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US Ambassador Richard Norland and Irakli
Baidiashvili, the senior vice president of
GMT Group and the vice president/treasurer
of AmCham Georgia, speak during the
AmCham roundtable event on December 4
at Radisson lveria Blu.

usS
Ambassador
Richard
Norland:
“The Stage
is Set”

for More
Investment
in Georgia

Investor.ge spoke to US
Ambassador Richard Norland about
his first year in office, the prospects
of a free trade agreement with the
United States, and how the initialing
in Vilnius could bolster Georgia’s
role as a transit country and the
future of US investment in Georgia.

DECEMBER-JANUARY 2013/14 7
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consolidation of reforms over

the past year, highlighted by the

residential election, is paving

the way for more investment in Georgia

from foreign companies, according to US
Ambassador Richard Norland.

Norland, who came to Georgia in
the run-up to the 2012 parliamentary
elections, said there is increased interest
from American companies to invest in
Georgia. The potential of the Deep and
Comprehensive Trade Agreement with
the European Union also helps bolster
Georgia’s attractiveness for businesses,
he noted.

“[ think the stage... is set for Geor-
gian politics to become more stable and
I think that will translate into a more
attractive investment climate,” he said
in an interview with Investor.ge.

“They know that the basics are here.
... They have been holding back because
of what they see as a less than ideal cli-
mate. Now they know, they are seeing,
they read the headlines that the climate
is stabilizing. What they want is a real-
ity check on that, is that how foreign
diplomats and other observers see the
situation. And when they ask me that, I
say ‘Yes, I think it is.””

Georgia’s initialing of its Association
Agreement opens up new opportunities
to build on the country’s transit role in
the region, Norland noted. Especially, he
added, since the United States is work-
ing with the European Union on its own
trade agreement.

“[G]eorgia is a key part of this new
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silk road trade corridor and as the United
States talks about a pivot to Asia, it is
really important to remember for us this
means going around the Pacific route but
also going through Eurasia, and Georgia
sits on the western terminus of the new
silk road,” he said, stressing that in part,
the infrastructure built during the war
in Afghanistan goes through Georgia
— which could provide additional trade
and transit possibilities if it can become
commercially sustainable.

“China and India ... are very inter-
ested in this western terminus because
for them it holds great significance for
their trading relationships, just as it does
for us.”

Any talk about a US-Georgia Free
Trade Agreement, however, is still too
premature. The idea was originally
floated during former President Mikheil-
Saakashvili’s trip to Washington in 2012.
Norland said that while the “dialogue”
about a trade agreement continues, it
remains a “moving target.”

“During this period the United States
also decided to launch the trade dialogue
with Europe which is a much broader
picture. The question might become how
could a free trade agreement with Geor-
gia fit into a broader trade agreement
with Europe, and that is something that
remains to be seen,” he said.

“But I think it is fair to say there is
room for that dialogue to intensify and
it helps that the government is able to
focus now more exclusively on the task
of governing and managing Georgia’s

internationalrelations and a little less
than the dramas that have been associ-
ated withcohabitation over the past year.”

The Ambassador added that econom-
ics, as a whole, is an area where there is
still “work to do.”

“The economic area continues to be
one where we can do more,” he said.

“Economics is one area where Geor-
gia is still lagging ...the agriculture
sector, the rural economy — these are
still suffering. Job creation is not what it
could be and the United States certainly
believes we can contribute to those is-
sues. We would like to do more and we
think that [the Strategic] Partnership and
the economic working group discussions
we have, and the high level trade dia-
logue, will help on that front.”

Regarding the United States’ own
domestic drama over the debt ceiling
and spending cuts, Norland said it should
not result in any radical shifts for foreign
aid or development projects in Georgia.

“In the context of what is happening
in the region now ... I think Washington
is aware that there are things that we still
need to be doing for Georgia to bolster
them in their particular situation,” he
said.

“For a country of around 4.5 million
people, you are going to continue to see
an outsized assistance effort in relation
to the size of the country. There isn’t
going to be a billion dollar pledge but
we are going to continue to have quite a
substantial assistance program here for
a while.”
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What Condition OurEondi’rion Is In

or a developing country like

Now, after Georgia initialed the
European Union’s Association
Agreement (AA) and the Deep
and Comprehensive Free Trade
Agreement (DCFTA), now, more
than ever, all eyes are on the
Georgian economy. In this
environment of speculation -- to
paraphrase the great Kenny
Rogers -- Investor.ge turned to the
specialists to find out what condition
the Georgian economy is in.

10 DECEMBER-JANUARY 2013/14

Georgia, it is no surprise that the
economy makes headlines. An
increase in foreign direct investment, or a
drop in tax revenue, can set the stage for
months of hesitation or usher in a period
of increased consumer confidence.
What impact could the AA/DCFTA
have on the Georgian economy? Will it
be enough to develop Georgia’s potential
to be a great transit hub for Europe and
Asia?
How are Georgian consumers and
businesses handling the ups and downs of
the economy in 2013? What are the pros-

pects for a stronger economy in 20147

To answer those questions, Inves-
tor.ge turned to the experts. Political
scientist Cordelia Ponczek looks at the
potential impact of the AA/DCFTA on
the Georgian economy and its attractive-
ness to outside investors. Grant Thorton
explains business confidence looking
forward — and how confidence around
the globe could impact Georgia.

Local think tanks — ISET and the Eco-
nomic Policy Research Center (EPRC) —
weigh in with their analysis on the latest
economic trends at home, and what they
mean for the next year.
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Initialling of
EU-Georgia Association Agree

Vilnius, 29 November 2013

The Re-Export Prospect:
Georgia Should Use the DCFTA to
Invest in its Future

In November 2013, Georgia initialed its Association Agreement with the
EU—part of which included negotiations for a Deep and Comprehensive
Free Trade Area (DCFTA). The DCFTA has significant implications for
Georgia’s economy; namely, Georgia is expected to become a portal to
the EU for surrounding countries: a re-export hub of Eurasian products and

investment.

CORDELIA PONCZEK

eorgia has finally carved out
space for its self-promoted
trajectory. It’s about time. On
the negative side of the balance sheet,
unemployment numbers are up, GDP
and growth numbers are down, and the
public is restless. But a solid foundation
for progress has been laid. Bolstered
by two recent events — the democratic
presidential elections in October and
the recent Eastern Partnership Summit
in Vilnius — Georgia has taken positive
steps to modernize its political system
and stabilize its social structure.
The October elections confirmed
the sustainability of Georgia’s politi-
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cal reforms and garnered international
approval from organizations such as
the OSCE and from various Western
governments. The November Eastern
Partnership Summit in Vilnius signified
Georgia’s initialing of the Association
Agreement (AA) and the official adop-
tion of a pro-European trajectory. The
combination of the two was a tangible
return on investment for those stake-
holder countries and organizations that
have sunk financial and political capital
into the country’s future.

International recognition is exactly
the prescription Georgia needs to mend
its ailing economy. Thomas de Waal,
a senior association at the Carnegie
Endowment for International Peace,

asserted in an article on November 20,
2013, that “Foreign perception is defi-
nitely key: ... [Georgia]’s chief economic
value is in its ability to be a hub and en-
trepot for the wider Caucasus and Black
Sea neighborhood.”

So, how does Georgia make
itself a hub?

November’s Association Agreement
includes the Deep and Comprehensive
Free Trade Area (DCFTA), a program
that fosters improved trade balance in
exchange for mandating EU legislation
in areas like trade law cohesion, con-
sumer protection, hygiene standards for
agricultural products, and environmental
regulation. Signatories are required to
adopt approximately 350 EU laws within
a time span of ten years — no small feat,
but with big rewards. It would behoove
the Caucasian country to use these op-
portunities to capitalize on its own future.

According to the Trade Sustainability
Impact Assessment, a report published
by the Warsaw-based CASE Center
for Social and Economic Research, the
DCFTA has the potential to increase
Georgia’s exports to the EU by 12% and
increase imports from the EU by 7.5%.
Furthermore, Georgia’s national income
is predicted to rise to around 292 million
euros, which represents a 4.3% growth
in Georgia’s GDP. Numbers like this will
have ripple effects in consumer purchas-
ing power and labor wages.

The biggest gains of the DCFTA are
found in the reduction of Non-Tariff
Barriers to trade (NTBs). As in the WTO
and NAFTA agreements, the DCFTA
incorporates fundamental principles such
as favorable national treatment, prohibi-
tion of import and export restrictions,
disciplines on state trade, etc. Export
duties will be prohibited from day one,
which will have a significant impact on

Georgia’s economic activity and trade »»



Investor. 53

The EU VS the Eurasian Union: By the numbers

The AA/DCFTA with the European
Union is about a lot more than just trade.
It is about opportunities for education,
investment, reform; it is about Georgia
moving forward. But, it is also about
imports and exports. Investor.ge asked
Gega Paksashvili, a local designer and
artist, to illustrate Georgia’s trade rela-
tions with the countries of the planned

EU countries

2005 2167564
2006 2253537

Exports
by

EU countries
2000 2173253
2001 2685193
2002 251 2658
2003 149

Georgian
Imports

by

THTEE

Georgian

Eurasian Union compared with the cur-
rent trade conducted with members of
EU. The numbers make it clear the EU is
Georgia’s biggest trading partner: $2.78
million in trade in 2012, compared with
just $1.11 million in trade with Armenia,
Belarus, Kazakhstan, and Russia — the
countries currently slated to join the
Eurasian Union.

Kazakhstan

2005 § 8008
1006 154262

Russia

2005 1537245

Armenia
2000 135955
2007 101911
2002 93541
1003 122678
2004 260068
1005 393601
2000 403378
2007 HI5575
2008 .
2009

2000 BELT
2001 16173

Belarus

In terms of potential markets, the EU
also wins hands down, with a popula-
tion of 500 million and a much higher
purchasing power than the Eurasian
Customs Union. EU’s GDP at purchasing
power parity is “5.67 times” that of the
Eurasian Union, based on calculations
made by the Eastern European Studies

Center.

Belarus  Armenia

2005 24545 1005 396993
2006 736020
2007 1108442

2008 1234220

Kazakhstan Russia
2000 97350 2000 93 2254
2001 52625 2001 91 920,5
2002 52829
2003 97559

2004 31
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between itself and the EU. Furthermore,
such measures will create immense op-
portunities for trade by lowering tariffs
on imports to Georgia and exports from
Georgia to the EU. The policies of the
DCFTA aim to improve competitiveness
through efforts to enhance market ac-
cess for exports and foreign investment,
facilitate trade, and strengthen the invest-
ment climate.

In its adaptation of the DCFTA, Geor-
gia will undertake a three-pronged strat-
egy to place itself as a hub for exports
and investment: (1) by capitalizing on
the benefits of unified EU-based policy,
which will help to create standards for
products and transparency of business in
Georgia to attract new commerce; (2) by
facilitating an increase in exports from
Georgia to the EU and vise verca, which
will normalize the flow of business; and
(3) by using the reduction of NTBs to
promote open dialogue with foreign
neighbors, which will incentivize these
countries to use Georgia as a re-export
base, given its new preferential status
with the EU.

Such reforms must be reinforced
by increased trade, particularly in ex-
ports from Georgia. Georgia is the only
county in its geopolitical zone to have
new-found clout with the EU. Armenia,
Azerbaijan, and Ukraine are waitlisted
for any further steps, and did not initial
Association Agreements at the Novem-
ber summit. Turkey’s path to the EU is
frozen, pending the deadlock over its
proposal for integration, and Russia
has not vocalized an intention to move
forward with any association plan. Geor-
gia’s position allows it to be the initiator

14 DECEMBER-JANUARY 2013/14

for increased trade in the region by pre-
senting itself as a safe, business-friendly
zone for surrounding countries wanting
to do business with the EU. Its current
business should facilitate the greater ac-
cess of goods to the European market.

Georgia needs to come into the deal
prepared. It can do this by capitalizing on
the three-pronged strategy and deciding,
up front, what it can do to strengthen
its position. First, the country needs to
determine both its areas of interest (e.g.,
agriculture, metals) and its negotiation
objectives with respect to these areas of
interest. It then must act on this strategy,
keeping lines of communication open
between the government, civil society,
media, and the Georgian people. This can
be done via information campaigns and
a high level of transparency in the policy
enactment process. Second, Georgia will
need to educate and train its workforce
(both white-collar and blue-collar) on not
only the technical aspects of the soon-to-
be-adopted policies, but also on the skills
needed to facilitate business and inspire
international confidence. Furthermore,
Georgia will need to evaluate the op-
erational costs of implementing the EU
reforms and how those reforms can be
most effectively structured into Georgian
business. Finally, smile! Georgia is home
to a charming and unique people: it will
be up to the Georgian people and leaders
to woo businesses and ramp up inves-
tor confidence in the area by touting its
newfound economic advantage.

