements, while Article 18 encourages companies to establish the position of 
a Corporate Secretary. The Corporate Secretary is to be directly supervised by the 
supervisory board and provide information and organizational support for the 
governing bodies, partners/shareholders and other stakeholders. The supervisory 
board appoints the Corporate Secretary and defines their terms of employment. 
The CGCCB mentions the role of corporate secretary but does not explicitly require 
one. 

In practice, the position of a corporate secretary has been introduced in very few 
companies in Georgia. According to the ROSC survey, only eight of 42 responding 
companies reported having a company secretary, or about 20 percent, including six 
(of fifteen)54 banks, and one issuer.

The LoE gives supervisory boards the authority to appoint a general director 
and other members of the management board. LoE Articles 206 and 207 gives 
supervisory boards the authority to appoint executive directors for a term not 
exceeding three years. The CGCI reinforces and further details the LoE provisions 
that the supervisory board is tasked with appointment of a general director, as 
well as “monitoring the activity of the management board (board of directors) and 
assessment of its decisions”, ensuring that its activities “fully correspond to the 
strategy and Risks Management Framework approved by the Supervisory Board.” 
Boards are encouraged to put in place company policies for the appointment, 
dismissal, and re-election of its executives. Succession planning is not explicitly 
mentioned. The CGCCB requires bank supervisory boards to “oversee senior 
management’s activities and evaluating senior management’s decisions” and make 
sure that there are adequate policies and procedures relating to the “engagement, 
dismissal and succession of the senior management, and be actively involved in 
such processes.” 

The new LoE transfers the authority to determine remuneration of executives 
from the supervisory board to the shareholder meeting. This change runs the risk 
of weakening management’s accountability to the board. Moreover, this change 
conflicts with the current language in the CGCI (Article 21), and the CGCSOE (Articles 
9 and 16), which assign the remuneration decision making power to the supervisory 
boards of issuers and SOEs. 

Under the CGCI, issuers should establish a board-level remuneration committee 
to take responsibility over a company’s remuneration policy. This committee, or 
the full board if the committee does not exist, is responsible for setting, regularly 
discussing, and submitting its recommendations on the remuneration policy 
annually to the supervisory board. Under Article 21, remuneration “… shall be 
based on the long-term results of the entire company, as well as on the results 
of the activities of individual members”. It also proposes the main elements to be 
included in such policy. Article 11 gives authority to the remuneration committee 
to prepare recommendations on the remuneration of supervisory board members, 
for submission to the GMS for approval. There is no explicit requirement for 
independent board members to play a role in this decision.

Supervisory boards 
are charged with 

monitoring the 
effectiveness of 

company’s CG 
practices

 54  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.
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The CGCCB’s Article 19 mandates bank supervisory boards to “oversee …  
approaches of the remuneration system.” The CGCCB contains a number of 
advanced provisions on remuneration, including “overseeing the compensation of 
executives and assessing whether it is aligned with the bank’s risk culture and risk 
appetite.” The CGCCB also contains good practice “malus/ forfeiture” and “clawback” 
provisions, where compensation can be reduced or reversed based on realized risks 
or other events before or at the moment of payment of variable compensation.

The ROSC survey identified that in practice, board-level remuneration 
committees are rare among Georgian companies, and disclosure of salaries 
of their supervisory board or key executives is lagging. Out of all companies 
surveyed, only four banks, including the three systemically important banks, 
reported having functioning remuneration committees. Other banks or 
companies reportedly do not have such committees and do not develop or 
disclose remuneration policies. Very few companies disclose the salaries of their 
supervisory board members or key executives, and their relationship with company 
performance, as required by the G20/OECD Principles.

The CG codes establish procedures for formal and transparent selection, 
nomination and appointment of supervisory board members. Under the CGCI 
Article 6, issuers must develop appropriate policies and procedures for the 
appointment of supervisory board members. If a nomination committee is in place, 
it is responsible for establishing these procedures. Independent directors are not 
assigned a specific role in this process. Likewise, the CGCCB mandates commercial 
banks’ nomination committees to provide recommendations to the supervisory 
boards on all new appointments of both executive directors and supervisory board 
members. 

None of the Codes explicitly refer to the transparency of the nomination process. 
In practice, there is little disclosure of companies’ appointment policies, board 
candidates experience, or selection processes followed. This weakness is closely 
linked to the low number of established nomination and remuneration committees.

The LoE, the SML, and the CGCCB explicitly mandate the supervisory boards to 
monitor, manage and approve related party transactions. The LoE (Article 208 
Conflicts	of	Interests), requires that any transaction with an “interested person” must 
be approved by the supervisory board. Interested persons may not vote over a 
transaction in question. If the majority of the board has a conflict of interest, it must 
be approved by the GMS. There is no general requirement to monitor and manage 
potential conflicts of interest for management, board members, and shareholders, 
including misuse of corporate assets and abuse in related party transactions. The 
CGCCB provides a number of requirements for bank supervisory boards monitor 
and manage of potential conflicts of interests.55

All three CG codes charge supervisory boards with establishing and monitoring 
proper risk management systems conducive to strong accounting and financial 
reporting practices. Under the CGCI’s Article 5, members of the supervisory board 
(individually and jointly), together with the management board, are responsible 
for determining and approving a risk management framework for issuers. Under 
Article 15(1) the management board and the supervisory board should “create 
an efficient system of financial and non-financial risk management, as well as risk 
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 55  Article 3(4), Article 4(4), Article 13(5), Article 8(5.b), Article 17(22), Article 19(6) of the Order N215/4 of the President of the NBG on the 
Approval of the Corporate Governance Code for Commercial Banks
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culture, processes and controls.” The CGCI’s Article 20 assigns final responsibility for 
creating and monitoring the risk management system to the supervisory board. To 
enable this, the management board should provide the supervisory board with the 
information necessary for fulfilment of these functions.

The CGCCB establishes a modern risk governance framework for banks. Banks’ 
supervisory boards are responsible for establishing and monitoring strong risk 
management systems, which are based on strong risk culture and healthy risk 
appetite, with effectively determined responsibilities over risk management and 
control functions. All the above should be documented in the respective risk 
appetite statement. 

The CG codes require that the covered entities establish an internal audit 
function. 

  The supervisory and management boards of issuers must ensure the 
independence and effectiveness of a company’s internal audit function, as 
required by the CGCI Article 21. The internal audit service shall be accountable 
to the supervisory board and its audit committee. The supervisory board must 
decide on appointment and dismissal, assessment, and remuneration of the 
head of internal audit service. The management board cannot participate in the 
approval of remuneration for internal audit employees. The Audit Committee 
is responsible for monitoring and “actively collaborating” with the internal and 
external auditors, and ensuring the adequacy, independence and efficient 
cooperation of the functions of the internal and external auditors. 

  Similar (but mandatory) rules are in place for commercial banks; the CGCCB 
regulates the internal audit function and its independence in great detail. 

The ROSC survey data confirms that in practice banks are fully compliant with 
the internal audit requirements, while non-financial companies lag behind in 
this important area. Chart 5 illustrates that while all banks are compliant, only 78 
percent of  issuers have established internal audit. Subordination of internal audit 
and establishing clear reporting lines to the board-level audit committee is even 
lower – at 57 percent for issuers 

Internal audit 
function is 

properly legislated, 
with practical 

implementation 
differentiated among 

entities 

 Chart 5.   Establishing Internal Audit Function

 Source:  World Bank ROSC Survey 2021
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The CG codes provide certain guidelines for supervisory boards to establish 
and oversee companies’ disclosure and communication policies. In particular, 
the CGCI encourages supervisory boards to oversee the process of disclosure 
and communications. Under CGCI’s Article 22, an “enterprise shall ensure 
the development of communication and information disclosure policy with 
shareholders/partners and potential shareholders/partners.” The CG framework 
does not have an explicit requirement to create an investor relations function, 
though effective communication with stakeholders and provision of information on 
companies’ websites are encouraged. This responsibility is not explicitly assigned to 
the supervisory board.

Board composition and selection 

Regulations about the board size and composition have been significantly 
improved with the recent legislative changes. CGCI Article 6 encourages the 
supervisory boards to have at least five members, of which one third (or at least 
two) should be independent. The CGCI provides that the shareholder meeting “shall 
ensure that the members of the Supervisory Board shall … ensure the balance of 
diversity of opinions”, with people of different genders, skills, qualifications and 
experiences, who have enough time, resources, proper qualifications, professional 
experience, appropriate competence to fulfil their functions and who will act in a 
good faith. The CGCCB has similar (mandatory) requirements for banks, adding 
a specific gender diversity requirement. According to the LoE, a member of the 
supervisory board may not be a member of the management board at the same 
time. This legislates that no executives can serve at the supervisory board, removing 
the possibility of executives serving on the supervisory board. This norm is also 
reinforced by respective provisions in the CG codes.

The ROSC survey indicates that bank boards lead the way on independence. 
As Table 3 above summarizes, independent supervisory board members were 
reported as present on all bank and issuer boards. Bank boards followed the 
CGCCB and had at least two independent members, an average of about 48 percent 
independent members. An average of 37 percent of issuer board members were 
independent. Two issuers and one bank reported 100 percent independent boards.

Independent board members play a significant role in banks, as they constitute 
a majority on the audit and risk committees. For example, bank independent 
board members take the lead on reviewing accounting policy, risk appetite, internal 
controls, remuneration, and reviews of financial statements. For non-financial 
companies’ supervisory boards, where the majority independence rule is not in 
place, independent members may have less influence. 

The Codes define independence, but in slightly different ways.56 The CGCI (Article 
16) defines independence in line with international good practice. Independence is 
considered to be “hindered” in case a candidate or a board member has:
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 56  The LoE (Article 61) also defines independence. However, it is only with respect to the audit committee members, and covers 
only basic elements, such as absence of legal and/ or economic relationships with a company, ownership of company’s shares, and 
remuneration or other economic benefit from the company.
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  Ongoing financial, legal, economic, or different kind of substantial connection/
obligation towards the company, subsidiary of the company, supervisory board, 
or the stockholders/partners holding significant number of stocks;

  Any direct or indirect material financial interest (for example, such as property 
or investment) in the company, or in a subsidiary company, or towards 
stockholders/partners holding a significant number of stocks in these 
companies;

  Any professional or working relationship (including business service) with the 
company or its subsidiary/stockholder/partner owning a significant number of 
shares during the last two years;

  Undertaken any business activities (directly/indirectly) or has/had a business 
relationship with a member of the governing body of the company or person 
owning a significant number of stocks in the company in the last two years;

  Received any additional remuneration from the Company, except for the fixed 
payment related to the membership of the Supervisory Board or owning stocks;

  A family member who is a member of the governing body or a family member of 
a person holding a significant number of stocks in the company or its subsidiary;

  Any other kind of relationship, position, or involvement which may influence 
the interest of the company or/and membership of the supervisory board/audit 
committee, including personal or business relationship with a person owning a 
significant number of shares in the company or its subsidiary;

  Held the appointment as an independent member for longer than five years, 
except for when the organization submits relevant argumentation that the 
member should remain on the supervisory board;

Similar provisions are also in place in the CCGCB.

The CGCCB allows the board of the local subsidiary to mirror the board of their 
foreign parent. CGCCB’s Article 5 specifies that “independent members of the 
supervisory board of a parent company and/ or subsidiary banks of the group may 
also be considered to be independent on the supervisory board of the subsidiary 
bank if these members satisfy the independence criteria set by the present CGCCB 
and/ or the best international practices.” This allows at least one local bank to 
“mirror” the foreign parent and Georgian subsidiary’s board. This approach has 
several trade-offs:

  On the one hand, it allows professional board members from the foreign parent 
to serve on boards in Georgia and lend their expertise to the Georgian market 
at lower cost. In this way, the supervisory board of the local Bank of Georgia, for 
example, has much more expertise than would normally be available to banks in 
many emerging markets.

  On the other hand, some observers argue that it stretches the definition of 
“independence” too far and does not recognize the conflicts of interest between 
the parent and the subsidiary. 

  The approach also results in the loss of opportunity to build a strong cadre of 
supervisory board members in Georgia, as fewer local experts get to serve on 
banks’ boards.
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In line with international good practice, the CGCCB introduced a gender diversity 
requirement. The CGCCB requires bank supervisory boards to have at least 
20 percent of their members (or at least one) are women, and a more general 
requirement to “…ensure that the members of the supervisory board be elected in 
such a manner, to ensure the balance of diversity of opinions… including people 
with different genders, skills, qualifications, and experiences, who have enough 
time, resources, proper qualifications, professional experience, appropriate 
competence to fulfil their functions.”  There is no mention of gender diversity in the 
CGCI, a significant omission.

In practice, the number of women on boards is low but appears to be increasing. 
According to the ROSC survey, women now make up 24 percent of bank supervisory 
boards, exceeding the minimum required 20 percent. Issuers have about 10 percent 
of women on their supervisory boards, despite not having a legislated requirement. 

Board committees

The CG framework requires supervisory boards to establish different 
committees:

  LoE requires all PIEs to establish an audit committee.

  CGCI requires all issuers to establish an audit committee headed by an 
independent chair. It also recommends other committees, including risk 
management, remuneration, nomination and CG committees, for which there 
are no specified independence requirements. 

  CGCCB requires majority-independent audit committee and risk committee. 
Remuneration and CG committees are required for systemically important 
banks (three in Georgia) and recommended for others.