In November, the American Chamber
of Commerce in Georgia sent a business
delegation to Washington, D.C. There,
the group of businessmen and women

met with senators and congressmen and
took part in a roundtable event co-hosted
by the Carnegie Endowment for Interna-
tional Peace and the Atlantic Council. Its
presence in the epicenter of US politics
corresponds to Georgia’s moment to
sustain its international confidence. The
ripple effects of the DCFTA need not
be limited to trade between the EU and
Georgia: in his December trip to China,
David Cameron, the Prime Minister to
the UK, more than hinted that the EU was
very interested in trade agreements with
China. Meanwhile, the US and the EU
are already favorable trading partners,
and by balancing out its trade strategy,
Georgia may have more doors open to it
in the future.

Keeping long-term goals in mind
is essential, because the proviso to the
DCFTA is that these prescribed events
will not take place in a vacuum. The
DCFTA is not a magic potion to change
Georgia’s international status, or its
economy, overnight. Thus, the burden of
action is on Georgia, along with its allies,
to have the foresight to evolve with the
effects that will result from its new trade
agreement, both the good and the bad. It
will be left to the negotiating parties to
enhance any gains and lessen any po-
tential losses by maintaining a cohesive
strategy — the answers aren’t on the table,
but the tools for success are there.

Cordelia Ponczek is a researcher
based in Warsaw and formerly taught
in Georgia, where she was stationed
outside of Zugdidi and later in Batumi.
She earned her B.A. in Political Science
at Miami University in Ohio, USA. g
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Grant Thornton IBR Q3-2013 results
How optimistic are you for your economy over the next 12 months?

United States

Business optimism remains
robust at 52% despite
continued partisan wrangling
over the budget which led to a
partial government shutdown.
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eurozone

Confidence remains low, but
Dutch (-14%), French (-17%)
German (51%), Italian (-2%)
and Spanish (-10%) businesses
all registered increases in
optimism from Q2.
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United Kingdom

UK business leaders are

now the fourth most optimistic
globally; the net 76% figure

is a record high, driven by

a pick-up in the pace of the
recovery.
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Georgia
Having hit a record low of
26% in Q2, Georgian business
optimism rebounded to 56%
in Q3, although it remains
below the long-run average.
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Russia
Russian business optimism
fell for the third straight
quarter as economic growth
and reform efforts continue
to disappoint.
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China

Having slipped to a record
low in Q2, Chinese business
optimism rebounded in

Q3 following a raft of more
positive economic data which
suggests sustained growth.
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Latin America

Confidence in Latin America
fell to its lowest since 2009,
with all five economies posting
declines and Brazilian business
optimism dropping to a record
low of 31%.

N
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South Africa

Business optimism fell to a
record low of 18% in Q3;
one of the emerging markets
to suffer as the US Federal
Reserve looks to begin
tapering asset purchases
this year.
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Turkey

Turkish business leaders are
now at their least optimistic
since 2009 as social unrest
bubbles and investors fret
about the reliance on foreign
capital inflows.

2012 2013

India

Indian business optimism fell
for a third straight quarter in

Q3, dropping to a record low
of 57% as slower growth and
persistent inflation cloud the

economic outlook.
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Australia

The election of Tony Abbott
came as Australian business
optimism ticked back
upwards, although it remains
well short of pre-crisis levels.
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Japan

Japanese business optimism
fell back into negative territory
again in Q3 as concerns rise
about the effects of a planned
rise in the consumption tax
rate on renewed growth.
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To examine IBR results going back to 1992, use our data visualisation tool: https://dataviztool.internationalbusinessreport.comy/ibr.html
Sample: 3,300 mid-market business leaders interviewed in 45 economies
Source: Grant Thornton IBR 2013



US and UK Drive “U-Turn”
in Global Business Growth

Prospects

Georgia’s business optimisim rebounds

Grant Thorton International
Business Report

ew research from Grant Thorn-

ton’s International Business

Report (IBR) reveals that with
many emerging economies slowing, it
is now the UK and US driving global
business growth prospects. This “U-
turn” in sentiment suggests a shift in the
global dynamic, with business growth
opportunities set to increase in mature
economies while emerging peers adjust
to the prospect of slower growth than in
recent years. However, Grant Thornton
warns that further partisanship in the US
over the budget and debt ceiling could
yet derail the global economy over the
next few months.

The IBR reveals UK business opti-
mism has shot up from net 34% in Q2
this year to 76% in Q3. This is the highest
figure recorded for the UK in 22 years,
and makes its business community the
third most optimistic in the 45-economy
survey. Business optimism in the US
remains high too, at 52% in Q3, although
marginally down from 55% in Q2.

By comparison, having hit a record
low of 26% in Q2, Georgian business
optimism rebounded to 56% in Q3,
although it remains below the long-run
average.

Businesses in emerging economies
are markedly less confident. Brazilian

optimism fell from 43% to 31% in the
last quarter, while across Latin America
as a whole optimism fell from 48% to
38%. Elsewhere, Indian optimism (57%)
fell to its lowest since 2003. Russia slid
from 28% to 19%, and Turkey (6%)
dropped to its lowest since the financial
crisis. Though China seems to be one
step ahead of other major emerging na-
tions, having fallen to a record low of
4% in Q2, business optimism improved
to 31% in Q3.

The results highlight a subtle but
significant shift in global economic
growth patterns, with some rebalancing
toward developed markets like the US
and UK. Together these two economies
account for a quarter of global output so
any recovery should have positive reper-
cussions around the world. Businesses
across the globe need to be alive to this
shift in momentum, and the growth op-
portunities it offers.

Businesses in Georgia have been
through an uneasy year but the increasing
confidence bodes well for growth; more
certainty should lead to more investment
in capital assets and human capital.

Renewed confidence in Georgia
is clearly feeding through to business
growth prospects. It is encouraging to
see export growth expected to play an
important role in business expansion
plans, while increased investment will

Investor./3

boost the long-term competiveness of
Georgia’s businesses.

Clearly,businesses should not write
off emerging economies in their search
for growth, but results highlight the re-
versal of fortunes in developed countries.
The BRICs and other frontier markets
need to tackle issues such as rising in-
flation and substandard infrastructure
if they are to maintain the rapid growth
seen in recent years and avoid the so-
called “middle income trap.”

The one caveat is the situation in
the US. Weeks of budget and debt ceil-
ing negotiations have only resulted in
the can being kicked down the road,
with the budget only agreed upon until
mid-January and the debt ceiling until
mid-February. Businesses both in the
US and across the world face a nervous
few months.

The IBR results are substantiated by
recent growth forecasts issued by the In-
ternational Monetary Fund (IMF), which
revised its growth forecasts for the UK
up last month -- 1.4% in 2013 and 1.9%
in 2014. The IMF also said it expects
the US to drive global economic growth,
although the IMF lowered their 2014
forecast by 0.2% due to fears over debt
negotiations. The IMF also warned that
global expansion was being hampered
by the slowdown in emerging economies
like Brazil, China and India.

The IBR data also suggest the resur-
gence in business optimism and growth
prospects could boost jobs. In the UK, net
45% of businesses expect to hire people
over the next 12 months, up from 28%
in Q2. In the US, the figure has jumped
from 33% to 42% over the past quarter.

Any increase in jobs figures is posi-
tive. Rising employment prospects feed
back into consumer confidence, further
boosting growth. But the global econom-
ic outlook remains finely balanced. Take
the US and the UK out of the equation,
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The Georgian Economy:
Stagnation or Not?

The Georgian economy is
slowing, due to a troubling
mixture of low investment, high
political uncertainty, and a
general contraction in transitional
economies throughout the region.
The Economic Policy Research
Center (EPRC) looks at how these
factors are affecting Georgia and
what they could mean for future
growth.

conomic growth in Georgia

slowed down starting from the

end of 2012 due to decreased
FDI and election-related uncertainty.

In fact, three out of four economic
indicators have decreased: there has
been a decrease in aggregate demand,
investments, and government spending.
The only indicator that has improved is
net exports; however, this improvement
has not been drastic enough to outweigh
the fall in all other categories.

External trade tendencies have shown
a positive trend in terms of an 11% in-
crease in exports in the first eight months
0f2013, compared to the same period last
year. However, even this level of growth
is not very remarkable: Georgian exports
grew by 30% from 2010 to 2011, and
another 8% from 2011 to 2012.

As EPRC predicted, the projected
6% Gross Domestic Product (GDP) rate
of growth will not reached in 2013, and
even the adjusted estimate of 3-4% real
annual growth is questionable.

At the same time, 2013 budget per-
formance also presents a challenge, since
the government is struggling to collect
the previously projected revenues (as of
the first nine months of the year up to 700
million GEL), which is likely to result

in a spending cut. Currently, the EBRD
forecasts 3% economic growth in 2013;
the IMF prognosis is even lower, at 2.5%.

International Economic
Slowdown

The last time that the country’s
economy has experienced a slowdown
or negative growth was following the
global crisis and the war of 2008.

Now, however, countries in transi-
tion are experiencing a slowdown,
particularly Russia and Turkey — a trend
that might have also caused a worsened
economic outlook for Georgia. Average
economic growth of countries in transi-
tion is projected to be 2.2% in 2013, with
a modest recovery expected in 2014.

In the region, growth in Armenia is
also predicted to decelerate this year, due
to slower growth in agricultural sector
and budgetary underspending — which
has also been a major cause for the slow-
down in Georgia.

The Start of a Deflationary
Cycle?

In fact, for most of the past year,
the Georgian economy has been facing
deflation. From a layperson’s perspec-
tive deflation is a good thing, since it
leads to lower prices and increases real
income, and thus the purchasing power
of the citizens.

While both inflation and deflation
interfere with the smooth running of the
economy, economists, however, believe
that moderate deflation is more damaging
than moderate inflation.

Deflation can be harmful since falling
prices actually inflate the real burden of
debt and reduce incentives to produce.



This has negative implications on the
effectiveness of monetary policy. More-
over, deflation is fundamentally related
to the risk of major systemic shocks in
the financial markets.

Deflation and a Decrease in
Demand

The main cause of deflation in Geor-
gia is a decrease in demand. For Georgia,
the drop in demand was followed by
political uncertainty in the country stem-
ming from the 2012 parliamentary elec-
tions and continuing until the presidential
elections in October 2013.

In addition, low government spend-
ing, coupled with a decrease in invest-
ments, can also intensify deflation. That
was the case over the past year, when
the government drastically decreased
spending on infrastructure works. The
increase in government spending in
social services is not enough to offset
the difference: according to Geostat, the
largest impact on price levels was due to
the introduction of universal healthcare
as well as government subsidies for child
delivery services. Persistent deflation can
lead to a number of negative outcomes,
such as falling profits for enterprises,
resulting in higher unemployment and a
cut in income for the population at large.

The issue of unemployment — or,

more precisely, low levels of formal
employment — is an ongoing issue in
Georgian reality. Out of Georgia’s total
workforce, only 32% of its citizens are
formally employed — more than half of
the labor force is self-employed — while
the unemployment indicator is as high
as 15% and projected to grow to above
17% in 2014, according to the latest data
by thr IMF. Even though unemployment
figures for 2013 are not yet available,
there was a decrease in the number
of employed in the business sector by
roughly 6% as of the second quarter of
2013, compared to the previous year. If
we look at business-sector employees
according to activity types, the largest
decrease is observed in construction: the
number of those employed in the sector
has decreased by 34%.

Almost all fields saw a decrease in
their numbers of employees except for
agriculture, due to the active governmen-
tal programs directed at this field and a
much smaller formal employment base
than in other sectors of the economy.

Conclusion

Given the global downturn and inaus-
picious growth prospects, the task of the
government should be to pursue prudent
fiscal and monetary policies.