The ROSC survey data demonstrated that in practice there is a wide range of 
practices around the establishment of board committees. Chart 6 demonstrates 
that all (1557) surveyed banks have established audit and risk committees; and the 
systemically important banks have established remuneration and CG committees. 
About 77 percent of issuers have established an audit committee and no others (see 
Tables 5 and 6). 
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 57  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

 Chart 6.   Establishment of Board-level Committees

 Source:  World Bank ROSC Survey 2021
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LoE SML CGCI CGCCB CGCSOE

Applies to… PIEs, as 
defined in 
LARA

Issuers Issuers “apply 
and explain” 
basis 

Banks, 
mandatory 
application

Selected 
largest SOEs 
that are PIEs

Composition:

Number of members No 
requirements

No 
requirements

At least 3 
members (2 if 
small issuer)

At least 3 
members

At least 3 
members

Who can be a 
member?

No mention Supervisory 
board
members only

Supervisory 
board
members only

Supervisory 
board
members only

Supervisory 
board
members only

Financial Experience At least 1 
member

No 
requirements

At least 2 
members

At least 2 
members

At least 2 
members

Independent Chair No requirement Independent Independent Independent Independent

Independence 
requirements

None None beyond 
Chair

None beyond 
Chair

Majority All members 
independent

Strength of definition
 of Independence 
requirement

No 
requirement

No definition Strong Strong Strong

 Table 5.   Audit Committee Requirements

 Source: 	World	Bank	review	of	various	Codes	and	LoE

Characteristic Banks58 Issuers

Companies reporting audit committees 15 (100.0%) 10 (69.2%)

For those companies with audit committees, average number of:

Audit committee members 3.1 (100%) 3.1 (100%)

 Table 6.   Characteristics of Audit Committees among Surveyed Companies

 58  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

In line with good CG practices, audit committees are now required for all PIEs. All 
PIEs are required to establish an audit committee through multiple regulations. The 
LoE requires an audit committee for PIEs, as defined by the LARA. The requirements 
are further detailed in the CG codes for issuers, banks, and SOEs, and they are 
quite similar, except that the audit committees of banks must include a majority 
of independent members. The SML also has a requirement for issuers, which 
may need to be updated to bring it in line with other existing legislation and good 
practices. These requirements are summarized in Table 5. There is no requirement 
for companies to disclose their committee mandates and terms of reference, 
contrary to good practice. 

An audit committee 
is required for all 

PIEs, as regulated by 
different laws and 

regulations 
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Georgian banks are required to establish a risk committee in line with the 
CGCCB and international good practice. All surveyed banks reported that they had 
established a risk committee. The risk committee must be composed of at least 
three members, the majority of which should be independent members of the 
supervisory board. The chair should be independent and should not be the chair of 
the supervisory board or any other committee. The regulation assigns the following 
responsibilities to the risk committee:

  Discusses all risk strategies on both aggregated basis and by type of risk, makes 
recommendations on the bank’s current and future risk appetite,

  Reports on the state of risk culture in the bank and reviews the bank’s risk 
policies at least annually,

  Oversees that management has processes in place to promote the bank’s 
adherence to the approved risk policies,

  Provides recommendations and views to the supervisory board regarding 
existing and future risk appetite,

  Cooperates with and monitors the activities of chief risk officer.

Board professionalism

There are limited requirements for training and orientation of board members 
in the current legislation or codes. For issuers, the CGCI Article 18 requires the 
Corporate Secretary to “plan necessary trainings and preparatory orientation 
meetings” with members of the supervisory board. The CGCCB requires bank 
supervisory boards to “ensure members participation in induction programs” 
and “provide access to ongoing training on relevant issues”. In practice, however, 
training programs available for directors in Georgia are rare, and there are no 
organized providers of board training services. 

Banks are required 
to establish an 
international-
standard risk 

committee

 Source:  World Bank CG Survey 2021. Full sample includes SOEs.

Characteristic Banks58 Issuers

Non-independent members 0.8 (26%) 1.0 (32%)

Independent members 2.3 (74%) 1.2 (38%)

Members who are not SB members 0.0 (0%) 0.3 (9%)

Members who are managers 0.0 (0%) 0.4 (12%)

Members who are women 0.9 (28%) 0.3 (9%)

Members who are foreigners 1.8 (59%) 0.6 (21%)

Members with financial expertise 2.9 (93%) 2.3 (75%)

Director training is 
duly legislated, but 

opportunities are 
limited
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Board commitment 
to responsibilities, 

disclosure of 
board members’ 

information

The OECD Principles ask issuers to publicly disclose detailed information about 
board members, and this requirement is only partially reflected in the Georgian 
legislation. There are various requirements to publish information about the 
supervisory board. In particular, LoE Article 221 requires companies to publish the 
composition of their supervisory board, election of the chairman, and any related 
changes. This information must also be made available on a company’s website.

However, there is no requirement disclose any other detailed information about 
supervisory board members. This includes a director’s length of service as a board 
member, tenure on various board committees, his/her primary employment, 
information regarding the number of board and committee meetings held during 
the year, or attendance by each director – all of this can be useful to the regulators 
and the general public to understand the board’s level of commitment. 

The CG Codes encourage or require supervisory boards to establish relevant 
board evaluation procedures. The CGCI’s Article 13 requires the supervisory 
boards of issuers to conduct an annual assessment covering “the structure, size, 
and composition of the supervisory board, as well as structure and coordination 
of the committees set up with the supervisory board, correspondence of each 
member with legislation and internal requirements of a company, efficiency of 
the board's internal practice and procedures”. The CGCCB’s Article 12 requires 
banks’ supervisory boards to establish “procedures for assessing, at least annually, 
its own performance” as well as “a procedure for assessing, at least annually, 
own performance of individual directors alone or with the assistance of external 
experts.” It specifically requires an assessment by an external evaluator every three 
years. 

All of the requirements for supervisory board evaluations are new, and 
implementation practices appear to be limited. As Table 7 summarizes, 11 of 
29 private sector surveyed companies reported that they did not carry out board 
evaluations, 12 reported self-assessments only, and 4 companies (all banks) 
reported the use of a facilitator to assist with their board evaluations. Over time, 
these practices will need to be improved to allow for proper and timely board 
assessments.

Board evaluations 
are carried out in 
Georgia, but their 
adoption is at an 

early stage

 59  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

Characteristic Banks59 Issuers

No Assessment 3 8

Self-Assessment: 7 5

Annually 6 4

Every 3 years 1

Twice a year

Permanent basis 1

 Table 7.   Board Evaluation Practices. Number of Companies in the ROSC Survey
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 Source:  World Bank ROSC Survey 2021

Characteristic Banks59 Issuers

Assessment with Facilitator: 4 0

Both self-assessment and Facilitated Assessments (Annual)

Self-assessment annually / Facilitator every 3 years 3

Assessment with Facilitator (Annual) 1

Other 1 1

Total 15 14

PROPOSED POLICY 
RECOMMENDATIONS

Recommendation: Consider 
updating the CGCI and CGCCB 
to strengthen supervisory 
boards, and bring them closer in 
line with the OECD requirements

The following recommendations should be considered 
during future reviews of the CGCI and the CGCCB:

  Harmonize the Codes with the remuneration 
provision in the LoE. The three CG codes are 
based on the model under the old LoE and 
assume that this responsibility remains with the 
supervisory board; these provisions should be 
clarified.

  Links between management board 
remuneration and company performance 
should be clearly specified. The Codes should 
be updated to explicitly encourage the linking 
of management remuneration to a company’s 
performance and objectives established by the 
shareholders.

  Review the CGCCB Article 5 on independence 
requirements for foreign banks’ 
representatives. To allow for knowledge transfer 
and buildup of a local cohort of professional 

directors, consider introducing a requirement for 
some Georgian citizens to be appointed to bank 
boards.

  Gender diversity needs to be added to the CGCI. 
To follow the global trend, and a good example set 
by the CGCCB and the CGCSOE, there should be 
a requirement for gender diversity added to the 
CGCI.

  Majority independence requirement for 
audit committee should be introduced. The 
CGCI should include a requirement for the 
audit committee to be majority independent, as 
suggested by good practices and already reflected 
in the CGCCB.

  Introduce limits to board seats held by one 
board member. In order to allow a supervisory 
board member to devote sufficient time to his 
work, it is advisable to set a limit on the number of 
board seats he/she can hold simultaneously. Some 
good practices suggest a maximum of three to five 
board seats to be a good indicator.

  Introduce the corporate secretary position 
across all CG codes. For example, presently, the 
CGCCB mentions the role of corporate secretary, 
but does not explicitly require one. It should 
explicitly require a corporate secretary for banks, 
reporting to the supervisory board. A similar 
requirement should be introduced in the CGCI.

  Clarify board training requirements. As per 
good practices, recommendations for CG training 
for new and existing board members should be 
enhanced.
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  Strengthen board evaluation procedures, aligning requirements across 
legislation. The language and terminology around board evaluations can be 
improved across the laws and various CG codes. Some suggestions could be 
mirrored from the CGCCB requirements. 

  Clarify other supervisory board responsibilities, as indicated by the OECD 
Principles. The codes could be more harmonized among each other and 
mention specific responsibilities of the board to:

 � Approve companies’ annual budgets and business plans,

 � Set performance objectives and key performance indicators for managers,

 � Assume responsibility for ESG risks and adequacy of ESG policies and 
procedures,

 � Establish investor relations function,

 � Develop succession policies.

Recommendation: All stakeholders should work 
together to expand and professionalize the cadre 
of Georgian supervisory board members

The Government, business community, and other interested stakeholders 
should work together to expand the pool and build the professionalism of 
Georgian board members. As in many emerging markets, this process takes time 
and requires significant investment into human capacity. Donor assistance should 
be sought to facilitate this process and to enhance the existing global experience 
in board member capacity building. Specific initial suggestions include, but are not 
limited to, introducing:

  Tighter and stronger board training requirements in the CG codes,

  Training program(s) for new and existing independent members of supervisory 
boards,

  Additional guidelines and materials to be made available in Georgian language,

  Tighter independence requirement in the CGCCB to require at least some board 
members with Georgian nationality.

Recommendation: Harmonize and update the 
SML with the new LoE and the CG code

There are two areas where certain specific CG provisions are not harmonized with 
the CGCI or the LoE:

  Article 16 presents a description of supervisory board fiduciary duties that 
are similar but use different style and terminology than the fiduciary duties 
mentioned in the LoE. The value added of this provision is unclear; fiduciary 
duties are normally a company law matter that are applicable to all kinds of 
companies.

Establish a 
collaboration 

mechanism for 
all interested 

stakeholders to 
expand the cadre of 

Georgian supervisory 
board members

The SML should be 
updated and aligned 
to with the new CGCI
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  Article 91 requires an audit committee for issuers. The requirements are similar 
to but are not the same as the requirements in the CGCI. This provision could be 
deleted.

Recommendation: Review the new LoE provisions 
that assign the responsibility of setting 
remuneration to the supervisory board

Consider empowering boards by returning the remuneration setting responsibility 
to the supervisory board. The new LoE transferred the authority to set 
remuneration of executives from the supervisory board to the shareholder meeting. 
This raises concerns that management is less accountable to the supervisory board 
as a result. 

In due time, consider 
updating the LOE 

remuneration 
provisions
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GOVERNANCE OF STATE 
OWNED ENTERPRISES

This chapter details the existing policies, practices, and challenges in the CG of 
State-Owned Enterprises (SOEs) in Georgia. It summarizes recent reforms and 
research findings, including the interviews carried out as part of the ROSC process, 
and proposes recommendations for next steps in the process. The chapter is 
organized as follows:

  SOE Portfolio Overview

  State Ownership Arrangements

  Legal and Regulatory Framework for SOEs CG 

  SOE Board Composition and Appointments

  SOE Transparency and Disclosure Practices

KEY FINDINGS

Georgia’s SOE portfolio remains large by number of entities operating in a 
range of economically significant sectors, such as energy, transportation, 
manufacturing, construction, and delivering important public services to 
citizens. In 2020, the SOE portfolio included 352 entities, of which 179 were 
owned by the central government and 173 by local authorities.60 These SOEs 
employ approximately 60,000 workers, accounting for about 5 percent of formal 
employment. 

Georgia’s SOE 
portfolio remains 

large by number of 
entities

6CHAPTER

 60  This number includes all central-level SOEs, including with minority stake, and municipal enterprises, with 25 percent or more state 
ownership, and with an annual turnover exceeding GEL 200 thousand, or with annual payroll exceeding GEL 15 thousand.
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Many SOEs are performing poorly, raising concerns about both service delivery 
and fiscal risks for Georgia’s budget. SOEs require growing equity injections, 
increasing subsidies and loans from the state budget, while their service delivery 
to citizens remains sub-optimal, and their contribution to the Government in the 
form of taxes and dividends is insufficient. During 2014-2018, SOEs received equity 
injections of GEL 1.3 billion (USD 412 million). Despite this, total equity of SOEs 
eroded by around GEL 0.7 billion, as a result of continued losses of GEL 0.8 billion 
(2018) and GEL 0.2 billion (2019).61 This loss-making trend is expected to continue as 
a result of the difficult economic conditions caused by the global pandemic. These 
factors, combined with insufficient CG standards and practices, especially in the 
case of those SOEs that deliver critical public services, have brought SOEs to the top 
of the government reform agenda.

Most SOEs do not currently implement modern CG practices.  While many 
important legislative improvements have been attempted, SOEs lack supervisory 
boards, board committees, and modern control functions. This significantly reduces 
their autonomy, effectiveness, and ability to compete. 

No SOEs are listed, even though this could be beneficial for market activity 
and for SOEs themselves. This practice is not common in Georgia, but it could 
bring tangible benefits for SOEs by inducing a corporate culture, strengthening CG 
practices, and increasing their transparency. Moreover, through listing of SOEs’ 
minority stakes or their bonds, the local market may obtain an additional boost in 
available financial instruments and attract more investors.