The EPRC believes that the govern-
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ment should work on the preparation of
a long-term economic strategy to present
clear development directions and create
apredictable environment for businesses
and investors. This will be especially
important as the government seeks to
increase foreign direct investment. At the
same time, the EPRC believes that the
state taking on additional social liabili-
ties — a trend visible in the 2014 budget
— is not the way to proceed. Additional
social liabilities will be justified only
after the economic situation is improved
and more or less sustainable growth is
achieved. Scaling down infrastructural
projects before the private sector takes
over is unjustified, as we have seen by the
economic and budgetary indicators that
Georgia faces today. This is especially
relevant given the fact that Georgia still
needs large basic infrastructure projects,
which are rarely financed by the private
sector only. In this regard, the creation
and implementation of public-private
partnership schemes might be desirable.

Consistent policy initiatives will
promote a sense of stability and certainty,
thus increasing business activities and
overcoming demand-driven shocks. An
important point is pursuing activities
for easing market entry for newly estab-
lished businesses and fostering a truly
competitive environment.
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Recent Macroeconomic Developments in
Georgia - Trends and Policies

IA VARDISHVILI, GIORGI KELBAKIANI,
AND YAROSLAVA V. BABYCH

fter a period of negative growth

following the 2008 war and

the global economic crisis,
the Georgian economy recovered in
2010. For ten consecutive quarters the
country’s economy grew at an average
rate of nearly 7%. This rapid growth
spurt lasted until the 4th quarter of 2012.
Almost immediately after the official
change of political power following the
2012 parliamentary elections, the quar-
terly growth rate of real GDP posted a
dramatic drop — from 7.5% (Q3, 2012)
to 2.8% (Q4, 2012). The subsequent
three quarters of 2013 showed lackluster
2.4%, 1
growth, respectively. This sharp decline

.5% and 1.3% rates of economic

in growth rates has since become the
major underlying theme for political
bickering between the rival parties.
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Political considerations aside, which
economic factors can explain the rapid
slowdown in the growth rate of GDP?
This article analyzes the economic ra-
tionale behind the downturn in the GDP
growth rate and discusses the measures
undertaken by the government to deal
with the worsened macroeconomic en-
vironment.

Gross Domestic Product by
Categories

The Final Consumption Expenditure
category (which includes household and
general government finalexpenditure on
goods and services, and has the larg-
est share in GDP) was one of the main
contributors to the GDP growth rate in
2011. (A 1% increase in this category
increases the overall growth rate by ap-
proximately 0.9%).

After the elections 0of 2012, the Final
Consumption Expenditure was affected
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by two principal factors: first, the sharp
decline in consumer confidence due to
political and policy uncertainty, and
secondly, by a pullback of government
spending. Hence, the contribution of
this category to the overall growth
rate declined from 15.3% (Q1,2011) to
1.8% (Q1,2013). Moreover, the Final
Consumption Expenditure declined in
Q2 of 2013 (relative to the same period
in 2012), pulling the overall y/y GDP
growth rate downward by 1.5%.

Another income expenditure com-
ponent responsible for the decline in
the GDP growth rate is Gross Capital
Formation. This category includes in-
vestment expenditure by both private
and government entities. Starting from
2011, this category of expenditure had a
significant positive effect on economic
growth, while in the 1st and 2nd quarters
of 2013 its growth contribution dropped
to 1.7% and -1.5% respectively. This is
mainly due to the sharp decline in the
growth of public and private investments
following the October 2012 elections.
The reasons for such a sharp invest-
ment drop after the elections are fairly
straightforward: policy uncertainty and
the prolonged and ineffective process
of political cohabitation have impeded
private-sector investments in Georgia.
In addition, the new government, which
had made criticism of “wasteful capital
projects” part of its election campaign
agenda,sharply reduced capital budget
spending after the elections. The contrac-
tion was mainly reflected in a significant
slowdown of the construction sector. An
interesting question would be whether
the drop in this category was mainly due
to a drop in private or public investment
spending. Unfortunately, the existing
data do not separate the two categories
of capital expenditure.

It is worth noting that, unlike in
previous years, an improvement in the



external sector contributed positively
to economic growthin 2013. According
to a recent release by the GeoStat, the
external trade sector in the first nine
months of 2013 has seen an increase
in exports (14% annual growth), while
imports declined by 4%. The slowdown
in imports is consistent with the general
weakening of aggregate demand condi-
tions observed throughout the year. As
a result, the trade balance improved
significantly and added 5.5% and 8.2% to
nominal GDP growth in the Ist and 2nd
quarters of 2013, respectively.

To conclude, the decrease in Final
Consumption Expenditure and Gross
Capital Formation were the two main
driving forces behind the decrease in
GDP growth rates, while positive de-
velopments in the external sector have
played a crucial role in supporting real
economic growth. If we suppose that the
decreases in Final Consumption Expen-
diture and Gross Capital Formation were
mainly due to the reduced consumer/
investor confidence stemming from the
policy uncertainty of the post-election
period, then we might expect some
progress in GDP growth after thepolitical
transition has been fully realized.

Gross domestic product by
Sectors

The previous government was
blamed for excessive spending on con-
struction just before the 2012 elections.
This argument seems to be supported by
the growth dynamics of the construction
sector.The growth rates in thissector dra-
matically increased one year prior to the
parliamentary elections and immediately
dropped after the elections, thereby af-
fectingoverall growth rates.

A proper cross-sectional analysis,
however, requires consideration of the
“weight” of each sector in overall GDP.
This would allow us to see how much

each sector contributed to overall eco-
nomic growth, and how each sector’s
dynamics affected the growth slowdown.

Our analysis looks at at the aggregate
measures of the first two quarters of 2013
and the corresponding period from the
previous year (Q1 2012 — Q2 2012).

As one can see, considering the share
(weight) of the construction sector in
total GDP (less than 5%), its high growth
rates were contributing 2 percentage
points, on average to the 7.5% average
GDP growth during first two quarters of
2012. This means that the growth in the
construction sector constituted 26.7%
of total GDP growth, the second high-
est contribution after the 2.5 percentage
point contribution (33.3% of total GDP
growth) coming from the manufacturing
sector. Since the manufacturing sector
did not show any unusual growth pat-
terns before the elections, it would be
hard to argue that the 2012 growth was
mainly driven by the “political business
cycle” effect.

Yet, in the first two quarters of 2013,
the construction sector had the most sig-
nificant negative impact (0.9 percentage
points) on the average total growth rate.
While the average slowdown in growth
rate during the first two quarters of 2013
was 5.6%, 2.9 percentage points (i.e.
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43.5% of the total drop) came from the
drop in the construction sector.

While the fall in the construction sec-
tor did play a significant role, develop-
ments in other sectors were important as
well. Another drop is especially evident
in the manufacturing sector, which was,
and still is, the main contributor to Geor-
gian economic growth.

As mentioned before, manufacturing
was contributing 2.5 percentage points
on average to the total GDP growth of
the first half of 2012, while for the same
period in 2013, it contributed only 0.8
percentage points. The contributions
from the wholesale and retail trade sec-
tor also showed a significant decrease
(from 1.2% to 0.7%).The transportation
sector slowed down as well, contributing
negatively (-0.2%) in 2013 after a solid
positive (1.2%) contribution in 2012.

Fiscal and Monetary Policy

The effectiveness of the fiscal and
monetary policy response to the growth
slowdown is subject to debate.

The Georgian government’s fiscal
policy remained quite conservative in
spite of the economic slowdown. Gov-
ernment expenditure in the first nine
months of 2013 declined by 3.3% as

compared withthe same period of 2012, »»>
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Most importantly, expenditures on the
purchase of goods and services were
slashed by 34.5%, whereas compensa-
tion to employees and social expendi-
ture increased by 15.5% and 18.4%,
respectively.

Cash receipts from operating activi-
ties (revenues) decreased by 3.4% over
the same nine-month period, mainly due
to a drop in the tax revenues and other
receipts categories.

From the macroeconomic perspec-
tive, the decline in government expen-
diture surely impedes GDP growth by
decreasing aggregate demand in the
economy. On the other hand, decreasing
some of the non-productive expenditures
could help increase the effectiveness of
government income and thus aid eco-
nomic growth over the long run. Overall,
a balanced approach to government
expenditure is needed in order to both
smooth out the output fluctuations, and
ensure sustainable growth in the future.

On the monetary policy front, the
National Bank of Georgia (NBG) has
pursued expansionary monetary policy
to combat deflation and stimulate the
economy as a whole. From June to
August 2013, the NBG monetary policy
rate decreased by 0.25 percentage points
to reach a historical minimum of 3.75
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percent. Yet, the policy had little impact
on prices and interest rates, mainly due
to the high dollarization rates of credit
and deposits.

In September 2013, the real effective
exchange rate continued to fall (depre-
ciate) by 3.2% y/y, while the nominal
exchange rate increased (appreciated)
1.5% over the same period in September
2012. This means that inflation is higher
in Georgia’s major partner countries, and
that Georgian goods have thus become
cheaper relative to foreign alternatives,
which further stimulates exports and
decreases imports.

Future Trends:

The most recent out European Bank
for Reconstruction and Development
(EBRD) research paper “Economic
Forecasts and Other Regional Eco-
nomic Prospects Data” highlights the
fact that, besides the domestic instabil-
ity and political uncertainty, the whole
region of Eastern Europe and Caucasus
(EEC) was affected by an unfavorable
global macroeconomic environment.
The EBRD expects that real economic
growth in Georgia will accelerate in
2014 as political and policy uncertainty
subsides after the presidential election.
In addition, one might hope that further
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improvements in the Georgian-Russian
commercial relationship will also hasten
economic growth.

ISET-PI Forecast:

GDP forecast:

ISET-PI has updated its forecasts for
Georgia’s real GDP growth rates using
the September 2013 releases of predic-
tor indices. The updated growth forecast
for the 4th quarter of 2013 was revised
downward from 5.2% to 4.5%, though it
still stands much higher than the growth
rates from previous quarters.The fore-
cast for the yearly growth rate currently
stands at 2.4%. This projection is in line
with the 2.5% annual growth forecast
that the IMF announced for Georgia in
their most recent October 2013 report.

Consumer Confidence Index:

The most recent data on the Con-
sumer Confidence Index (CCI) are quite
encouraging. The aggregate demand
weakness appears to have eased after
September. After two months of continu-
ous decline in consumer confidence (with
the historical minimum being reached in
August 2013), the index increased by 5
points, settling at the -7.9 point mark in
September. Consumer confidence con-
tinued to climb in October 2013 as well.
Overall, the CCI gained 2.9 points over
the September 2013 figures, to reach the
-5 point mark in total.

While some of the improvements in
CCI may be related to seasonal factors
(such as “rtveli,” the traditional grape
harvest), the pickup in consumer senti-
ment is welcome news for the economy.
According to the ISET Consumer Confi-
dence Index (CCI), the monthly change
in consumer sentiment was mainly due to
a sharp improvement in peoples’ expecta-
tions about the future, while the annual
gains in CCI are mainly associated with
arise in the Present Situation Index.
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HOW THE ROLE

OF THE PRESIDENT
WILL CHANGE IN GEORGIA?

GEORGIA IS ELECTING A NEW PRESIDENT ON OCTOBER 27, 2013. ACCORDING TO A NUMBER OF NEW
CONSTITUTIONAL AMENDMENTS, THE AUTHORITY OF THE PRESIDENT WILL BE DIFFERENT AND REDUCED.

WHAT REMAINS OF THE AUTHORITY OF THE PRESIDENT THE PRESIDENT IS DEPRIVED OF THE RIGHT TO:

Hold additional posts outside
Title of commander-in-chief the presidency
Granting awards or special ranks Convene an emergency
session of Parliament
Granting citizenship
Signing laws

NEEDS
THE SIGNATURE OF THE
PRIME MINISTER

Suspend acts issued by the government

Initiate draft laws

SHIFT IN POWER TO THE
PRIME MINISTER

Declaring war or state of emengency

Calling elections

Appointing or dismissing members of the government,
— 2 including the defense and interior ministers
Ratifying international agreements

Signing constitutional agreements with the Orthodox Church

In some cases, requesting Parliament to ratify or anul international treaties

NEEDS
SHIFT IN POWER TO THE

Source: The Constitution of Georgia
Centre for Eastern studies
Democracy & Freedom Watch
Civil.ge
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Georgian Entrepreneurs:
An Interview with
Lado Gurgenidze

Investor.ge is launching a new
series of interviews exploring the
biggest trends in Georgian business
innovation and entrepreneurialism.
In each issue, the best and brightest
minds in Georgian business

will discuss their ideas, market
trends, and the obstacles that face
Georgian entrepreneurs today. In
the second conversation, Investor.
ge’s Maia Edilashvili spoke with
Lado Gurgenidze, a former

Prime Minister of Georgia and

the Executive Chairman of the
Supervisory Board at Liberty Bank.