To respond to the existing SOE challenges, the Government has begun 
addressing SOE ownership and governance issues by updating the legislative 
framework. Since 2017, the MOF has strengthened SOEs’ fiscal oversight through 
the publication of a comprehensive annual Fiscal Risk Statement. The Fiscal Risk 
Statement contains detailed analysis of SOEs’ performance and CG. It is presented 
to the Parliament and publicly disclosed in line with good practice. Significant steps 
were also taken to improve the MOF’s financial monitoring function over SOEs, with 
the creation of a Fiscal Risk Management Unit responsible for compiling, assessing, 
and reporting on SOEs’ performance information. 

The Georgian Parliament actively intervened in the SOE reform agenda and 
supported the Government in public discussions. In 2019, the Parliament 
conducted a Thematic Inquiry on SOE effectiveness and CG. The result of this 
inquiry was the report of an expert group that offered concrete recommendations 
to the Government and gave a new momentum to the ongoing reforms. Many of 
these recommendations paved the way for the subsequent SOE reform process.

To support the SOE reform and enable an intra-governmental discussion, 
the Government established the State Enterprise Reforms Council (SOE 
Council). Initiated in April 2021, the Council is led by the Ministers of Finance, 
Sustainable Economic Development, and includes the Ministers of Justice, Regional 
Development and Infrastructure, and their relevant deputy ministers. According 
to its founding Decree, the objective of the SOE Council is to develop a strategy for 
comprehensive SOE reform and to oversee its implementation.62

SOEs represent a 
fiscal burden for the 

budget via their poor 
financial performance 

and weak CG

 61  Source: Fiscal risk Statement, December 2020, MOF.

 62  Decree on the Establishment of the State Enterprise Reform Council (April 2021).

Current CG practices 
of SOEs are 
insufficient

Over the past decade, 
the Government has 
taken some concrete 
steps to address SOE 

challenges, beginning 
with the fiscal risks’ 

analysis 

The Georgian 
Parliament and the 

Government are 
publicly debating the 
way forward on SOEs

High-level SOE reform 
council has been 

created 
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The main achievement of recent efforts in SOE reform is the adoption of a new 
CG Code for SOEs (CGCSOE) in September 2021. The CGCSOE is a comprehensive 
document, based on the OECD Guidelines on the Corporate Governance of State-
Owned Enterprises. It contains the main elements of CG principles, including 
SOE boards, board-level committees, independence requirements, selection and 
appointment of board members and management, financial reporting, disclosure 
etc. While adopted, the application of the CGCSOE is currently pending a final 
government decision on the list of companies that will be required to apply it. 

An SOE strategy has been drafted by the Government with support from the 
international organizations;63 it outlines the basis for continued state ownership 
of SOEs. The draft SOE strategy specifies the Government’s rationale for continued 
SOE ownership, establishes criteria for maintaining ownership in SOEs, describes 
the relationship between the Government and SOEs, clarifies the principles of 
competitive neutrality for SOEs, proposes the MoF as the centralized ownership 
entity,  and sets clear CG requirements. It calls for a new “SOE Framework” law to 
be developed and enacted to guide the SOE reform. For the commercial SOEs that 
will remain in state ownership, the strategy envisages implementation of OECD 
Guidelines on the Corporate Governance of State-Owned Enterprises. As of the date 
of this report, the SOE Strategy remains in its draft form and is not yet approved by 
the Government.

The draft SOE strategy is based on an SOE categorization exercise finalized in 
April 2020. SOE categorization was carried out by the MOF with IMF assistance. 
It classified all Georgian SOEs into: (i) Public Corporations (SOEs), and (ii) General 
Government Units, as per the IMF Government Finance Statistics Manual.64 This 
classification is independent from the PIE designation in Georgian legislation. Under 
the new classification:

  52 entities were defined as Public Corporations, which function as fully 
commercial entities or have a potential of transitioning into commercial 
enterprises, and 

  183 entities were defined as General Government Units, as they do not perform 
commercial activities and permanently depend on Government subsidies and 
other types of financial support. 

Once the SOE Strategy is approved, the Government will need to consider 
the respective legal changes to convert all SOEs into their new status: public 
corporations/ SOEs will need to be registered as JSC, and SOEs assigned as general 
government units will become branches of the general government or legal entities 
of public law (LEPL). It should be emphasized that in this transition process, all SOEs 
marked as public corporations must seek corporatization into JSC, even if they are 
registered as LLC today.

CGCSOE is one of the 
main achievements 
of the ongoing SOE 

reform

 63  The international organizations supporting the Georgian Government are led by the IMF, and also include the World Bank and the IFC. 

 64  IMF: Government Finance Statistics Manual 2014 (https://www.imf.org/external/np/sta/gfsm/ )
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with IMF assistance
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STATE OWNERSHIP ARRANGEMENTS

Multiple government agencies currently own and supervise SOEs, which 
complicates the oversight arrangements, dilutes SOEs’ public accountability, and 
induces conflict of interest between the ownership and policy-making functions 
of government. These various agencies carry out the government’s ownership 
functions with respect to their portfolio SOEs, meaning they make key decisions at 
both the strategic and operational level. These agencies establish policies, vote in 
shareholder meetings, thus, approve capital increases and changes to companies’ 
charters, and monitor and evaluate financial performance. Presently, the following 
agencies are in charge of SOE ownership function and financial oversight: 

  National Agency of State Property (NASP) controls 96 companies, the largest 
owner of SOEs by number in the Government. It coordinates its functions with 
the line ministries, monitors and evaluates financial performance of SOEs, 
appoints supervisory board members, and approves capital increases and 
changes to SOE charters, monitors and evaluates their financial performance. 
NASP reports to the MOESD.

  The Partnership Fund performs a similar function with respect to 31 of the 
largest Georgian SOEs, primarily, in the energy and infrastructure sectors. The 
Partnership Fund is a state-owned investment fund established in 2011 that, 
in addition to their SOE ownership function, invests into commercially viable 
projects together with the private sector. 

  MOESD and line ministries act as owners for the SOEs under their direct 
mandate. 25 SOEs are directly overseen by the MOESD. 19 SOEs are overseen 
by the following line ministries: five by the Ministry of Environmental Protection 
and Agriculture; three by the Ministry of Defense; two by the Ministry of Regional 
Development and Infrastructure; two by the Ministry of Education, Science, 
Culture and Sport; and seven by other line ministries. The Ministries also carry 
out other monitoring and coordination functions with respect to the SOEs that 
belong to the Partnership Fund.

  Municipally owned SOEs are overseen directly by regional authorities. Of 
173 municipally owned SOEs, 35 percent are under the ownership of the 
municipalities of Tbilisi and Batumi, which account for 94% of their total 
turnover.

NASP, MOESD, line ministries and municipalities all make key ownership 
decisions for the SOEs within their mandate or sector. NASP, MOESD, and line 
ministries are responsible for exercising the government’s ownership rights in 
SOEs, and make many key decisions at both the strategic and operational level, 
depending on the SOE. They vote in shareholder meetings, and thus approve 
capital increases and changes to SOEs charters, and monitor and evaluate their 
financial performance. These agencies nominate most of the government-
appointed board members and the chief executives. The ownership role of the line 
Ministry represents an inherent conflict of interest between the policymaking and 
shareholding functions of the State.65

SOE ownership 
and governance 

in Georgia can 
be classified as 

decentralized, or dual 
in selected cases

 65  Thematic Inquiry Report on the Effectiveness of the Governance of State-Owned Enterprises (Georgian Parliament, 2019)
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Selected line Ministries have established management agreements with the 
NASP. The management agreement details the rights and obligations of both the 
Ministry (referred to as the share manager) and the NASP. NASP monitors the 
management agreement and is responsible for approval of specific decisions of 
the share managers as to certain corporate issues, such as property disposal, 
borrowing, bankruptcy, etc. This approach reduces the conflict of interest between 
the government’s roles as owner and policy-maker. 

SOEs are also subject to oversight from other ministries and agencies. In 
particular:

  The MOF is responsible for identifying, analyzing, and disclosing fiscal risks of 
SOEs. In some cases, MOF can appoint a member to the supervisory boards. 

  The State Audit Office (SAO) conducts compliance audits over the financial 
and economic activities of SOEs in which the Government holds more than 50 
percent of shares, unless the enterprise’s securities are traded on a securities 
market, in which case SOEs are not subject to SAO audit.66

  SARAS oversees corporate reporting and its quality of all Georgian companies, 
including SOEs. 

  Regulatory bodies set standards and regulations for operations at sectoral level. 

  Proposal Review and Decision-Making Commission on the Suggestions 
Regarding Distribution and Use of the Net Profits of SOEs (the “Dividend 
Commission”) decides on the distribution and use of SOEs’ net profits. The 
Commission is composed mainly of ministers and their deputies.

As oversight responsibilities are spread among multiple ministries and agencies, 
no one entity is actively overseeing and monitoring SOEs. As a result, there is no 
consistency in SOEs oversight, no accountability for results, and a lack of aggregated 
information on SOEs performance. This creates complications in informed decision 
making and thorough oversight of SOEs’ financial and operational performance. 
Moreover, the Government does not have a centralized system to analyze the 
effectiveness of its CG approach. For example, during the preparation of this 
report it was difficult to obtain information on how many SOEs have established 
supervisory boards. 

The CGCSOE establishes an SOE performance monitoring system, led by the 
MOF, however, the institutional framework is not yet in place to support it. The 
MOF has a mandate to monitor fiscal risks stemming from SOEs, but this analysis 
is limited to fiscal risks and costs and does not cover the effectiveness of SOE 
operations or their management performance. The CGCSOE’s Article 2.C introduces 
a “statement of corporate intent” that is aimed to “define the set of risks within the 
enterprise to achieve the financial and non-financial goals”. This statement is a four 
year plan to be submitted to the MOF and updated annually. This clear goal setting 
is an important step forward in the SOE reform, but as this requirement is new, it is 
not yet tested for implementation effectiveness.  

Other Ministries and 
agencies also play 

important roles in the 
SOE oversight system

 66  Law of Georgia on State Audit Office, Article 17.2.i. 

Lack of adequate 
centralized oversight 
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Government in its 
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Line Ministries reportedly tend to focus more on SOE compliance with sector 
objectives, and not on their operational and financial performance, long-term 
strategy, or financial sustainability. Ministries lack staff with commercial and 
financial experience to properly exercise the state’s ownership functions. The skills 
and experience necessary for operating a ministry are likely to differ significantly 
from those necessary for operating or monitoring commercial companies. The 
involvement of multiple entities also leads to a dispersal of scarce ownership 
skills and capacity where they do exist. Therefore, centralizing the SOE ownership, 
governance, and oversight functions is critical to improving SOE effectiveness in 
Georgia.

LEGAL AND REGULATORY FRAMEWORK 
FOR SOE CORPORATE GOVERNANCE 

SOEs fall under the general company legislation in Georgia and are formed as 
either LLCs or JSCs under the LoE. There is no overarching SOE Law or other legal 
framework for SOEs, as they are regulated by the general norms of the LoE, the 
LARA, the Labor Code,67 the Law on Rehabilitation and the Collective Satisfaction 
of Creditors’ Claims,68 and other laws applicable to private companies. In addition 
to general company legislation, SOEs are also subject to specific public sector 
legislation: 

  SOEs are subject to state audit by the SAO, when SOEs become a party to 
contractual obligations, recipients of public funds or loans guaranteed by the 
State, or if the State holds more than 50% of SOE shares, unless the enterprise’s 
securities are traded on a securities market, in which case SOEs are not subject 
to SAO audit.69 

  Public Procurement Law applies to all majority-owned SOEs in Georgia, 

  Chief Executive Officers of 100 percent Government owned SOEs are required to 
file their asset declarations annually.70

The absence of clear SOE ownership policy and rationale is one of the key 
reasons that has led to a fragmented approach to SOE ownership within the 
Government. The conflicting mandates of the Government as the policy maker, 
regulator and the owner of SOEs, lead to overlapping demands on SOEs and 
subordinate one function to others. There is a need to segregate such functions 
among different ministries and agencies to minimize the inherent conflict of interest 
between the policymaking, regulatory and shareholding functions, and avoid 
conflicts of interest. It is expected that approval of the draft SOE Strategy will help to 
address these pressing issues. 

Technical capacity 
within SOE ownership 

units appears to be 
insufficient

In Georgia, State-
Owned Enterprises 

are entities of private 
law

 67  Labor Code of Georgia #4113-rs, December 17, 2010.

 68  Law of Georgia on Rehabilitation and the Collective Satisfaction of Creditors’ Claims # 7165-Is, September 25, 2020.

 69  Law of Georgia on State Audit Office, Article 17.2.i.

 70  Resolution of the Government of Georgia On the Rules for Submitting the Declaration of Assets of an Official and Approval of the Job 
Register of the Officials Who Are Obliged to Fill in the Declaration of Assets, Article 20.

Relationship between 
SOEs and the State as 
their shareholder are 

not formalized
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Most SOEs have not been employing modern CG practices, but that is beginning 
to change with the new CGCSOE issued in September 2021. It implements many 
modern CG practices in line with the OECD Guidelines on the Corporate Governance 
of State-Owned Enterprises. In particular, the CGCSOE:

  Applies to selected SOEs, although, the list of SOEs to which the Code will apply 
has not yet been published restricting application,

  Applies on a “comply or explain an alternative” basis,

  Recommends establishing a supervisory board with 100 percent independent 
board members, and defines board member independence,

  Requires each company to appoint a corporate secretary,

  Requires each company to put in place a Code of Ethics,

  Establishes that 25 percent of supervisory board members must be women,

  Establishes a Selection Advisory Commission composed of Government 
representatives, nominees from business associations, and relevant civil society 
groups, 

  Sets clear supervisory board authority to appoint and dismiss the CEO, other 
members of the management board, and set strategy,

  Requires audit, remuneration, nomination, and governance committees,

  Requires supervisory board members to participate in training programs and 
boards to conduct self-assessments on an annual basis,

  Requires modern internal audit and risk management functions and establishes 
supervisory board authority over them,

  Gives the MOF authority to develop a formal performance management process 
via a “statement of corporate intent” - a document that defines financial and 
non-financial goals for each SOE. 

The CGCSOE sets the first true expectations from the Government as to how its 
SOEs should be governed, with its implementation to be tested in the coming 
years. It introduces several important processes at the Government ownership 
level, including a performance management function, and a Selection Advisory 
Commission to appoint supervisory board members. However:

  The SOE ownership framework remains fragmented, and it is unclear which 
ministry or agency will take responsibility across the whole of government 
for implementing and encouraging the adoption of the CGCSOE by individual 
entities.

  By creating new institutions, such as the Selection Advisory Commission to 
manage performance and appoint board members, the CGCSOE to some extent 
increases ownership fragmentation, with even more institutions responsible for 
executing ownership rights. 

CG requirements 
have been 

established by the 
new CGCSOE

The CGCSOE is a 
significant milestone 
in SOE reform, but it 
may face challenges 

in implementation



74 Chapter 6. Governance of State Owned Enterprises

All SOEs in Georgia are subject to the LARA requirements depending on their 
assets and revenue size, as well as employment numbers. Starting 2020, 49 SOEs 
were classified as PIEs under LARA, and must now comply with the more stringent 
financial reporting, audit, and disclosure requirements as per relevant provisions 
of the LARA.71 These include enhanced transparency and disclosure requirements, 
including IFRS-based accounting and financial reporting and preparation of non-
financial reporting for certain SOEs on the SARAS portal (www.reportal.ge). SOEs 
that are classified as PIEs are also required to establish an audit committee within 
its supervisory board, provided they have a board. If PIEs have no board, they need 
to establish an audit committee at the level of GMS. PIEs are required to have at 
least one independent board member and at least one board member competent 
in accounting and/or audit on the board. 

SOE BOARD COMPOSITION AND 
APPOINTMENTS

Supervisory boards have traditionally been optional for SOEs. Under the LoE 
Article 39, a supervisory board is not required for either LLCs or JSCs unless it is 
envisaged by “law or charter”. In practice, supervisory boards are rare among SOEs. 
For example, only 12 SOEs out of 96 under NASP’s mandate have supervisory 
boards. Although, the new CGCSOE introduces mandatory creation of supervisory 
boards for selected largest SOEs, the list of SOEs that must apply the Code has not 
yet been approved by the Government, restricting the CGCSOE rollout.

The SOE supervisory boards that do exist are primarily composed of state 
officials, appointed ex officio with little regard to their qualifications and 
experience. There is no uniform approach to SOEs supervisory boards’ composition 
or size. The authority and functions of SOE supervisory boards tend to be limited 
to the functions defined by the charters and their activities remain formal. In most 
cases, supervisory board members are high level officials—ministers or their 
deputies—who may lack the time, motivation, and sometimes also objectivity and 
skills vital to fulfill their duties. At the same time, there are cases where executive 
directors of SOEs cannot make operational decisions within their authority unless 
approved by the supervisory board. This semi-formal process leads to complication 
of decision-making process and unnecessary time constraints.72

SOEs are only beginning to embrace the concept of independent board 
members. Although large and medium SOEs have been required to appoint 
independent board members since 2020, after they obtained PIE status, only one 
SOE has appointed independent board members.73 Independent supervisory board 
members with professional qualifications and respective industry experience 
add value to supervisory boards. To achieve this, and bring in experts with 
relevant skills, it is critical to establish clear selection criteria, such as business 
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 71  Ordinance of the Government of Georgia on Establishing Criteria for Designating Enterprise as a Public Interest Entity # 584, 
29.11.2019

 72  Thematic Inquiry Report on the Effectiveness of the Governance of State-Owned Enterprises, 2019

 73  As of the date of this ROSC publication, the Georgian State Electrosystems Supervisory Board was appointed and is comprised of 
board members independent from the Government.
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administration, industry experience, legal or financial background, with minimum 
years of experience, for example, at least 15-20 years of relevant experience. The 
OECD Guidelines on the Corporate Governance of State-Owned Enterprises state 
that “independent board members should have the relevant competence and 
experience to enhance the effectiveness of SOE boards”.74

Most SOE supervisory boards do not have board-level committees. According to 
data from the ROSC survey, only two SOEs out of thirteen surveyed reported having 
specialized board level committees. Under the CGCSOE, SOEs will be required in the 
future to have at least an audit committee and a remuneration, nomination, and 
governance committee. 

No written criteria exist for the selection, appointment, and evaluation of the 
SOEs supervisory board members or executive management. Public servants 
are often appointed based on political preferences with little consideration given 
to their business background. There are no criteria for the evaluation of director 
performance, nor does a system for such evaluation exist across ministries.75 A 
well-structured, merit-based, and transparent board nomination and management 
selection process is essential for professionally run SOEs.

The CGCSOE sets out a solid path toward future reforms. It calls for the 
creation of a Selection Advisory Commission to assist in the appointment of SOE 
supervisory board members. The commission is to be composed of Government 
representatives, members of civil society, and other interested stakeholder groups. 
The Commission would consider applications and work with the MOF and the 
relevant line ministries to make informed SOE board appointments.

The Georgian State Electrosystem was chosen by the Government as a pilot 
for implementation of SOE CG policies. The process was launched in 2019. Since 
then, the supervisory board was selected by a special commission comprising 
of three relevant ministers and two members of business associations. Specific 
selection criteria and qualifications were set by a dedicated Government decree.76 
The Georgia State Electrosystem board was appointed in May 2021 and includes 
five members with private sector backgrounds who are all independent from 
the Government,77 three of whom are women. The company is in the process of 
setting up five board level committees. Their further plans include establishing 
remuneration policies and a board evaluation mechanism. When the company’s 
CG transformation is complete, the Government is planning to extend a similar 
approach to other SOEs.

The ROSC survey confirmed that Georgian SOEs have significant room for 
improving their board practices. While changes are expected soon with the 
CGCSOE adoption, it is important to note the following findings about CG practices 
among Georgian SOEs:78
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 74  Annotations to Chapter VII. Responsibilities of the Boards of State-Owned Enterprises, OECD Guidelines on Corporate Governance for 
State-owned Enterprises, 2015 Edition.

 75  Thematic Inquiry Report on the Effectiveness of the Governance of State-Owned Enterprises, 2019.

 76  GOG Ordinance #130 of 29.01.2021 on Creation of a Selection Commission of Georgian State Electrosystem Supervisory Board 
Member Candidates

 77  According to the Governmental Decree on Selection of Supervisory Board Members for State Electrosystem, one of the selection 
criteria was having a two-year cooling off period from any political or governmental position.

 78  As part of the company survey conducted for this ROSC, questionnaires were sent to twenty largest SOEs in Georgia in January 2021. 
Responses were received from thirteen SOEs.
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   Supervisory boards are not yet common practice among SOEs, which are 
classified as PIEs: only five SOEs out of thirteen surveyed have boards;

  Supervisory board functions at SOEs do not seem to include strategy setting 
and are more of a “rubber stamping” nature: only 15 percent of surveyed SOEs’ 
boards have strategy setting functions;

  Majority of SOEs’ supervisory boards are staffed with public officials: 75 percent 
of surveyed SOEs’ board members are Government representatives;

  Board level committees are rare at SOEs: only two SOEs out of thirteen surveyed 
have specialized board level committees;

  Independent board members are rare among Georgian SOEs: five out of the 
eight SOEs with boards reported having no independent board members,

  Size of SOE boards vary from three to seven members;

  Gender diversity at SOE boards is low: only 8 percent of directors are women;

  SOE supervisory boards are not being evaluated: 85 percent of surveyed SOE 
boards did not report any kind of assessment of their board practices;

  There are no standardized selection, nomination, and appointment procedures 
for SOE board members;

  The Government does not have a remuneration policy for SOE boards or 
management, and does not delegate this function to SOE boards;79 

  SOE supervisory boards do not receive proper induction and training 
orientation.

SOE TRANSPARENCY AND DISCLOSURE 
PRACTICES

The existing accounting, reporting, and disclosure requirements are largely 
in line with the good practices promulgated by the OECD Guidelines on the 
Corporate Governance of State-Owned Enterprises. The OECD Guidelines state 
that transparency regarding the financial and non-financial performance of SOEs 
is key for strengthening the accountability of SOE boards and management and 
for enabling the state to act as an informed owner.80 These principles are largely 
followed by SOEs in Georgia, as they report under the applicable internationally 
accepted standards, have their accounts audited, and disclose financial statements 
on the SARAS portal.

Since 2016, Georgian SOEs, like privately owned companies, submit their 
financial and non-financial reports to the SARAS online portal. The portal is open 
to the public and SOE reports can be viewed by interested parties. The ROSC survey 
confirmed that the majority (78 percent) of surveyed SOEs submitted their reports 
to SARAS (www.reportal.ge) in 2020. 
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 79  Ex-officio SOEs board members are not compensated in Georgia, which is in line with good CG practices.

 80  Annotations to Chapter VI. Disclosure and transparency, OECD Guidelines on the Corporate Governance of State-owned Enterprises, 
2015 Edition.
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The ROSC survey revealed that the practical application of certain requirements 
could be improved by SOEs. For example, many SOEs do not disclose their annual 
reports and other corporate information on their websites. According to a new 
regulation,81 SOE classified as PIEs have to submit their annual report to SARAS on 
July 1st. The majority of SOEs did not meet this deadline. As public disclosure is one 
of the key elements to raising SOE transparency, SARAS and the SOE ownership 
entity should enforce SOE compliance with the existing disclosure and transparency 
requirements more vigorously. 

SOEs’ non-financial disclosures could be improved to closer align practices with 
the OECD Guidelines on the Corporate Governance of State-Owned Enterprises. 
From 2021, SOEs will begin filing their corporate reports as PIEs. Several items 
mentioned by the OECD Guidelines are not included in the existing regulatory 
framework, and can be adjusted to improve SOEs transparency and disclosure, 
including:

  Public statement of SOE objectives and their fulfilment. For fully owned SOEs, 
this would include the mandate elaborated by the state ownership entity;

  Disclosure of the costs and funding arrangements pertaining to fulfillment of 
public policy objectives or public service obligations;

  Information about financial assistance, including guarantees, subsidies, and 
capital transfers, received from the Statel

  Requirement for SOEs to prepare and publish a CG Report detailing their 
compliance with the CGCSOE;

  Information about material transactions with the Government and related 
entities;

  Remuneration disclosure of SOE supervisory board members and key 
executives;

  Information about significant issues relating to employees and other 
stakeholders.

Good practice places increasing emphasis on aggregate reporting of the 
SOE portfolio that provides an overall picture of SOEs’ performance. OECD 
recommends that the aggregate report should contain the following information: (i) 
financial performance and the value of the SOEs; (ii) information on performance-
related non-financial indicators; (iii) an indication of the total value of the state’s 
portfolio; (iv) a general statement on the state’s ownership policy and information 
on how the state has implemented this policy; (v) information on the organization 
of the ownership function; (vi) overview of the evolution of SOEs, aggregate 
financial information, and reporting on changes in SOEs’ boards; and (vii) key 
financial indicators, including turnover, profit, cash flow from operating activities, 
gross investment, return on equity, equity/asset ratio, and dividends. In Georgia, 
significant aggregate information on SOEs is accessible  in the annual Fiscal Risk 
Statement, published on the website of the MOF. This is a big step forward towards 
increased transparency of SOE data and aggregated information on the Georgian 
SOE portfolio.
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 81  Governmental Decree on Setting Reporting Deadlines for State-Owned Enterprises classified as PIEs, February 11, 2021.
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PROPOSED POLICY RECOMMENDATIONS

The CG framework of SOEs has improved but lacks implementation momentum 
and remains inconsistent with Georgia’s progress in other sectors. Poorly 
governed SOEs deliver low levels of service, drain limited budget resources, 
undertake sub-optimal capital investments, and generate high contingent fiscal 
liabilities and intercompany arrears. In the absence of a comprehensive ownership 
strategy and weak CG practices, SOEs have continued to suffer from unclear or 
contradictory mandates, with non-commercial objectives assigned in an inefficient 
and non-transparent manner. There has been a lack of clearly identified roles 
and responsibilities; under-qualified or politicized boards; lack of management 
accountability and autonomy for decision making; and inadequate performance 
monitoring and accountability systems.

The fragmented SOE ownership and governance framework contributes to poor 
performance. The Government has received technical assistance from the IMF 
and the World Bank, but progress has been piecemeal and slow in introducing an 
effective SOE ownership policy and modern CG improvements. The partial reforms 
taken by the Government so far have not been sufficient to address the overarching 
need for a coherent ownership and governance strategy and have failed to reverse 
the deteriorating financial performance. 

The recently issued CGCSOE is a strong step forward, but needs to be supported 
by relevant financial and human resources. As other countries’ experience 
demonstrates, SOE CG reform cannot be successful without proper attention 
from the Government, translated into adequate financial (budget) resources and 
professional expertise, devoted to its implementation.  