The Smartest Startup
ado Gurgenidze is a big name
in the small world of Georgian
financiers.

But after making a name for himself
in international finance circles, Gurgen-
idze is now banking on unknown start
ups as the next frontier for business.

Gurgenidze, a major shareholder

in Smartex, is using the Tbilisi-based
investment vehicle to seed and invest
in startups both in Georgia and beyond
since 2011.

Georgia, he said, is and will remain
“a very, very small market,” but with the
growing influence of smartphones and
tablets, consumer-focused online startups
could become a viable and profitable
form of business.

The three main focus areas of Smar-
tex are digital wallets and payments,
local deals and search engines, and VoIP
communications.

“Being early into this rather small
niche makes sense,” Gurgenidze told
Investor.ge.

“Smartex has been profitable for the
past two years, which is rare so early in
the game for startup incubators, and its
annual profit is roughly 50% of the ag-
gregate amount we have invested in our
startups, so, as long as we maintain the
profitability and sustain some growth in
our core companies, we expect to make
some good money in the medium term.”

Small, peripheral markets with a
shallow talent pool for software engi-
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neers and developers like Georgia are
unlikely to produce a universal innova-
tion that changes the world, Gurgenidze
noted.

But, he said, Smartex is focused
on finding talented local entrepreneurs
who are capably adapting some well-
established business models to Georgian
realities.

“I would not bet on globally dis-
ruptive innovators arising out of the
Georgian startup scene; it is important
to set realistic expectations,” Gurgenidze
noted.

He stressed Smartex practices a hy-
brid approach: while acquiring majority
stakes in local Georgian startups and then
helping them develop and grow, they
also make “angel investments” —that is,
they participate in very early investment
rounds of some international companies
that could become global sensations.

For now, that means Smartex focuses
abroad as much as it seeks out local tal-
ent. For instance, Smartex has invested
in TransferWise (UK), started by two
Estonian founders, which Gurgenidze
describes as “probably the highest-profile
online financial services startup of the
year.”

In addition, Smartex has invested in
Saving Global; weltsparen.de, a German-
based online platform for placing bank
deposits in banks in peripheral/emerging
economies; and Coinbase (US).

They are also looking regionally: for
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instance they have invested in Friend-
lyMe (befriendly.me) for its potential to
“become a leading social gifting player in
Ukraine, Russia and the rest of the FSU
region,” Gurgenidze said.

“None of these companies have any
problem accessing capital, and we have
been invited to co-invest with some
very smart VC money with very deep
pockets,” he said. “Where possible we
try to bring to Georgia the service or
know-how these companies have, so it
is a two-way street.”

The Georgian lari is already one of
the currencies in which TransferWise
operates through its partnership with
Liberty Bank, and Swoop, Smartex’s
local deals and search service, will be
launching the FriendlyMe service soon
in Georgia, with plans to expand it to
Armenia and Azerbaijan.

To inspire Georgian startups, Gurgen-
idze’s Liberty Bank and Smartex brought
to Thilisi Startup Weekend, a globally
acclaimed weekend-long event in No-
vember, to brainstorm new startup ideas.

The goal was to help young, talented
people “to have a fair shot” at creating
the business of their dreams.

Gurgenidze also hopes the event will
raise the general awareness of startups
and “angel investing” in Georgia.

Being innovative in Georgia is not
always easy. The World Bank’s Foster-
ing Entrepreneurship in Georgia 2013
report, a study of 300 micro-, small- and
medium-sized companies registered in
Georgia between 2002 and 2012, found
that the product innovation rate in Geor-
gia is lower than in the South Caucasus
as a whole and in European and Central
Asian countries.

The report also stressed that most
Georgian firms are non-innovators and
have low productivity. As a rule, inno-
vation spells success for companies and
the economy: innovative firms create 30
percent more jobs and are much more
competitive in the domestic small and
medium enterprise global markets than
the non-innovative firms.

Gurgenidze noted that obstacles fac-

ing innovative development in Georgia
include “a pretty standard list” typical of
any small, low-middle income economy:
a small market; limited broadband,
smartphone and tablet penetration; a
shallow talent pool of software engineers
and few universities that have modern
IT curricula.

But he stressed the best course of
action for the government to help is to
stay “out of the way.” He believes that
“the surest way to kill what little tech
entrepreneurial activity there is in this
country is to start piling on unneeded
regulations.”

The key to inspiring innovation, he
said, is for business startups to succeed.
Others will follow.

“The more entrepreneurs realize that
those Georgian startups that meet certain
criteria actually have gotten funding —
and we have so far invested in about 15
local startups — the more incentivized
they will be to try their hand at build-
ing viable online businesses,” he told
Investor.ge. [ ]

Transfer Pricing Prospects in Georgia

Taxation of Multinational
Enterprises (MNEs) has always
been an important challenge

for governments and they try

to overcome it through various
instruments, most notably double
tax agreements and transfer pricing
rules. The Georgian government

is grappling with how to create a
transfer pricing model that fits the
country’s needs. Lawyer and tax
specialist Giorgi Narmania looks at
international best practices and how
they could be used in Georgia.
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Introduction

ue to globalization and in-

creased economic integration,

it is estimated that more than
30 percent of all international business
transactions take place between multina-
tional enterprises (MNEs) and their own
constituent members. In order to control
the transfer price for goods and services
in the intragroup transactions,tax au-
thorities regulate prices for transactions
involving the transfer of property or
services between the members of same
MNE (referred as associated enterprises

or related parties), known as transfer
pricing. The goal of such legislation is to
protect the country’s tax base and tackle
tax evasion or avoidance by channeling
revenues to low- or no-tax jurisdictions.

Transfer Pricing in Georgia
and Abroad

Currently the issue of transfer pric-
ing is very high on the global agenda.
Prominent corporations, such as Apple,
Amazon, Starbucks, and Google have
been accused of using gaps in transfer
pricing rules to avoid paying tax. The
cost to economies has not gone unno-

ticed: Starbucks, for example, has not »»
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reported taxable profits in the UK for
the last five years, despite sales of £400
million only in 2012.

During the recent G-20 summit in
Moscow, the world’s richest economies
decided to take action. The OECD is
working on an Action Plan on Base Ero-
sion and Profit Shifting (BEPS) which
will tackle tax planning strategies that
exploit gaps and mismatches in the tax
rules.

For Georgia, however, transfer pric-
ing is a relatively new concept. While
it was introduced in the 2011 tax code,
no detailed regulations to implement it
were developed. Application of transfer
pricing rules is limited to cross-border
transactions under Georgia law.

Now, however, the Revenue Service
(RS) is working on a draft order to out-
line how transfer pricing will be regu-
lated in Georgia. In addition, the RS now
recognizes OECD Guidelines for transfer
pricing, so any issue not addressed in the
Draft Order can be interpreted on the
basis of international rules.

After adoption of the Draft Order,
Georgian companies and representative
offices will have to comply with trans-
fer pricing rules when they undertake
international transactions with related

entities. As the RS constructs a strategy,
it is vital it follow the international best
practices that allow the government to
protect its interests without obstructing
the flow of business and capital into and
out of the country.

Transfer pricing is considered to be a
major international taxation issue and a
difficult challenge faced by both govern-
ments and companies today. It usually
requires significant resources, including
skilled human resources and costs of
compliance. Therefore, the Georgian
government should adopt regulations
that will ensure effective administration
by the government and minimize com-
pliance costs for taxpayers, including
implementing “Arm’s Length Standards”
and other proven methodologies.

Transfer Pricing: International
Best Practices

Arm’s Length Standard

The principle of transfer pricing is
based on an “arm’s length” standard
for the pricing of inter-company trans-
actions. Included in the legislation of
most countries, it is essentially the
market price. Under the arm’s length
principle, transactions between associ-
ated enterprises are compared to trans-

actions between unrelated entities under
comparable circumstances to determine
acceptable transfer prices. Arm’s length
price is the price for goods or services to
which unrelated parties would agree. It is
acomplex task to identify this price and
transfer pricing rules provide guidance
in this process.

Comparability Analysis

The first step to determine the arm’s
length price is to locate a comparable
transaction between independent parties
(an uncontrolled transaction). Finding
comparable transactions is an important
practical challenge in developing coun-
tries, like Georgia, since there is lack of
comparable agreements and necessary
data. This process is sometimes equated
to finding a needle in a haystack.

The comparability between con-
trolled and uncontrolled transactions is
mainly determined on the basis of fol-
lowing five factors adopted by OECD
Guidelines:

1. Characteristics of the property

or service transferred;

2. Functions performed by the

parties taking into account assets

employed and risks assumed;
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Transter Pricing Methods

® Comparable Uncontrolled Price Method — this transfer-
pricing method compares the price charged for goods or
services transferred in a controlled transaction to the price
charged for comparable goods or services transferred in a
comparable uncontrolled transaction;

@ Resale Price Method — it compares the resale margin in
a controlled transaction with the resale margin earned in a
comparable uncontrolled resale transaction;

® Cost Plus Method — this method compares the mark-up
on the costs incurred for the supply of goods or services
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in a controlled transaction with the mark-up charged in a
comparable uncontrolled transaction;

® Transactional Net Margin Method — it compares the net
profit margin gained by a taxpayer in a controlled transac-
tion with the net profit margin received in a comparable
uncontrolled transaction;

@ Profit Split Method — under this method combined profit
of associated enterprises is split between them as it would
be divided between independent parties in a comparable
transaction.

3. Contractual terms; >



Software and IT Provider with Global Competency

1 We are powerful capital group active in more than 30 countries and employing
over 18,000 specialists

1 We are the leader on the CEE IT market and strongly positioned among top-10
European software producers (The Truffle 100)

1 Our numerous references prove we meet the expectations of the most
demanding clients from all business sectors

C We provide solutions for all sectors of the economy, including Banking, General
Business and Public Sector

--------

®® 222000 EEmsssEsEE® 20020202 SESeS
. R O BEEEEEEE R
T EE 000 EEE SEEEFRREEREEEREERREEREEREEEEEE R
LT ] &® 0 mEEEE R L T L R Ry
EREFEEREEREE EBEEREEEEE B SEF 2 EEEEeREEEE 0202090909000 @I ESEEIEEREEREE RN RN ERA TR R
EEE 0 EREEREREE RS RN RSN RN RN AR AR AR
- ARESERESEEE -w BESEEAEEEEERREREEREEERRRnEleaEaRREREES
L] £ BT - - " s LT Yy
. I L B ©Xrl O O 3 C (] - -
H - N I £ I - 2 0c M C i
" w sl ssBens alalels w s
ey L e T el N e T e LT
-------------------------------------------------- L]
- FEEARE RN AR R RS
TN T I T I T I r Ty
||||||||||||||||||||||||||||||||||||||||||
affom . -w ST LI L - . EEEE wE
aff » . ] allefles sallelall = L] e
Ly Iy LN £ * EEEEE
EEAEE e T It T I T LY -
|||||||||||||||||||||||||||||||||||||||||||| -
........................................... -

Contact us to see what we can do for your business



>

Investor./3

4. Economic circumstances; and

5. Business strategies of the com-

panies.

Ifthe above factors are similar, anun-
controlled transaction is comparable to
a controlled transaction and the relevant
arm’s length price can be determined.
Subsequent to the comparability analy-
sis, transfer pricing methods are used
to determine the arm’s length price of a
transaction. Georgian legislation follows
the approach of OECD Guidelines and
recognizes five methods to determine
arm’s length price.

Documentation Requirements

Tax authorities need a number of
business documents to determine the
arm’s length price of a transaction be-
tween related parties.

These documents are typically pre-
pared by the taxpayers in the process
of comparability analysis. The require-
ment to produce and maintain necessary
documents constitutes one of the most
expensive compliance costs for taxpay-
ers. Under the OECD Guidelines the
following documents must be prepared:
information about the associated enter-
prises; business structure of the group;
description of the controlled transaction;
information on pricing, etc. The Geor-
gian Draft Order follows this approach
and the list of required documents is
comparable to the list provided in the
OECD Guidelines.

While adopting themandatory docu-
mentation list, tax authorities usually pay
attention to the similar requirements of
other countries, especially in the same
region. Different and inconsistent rules
increase the compliance burden for the
taxpayers operating in these countries.
Besides, several countries—including
France, the Netherlands,and Germany—
apply simplified documentation require-
ments for smaller enterprises. Such a

30 DECEMBER-JANUARY 2013/14

flexible approach is used to reduce the
compliance burden.

Creating Efficient Transfer
Pricing System

In order to create efficient transfer
pricing systems, governments employ
various instruments, such as Safe Harbor
rules and Advance Pricing Agreements
(APAs). Safe Harbor rules provide that
ifa taxpayer’s profits are within a certain
percentage or under a certain amount,
the taxpayer is not required to follow
the complex transfer pricing regulations.
The goal of such a provision is to provide
certainty and reduce compliance costs for
smaller taxpayers, as well as to ensure
administrative simplicity for tax authori-
ties. The Georgian Draft Order does not
include Safe Harbor rules. The RS should
work on this topic as such rules provide
an advantage for developing countries
to design a transfer pricing compliance
environment that makes optimal use of
the limited resources available.

Advance Pricing Agreements (APAs)
provide the possibility for taxpayers and
tax authorities to agree in advanceon
the transfer pricing methodologies of
forthcoming transactions. Such a regime
leads to greater certainty for the taxpayer
and it is considered as the safest way
to establish the arm’s length price.The
Georgian Tax Code envisages the APA
procedure, which is a legally binding
agremenetbetween taxpayer and tax
authorities.

Giorgi Narmania is a lawyer and tax
specialist.

He holds a position of an Adjunct
Lecturer at Illia State University. Giorgi
Narmania graduated from Tbhilisi State
University with a Bachelor of Laws
Degree and received LL.M. in Com-
mercial Law from Erasmus University
Rotterdam. -
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Khudoni:
The Future
of Georgia’s
Energy

Supply

MAIA EDILASHVILI

hile there is fierce op-

position to plans for the

Khudoni Hydro Power Plant
in Svaneti, the government and hydro
power specialists maintain that it is a
project that could revolutionize the future
of Georgia’s energy sector.

Georgia has an estimated 300 rivers
with the potential to create energy, but is
using just ten percent of them — a frac-
tion of the 70 percent used by European
countries, noted Nodar Begalishvili, the
chairman of the Scientific Council at
Georgian Institute of Hydrometeorology.

Begalishvili, who has spent 44 years
studying hydroelectric energy, believes
hydroelectric energy — particularly large
hydroelectric projects — are Georgia’s
future. Currently, Georgia’s annual
electricity production is 10 billion kw/h.
Begalishvili, however, believes Georgia
can produce ten times that if Khudoni
and other hydro power projects are built.

“Of cause, we must construct Khudo-
ni and as many more Hydro Power Plants
[HPPs] as possible if we want to develop
as a country,” he said. “[O]ur only natural
wealth is water and hydro resources ...”

Foreign investors appear to agree.

Trans Electrica Ltd, an Indian com-
pany, plans to construct the Khudoni
HPP in the Enguri river gorge in Mestia
Municipality. The HPP’s planned capac-
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ity is in excess of 700 MW and planned
annual generation is estimated at 1.5 bil-
lion kw/h. If constructed, Khudoni will
become the country’s second largest HPP
after Enguri, a 270-meter cascade HPP
dam with a capacity of 1,320 MW and
annual production potential of 3.8 billion
kw/h. Enguri currently comprises ap-
proximately 35-40 percent of Georgia’s
total electricity generation.

By comparison, the Khudoni project
includes a 200-meter high dam, currently
slated to be constructed 31 kilometers
from Enguri dam. Trans Electrica started
constructionin 2012 and is expected to
put the HPP into operation in 2018.

Opposition to the dam includes lo-
cals who worry that their communities,
homes and cemeteries will be flooded as
a result of the dam. The controversy is
not new: under the Soviet government,

a similar project was planned in the late
1980s. It was halted, however, due to
mass protests led by late Prime Minister
Zurab Zhvania.

However, faced with pressure to
diversity energy sources and increase
electricity exports, in 2008 the Georgian
government revisited the idea of building
a new major hydro power station.

When the Saakashvili government
approved the Renewable Energy 2008
strategy, it included a list of hydro proj-
ects, including the Khudoni project, cit-
ing the need to create enough energy to
export to bolster the country’s economy
and self-sustainability. NGOs, many
specializing in human rights and environ-
ment rather than in economic analysis
and energy, have blasted the new project
for its potential harm to the environment
and property rights.

Investor. D3

A big concern of environmental-
ists is that going ahead with Khudoni
project — spanning 1,538 hectares in
total - would leave 528 hectares of land
under water, displacing 2,000 people or
184 households from indigenous Svan
communities.

“The villages Khaishi and Chuberi,
agricultural lands, pastures, parts of
the forest, two churches, cemeteries,
significant historical sites, including-
Khaishi fortress [dating from the Middle
Ages] and another still-to-be-studied
archeological monument dating back to
the first century ... will be either flooded
or indirectly affected,” reported Green
Alternative, a Tbilisi-based NGO and a
major opponent of the project.

Additionally, opponents argue that
both the government and investors have
failed to provide sufficient arguments
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concerning what makes Khudoni a “stra-
tegically important” project.

Why Does Georgia Need
Khudoni?

For nine months out of the year,
Georgia is self-sufficient in electricity.
The majority of the country’s hydro
energy comes from run-of-river plants,
which benefit from Georgia’s rains and
snow melts. Energy production is so
high, even with small plants, that Georgia
is an energy exporter in the summer.

But in the winter, when the water
flow is low, the country has to import
electricity. According to official statis-
tics, in 2012 Georgia imported 614.59
million kw/h electricity, buying most of
it from Russia and a minor share from
Azerbaijan and Turkey. The same year,
Georgia exported 528.15 million kw/h to
Russia, Turkey, Armenia and Azerbaijan.
The most successful year over the last
decade was the rain-rich 2010, when
Georgia was able to sell 1.5 billion kw/h
electricity, an indicator of further poten-
tial for export — especially to energy-
hungry Turkey — if Georgia can create
the capacity necessary to stabilize its
production. Export potential has swayed
even former opponents to Khudoni: in
2012, the Georgian Dream Coalition
campaigned against the project, as well
as large dams in general. But, after
coming to power, they have continued
the former government’s energy policy,
including plans for completing Khudoni.

According to Deputy Energy Minis-
ter Ilia Eloshvili, currently Georgia pays
up to $30 millionper year to Russia to
buy electricity, the same as the budget
funding for the Ministry of Sport and
Youth Affairs in 2012. Official statistics
show that Georgia’s electricity consump-
tion increased from 8.6 billion kw/h in
2007 to 10 billion kw/hin 2012; hydro
power covered 70 percent of that.
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“Georgia’s electricity deficit in-
creases by 3-4% annually,” Eloshvili
told Investor.ge “[I]t’s a must to use our
hydro resources in order to meet the
growing need and [avoid] dependence
either economically or politically on
any neighbor, in particular [considering]
what a difficult region we live in.”

The government’s expectations are
high for fiscal indicators as well: the
Ministry of Energy estimates that an
investment of $1.2 billion will provide
revenues in income tax of approximately
$3 million annually during the construc-
tion period.

“After it has been put into operation
economic growth will be boosted by 2.7
percent per year. No other plant can bring
such a huge benefit to Georgia; this is
why we should do our best to construct
Khudoni,” Eloshvili said.

Large vs. Small

But critics maintain the government’s
current policy, known as Build-Own-
Operate (BOO) — the company that
constructs the dam owns and operates
it —puts more profits into investors’ pock-
ets, than the government budget. Irakli
Galdava, Research Fellow at ISET Policy
Institute,believes the currenttransmission
tariffis ahumble return on the massive
capital outlays and environmental dam-
age. “The build-own-operate (BOO)
principle means that investors build a
power plant — own it forever —unless he/
she decides to sell the HPP, and operates
it. This means that the country should not
expect to [acquire] a HPP in state owner-
ship,” Galdava told Investor.ge.

“Imagine that Enguri and Vardnili
HPPs (both under state ownership), pro-
ducing about half of [Georgia’s] total
hydro generation and selling electricity
at a price lower than 1.5 tetri, is under
private ownership. What would be the
price in this case? Definitely several

times higher ...”

Galdava recommends the govern-
ment introduce a transfer to state owner-
ship after a set period of time, a practice
common in other countries. Green Al-
ternative, which has been campaigning
against large dam projects, believes the
state will receive so little from Khudoni
that it is not worth building.

The government, however, maintains
that small- and medium-sized HPPs
alone cannot solve Georgia’s challenges.

“We need big plants with dams.
Electricity is not storable but we do have
possibility to store water in reservoirs,”
Eloshvili said. “This is how Enguri HPP
operates — during the spring and summer
seasons we keep water at the highest
point to use it in winter. Such HPPs are
called regulating ones as they help to dole
out water resources seasonally. Khudoni
will be such a type of HPP.” Murnam
Margvelashvili, the director of Energy
Studies at World Experience for Georgia
(WEGQG), agrees. “Small HPPs are not an
alternative to large ones. For instance,
Khudoni’s capacity would be 700 MW,
while Ortachala HPP’s (a medium-sized
HPP located in Tbilisi and owned by the
Czech Company Enrgo-Pro) capacity is
18 MW. This means we would need to
construct as many as approximately 40
HPPs of this size to get the same capac-
ity,” he said.

Economists have also weighed in on
the large-versus-big debate, noted ISET’s
Galdava, and do not recommend relying
only on small hydropower plants — an
idea promoted by environmentalists.

Currently, 27 mini HPPs are in op-
eration with a total installed capacity of
approximately 90 MW. Margvelashvili
stressed that the Khudoni project is an
opportunity, not a threat.

“Sixty-five percent of our energy
comes from outside sources. How can

we miss such an opportunity?” he asked. m
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Oh Christmas
Tree, How
Lovely Are Your
Branches...

MONICA ELLENA

hristmas is the season of good-
will, festive cheer —and fat prof-
its for retailers. Like it or not,
‘h-the commercialization of this Christian
oliday offers plenty of opportunities for
athe discerning businessman (or woman).
But could Georgian businesses be doing
more to cash in?
Georgia has one lesser-known com-
parative advantage at this time of year:
Christmas trees. The Caucasian Fir—bet-
_ter known as Nordmann Fir or Abies-
—NoTdmanniana, named after Alexander
dmann, a Finnish biologist who
Sfystudied it in the nineteenth
Ty =187 tow ering evergreen native
to the\Caued§ian mountains. It is also
Europe’s favorite yuletide tree.
“Georgia dominates this niche mar-
ket,” explained Marianne Bols, social en-
trepreneur and founder of Fair Trees, the
only Fair Trade-certified Christmas tree
growe cliis based in Denmark.“The

N¢ is a house-friendly tree, it




is not sticky, and its needles are softer and
less likely to fall off. Plus it is beautiful.”

Georgian Seeds, European
Trees

But Georgia does not export fully-
grown trees. Rather, it sells seeds from-
Nordmann Firs to growers abroad, who
plant them in local nurseries. These seeds
account for 90 percent of the roughly 45
million Christmas trees sold every year in
Western Europe, according to Fair Trees.
Denmark is Europe’s largest exporter of
Christmas trees, supplying 7 million trees
per annum on average.

Could that change? In 2011 the
Georgian government’s sovereign fund,
the Partnership Fund, asked Pricewater-
houseCoopers (PwC), the international
professional services firm, to conduct
a feasibility study into the potential of
Christmas tree farming in Georgia.

“The idea came after a close look at
seeds trading,” explained Nino Cholo-
koshvili, one of the Fund’s senior in-
vestment officers. “We thought about
expanding to actual tree farming.”

According to the study, current plant-
ing estimates suggest that Christmas tree
production in Denmark will double in the
next ten years. Increased production by
Denmark and other European countries
is likely to result in stable or decreasing
Christmas tree prices and aneven greater
emphasis on product quality in European
markets.

“A full value chain, from seed har-
vesting to tree farming and export, would
create business and employment oppor-
tunities in Racha,” said Nika Abuashvili,
who conducted the research for PwC.
“Georgia has cheap and available land
and labor, in addition to the seeds.”