More attention is required on the part of the Government to address the existing 
gaps in SOE ownership rationale, CG practices, and financial performance 
monitoring. Recognizing the Georgian Government’s commitment to SOE reform 
and building on the country’s progress achieved over the past years, this report 
proposes recommendations to improve SOEs’ CG that would eventually contribute 
to their improved performance. SOE reforms are multidimensional and require a 
holistic and integrated approach. As such, this report focuses on key inter-related 
reform priorities that will allow the Government to strengthen its ownership 
function and governance of SOEs.

Recommendation: Adopt the SOE strategy to 
guide reform implementation

The government should adopt the SOE strategy based on the draft developed 
by the MOF. Building on significant improvements to the legislation during 
2020-2021, the Government should finalize a unified and comprehensive SOE 
ownership strategy. The current draft strategy is based on good practice and is 
a good roadmap for moving forward with the SOE reform. The plan for an SOE 
framework law to put in place the various elements of the strategy is well justified 
and described in the SOE strategy. However, some elements of the strategy could 
be strengthened:
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  SOE ownership entity. The strategy recommends (Section F) that the MOF 
should become the single ownership entity for SOEs. However, the strategy 
does not mention the institutional challenge of building such a unit to act as an 
ownership entity within the MOF. Acting as the SOE ownership entity will require 
significant senior officials’ attention, resources, hiring of key staff, and capacity 
building. The strategy and its supporting legislation should provide an explicit 
rationale for the proposed change, an assessment of the MOF’s ability to take 
on this role, and Government commitment to dedicate respective resources—
financial and human—to the MOF for this mandate. 

  SOE framework law and ownership policy. The distinction in the strategy 
between the contents of the "SOE framework law" and the "ownership policy" is 
unclear. The SOE framework law (and its secondary regulations) can serve as the 
ownership policy, as there is no clear rationale for having a separate one.

  Implementation arrangements. The three proposed pilot SOEs are among the 
most complex companies in the SOE portfolio. It may be more useful to use a 
mix of larger and smaller companies as pilots. The strategy should also mention 
the process of putting the ownership entity in place, which will be difficult to 
“pilot”.

  CG Code. The strategy could also be updated to directly corelate with the 
CGCSOE.

Recommendation: Develop an implementation 
plan to move towards full adoption of the 
CGCSOE

The new CGCSOE is an important step forward and should be followed through 
with implementation support and enforcement. Implementing the Code will 
require establishing a pilot process for adoption and assigning responsibility for 
implementation. The MOF should work with one or two line ministries / agencies to 
identify SOE pilots for the CGCSOE implementation. The goal should be moving to 
full operational autonomy for the pilot SOEs.

The Government should promptly approve the list of SOEs subject to the 
CGCSOE. An implementation plan should be focused on the following elements:

  Developing a time-based action plan to lay out the steps and actions required;

  Corporatizing all SOEs defined by the SOE strategy as public corporations;

  Updating SOEs’ charters;

  Appointing supervisory board members, including independent members;

  Implementing the statement of corporate intent;

  Upgrading corporate disclosure.

The Government should consider reaching out to donor partners to assist with this 
process.

Implement the new 
CGCSOE
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Recommendation: Implement the SOE 
Performance Management System and create a 
dedicated oversight unit within the MOF

To build on the reform momentum, the MOF should move swiftly to establish the 
SOE performance management process. A strong performance monitoring system 
sets objectives and targets that provide clarity to SOE boards and management on 
the expectations of the Government. As outlined in the CGCSOE, SOE performance 
monitoring is very resource intensive. It requires an understanding of corporate 
business models and strategy, discussions and negotiations with the company 
managements and boards, and the ability to engage advisors and consultants as 
necessary to assist with the process. It will require dedicated resources with high 
status, authority, and the ability to speak in the name of the Minister. It is suggested 
that the Ministry create a dedicated SOE performance management unit within 
the Ministry, with a relatively large staff, and strong manager (who can design and 
pilot the process), and a budget for external advisors. The Ministry should consider 
reaching out to donor partners to assist with this process. 

SOE performance monitoring system success will be built on three key elements: 

i.  setting SOE mandates, strategies, and objectives via the Statement of Corporate 
Intent;

ii.  structuring reporting framework or performance agreements between SOE and 
government to monitor performance of each SOE; and 

iii.  developing key performance indicators and targets. Public disclosure of this 
information should be considered. This action will be stronger if reinforced with 
merit-based compensation and proper incentives for SOE management and is 
linked to SOEs performance indicators.

Recommendation: Build a pool of strong 
candidates for SOE supervisory boards

Setting up qualification and experience requirements for SOE board members in 
line with the MOF strategy for SOEs would ensure that quality talent is attracted 
to these positions. A transparent and comprehensive system for selection of SOE 
board members should be introduced to attract independent parties into the 
selection process and a pool of potential board candidates should be established. 
Consideration should be given to attracting independent directors from other 
countries who may be able to strengthen SOE boards’ skills sets and reduce the 
level of undue political influence on SOEs.
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Recommendation: Improve SOE transparency by 
enforcing existing requirements

Regular publication of annual reports with audited financial statements and 
management reports by SOEs should be enforced. Scrutiny of financial reporting 
should be strengthened by requiring independent audits from reputable firms. 
Strong financial reporting is also crucial for good performance management. The 
Ministry of Finance should identify companies facing difficulties in this area, meet 
with SOE owners and their boards and management, and develop and monitor 
action plans to move towards full compliance.

Recommendation: Update the requirements for 
SOE management reports

The existing management report requirements for SOEs, as mandated by the 
LARA, could be strengthened by including the following:

  CG Report, indicating the SOE’s compliance with the new CGCSOE;

  Public statement of the SOE’s objectives and their fulfilment, for fully owned 
SOEs this would include the mandate elaborated by the ownership entity;

  Costs and funding arrangements pertaining to fulfillment of public policy 
objectives or public service obligations;

  Remuneration of SOE’s supervisory board members and key executives;

  Information about financial assistance, including guarantees, subsidies, and 
capital transfers received from the State;

  Information about material transactions with the Government and related 
entities;

  Information about significant issues relating to employees and other 
stakeholders.

Recommendation: Prepare an annual aggregate 
report on SOE sector

The MOF should take the lead on improving aggregate SOE reporting. The 
existing Fiscal Risk Statement is already very comprehensive and is a good basis 
for regular SOE aggregate reporting. It could be strengthened by specifying main 
SOE performance trends, as well as the Government´s sector policy, individual 
SOE snapshots, and details of reforms underway. The Ministry should work with 
individual ownership units to provide inputs. The aggregate report can accompany 
the Fiscal Risk Statement, be presented to the Parliament, and publicly disclosed.
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Recommendation: Launch a capacity building 
program at all levels

Building capacity of SOEs supervisory board members is essential for SOE reform 
success. Adequate training programs, peer exchanges, formal induction-orientation 
programs, and ongoing learning opportunities should be implemented for potential 
candidates and existing SOE board members. The programs could be offered to:

  SOE supervisory board members: in CG, strategy, and sectoral / company 
specific issues;

  Company secretaries: to introduce modern standards, possibly including a 
certificate of completion;

  Staff of ministries/agencies involved in SOE oversight: in CG, financial analysis, 
and financial and non-financial goal setting;

  Internal auditors: in modern standards and certification.

This gap is common in many emerging markets and explains the increased demand 
for support to establish such programs. The WB and IFC recently launched an SOE 
leadership training toolkit to address this gap, which may be of use in Georgia.82  

Recommendation: Explore listing minority stakes 
in SOEs on the stock exchange

The Government should conduct a feasibility study for listing shares in some 
SOEs on the GSE. The companies should benefit from improved access to finance, 
and better governance. However, the companies would have to be carefully 
selected and would need to be sufficiently profitable to meet listing requirements. A 
recent IFC publication explores the benefits and challenges of listing SOEs.83
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 82  SOE Leadership Toolkit. World Bank Group, 2021. https://documents1.worldbank.org/curated/en/099131006062213216/pdf/
P16606801f7dc00608e640e02fa57c3c37.pdf

 83  Listing State-Owned Enterprises in Emerging and Developing Economies: Lessons Learned From 30 Years of Success and Failure. 
World Bank, 2020.
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1ANNEX
MATRIX OF POLICY 
RECOMMENDATIONS

Priority

Short Term

Counterparts

MOF, MOESD

RECOMMENDATION 1: MOVE FORWARD 
THE SOE REFORM PROCESS

The Government has taken significant steps to put in place a comprehensive 
ownership and CG framework; these need to be followed up with a formal SOE 
ownership strategy, and full implementation of the new framework.

1.1. Adopt SOE strategy to guide SOE reform 
implementation

Building on significant improvements to the legislation during 2020-2021, the 
Government should finalize a unified and comprehensive SOE strategy. The current 
draft strategy is based on good practice and is a good roadmap for moving forward 
with SOE reform. The plan for a SOE framework law to put in place the various 
elements of the strategy is well justified and described. However, some elements of 
the strategy could be strengthened:

   Creation of the SOE ownership entity. The strategy recommends (Section 
F) that the MoF should become the single ownership entity, which is justified. 
However, the draft strategy does not mention the institutional challenge of 
building such a unit to act as SOE ownership entity within the MOF. This change 
will require senior officials’ attention, financial and human resources, hiring of 
key staff, and substantial capacity building. The SOE strategy should provide an 
explicit rationale for the change, and an assessment of the MOF’s willingness 
and ability to take on this role. 

  SOE framework law and the need for SOE ownership policy. The distinction 
in the strategy between the contents of the “SOE framework law” and the 
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“ownership policy” is unclear. The SOE framework law (with its secondary 
regulation) can serve as the ownership policy, but presently there is no clear 
rationale for having a separate one.

  Reform Implementation. The proposed pilot SOEs are among the most 
complex cases in the SOE portfolio. It may be more useful to have a mix of larger 
and smaller companies for a better demonstration effect. 

  CGCSOE Reference. The SOE strategy could also be harmonized with the 
CGCSOE.

1.2. Develop implementation plan to move 
towards full adoption of the CGCSOE 

The new CGCSOE is an important step forward and should be followed through 
with implementation support and enforcement. Implementing the Code will 
require establishing a pilot process for adoption and assigning responsibility for 
implementation. The MOF should work with one or two line ministries / agencies to 
identify SOE pilots for CGCSOE implementation. 

An implementation plan should be focused on the following elements:

  Approval of the full list of SOEs subject to the CGCSOE,

  Developing a time-based action plan to lay out the steps and actions required,

  Corporatizing all SOEs defined by the SOE strategy as public corporations by 
converting them to JSC as a preferred legal form,

  Updating SOE charters,

  Appointing supervisory board members, including independent members,

  Implementing the statement of corporate intent,

  Upgrading corporate disclosure.

1.3. Implement SOE Performance Management 
System and create  dedicated oversight unit at 
the MOF 

The MOF should work with the same pilot SOEs and begin to implement a strong 
performance-monitoring system following the principles laid out in the CGCSOE. 
The performance monitoring system should set objectives and targets for individual 
SOEs that provide clarity to SOE boards and management on the expectations of 
the Government. 

The ownership unit within the MOF will need to include a dedicated and properly 
staffed SOE performance management team, led by a technically strong manager 
who can design and pilot the process. 

Priority

Medium Term

Priority

Short Term

Counterparts

MOF, MOESD
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MOF
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1.4. Build a pool of strong candidates for SOE 
supervisory boards

A transparent and comprehensive system for the selection of SOE board members 
should be introduced to attract independent parties into the selection process 
and build a pool of potential board candidates. This process includes building 
supervisory board profiles for each SOE, identifying candidates (including through 
advertising and the use of executive search firms), and interviewing candidates. 
Consideration should also be given to attracting independent directors from other 
countries who may be able to strengthen SOE boards’ skills sets, transfer their 
knowledge to Georgian colleagues, and reduce the level of undue political influence 
on SOEs.

1.5. Improve SOE transparency by enforcing 
existing requirements

SARAS and the MOF should enforce SOE compliance with current reporting and 
disclosure requirements. The MOF should identify companies facing difficulties in 
this area, meet with SOE owners and their boards and management, and develop 
and monitor action plans to move towards full compliance.

1.6. Update the requirements for the management 
reports of SOEs 

SOE management reports, as mandated by the LARA, could be strengthened 
(through MOF regulation, with assistance from SARAS) to include:

  A mandatory CG Report, indicating the SOE’s compliance with the new CGCSOE;

  Public statement of the SOE’s objectives and their fulfilment; for fully owned 
SOEs this would include the mandate elaborated by the ownership entity;

  Costs and funding arrangements pertaining to fulfillment of public policy 
objectives or public service obligations;

  Remuneration of SOE’s supervisory board members and key executives;

  Information about financial assistance, including guarantees, subsidies, capital 
transfers received from the State;

  Information about material transactions with the Government and related 
entities;

  Information about significant issues relating to employees and other 
stakeholders.

Counterparts

MOF, MOESD, 
NASP, Line 
Ministries

Priority

Medium Term

Counterparts

MOF, SARAS

Priority

Medium Term

Counterparts

MOF, SARAS

Priority

Medium Term
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1.7. Prepare an annual aggregate report on SOE 
portfolio 

The MOF should take the lead on launching an annual aggregate SOE report. The 
existing Fiscal Risk Statement is a good basis for a standard SOE aggregate report. 
It could be strengthened by specifying main SOE performance trends, as well as 
the Government´s sector policy, individual SOE snapshots, and details of reforms 
underway. The MOF can work with other ministries and agencies to provide inputs. 
The aggregate report can accompany the Fiscal Risk Statement, be presented to the 
Parliament, and publicly disclosed.