But it would not be easy. “Georgia,
though, lacks the capital and the know-
how of Christmas tree growing, which
resembles high-tech horticulture,”

Cholokoshvili continued. Moreover,
the time needed for a production cycle —
seven to nine years for one generation of
trees — is a deterrent for small investors.
The business suits European tree growers
interested in diversifying their products
and markets beyond Europe.

“Europe has a mature and rooted
market. Entering in competition with
established farms the size of 500 hectares
is almost impossible for Georgia. More-
over, a strict phytosanitary regulation is
in place making importing live plants
into the EU a challenge, although there
is track record of exporting live plants
and seeds by both local and foreign
companies to EU from Georgia,” adds
Abuashvili. The South Caucasus market
may be another story. The study high-
lights that the market for live Christmas
trees is limited due to supply shortages.
The main competition comes from artifi-
cial trees, which are mainly produced in
China. According to the study, Georgian-
grown trees would be cheaper.

Risky Business

In the meantime, Georgia could also
improve the business of seed collection.
Seed collection per se is an old practice,
dating back to the early part of last cen-
tury. In Soviet times it was strictly regu-
lated by the forestry authorities. In the
1960s Danish and European Christmas
tree farmers started traveling to the Cau-
casus to study the tree and develop seed
trading between Europe and the USSR.
Harvesting seeds on a commercial basis
poses a number of challenges.

The first is licensing. Georgia has
approximately 130,000 hectares of
forests available for licens-
ing. In 2009 the body
that regulated forestry
management was abol-
ished. Companies
still have to apply
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for a license but inspections are carried
out only following specific complaints to
the Ministry of Environment. Environ-
mental organizations have been calling
for years for a package of legislative
changes for forest monitoring, taxation
and licensing.

Collecting the seeds can also be dan-
gerous.The best trees are in Racha, and
can grow up to 60 meters. Pickers have
to climb up to the very top of the trees,
where they find the best cones. Safety
equipment is rarely used and pickers are
paid a pittance (as much as 2 GEL per
kilo of cones, but more often 1 GEL per
kilo). It takes 10 kilos of cones to make
1 kilo of seed. “We provide insurance
and safety training twice a year to our
pickers, who have been working with us
for years,” Bols explains.“There is a nar-
row window of two weeks in September
for harvesting, and every year forests
around the Shaori Lake are invaded. It
is the cone rush. People come from all
over the country to pick up cones, risking
their lives to make some extra money.”

Fair Trees established a foundation
aiming at drawing attention to and im-
prove the living and working conditions
for the cone pickers in the area. The foun-
dation runs projects like dental care for
children, scholarships, and is currently
building a new kindergarten. “Racha
lacks resources, and those beautiful trees
are a treasure,” Bolds adds.“If we get the
seeds, the least we can do is make sure

that the community also benefits from
this trade.”
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Giving and
Receiving In
Georgia

In July, new amendments to the

tax code finally officially defined
“donation,” a change that should
allow taxpayers to deduct not only
monetary gifts to charities but also
to quantify and deduct the value

of pro-bono services and property
donations.

Those changes could provide an
extra stimulus for charitable giving
by incentivizing philanthropic
donations through tax breaks. But
will that be enough to help non-
profits create a culture of charity in
Georgia?

Investor.ge asked four non-profits

— American Friends of Georgia,
D.O.G Shelter, McClain Foundation,
and the Salvation Army — to write
about the challenges facing charities
and how the new amendments, and
a proposed draft law, could help.
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Fantasy

and Facts:
Georgian
Charity
Organizations

The lack of information and
education about the tax laws
and their implications for non-
profit organizations in Georgia
is hampering the development of
philanthropy in the country.

RUTA CASABLANCA AND
NINO LOMIDZE

ivil society organizations have

a critical role in a democratic

society: they provide a voice
to vulnerable populations, to those who
have little or no access to decision-
makers, experts, and politicians. These
organizations often provide critical social
services not otherwise available.

They also fight for transparency be-
tween the public and their government.
However, most NGOs struggle to sur-
vive, especially in developing countries
where they depend on international fund-
ing and where a culture of philanthropy
is weak.

In addition, a lack of information and
understanding about existing services
and benefits for non-governmental or-
ganizations (NGOs) and non-profits in
Georgia is hampering activities. Without
proper access to information, charities
are not able to make educated decisions
about their activities.

For instance, McLain Association
for Children (MAC) was offered fifty
wheelchairs in the US but declined the
donation believing that they would have
to pay a 20% customs tariff duty on the
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wheelchairs that they could not afford.
According to Vazha Salamadze, director
of Civil Society Institute (CSI), there is a
mechanism to bring in-kind contributions
to Georgia without paying the customs
tariff. What MAC needs to do is have the
wheelchairs donated to a non-profit in
the US which can then make an in-kind
contribution to an NGO in Georgia. This
grant agreement should be presented
to the Ministry of Finance, which will
issue the appropriate document to void
customs tariffs. This information is not
readily accessible to a small NGO in
Georgia such as MAC.

Although NGOs such as CSI and the
Consulting and Training Center (CTC)
are important resources for information,
their services are not widely known or
accessible, especially in the smaller cit-
ies and villages of Georgia. CSI recently
held trainings on the Tax Code for finan-
ciers and lawyers of CSOs in Thilisi, as
well as major cities throughout Georgia.
It published a guide, “Financial Registra-
tion and Accounting of Not-for-profit
Legal Entities,”available on its website in
Georgian (www.civilin.org). MAC was
not aware of this training or the guide.

NGO Status vs. Charity
Organization Status: Benefits
vs. Difficulty

While most charity-oriented NGOs
would like to have charity status, as it
provides tax relief for everyday expenses
and humanitarian aid (for example,
NGOs with charity status can bring
goods from overseas without paying
taxes), the lack of information and educa-
tion about the tax law and its implications
are, once again, an issue.

Another issue is the perception
among directors of small NGOs that,
while applying for charity status, their
NGO records will be finely reviewed
by the Ministry of Finance and that they

can be penalized by any unintentional
mistakes. Other NGOs avoid charity
status because of extra expenses needed
for providing records.

According to Salamadze, it is not dif-
ficult to obtain charity status for a NGO,
but the benefits are limited. The primary
benefit is that a business, which donates
to the charity, can get a tax benefit of
up to 10% of their tax liability. But the
culture of corporate social responsibil-
ity is poorly developed in Georgia and
NGOs do not often solicit funds from
businesses. Other benefits include the
ability to make scholarships to socially
vulnerable populations without tax impli-
cations for the recipient, although rules
do apply. Also an organization with char-
ity status does not pay VAT on purchases,
whereas a NGO must pay the VAT and
then apply to the Ministry of Finance to
get reimbursed. If the NGO purchased
materials for a grant and they receive
the reimbursement after the grant is
completed, the reimbursement becomes
income and the NGO must then pay tax
on it. Salamadze also stated that an NGO
must be in existence for one year, file an
application with the Ministry of Finance,
and include their registration documents
and an audited financial statement to
receive charity status. The Ministry of
Finance has 30 days to reply and if no
reply is received, the NGO automatically
receives charity status. Afterward, the
charity must file an annual report with
an audited financial statement with the
Ministry of Finance each year.

MAC’s experience: MAC’s accoun-
tant went on the Ministry of Finance’s
web site, but found the instructions were
not clear, requiring a trip to the Ministry
of Finance to get the correct informa-
tion. The lack of simple, straightforward
procedures makes it difficult for charities
to work — and makes it more difficult to
ensure their clients receive the maximum



benefits of their aid. For example, MAC
is supporting and encouraging students
from small cities and villages to attend
universities or technical schools through
a scholarship program for poor and so-
cially vulnerable young people. But there
was a question as to whether or not the
young recipient is then required to pay a
20% tax on the money received. Accord-
ing to Archil Tsertsvadze, Legal Expert
for CSI, the tax regulations state that a
NGO can make a grant to an individual
for educational purposes, which would
not encumber the student with a tax
liability. Therefore, MAC can support
these students within the law by making
grants to them — an easy solution, once
discovered.

Tax Incentives to Encourage
Philanthropy in Georgia
Many countries, including the US,
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Great Britain, and other western Euro-
pean countries provide tax incentives
for individuals to give to charitable
organizations in their countries. This
approach can help create a strong cul-
ture of philanthropy. In the June 2012,
The Economist reported that high tax
breaks in the United States have inspired
Americans to give.

“America has the most generous tax
incentives for charity, and has the highest
giving as a proportion of GDP, at 1.67%,
according to a rare comparative study by
Britain’s Charities Aid Foundation,” the
article reports. “Britain’s tax breaks for
charity are the next-most-generous, and
it had the second-highest share of charity
to GDP, 0.73%, followed by Australia,
0.69%, which also has significant tax
breaks. By contrast, the relatively weakly
incentivized Germans give only 0.22%
of GDP.”
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However, because Georgia has a flat
tax, tax deductions would not provide
as big an incentive as in the US or Great
Britain.

Therefore, one option local NGOs are
pursuing is the “one-percent law” which
has been adopted by several Central
and Eastern European countries such as
Hungary, Poland, Lithuania, Slovakia
and Romania.

Nilda Bullain of the International
Center for Nonprofit Law (ICNL)
analyzed the history, benefits and chal-
lenges to this form of support to NGOs
in her article “Explaining Percentage
Philanthropy: Legal Nature, Rationales,
Impacts.”

Basically the law states that one
percent of personal income tax of taxpay-
ing physical persons can be transferred
to the state for social purposes (and

the church), or designated to a specific »»
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Volunteering for the

Voiceless

Fiona Coxshall, Chairperson of Dog
Organization Georgia (D.O.G),
explains how even small actions
can make a big difference in the
lives of abandoned and stray dogs
in Thilisi — and why that is good
news for everyone. Photo provided
by Jeannet Blackman and Melissa
Stonehill.

hen most people think of

charity, they think of money.

That makes sense — chari-
ties, regardless of whether they are serve
people, animals, or conservation efforts
— need financial help to survive.

In Georgia, where the culture of char-
itable giving is still nascent, however,
there is still a disconnect between the
idea of giving money and the priceless
act of giving time. In fact, while charities
and non-profits in the United Kingdom
and the United States depend largely on
small donations from people of all walks
of life, they equally rely on the strength
of volunteers to get things done.

D.O.G.: Giving Georgian Dogs
another Chance

Dog Organization Georgia (D.O.G.)
is a charitable organization which
aims to improve the welfare of stray
dogs in Georgia through its shelter and
medical care, vaccination and steriliza-
tion programs, public education and
information,consultation with the au-
thorities, and a homing program.

D.O.G.is fortunate to have a dedicat-
ed team of volunteers who take on tasks
according to their talents and schedules
—some walk and groom dogs or play with
puppies; others ferry dogs and puppies

to and from the veterinarian; some keep
medical records; some translate public
relations materials such as our newsletter
or our “Dogs for Adoption Catalogue”;
while others undertake short-term foster
care or fundraise.

However, it is important to note that
currently the volunteers are mostly from
the expatriate community. We would like
to see more Georgians become involved,
as the expatriates will not be here forever
and the good work started by the founder,
Ivo Bakhuijzen, needs to be sustainable.

Not everyone is able to help finan-
cially, but there are other ways for people
to help and any willingness to volunteer
should be encouraged.

A 2013 study by Texas A&M Uni-
versity on why people volunteer found
that, when given the option between
donating time versus donating money,
volunteers who provided a service to a
charity gave more than those who just
provided money.

Business leaders could help by foster-
ing a culture of volunteering among their
staff and perhaps this could be facilitated
by some sort of government incentive
to companies which donate, support
volunteer activities, or actively promote
a volunteer mentality. In the West,
many employers sometimes allow their
employees some time off work (perhaps
during the “quiet season”) to carry out
voluntary philanthropic work.

Having more volunteers would make
a big difference to many charitable
organizations, and for D.O.G. it could
help initiate far-reaching positive con-
sequences. In particular, not only would
the organization be able to vaccinate



and sterilize more street dogs, making
them safer, but also it would be able to
increase its efforts to inform and educate
the Georgian population on the value of
adopting mixed-breed dogs, as well as
on the benefits of sterilization.

Small Gifts, Big Difference

But financial donations are also need-
ed to really deal with the issues facing
the homeless dog population in Tbilisi.

Caring for around 35 dogs and pup-
pies at any one time is costly. First and
foremost, D.O.G. ensures that all the
dogs and puppies that come through its
facility are checked by a veterinarian and
receive appropriate medical care where
necessary. The dogs receive a complete
set of vaccinations (yearly, if they are
with the organization for an extended
period) against life-threatening diseases
such as canine flu and parvovirus as well
as rabies, which can be deadly to humans.
In addition, D.O.G. sterilizes all its dogs
and puppies before allowing them to go
to new homes to prevent more unwanted
puppies on the streets.

In addition to medical costs, funds are
needed to maintain the D.O.G. facility
near Lisi Lake. Day-to-day running costs
include a caretaker’s salary, fuel and, of
course, food for the dogs, while from
time to time general repairs are needed
to the building, enclosure and individual
runs to ensure a safe environment for
the dogs.

Unlike many larger, international

charities, a grassroots program like
D.O.G does not receive government
funding or grants, so is fully reliant on
its own fundraising efforts and donations.
When it is a challenge to raise the funds
to keep the shelter operational on an
everyday basis, it makes it very difficult
to carry out improvements or upgrades
to our current basic facilities.

The task would be easier if compa-
nies were encouraged to help support
organizations such as D.O.G., which
are trying to make a positive impact.
For example, there needs to be better
incentives for companies, or tax breaks
for individuals, that make charitable
donations to inspire both individuals and
companies to make positive contribu-
tions to their own community as well as
to the country as to the a whole.

In many European countries indi-
vidual taxpayers’ donations are topped
up by the government, while companies
receive tax breaks and incentives for
charitable donations in various guises,
such as financial sponsorship or goods
in kind.

For developing economies like
Georgia, it is easy to see why charity
— especially charity for homeless ani-
mals — might not be at the top of most
households’ priorities. But the simple
truth is that small donations add up to
big differences.

While corporate donations are great,
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a few well-targeted lari can also make a
world of difference.

For example, for D.O.G. 10 lari cov-
ers the cost of annual vaccinations for a
dog or puppy, while 15 lari will pay for
a veterinary check on arrival and 25 lari
feeds a shelter dog for about a month.
100 lari has a great effect as it enables
us to spay or neuter a puppy, which stops
more unwanted puppies from being born.

The D.O.G. 2014 Calendar cre-
ated by the volunteers has proved an
effective method of encouraging small
donations, which soon add up to a
substantial amount. With generous cor-
porate sponsors covering the cost of the
printing, all proceeds go directly to the
shelter. Last year the calendar generated
enough income to run the shelter for a
whole month.

Helping D.O.G.

If D.O.G were to have a “wish list,”
it would include a construction company
willing to donate a new fence, or finan-
cial assistance to extend a water main to
the shelter (as D.O.G. presently uses a
generator to pump water from a well) and
an electricity company willing to donate
or substantially reduce the cost of install-
ing mains electricity, in particular to
enable the shelter to provide heating for
the dogs during the harsh winter months.

Fewer unwanted puppies and stray
dogs on the streets will mean a reduction
in the spread of disease and this, together
with less unsightly rubbish dragged from
rubbish bins, will result in a cleaner,
healthier environment.

This is not only good for residents of
Georgia, but also makes it more attractive
—both to businesses considering opening
local offices as well as for tourists with
money to spend.

All this can only benefit the country,
by helping contribute to Georgian eco-
nomic growth.
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Re-Creating
a Culture of
Charity

At the turn of the 20th century,
philanthropy was an integrated part
of Georgian life. Wealthy Georgians
— and foreigners living in Georgia

— gave to charities and the arts to
support culture and education. The
Soviet experience, however, put a
stop to the practice. Today non-
profits are working to rekindle the
instinct to give.

he culture of charitable giving is

gaining momentum in Georgia,

one tiny donation at a time. De-
spite wide spread poverty in the country,
non-profits like the American Friends of
Georgia (AFG) and the Salvation Army
are seeing an uptick in Georgians’ desire
— and ability — to help those in need.

For B. Donald @degaard, the acting
regional commander for Salvation Army
in Georgia, Georgians’ instinct to give is
evidenced with every clink of a coin in
a panhandlers’ cup at the traffic lights in
central Tbilisi.

Qdegaard, who served with the Sal-
vation Army in Moldova before coming
to Georgia, noted the legacy of the Soviet
system — everyone is taken care of by
the state, not the community — can be an
additional obstacle for these countries.

“I think the only way that people,
that you can change that culture, is when
people have more than they need. So
they have room to give. And I think it
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could take a generation,” he said, add-

ing, however that when people stop and
give to panhandlers on the street, they are
confronting poverty head on. The instinct
to help is a natural one.

“I think it has to do, it has to do with
teaching and changing the culture and
I do believe that in this part it will take
time,”@degaard said. Lena Kiladze, the
country director for the AFG, said rein-
troducing the idea of philanthropy is part
of her organization’s mission.

“We are slowly starting to rebuild
this tradition of philanthropy; this is one
of the goals of the American Friends of
Georgia. We are trying to provide some
humanitarian help, to help the neediest
and this is one of the directions — to
restore the tradition of philanthropy in
Georgia,” she said.

“We —and I personally — believe that
there are problems in the country which
can be solved in the country, not by other
organizations. Community and country

and civil society are capable to solve
them, it is just a matter of organizing.”

Kiladze stressed that Georgians,
especially Georgian businesses, are
becoming more proactive — donating to
charitable events. At AFG’s main fund-
raising event, its annual gala, a Georgian
company, Petrocas Energy, matched all
the funds they received via the art auc-
tion — essentially doubling the amount
AFG ecarned to help children and the
elderly in 2014.

But even local artists, far from the
richest members of society, are also step-
ping up, giving in kind by gifting their
work for auctions and fund drives.

“I cannot say that people are not help-
ing. Every year the culture of corporate
giving is being developed more and
more. Every gala shows more and more
support from the companies,” she said.

“I am very happy that more and more
Georgian companies are participating
actively.”
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Save the Date

AmCham Georgia's | 5th Anniversary
at a black-tie gala
Saturday, February 15, 2014, Funicular Function Suite

Champagne reception in the funicular lounge,
four-course gourmet dinner,
dancing to three live bands
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Meeting with Senator Chris Murphy’s Senior Foreign Policy Advisor Jessica Elledge and Senator Ron Johnson’s Legislative Correspondent -
Armed Services, Foreign Services and Judiciary. Issues discussed focused on changes in the business environment over the past year, energy
security, trade and transportation, reform of the judiciary and general expectations following the Vilnius Summit.

AmCham Georgia
President Sarah
Williamson: Time for
a free trade deal with

Georgia
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AMERICAN CHAMBER OF COMMERCE
IN GEORGIA PRESIDENT SARAH
WILLIAMSON

Guest Commentary published
in The Hill on November 13
Imagine a country whose legislative
body vigorously debates policy proposals
and then comes together to strike com-
promises for the common good.
Imagine a government that enacts
regulatory reforms that encourage long-



term growth, expedites the country’s
acceptance into trade agreements with
the largest markets around, and creates
a more equal business environment.
What country comes to mind? For me it’s
Georgia, where I’ve lived since 1998 and
co-own the country’s largest I'T company.

In recent years, few countries can
match Georgia’s progress when it comes
to strengthening democratic institutions
and creating a business-friendly environ-
ment for American investors.

As a steadfast ally of the United
States in a strategically important region,
whose soldiers have stood shoulder to
shoulder with American forces in Iraq
and Afghanistan, it’s about time Wash-
ington took note of Georgia’s recent
accomplishments.

The presidential election held at the
end of October was widely hailed by
international observers as a successful
free and fair election. This is a huge step
for a country where stolen elections led
to revolution only a decade ago.

A pre-election assessment from the
National Democratic Institute found
that Georgians now “enjoy an electoral
environment shaped by the fundamentals
of democracy: the first peaceful transfer
of power through the ballot box; a cred-
ible political opposition; a parliament
characterized by meaningful debate and
decisions; an increasingly independent
judiciary; and a lively media environ-
ment.”

The presidential election marked
another watershed moment as Prime
Minister Bidzina Ivanishvili and Presi-
dent Mikheil Saakashvili, both of whom
deserve credit for where Georgia is today,
will leave government in the next month.
Georgia is now entering a more vibrant
era of governance where democratic in-
stitutions trump individual personalities.

President-elect Giorgi Margvelash-
vili and Prime Minister-designate Irakli

Gharibashvili represent Georgia’s new
political class who can work across party
lines and are focused on an aggressive
reform agenda.

Over the past year, Georgia has made
tremendous progress in strengthening
democratic institutions. For the first time,
the Parliament functions as a true legisla-
tive body with a significant majority and
a strong opposition. Committees hold
open debates and engage in negotiation
and compromise more often than they do
in Washington.

Among rule of law experts, there
is near unanimous agreement that the
judiciary is much more independent than
it was a year ago. In a dramatic break
from the past, judges are now ruling
against prosecutors in many cases, and
defendants are acquitted due to a lack of
evidence or procedural violations. While
we take these things for granted in the
West, these are remarkable developments
when one considers how Georgian courts
functioned just over a year ago.

While the strengthening of democrat-
ic institutions bodes well for the future,
Georgia’s transition to a full democracy
needs continued support from the West.
A successful presidential election and
the appointment of a new prime minister
carried out in accordance with the Con-
stitution provide the U.S. with its greatest
opportunity in recent years to help the
Georgian people realize their ambition
of integrating into the Euro-Atlantic
community.

Along with strengthening demo-
cratic institutions, Georgia has initiated
reforms to improve the business environ-
ment and to further integration into the
global economy.

The new government regularly
consults a broad base of stakeholders,
including business associations and civil
society organizations, on legislation im-
pacting the business community
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Over the past year, the government
has introduced customs clearance zones
and undertaken balanced reforms, while
strengthening legal institutions relevant
to business regulation.

The impact of these reforms is just
starting to be felt. Recent estimates from
the World Bank predict Georgia’s econ-
omy will grow by 5-6 percent next year.

Georgia is now poised to ink a Deep
and Comprehensive Free Trade Agree-
ment (DCFTA) as part of its EU Associa-
tion Agreement that will be enacted later
this month. The EU forecasts that the
DCFTA will eventually increase Geor-
gia’s exports to the EU by 12 percent and
imports from the EU by 7-8 percent. Full
implementation of trade-related reforms
could increase Georgia’s long-term GDP
by more than 4 percent.

Two years ago, President Obama
announced that the US would begin
discussing a free trade agreement with
Georgia. Since Georgia has met the EU
DCFTA requirements, which are consid-
ered as demanding as U.S. requirements,
it’s time both countries move forward
in earnest on this mutually beneficial
initiative.

The strengthening of democratic
institutions, combined with pro-business
economic policies aimed at unlocking
Georgia’s growth potential, drives my
optimism about Georgia’s future. In
a region of the world that is trending
away from democracy and free markets,
Georgia provides a unique success story
that U.S. policymakers should embrace
by extending opportunities for greater
Euro-Atlantic integration.

Sarah Williamson is the President
of the American Chamber of Commerce
in Georgia and Co-Owner of United
Global Technologies [UGT], the largest
IT company in Georgia.
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AmCham
Georgia
Goes to
Washington

Sarah Williamson, President of AmCham
Georgia speaks with Senator Rob Portman.
Senator Portman sits on the Senate Finance

Committee, the Senate Committee On
Homeland Security and Governmental
Affairs, the Senate Energy and Natural
Resources Committee, and the Senate
Committee on the Budget.

The Chamber met with high ranking
policy makers and opinion makers
during a busy week in the American
capital, providing key staff members
on the Hill and major think tanks
with a balanced and nuanced
picture of the changes and reforms
underway in Georgia. Investor.

ge spoke with AmCham President
Sarah Williamson about the trip
and what it means for AmCham
members.

For five days, AmCham Georgia
President Sarah Williamson and the
AmCham delegation became the face of
Georgia in Washington, D.C.

While reaching out to educate law-
makers about Georgia’s developments
is an unusual undertaking for the Cham-
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ber, Williamson stressed AmCham was
uniquely placed to provide a balanced
perspective to the reality on the ground.

“After the 2012 election we were
also, as many others, concerned and we
expected there to be a bit of a wait-and
-see time on how the new government
would handle a lot of things. Of course
there was concern about what the re-
lationship with Russia would be, what
kind of policies would be, what kind of
reforms would be coming, and so on,”
she said.