Counterparts

MOF, SARAS

Priority

Medium Term

Counterparts

All of 
Government, 

Donors, 
International 

Partners

Priority

Short to  
Medium Term

1.8. Launch a SOE governance capacity building 
program at all levels 

Building capacity of key participants in the governance process is essential for 
reform success. Training programs, peer exchanges, formal induction-orientation 
programs, and ongoing learning opportunities should be implemented for potential 
candidates, existing board members, key professional staff, and staff in the 
ownership units. 

Priority

Medium to  
Long Term

Counterparts

Ownership 
entity, GSE

1.9. Explore listing minority stakes in SOEs on the 
stock exchange

The SOE ownership entity should conduct a feasibility study of listing shares in 
some SOEs on the GSE. The companies should benefit from improved access to 
finance and better governance. However, the companies would have to be carefully 
selected and would need to be sufficiently profitable to meet listing requirements. A 
recent IFC publication explores the benefits and challenges of listing SOEs.
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RECOMMENDATION 2: BUILD CAPACITY 
TO SUPPORT THE NEW LEGAL AND 
REGULATORY FRAMEWORK

The Government has taken significant steps to put in place a comprehensive legal 
and regulatory framework for CG; the next step is building capacity as necessary 
within the relevant companies (to comply with the rules), and in the regulatory 
bodies (to enforce the rules).

2.1. Enforce the new CG legal and regulatory 
framework

Regulators of financial institutions and issuers, and the Government as the owner 
of SOEs should encourage and require companies to adopt / comply with the new 
CG legal and regulatory framework. This could be more effective if supplemented by 
necessary assistance, capacity building, and thorough monitoring of compliance.

2.2. NBG CMSD should refocus enforcement 
efforts on non-financial disclosure by issuers 

As financial reporting and disclosure practices in Georgia have significantly 
improved since LARA adoption CMSD should consider expanding its enforcement 
scope to include non-financial disclosure by issuers. The value of CMSD’s traditional 
focus (financial disclosure) is much less clear in the post-LARA environment. This 
includes developing a strategy for enforcing compliance with CGCI disclosure 
requirements and statements through: 

  Building capacity to review the quality of non-financial reporting.

  Developing an institutional approach to assessing the quality of management 
reports, CG reports, non-financial statements, and CGCI disclosure statements.

  Preparing annual reports on CGCI compliance.

  Developing a public “scorecard” for issuers in a medium- to longer-term 
perspective.

It also includes less-formal activities to better understand the effectiveness of 
existing regulation and what could be improved, such as attending shareholder 
meetings as observers and meeting with institutional investors and proxy advisory 
firms to better understand their concerns, and pro-actively determining areas of 
potential improvements.

See also recommendation 3.1 below.

Counterparts

All of 
Government

Priority

Short to  
Medium Term

Counterparts

NBG CMSD, 
SARAS

Priority

Medium Term
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2.3. Review the GSE role in issuer oversight and 
supervision 

GSE can play a clearer role in market regulation and oversight over issuers. The NBG 
may consider analyzing the current division of efforts among CMSD, SARAS, and GSE 
to understand any duplication of efforts, and possibly removing the GSE’s oversight 
role over issuer disclosure. GSE’s limited resources could be devoted to market 
oversight or oversight of financial intermediaries.

2.4. Develop guidelines on good non-financial 
disclosure

The NBG should consider providing help to Georgian businesses on improving 
their non-financial disclosure. Lessons from LARA implementation, BARTA launch, 
adoption of the ESG Guidelines, and other similar experiences, all suggest that 
SARAS and the NBG should work jointly to prepare guidelines for Georgian 
businesses on how to prepare good non-financial disclosure. Particular focus could 
be on how to draft clear and useful “reviews of activities”.

Assistance from foreign partners should be sought where possible. The IFC’s 
Transparency and Disclosure Toolkit can be a useful starting point.

RECOMMENDATION 3: UPDATE THE CG 
LEGAL AND REGULATORY FRAMEWORK 
TO HARMONIZE THE EXISTING RULES AND 
BRING THEM CLOSER TO INTERNATIONAL 
GOOD PRACTICES

These recommendations mainly apply to the CG framework for issuers.

3.1. Update the Information Transparency Rules 
for issuers to include CG disclosure requirements 

Improve CG disclosure requirements:

  Provide a full, structured list of information that should be included in the 
management report.

  Include the “comply or explain” Code disclosure requirement (as specified in 
Annex 2 of the CGCI)

Priority

Medium to  
Long Term

Counterparts

NBG CMSD, GSE

Counterparts

NBG CMSD, 
Donors

Priority

Medium Term

Counterparts

NBG CMSD

Priority

Medium Term
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  Provide a detailed list of information that is required to be posted on the issuers’ 
websites, including the list of items in CGCI Annex 3, corporate bylaws, code of 
ethics, board and committee charters / terms of references, risk management 
policy, internal controls policy.

  Provide a full list of information that is required to be posted on issuer websites 
before shareholder meetings. 

   Reference the respective LARA provisions and remove duplicate requirements.

The following additional disclosure requirements of the OECD Principles could be 
added or clarified for issuers during an update of the Information Transparency 
Rules:

  Clear and fully defined for direct and indirect ownership disclosure.

  Disclosure of group structures, and links between a company and a larger 
corporate entity.

  Mechanisms for disproportionate control, shareholder agreements, multiple 
voting shares.

  Full disclosure of the board member profiles, including qualifications, current 
employment, length of service, and tenure on board committees.

  Information regarding the number of board and committee meetings held 
during the year, and attendance by each director. 

  Material foreseeable risk factors and a risk appetite statement (if any).

  Remuneration policy (as encouraged by CGCI).

  Information on remuneration at the individual level (on a voluntary basis).

3.2. Update Article 7 of LARA 

At the time of the next review of the LARA, it would be useful to streamline Article 7 
(non-financial disclosure). This includes:

  Provide a full, structured list of information that should be included in the 
management reports of PIEs. 

  Provide a clearer distinctions between the CG report and the non-financial 
disclosure report. 

  If possible, remove specific disclosure items from the law and include in 
easier-to-update sector regulations, that specify the detail to be presented in 
management reports for each type of PIE. For those entities without sector 
regulators, develop separate annexes to the LARA detailing the financial 
disclosure requirements. 

  Incorporate elements of existing ESG disclosure guidelines in the non-financial 
disclosure report.

Counterparts

NBG CMSD

Priority

Medium Term

Counterparts

SARAS

Priority

Medium Term
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3.3. Formalize market arrangements for “going 
private” and delisting 

Responding to recent trends in companies wishing to leave the public markets 
or delist from the exchange, the NBG should review the regulations applicable to 
delisting and de-certification of issuers and develop clear and formal procedures 
for any company interested in delisting or going private. Such regulations could 
introduce shareholder friendly measures to protect minority shareholder interests 
during such transactions, such as mandatory buyout offers.

3.4. Harmonize and update the SML with the new 
CG framework 

There are two areas where certain specific CG provisions may not be fully 
harmonized with the CGCI or the LoE:

  Article 16 presents a description of supervisory board fiduciary duties that 
are similar but use different style and terminology than the fiduciary duties 
mentioned in the LoE. The value added of this provision is unclear; fiduciary 
duties are normally a company law matter that are applicable to all kinds of 
companies.

  Article 9 requires an audit committee for issuers. The requirements are similar 
to but are not the same as the requirements in the CGCI. This provision could be 
deleted.

3.5. NBG should review its CG Codes on a regular 
basis 

The newly adopted Codes (CGCCB and CGCI) provide a strong foundation for 
implementation and should be periodically reviewed and updated to new trends 
or to market feedback. The reviews of the Codes should be done with enough 
frequency to let the regulations “settle” and to better learn about the challenges 
of implementing them in practice, but at least every three years. The NBG should 
continue using a formal consultation process or committee of stakeholders to assist 
in developing the updates.

Counterparts

NBG

Priority

Medium Term

Counterparts

NBG CMSD

Priority

Long Term

Priority

Medium to  
Long Term

Counterparts

NBG
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3.6. Update CGCI and CGCCB provisions to 
strengthen the supervisory board, and bring it 
closer in line with the OECD requirements

When the CGCI and CGCCB are reviewed in the future, the following 
recommendations should be considered across the entire legislative framework:

  CG Codes should be harmonized with the remuneration provision in the LoE. 
The three CG codes are based on the model under the old LoE and assume that 
this responsibility remains with the supervisory board; these provisions should 
be clarified.

  Links between management board remuneration and company performance 
should be clearly specified.

  CGCCB Article 5 should be analyzed and reviewed as to independence 
requirements for foreign bank representatives.

  Gender diversity requirement needs to be added to the CGCI.

  Majority independence requirement for audit committees should be introduced.

  Limits on the number of board seats that may be held by one board member 
should be introduced.

  Corporate secretary position should be introduced across all CG codes.

  Board training requirements should be clarified.

  Board evaluation procedures should be strengthened, aligning requirements 
across the different types of PIEs.

  Other supervisory board responsibilities should be clarified, per the OECD 
Principles.

3.7. Strengthen shareholder protection by 
encouraging optional LoE provisions in the CGCI 

When the CGCI is reviewed in the future, a number of provisions could be added to 
encourage companies to adopt optional provisions in company law that can serve to 
protect minority shareholders (see Chapter 3: Shareholder Rights). These additions 
could allow the CGCI to work in concert with the LoE and become easier to monitor. 

Counterparts

NBG

Priority

Medium Term

Counterparts

NBG

Priority

Medium Term
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3.8. Introduce “tag along rights” to further 
protect shareholders during indirect changes of 
control

Some changes to the legal framework might improve shareholder protection during 
changes of control. Existing legislation does not appear to provide so-called “tag 
along rights”, so that indirect changes of control are not covered by the law. This is 
an important issue in some countries with complex ownership structures and will 
become important in Georgia as its CG structures evolve and mature. In addition, 
there are no requirements for disclosure of plans and financing of transactions to 
both the shareholders of the offering enterprise as well as to those of the target 
company.

3.9. Review the ongoing experience with related 
party transaction approval and disclosure 

Over the long term, the NBG should review market experience with the related party 
transaction disclosure and approval requirements to make sure that shareholders 
are well-protected in practice. This can include a review of the definition of related 
party transactions to ensure that it captures relevant transactions. In addition, audit 
reports that are produced on the fairness of specific transactions could be reviewed 
to ensure that they are serving the purpose of protecting minority shareholders and 
how they can be improved.

3.10. Review the LoE provisions that assign the 
responsibility of setting remuneration to the 
shareholder meeting

Consider empowering boards by returning the remuneration setting responsibility 
to the supervisory board. The new LoE transferred the authority to set 
remuneration of executives from the supervisory board to the shareholder meeting. 
This raises concerns that management is less accountable to the supervisory board 
as a result.

Counterparts

NBG

Priority

Long Term

Counterparts

NBG

Priority

Long Term

Counterparts

NBG

Priority

Long Term
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2ANNEX
DETAILED RESULTS FROM 
THE ROSC SURVEY 

ABOUT THIS SURVEY

This survey was carried out for the CG ROSC in 
Georgia to better understand the degree of adoption 
of good corporate practices. The purpose of this 
survey was to: (i) determine the level of adoption of CG 
practices among Georgian companies since previous 
surveys, carried out in 2004 and 2008; (ii) identify 
key areas for further improvements in CG practices; 
and (iii) assist the country authorities and business 
community in identification of priority reform areas in 
their CG frameworks. 

The World Bank hopes that this survey can serve as 
a snapshot of the existing CG practices and provide 
useful input to further improving CG policies in 
Georgia. The survey may be useful for the Georgian 
authorities, business ownership and shareholders, 
senior managers, investors, and other stakeholders, 
and can serve as a tool for self-assessment and 
cross-comparison of CG practices among Georgian 
companies. The Government may use these findings 
to adjust their legislative and regulatory efforts to 
respond to the survey findings. Industry associations, 

non-governmental organizations, donors, and 
educational institutions may gain directions for future 
educational or policy initiatives. 

The survey was carried out during 2021 among 
businesses that are subject to CG regulations in 
Georgia. The survey questionnaires were distributed 
to 1584 (all) commercial banks operating in Georgia, 20 
of the largest SOEs, and 35 (all) issuers.85 The response 
rate reached 60 percent: (i) all commercial banks 
responded to the survey; (ii) 13 SOEs; and (iii) 14 out of 
35 issuers returned completed survey questionnaires. 
The survey results presented in the Annex are based 
on these responses. The findings of this survey were 
compared to the results of IFC Corporate Governance 
Surveys carried out in 2004 and 2008 among 
companies and banks86 (where data was comparable). 

The following limitations apply to the information 
contained in this survey:

   The survey scope did not include verification of 
reported CG practices among the surveyed banks, 
SOEs, and reporting entities/ issuers of public 
securities. 

 84  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

 85  This report follows the main report and refers to reporting enterprises as defined in the Securities Market Law as “issuers”.

 86  IFC Corporate Governance Survey in Banks (2008): 15 of 22 banks interviewed. IFC Corporate Governance Survey in Companies (2008): 
150 companies representing various industries in the Georgian economy and 15 banks were surveyed.
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  The survey is unable to “look beyond the numbers”. 
For example, while the survey can capture 
quantitative data on the number of respondents 
that have established supervisory boards, it is 
unable to comment on whether these boards and 
their members are properly fulfilling their roles 
and responsibilities.

  The information presented in this report is based 
on a set of completed questionnaires received 
between January and May 2021. Any subsequent 
developments were not taken into consideration in 
the analysis of the survey findings.

  The surveyed sample was divided into three 
broad categories: banks, SOEs, and reporting 
enterprises.87 Although the report outlines the 
practices of the surveyed sample according to 
these categories, it is appropriate to mention 
that the objective of this survey was not to 
highlight and comment on the differences across 
these categories. It was to provide an accurate 
representation of CG practices in Georgia as a 
whole.

The World Bank would like to thank the MOF and 
the NBG for their cooperation and assistance in 
conducting the survey and all respondents for 
their considerable contribution and time spent 
responding to the questionnaires. The information 
we received from the respondents was indispensable 
for the conduct of the survey, and for developing the 
resulting conclusions.

WHY DOES CORPORATE 
GOVERNANCE MATTER? 

For emerging market countries, improving CG serves 
a number of important public policy objectives. 
Good CG reduces emerging market vulnerability to 
financial crises, reinforces property rights, reduces 
transaction costs and the cost of capital, and leads to 
capital market development. Weak CG frameworks 
reduce investor confidence and can discourage 
foreign investment. Also, as pension funds continue to 
invest more in equity markets, good CG is crucial for 
preserving retirement savings. Over the past several 
years, the importance of CG has been highlighted by 
an increasing body of academic research. Studies have 
shown that good CG practices have led to significant 
increases in economic value added of firms, higher 
productivity, and lower risk of systemic financial 
failures for countries.

CORPORATE GOVERNANCE 
AWARENESS 

The survey results demonstrate that awareness 
of CG in Georgia has almost doubled over the past 
seventeen years. Eighty-five percent of surveyed 
issuers and SOEs88 stated that they understand 
the meaning of the term “corporate governance,” 
compared to seventy-seven percent in 2008 and only 
forty-three percent in 2004 (Chart 7). 

 87  Commercial banks which were also issuers are categorized as banks.

 88  The term Companies used in the report refers to surveyed SOEs and reporting enterprises.  

 Chart 7.   Understanding the Term “Corporate Governance” in Companies

I Understand I Do Not Understand

2004

43.4%

56.6%

2008

77.3%

2021

22.7%

85.2%

14.8%
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The number of Georgian companies and banks 
acknowledging importance of CG has significantly 
increased since 2004. The survey revealed that in 
2021, 89 percent of companies and 100 percent 
of banks consider CG important, compared to 65 
percent of companies and 80 percent of banks in 2008 
(Chart 8). Compared to 2004, when only 13.8 percent 
of respondents considered CG very important, this 
survey confirms that awareness of CG importance has 
improved greatly over the past 17 years.

The respondents reported various objectives for 
improving CG practices. Among priority reasons 
were: (i) increasing efficiency of strategic decision 
making, (ii) improving supervision and oversight over 
the company, and (iii) increasing efficiency of internal 
control. The key obstacles within the companies to 
improving CG are (i) lack of information, (ii) lack of 
qualified specialists, and (iii) legislative deficiencies. 
Yet an important number of the surveyed companies 
(49.1 percent) did not see any obstacles to CG within 
the companies. Chart 9 shows how important it is to 
train or impart CG know-how to assist companies in 
implementing CG reforms.

 Chart 8.   Importance of Corporate Governance to Your Company / Bank

Company

2009

2021

65 %

88
.9

%

 Chart 9.   Priority Objectives for Improving Corporate Governance 

Banks Companies

Increasing Efficiency of Strategic Decisionmaking
60.0%

85.2%

Improving Supervision and Oversight over the Company
60.0%

63.0%

Increasing Efficiency of Internal Control
60.0%

63.0%

Increasing Efficiency of Relations between  
Shareholders and Governance Bodies

46.7%
37.0%

Reducing the Conflict between Different  
Governance Bodies

13.3%
11.1%

Protecting Shareholder Rights
26.7%

14.8%

Increasing Accountability of the Governance Bodies
60.0%

22.2%

Prevention of Other Corporate Conflicts
20.0%

22.2%

Timely and Accurate Disclosure of Company Information
53.3%

29.6%

Other 
0%

3.7%

2009

2021

80
%

100%

Bank
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Over the past three years, most of the surveyed 
companies had taken concrete measures to 
improve their CG practices. Most popular measures 
implemented included: (i) appointment of additional 
independent members to the supervisory board; 
(ii) improvement of internal documents; and (iii) 
improvement in financial reporting practices 
(Chart 10). For their future plans, respondents 
indicated that they plan to further improve 
CG over the next three years, prioritizing the 
following: (i) improvement of internal documents, 
(ii) improvements to financial reporting, and (iii) 
implementation of effective remuneration system for 
supervisory board members. Notably, improvements 
of internal documents, and improvements to financial 
reporting were named as top priority areas for the 
past three years and for the next three years. 

The survey indicated that Georgian companies 
increasingly formalize their CG practices with 
important corporate documentation. Adopting 
internal documents is an excellent first steps in setting 
the overall tone for CG reforms. Such documents 
are necessary to establish an internal company-level 
framework that regulates CG elements, such board 
practices, conflicts of interest, ethics, etc. The survey 
indicates that the number of companies that develop 
their board charters, conflict of interest policy, and 
codes of ethics, has increased significantly since 2004 
(Chart 11). The only exception to this trend is board 
charters, which dropped from 65.3 percent (2008) to 
55.6 percent (2021), which is explained by the LoE89  
amendment that made boards optional for companies 
with less than 100 shareholders, except for those 
licensed by the NBG. These findings confirm that 
companies have indeed increased their understanding 
of CG and its importance, although, the survey did 
not look into the extent or quality of these adopted 
company documents, as it was out of scope. 

 Chart 10.   Priority Measures Introduced to Improve Corporate Governance in the Past 3 Years

Banks Companies

Including Additional  Independent Members 
 on the Supervisory Board

100.0%
33.3%

Implementation of Effective Remuneration  
System for SB Members

26.7%
11.1%

Implementation of Effective Remuneration  
System for BOD Members

33.3%
3.7%

Establishment of Internal Control Body
46.7%

33.3%

Improving of Internal Documents
80.0%

63.0%

Establishment of Corporate Secretary Position
20.0%

11.1%

Trainings on Corporate Governance Issues 
 for SB Members

33.3%
3.7%

Improvements to Financial Reporting
26.7%

55.6%

No Changes Planned / Everything will remain as it was

Other (Please enter in box below)
20.0%

11.1%

 89  LOE Article 55.1 

0%
3.7%



97Annex 2. Detailed Results from the ROSC Survey

Companies

 Chart 11.   Adoption of Corporate Documents

Banks

2008

2021

5 3.3 %

100%

Code of 
Ethics

2008

2021

33
.3

%

100%

Conflict 
of Interests 

Policy

2008

66.7%

Board 
Charter

86
.7

%

2021

 Chart 12.   Dedicated Corporate Secretary Position

Company

2008

2021

20%

2008

2021

26.7%

60%

Bank

37%

Code of 
Ethics

2008 13.3%

2021

59.3%

2004 8.6%

Board 
Charter

2008

65.3%

2021

55.6%

2004

38.
8%

Conflict 
of Interests 

Policy

2021

48.1%

2008 11.3%

The dedicated corporate secretary can play a 
significant role in improving CG practices and 
professionalizing the work of the board. In practice, 
the position of a corporate secretary has been 
introduced in very few companies in Georgia. 19 out of 
42 companies reported having a corporate secretary, 
or about 45 percent, including nine banks, five SOEs, 

and five issuers compared to 20 percent of companies 
and 26 percent of banks in 2008 (Chart 12). The 
survey also identified that none of the reporting 
companies plan to appoint a corporate secretary over 
the next 3 years. Relatively few companies appointing 
a corporate secretary points to insufficient awareness 
about the benefits of this role. 
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The survey points to a gradual shift in the duties of 
corporate secretaries among the respondents. In 
2008, a majority of dedicated corporate secretaries 
were focused on organizing the GMS (70 percent of 
companies and 100 percent of banks). In 2021, such 
duties are more evenly dispersed between various 
functions: organizing GMSs, mediating between 

the supervisory board and management board, 
and mediating between shareholders and board 
members (Chart 13). In the case of banks, corporate 
secretaries are also focused on investor relations 
and communication with shareholders. This change 
balances the role of corporate secretaries, moving it 
close to good international practices.

 Chart 13.   Duties of Corporate Secretary90

 90  More than one response was possible for this question; totals may not necessarily add to 100%.

Banks

Organizing Annual Meeting of Shareholders
100.0%

92.3%

Investor Relations / Communicating with Shareholders
46.2%

Public Relations
15.4%

Mediation between Shareholders and Board of Directors
25.0%

61.5%

Mediation between Supervisory Board 
 and Board of Directors

50.0%
84.6%

Resolution of Corporate Conflicts
25.5%

23.1%

Difficult to Answer / Other
0%

15.4%

0.0%

0.0%

Companies

Organizing Annual Meeting of Shareholders
70.0%

25.9%

Investor Relations / Communicating with Shareholders
11.1%

Public Relations

Mediation between Shareholders and Board of Directors
33.3%

14.8%

Mediation between Supervisory Board  
and Board of Directors

26.7%
22.2%

Resolution of Corporate Conflicts
20.0%

3.7%

Difficult to Answer / Other
3.3%

13.3%

0.0%
11.1%

3.7%

2008 2021
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GENERAL MEETING OF 
SHAREHOLDERS

The GMS is the supreme body of company 
governance, where the annual results and other key 
issues are discussed and approved. It is good practice 
to hold a formal GMS to encourage transparency, 
shareholder and stakeholder participation, and 
to enable well informed and well documented 
decisions. In Georgia, only 66 percent of all surveyed 
respondents confirmed they held a GMS in 2020 
(Chart 14). Those entities not organizing their 
GMS fall under the legislative norms that allow a 
shareholder solely owning over 75% of shares to make 
decisions without holding a formal GMS.91 This does 
not correspond to good practice, as it discriminates 
against minority shareholders, and was abolished in 
the new version of LOE that will come into force from 
January 1, 2022

Ownership of companies is highly concentrated in 
Georgia, even relative to other emerging markets. 
As confirmed by the survey (Chart 15), the largest 
direct owner of banks holds an average 90.7 percent 
of capital; at the 3-shareholder level ownership 
concentration stands at 92.7 percent. Average 
ownership concentration is slightly lower for issuers - 
at 91.3 percent at the 3-shareholder level. All the SOEs 
in the sample are 100 percent owned by the State. 
Importantly, ownership of the largest issuer, Bank 
of Georgia, needs to be read with care. JSC Bank of 
Georgia is controlled by Bank of Georgia Group PLC, 
a UK-registered entity that is listed on the London 
Stock Exchange. Through this listing, Bank of Georgia 
has a dispersed ownership, with many shares held 
by international institutional investors. The Group’s 
GSE-listed entities have a free float in Georgia that is 
around one percent of capital.

 91  LOE 1994, Article 54.1.11

 Chart 14.   General Meeting of Shareholders  
        Held in 2020
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 Chart 15.   Ownership Concentration of Public  
        Interest Entities
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SUPERVISORY BOARDS

An effective and professional supervisory board 
is considered essential for good CG. Georgia has 
a two-tier board system for JSCs, which includes 
a supervisory board and a management board 
(sometimes referred to as board of directors). 

The survey conducted for the purposes of this report 
concluded that supervisory board practices are well-
developed among Georgian banks, are in their early 
stages for SOEs, and arrives at mixed results for 
issuers. Table 8 provides a summary of supervisory 
board practices among PIEs, with the following main 
conclusions:

  All surveyed banks and issuers reported 
supervisory boards in place, five of the thirteen 
surveyed SOEs reported having no supervisory 
board. 

  Average size of surveyed companies’ boards was 
5.1 members and was relatively consistent across 
the different types of companies: 5.5 for banks, 4.7 
for issuers, and 5.1 for SOEs with boards.

  Independent supervisory board members were 
reported by all banks and issuers’ boards, but only 
three of the eight SOEs (with boards) reported 
independent members on their boards. Banks’ 
boards had at least two independent members 
(an average of about 48 percent independent). An 
average of 37 percent of issuers’ board members 
were independent. Two issuers, one bank, and one 
SOE reported 100 percent independent boards.

  Sixteen of the surveyed companies with boards (43 
percent of the respondents) reported having no 
female  directors, of which about 75 percent were 
SOEs with boards, and 64 percent were issuers. 

  Compensation levels vary by a large degree 
among various groups of respondents. Issuers’ 
supervisory board members are paid on average 
twice as much as banks’ (GEL 309 thousand vs. GEL 
114 thousand), while meeting significantly less than 
banks’ SBs (7.5 vs. 33 meeting per year on average). 

Characteristic Banks Issuers SOEs Full Sample

Percentage of companies with supervisory 
board

100.0% 100.0% 61.5% 87.8%

Average size of supervisory board, of which 5.5 4.7 5.1 5.1

Representatives of major shareholders 2.7 (49.1%) 1.6 (34.0%) 3.3 (64.7%) 2.4 (47.1%)

Independent members 2.7 (49.1%) 1.5 (31.9%) 1.9 (37.3%) 2.1 (41.2%)

Women members 1.3 (23.6%) 0.4 (8.5%) 0.4 (7.8%) 0.8 (15.7%)

Foreign national members 3.9 (70.9%) 0.9 (19.1%) 0.1 (2.0%) 1.9 (37.3%)

Average age (in years) of members 48.0 50.4 49.1 49.1

How many supervisory board meetings were 
held in 2020?

32.5 7.5 11.6 19.5

Percentage of companies with independent 
chairman

26.7% 21.4% N/A 24.1% (only 
companies 
and banks)

SB remuneration (GEL, annually) 114,275 309,969 32,906 157,791

 Table 8.   Supervisory Boards: Number and Selected Characteristics of Supervisory Board Members
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The CGCCB significantly and positively impacted CG 
practices in banks since its adoption in 2018. While 
the average number of supervisory board members 
only slightly increased since 2008, the number of 
supervisory board meetings tripled from 11 in 2008 
to 33 meetings per year in 2021. Similar to companies’ 
trends, banks’ average age of their board members 
increased from 40 in 2008 to 48 in 2021. Banks’ 
boards demonstrated positive dynamics in growing 
independence of their boards with the number of 
independent members increasing from 1 (2008) to 
3 (2021). The share of female board members also 
demonstrated a positive dynamic with significant 
increase from 9 percent (2008) to 24 percent (2021). 
These improvements can be directly attributed to the 
CGCCB requirements to have a minimum number of 
female and independent board members.

Good CG practices indicate that smaller boards 
tend to perform better, provided that they have 
the necessary mix of skills and support, such as 
corporate secretaries. In Georgia, however, boards 
may be too small to ensure sufficient diversity of skills 
and experience and seem to lack adequate support. 
A board with too few members may not allow the 
company to benefit from an appropriate mix-of skills 
and breadth of experience. The survey demonstrated 
that over the past 13 years the average number 
of supervisory board members among Georgian 
companies did not change, while the percentage of 
female board members unfortunately decreased from 
25 percent (2008) to 10 percent (2021). The average 
age of board members slightly increased from 47 to 50 
years. Board involvement has grown with the average 
number of board meetings increased from 6 meetings 
per year (2008) to 8 meetings per year (2021).

 Chart 16.   Board Composition and Dynamics in Surveyed Banks 
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 Chart 17.   Board Composition and Dynamics in Surveyed Issuers and SOEs 
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BOARD COMMITTEES

The survey data demonstrated a variety of practices 
regarding their supervisory board-level committees 
(Chart 18). All banks are reported to comply with the 
CGCCB – all fifteen surveyed banks have established 
audit and risk committees; and the systemically 
important banks have established remuneration and 
CG committees. About 77 percent of issuers have 
established an audit committee, even though it is 
required by law. At the same time, all surveyed issuers 
and SOEs lag behind in establishing other types of  
committees - only one SOE responded that it had 
established any other committee (risk committee). As 
noted, there is significant room for improvement in 
establishing board-level committees among SOEs and 
issuers in Georgia. 

The board-level committees have gained wider 
application in Georgia over the past 13 years, 
with banks establishing all required committees, 
and other companies following the suite albeit at 
slower implementation rate.  Chart 19 summarizes 
the dynamics among various groups of companies 
that have put in place the three core committees: 
audit committee, risk committee, and remuneration 
committee. All surveyed banks reported having the 
audit and risk committees in 2021 compared to 60 
and 7 percent, respectively, in 2008. This positive 
development is explained by the requirement of 
the CGCCB mandating all banks to have these two 

committees. The remuneration committee is less 
prevalent in Georgia, however 27 percent of banks 
have established it as recommended by the CGCCB, 
which is an important improvement compared to only 
7 percent of banks in 2008. 

The survey confirms that the audit committee is the 
most established board-level committees, which 
number has doubled over the past 17 years. This 
can be explained by the fact that audit committees 
were made mandatory for issuers starting 2016, and 
for medium and large SOEs starting 2020. As such, 
audit committees are now required for all PIEs in line 
with good CG practices. The main characteristics of 
respondents’ audit committees are summarized in 
Table 9, and can be characterized as follows:

  Audit committees are composed on average of up 
to 3 members,

  On average, 1.7 audit committee members are 
independent supervisory board members (58 
percent),

  A majority of audit committee members (90 
percent, or 2.7 on average) have financial 
expertise, 

  Only one in five audit committee members are 
women (19 percent),

  Two thirds of banks’ audit committee members are 
foreign experts (58.7 percent), compared to 22.6 
percent for issuers, and none for SOEs. 

 Chart 18.   Establishment of Board-level Committees (% of respondents)
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 Chart 19.   Supervisory Board Committees Dynamics (% of respondents) 

Characteristic Banks92 Issuers SOEs Full Sample

Companies reporting audit committees 15 (100.0%) 10 (69.2%) 1 (7.7%) 26 (63.4%)

For those companies with audit committees, average number of:

Audit committee members 3.1 (100%) 3.1 (100%) 1.0 (100%) 3.0 (100%)

Non-independent members 0.8 (26%) 1.0 (32%) 0.0 (0%) 0.9 (29%)

Independent members 2.3 (74%) 1.2 (38%) 1.0 (100%) 1.7 (58%)

Members who are not supervisory board 
members

0.0 (0%) 0.3 (9%) 0.0 (0%) 0.1 (4%)

Members who are managers 0.0 (0%) 0.4 (12%) 0.0 (0%) 0.2 (5%)

Members who are women 0.9 (28%) 0.3 (9%) 0.0 (0%) 0.6 (19%)

Members who are foreigners 1.8 (59%) 0.6 (21%) 0.0 (0%) 1.3 (44%)

Members with financial expertise 2.9 (93%) 2.3 (75%) 1.0 (100%) 2.7 (90%)

 Table 9.   Characteristics of Audit Committees among Surveyed Companies

 92  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.
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FUNCTIONS OF GOVERNING 
BODIES

The roles and responsibilities of a company 
governing body should be well defined and 
adhered to in the best interests of a company, its 
shareholders, and stakeholders. Executive directors 
with industry knowledge are best placed to develop 
and implement strategies, focusing on operational 
and financial aspects. Supervisory board members are 
best positioned to review, challenge, and ultimately 
approve these strategies, applying their combined 
skills set, experience, and objectivity. This division of 
responsibilities is only beginning to emerge in Georgia.

One of the main tasks of a supervisory board is 
approval of a corporate strategy and oversight of 
its implementation. The survey confirmed (Chart 20) 
that for a majority of respondents their supervisory 
board is responsible for approving company strategy: 

86.7 percent of banks and 50 percent of listed 
companies. By contrast, a majority of SOEs indicated 
that their strategy is approved by the government, as 
the shareholder. The GMS was reported to approve 
corporate strategy in half of the reporting companies, 
15.4 percent of SOEs and 6.7 percent of the banks 
surveyed. The board of directors (management board) 
approves strategy on average in 14.3 percent of 
respondent companies. 

Selection, appointment, and dismissal of key 
executives should rest with the supervisory board. 
Chart 21 demonstrates that all banks and a majority 
of reporting companies’ boards select and dismiss 
the directors (71.4 percent of reporting companies).  
However, about a quarter of responding reporting 
companies and SOEs cited that the GMS elects and 
dismisses the executive directors, which arguably runs 
counter to good CG as it undermines the authority 
of supervisory boards and takes away a major 
accountability mechanism from their mandate.

 93  More than one response was possible for this question; totals do not necessarily add to 100%.
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 Chart 21.   Bodies Responsible for Appointment and Dismissal of Management Board94
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 94  Ibid

Independence of internal audit has significantly 
improved in Georgia over the past years. The 
survey data confirms that, in practice, banks are fully 
compliant with the internal audit requirements, while 
non-financial companies lag behind in this important 
area. Since 2004, the number of companies with no 
internal audit unit has declined from 59.2 percent 
(2004) to 26.7 percent (2008), and further to 16.7 
percent (2021). Chart 22 demonstrates that while 
all banks are compliant, the number of issuers and 
SOEs that have established an internal audit is lower 
– 78 percent for issuers, and 69 percent for SOEs. 
Subordination of internal audit and establishing clear 
reporting lines to the board-level audit committee 
is even lower – at 57 percent for issuers, and only 7 
percent for SOEs.

 Chart 22.   Establishing Internal Audit Function
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For an internal audit function to be effective, it must 
be accountable to the supervisory board and its 
audit committee. This subordination practice evolved 
and improved in Georgia over the past 17 years - 
internal audit was appointed by the management 
board in 45.2 percent of companies in 2004, reducing 
to about 26.6 percent of companies in 2008, and 
further to about 21.4 percent in 2021 (Chart 23).

EVALUATION AND 
REMUNERATION OF THE 
SUPERVISORY BOARD

Board evaluations can play an important role in 
improving the effectiveness and efficiency of the 
board’s work. Moreover, it demonstrates that the 
board itself sets the appropriate “tone at the top”. 
In accordance with local legislation, supervisory 
boards must establish relevant procedures for self-
assessment and externally facilitated assessment. The 
requirements for supervisory board evaluations are 
new, and their implementation practices are limited. 
As indicated in Table 10, 80 percent of banks, while 
only 42 percent of issuers, and 15 percent of SOEs 
conduct board evaluations. 

 Chart 23.   Bodies Responsible for the Oversight of Internal Audit and Internal Control Functions95

 95  More than one response was possible for this question; totals may not necessarily add to 100%.
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Banks96 Issuers SOEs Full Sample

No Assessment 3 10 8 21

Self-Assessment: 7 2 5 14

Annually 6 1 4 11

Every 3 years 1 1

Twice a year 1 1

Permanent basis 1 1

Assessment with Facilitator: 4 1 0 5

Both self-assessment and Facilitated Assessments (Annual) 1 1

Self-assessment annually / Facilitator every 3 years 3 3

Assessment with Facilitator (Annual) 1 1

Other 1 1 2

Total 15 13 14 42

 Table 10.   Board Evaluation Practices (Number of Companies in the Survey)

 96  While this ROSC assessment being completed, FINCA Bank Georgia exited the market via acquisiton by an investor. Total number of 
commercial banks operating in Georgia reduced to 14 in 2022.

The approach to supervisory board members’ 
remuneration has evolved significantly over the past 
13 years (Chart 24). While a quarter of banks did not 
remunerate their SB members in 2008, at present, all 
banks do, with the majority of banks (86.7 percent) 
providing fixed monthly remuneration, and some 
banks (6.7 percent) providing remuneration tied to 
board meeting attendance. Average remuneration of 
a bank supervisory board member is reported to be 
around GEL 9,522 per month. Among the surveyed 
companies, there is progress from about 34 percent 

of companies not remunerating their supervisory 
board members in the past (2008) to today’s 22.7 
percent (2021). This result is partially impacted by a 
higher number of SOE included in the 2021 survey, 
with SOE boards dominated by state representatives 
that do not receive remuneration. Half of the surveyed 
companies remunerate their board members with 
a fixed monthly remuneration. An average monthly 
compensation for a reporting company supervisory 
board member has grown from GEL 7,600 (2008) to 
GEL 25,830 (2021).
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 Chart 24.   Supervisory Board Remuneration Dynamics 2008 to 2021
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TRANSPARENCY AND 
DISCLOSURE

Georgia has made significant progress over the past 
five years in raising the quality and timeliness of 
disclosure. This can be attributed to the passage of 
the LARA, full adoption of international accounting 

and auditing standards, and the increasingly strong 
monitoring roles of SARAS and NBG. Financial 
disclosures by Georgian companies have been 
gradually improving over the past few years. Non-
financial disclosure, however, has not received the 
same level of attention as financial reporting, and 
full implementation should be the next item on the 
reform agenda.



109Annex 2. Detailed Results from the ROSC Survey

Publication of annual reports has demonstrated 
a positive dynamic over the past 13 years, as 
confirmed by the survey. In 2008, only one third of 
companies (30.7 percent) issued their annual reports. 
In 2020, all banks issued annual reports, as well as 
the majority of issuers (92.9 percent) and SOEs (84.6 
percent), as illustrated in Chart 25. All surveyed 
companies are required to issue management reports, 
however only 86.7 percent of banks, 78.6 percent 
of reportable companies, and 92.3 percent of SOEs 
included their management report to accompany their 
financial statements submission to SARAS, in line with 
the LARA. The level of non-financial reporting could be 
further improved.

 Chart 25.   Companies that Issued Annual and  
        Management Reports in 2020
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 Chart 26.   Distribution by Economic Sectors (by number of companies)*
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* Total	of	42	companies.	However:	Georgian	Amelioration	Ltd	listed	in	both:	"Agriculture/food	processing"	and	"Other"	
(Irrigation and drainage services) as its primary sectors. 

 Chart 27.   Number of Issuers of Public 
        Debt or Securities*
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* A	total	of	29	companies.	These	do	not	include	SOEs,	only	
banks	and	other	companies.

GENERAL INFORMATION ON SURVEY RESPONDENTS

 Chart 28.   Number of Companies that Issued New  
        Shares in the Past 5 Years
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 Chart 30.   Number of Companies per Largest Shareholder*

Government 13

Current Supervisory Board Member 7

Georgian Legal Person 7

Foreign Individual Investor 2

Company Employee 2

Foreign Legal Person 13

Georgian Individual Investor 8

* Total	of	42	companies.	However:	a)	Georgian	Oil	and	Gas	Corporation	JSC,	Terabank,	Caucasus	Energy	and	Infrastructure,	
Sarajishvili,	Transmission,	Nikora	Trade,	Nikora	all	indicated	two	largest	shareholders.	b)	Lisi	Lake	Development	selected	
four	largest	shareholders.

Current Board Of Directors Member 0%

 Chart 29.   Ownership by Categories (by number of companies)*
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Shareholders

State (Government) Bodies & Largest Shareholder &  
Largest 3 Shareholders

* A	total	of	41	companies,	as	one	company	did	not	indicate	any	investors/shareholders.
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