“But as time has gone on, we thought
that the right messages were not getting
to Washington. The things we were
hearing coming out of DC were just
not representative of what was going
on, on the ground. So our idea was to
go to Washington, and share sort of a
ground truth of what we saw going on
in Georgia.”

From November 11 to November 15,
the delegation — which included William-
son, Neil Dunn (BP), Andrew Coxshall
(KPMG), Nino Suknidze (DLA Piper),
CIiff Isaak (BDO), George Chirakadze
(Business Association of Georgia) and
Amy Denman (AmCham Georgia)
- met with many major policy makers
including the Senate Foreign Relations
Committee, the Brookings Institute,
Senator Rob Portman, Congressman Bill
Keating, and the Carnegie Endowment
for International Peace.

All in all, in the scope of over 40
meetings, Williamson and the members
of the AmCham delegation met with the
nine congressmen, the staff of three sena-
tors as well as Senator Marco Rubio and
Portman, major think tanks, and business
associations. The meetings, Williamson
noted, became a platform for AmCham
Georgia to provide a balanced “view
from the ground” on the changing face of
Georgian politics and domestic reform.

“Part of our message was that we feel,

as American businesses operating here,
that Georgia is on the right track. Not that
everything is perfect but we don’t see it
falling back to Russia. It is extremely
important that the US not take their eye
off the ball where Georgia is concerned.
Seeing what happened in Armenia and
Ukraine, the timing of our visit was very
important,” she said.

While policy makers in Washington
were largely receptive to the delegation,
there was some pushback, including
concerns about judicial reform.

“Some of what they did know about
Georgia was not in line with the democ-
racy building ideas that they would hope
for,” she said.

One of the main messages was there
has been progress on improving the
independence of the judiciary, includ-
ing tackling issues concerning judicial
oversight.

Williamson said that the delegation
stressed the need for U.S. lawmakers
to visit Georgia, to support its progress
and, when necessary, encourage better
decisions where there are issues. The trip
is already having an impact: lawmakers
have been in touch since the delegation
returned home and at least one, Con-
gressman Eliot Engel, has issued a state-
ment of support for Georgia.

“Frankly I think this is one of the
most important things AmCham has
ever done. Because we did see almost
immediately some effect and we made
some friends on the Hill who have been
in contact since,” she said, noting that the
Chamber is considering another round of
meetings in Washington in 2014.

“We feel that the business community
for its own sake has its own responsibility
to go to capital cities. We are encourag-
ing another association to go to Brussels
and other places in the EU to give bet-
ter balanced picture [of the situation in
Georgial.”



The AmCham Commercial Law
and Tax Committee — Keeping
Policy Change Business Friendly

Maintaining a business friendly
Labor Code, ensuring free competition,
fighting for equality in ownership
of agricultural land and monitoring
property rights issues. The AmCham
Commercial Law and Tax Committee
(CLT) has been working hard this
year to improve Georgian laws for
businesses.AmCham has had a strong
impact on Georgian government policy
this year. So strong in fact that a high
rankingofficial in the new Georgian
government commended AmCham as
the “only organization which has been
helpful not only by saying what was
wrong, but also offering solutions to
the problems.” As a result, as Robin
McCone, the director of PwC in
Georgia, has commented “I have been
involved with similar committees in
many countries, but would have to say
that the CLT Committee has been one
of the most effective”

This level of work of the committee
and the impact it has created has
resulted from the new government’s
fast-paced legislative agenda and their
openness to consultation.

“To be fair, some of the credit for
that must go to the Revenue Service
and various ministries we deal with.

They are very cooperative, have an
open-door policy and really seem
to want to engage with the business
community,” McCone said.

The engagement of the committee
has operated on numerous fronts,
including general research and analysis
of the commercial law environment
and the tax environment, in a project
financed by USAID, as well as specific
responses to government legislative
initiatives like the labor code and anti-
monopoly legislation.

Prior to the October 2012 election,
the Georgian Dream Coalition had
committed to reforms in the system
of tax enforcement and promised the
restitution of property which it alleged
had been misappropriated under the
former government.

In response, when the new
government came to power, the
CLT committee secured a grant
from USAID, through the Eurasia
Partnership Foundation and East-
West Management Institute, to watch
and report on the new government’s
efforts in this area. The project is in the
process of assessing cases involving
claims of expropriation of assets by
business people or charges brought by
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the government against individuals/
businesses for crimes occurring before
October 2012.AmCham’s analysis
focuses on reviewing the legality and
reasonableness of court judgments,
as well as checking that due process
and fair procedural treatment are
guaranteed to the parties during
court proceedings. The project is
also analyzing and assisting in the
continued reform of the tax dispute
resolution mechanism in the Ministry
of Finance.

CLT Sub-Committees: Clear
Wins on Targeted Issues

As well as providing general
overview and analysis, for the
benefit of broader reform efforts and
the international community, the
committee has formed sub-committees
to work on pressing legislative issues
that are of importance to the business
sector. This has included work on the
labor code, anti-monopoly legislation
and agricultural property ownership.

Our work on the labor code was
one of the first major successes of
the year. The committee worked for
months to make sure that the new
code provided employee protection
while at the same time avoiding overly
burdensome regulations which would
slow economic growth. Under the
leadership of CLT Committee Deputy
Chair and BGI Legal Partner Lasha
Gogiberidze, the committee made a

significant number of recommendations pp
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to the government, with the majority of
them accepted. Overall, these changes
ensured that the final draft was pro-
business and pro-growth.

The government’s anti-monopoly
policy is another important issue the
committee has worked on over the past
year. After the October 2012 election,
the new government made early
statements that it planned a new, and
more aggressive, competition policy to
counteract the monopolies it believed
were distorting the market. In response,
the committee established a special
working group under the leadership
of AmCham Board Member and BLC
Law Firm Partner Ketti Kvartskhava.

The group provided input to the
government based on sector-specific
concerns, but also helped resolve
ambiguities in the draft law that, if
passed, could have lead to selective
application of the law or general
confusion over its implementation.

This, again, could have created
uncertainty and harmed economic
growth.The group worked closely
with officials at the Ministry
of Economy and Sustainable
Development, elaborating a number
of recommendations which the
government has largely included in the
new version of the bill.

The work on the labor code, as
well as other legislation including the
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competition law and tax code, noted
Nelson Petrosyan, director and partner
at Grant Thorton, has made a “valuable
effort” to improving the laws.

“As aresult, we have essentially a
balanced labor code, revived discussion
on competition law and yet-improving
tax code,” he said.

In addition, after the government
decided to place a moratorium on
foreign ownership of agricultural land,
the CLT Committee worked closely
with the AgriBusiness Committee to
inform and educate banks, donors,
and all levels of government and
lawmakers about the law’s negative
consequences for investors and for the
economy in general.

In response to this communication,
the Georgian government has indicated
that the law should be amended and a
better solution found. While it is still
unknown what the government will
ultimately decide, the constructive
meetings and active lobbying for
changes in the amendmentcan be
considered as a considerable victory
for the committee. The issue of a
moratorium remains a major priority
for the CLT Committee looking
forward to 2014.

Andrew Coxshall, the managing
partner for KPMG Georgia and
Armenia, stressed that the strong
expertise in the committee has made

it a powerful “mechanism” to quickly
respond to changes in legislation that
impact business.

“There is real depth in the
committee which means that there is
always a group of people who have
the specialist knowledge to apply to
any issue that comes up, whether it be
the labor code, competition policy or
amendments to the tax code,” he said.

“This means that we have a
mechanism to react quickly and
effectively when new legislation is
about to be passed without consulting
AmCham and hence we can add real
value to the legislative process.”

As AmCham moves into 2014
the work of the committee looks set
to continue. In addition to continued
challenges in the rule of law, tax
reform, labor issues, monopoly
legislation and foreign ownership, the
committee will also continue to track
government plans to restrict mortgage
lending and planned changes to the tax
code.

As with our work in 2013, this will
be driven by a desire to ensure that
any legislation conforms to the best
international standards and promotes
business development and economic
growth.

For more information about the
committee, please contact Tamar
Mamporia at the Amcham office. [ |
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NEW IS

GULF Georgia by Sun Petroleum
Georgia LLC

Corporate A

Gulf Georgia is one of the leading oil
companies on the Georgian market. Its
success is driven by high quality fuel and
customer service. This international brand
has been represented officially in Georgia
by “Sun Petroleum Georgia” LLC, since
November 2010. The company traces the
establishment of our world brand to 1901 in
the USA. Nowadays Gulf Oil International
distributes high quality oil products to more
than 100 countries and is one of the major
players in the world market.

Gulf Georgia currently successfully oper-
ates 140 refueling stations nation-wide. Since
2012 the company introduced the branded
convenience stores and several CNG stations.
In 2013 Gulf Georgia introduced the first in
Georgia self-service fuel station. Gulf'is one
of the major employers in Georgia — currently
has more than 1300 employees and their num-
ber is growing. The company imports fuel
from the best oil refineries in Europe whose
quality control complies with world class
standards. Gulf refueling stations are distin-
guished with modern equipment and western
state-of-the-art innovative technologies.

www.gulf.ge
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Channel Energy (Poti) Limited Georgia
LLC, by Petrocas Energy Group

Corporate B

Channel Energy was set up in 1999 to of-
fer a fresh approach to the business of energy
storage in the Caucasus that had been part of
the region’s history since the mid 1800s. The
Terminal has been part of the enlargement
project of the Poti Sea Port and provides an
important storage and throughput services to
importers and exporters of petroleum prod-
ucts and an alternative to the other Georgian
Terminals located at Batumi and Kulevi. The
company has, and continues to create and
deliver, new international standard facilities
and services in the Georgian ports of Poti
and Batumi. With invaluable expertise and
support from the EBRD, Channel Energy’s
developments have been planned and deliv-
ered with the environment at the forefront.

Wwww.petrocasenergy.com
www.channelenergy.ge
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Imedi TV

Corporate B

Imedi Media Holding is a private televi-
sion and radio company operating in Georgia.
Imedi broadcast covers the entire territory of
the country.

Imedi TV started broadcasting in 2003
and has earned public trust and huge inter-
est. It became a leading broadcasting com-
pany that, thanks to its modern equipment,
provides high quality broadcasting signal in
Georgia. Imedi TV was the very first televi-
sionstation in Georgia to broadcast licensed
programs. It offers its viewers adapted ver-
sions of world known TV programs, Georgian
and foreign movies, soap operas, documenta-
ries and cartoons. Taking into consideration
audience dynamics and viewer preferences,
Imedi TV is in a constant process of devel-
opment and pursuit. The company aims to
offer high quality product, establish strong
relations with suppliers and clients, transfer
signal in almost the whole territory of Georgia
and attract broader viewers.

www.imedi.ge

Partnership Fund: Open for Business

The government’s investment fund,
the Partnership Fund, met with AmCham
members during the monthly round-table
meeting at the Radisson on December 4.

The meeting was opened by Am-
Cham President Sarah Williamson, who
introduced U.S. Ambassador Richard
Norland in his new role as honorary
president of the Chamber. The ambas-
sador provided a detailed, off the record
overview about the current political
situation, including the latest events in
Ukraine.

Natia Turnava, the deputy CEO of the
Partnership Fund, and her colleague Otar
Sharikadze, presented the Partnership
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Fund’s vision for the future, as well as a
brief overview of projects the fund has
already completed.

The Partnership Fund, which has
already completed several projects,
including a hog farm and two hotels, is
100 percent owned by the government
and answers to both a state and private
supervisory board. The Partnership Fund
is free to invest in projects across a range
of economic sectors, but only as a “sleep-
ing partner” with a clear and well-defined
exit strategy.

The fund is currently working on a
feasibility study for a large Black Sea
Port, as well as a hydro power plant.

Another plans include a large scale in-
vestment strategy for Tskaltubo resorts.
The fund is currently financing two
hotel projects, one in Likani and one in
Kakheti. For more information, please
see their website, www.fund.ge.

In other news, AmCham is planning
a membership appreciation night. For
more information please contact the
AmCham office.

In addition, the Salvation Army’s
annual Angel Tree project, which pro-
vides children in need with Christmas
gifts, has started. For more information,
please contact the Salvation Army at
223-33-37-85.



Co-Investment Fund’s CEO Giorgi
Bachiashvili: First investment planned in

agriculture

AmCham members had a candid
question and answer session with Geor-
gia Co-Investment Fund CEO Giorgi
Bachiashvili during a luncheon at the
Thilisi Marriott on November 26.

Bachiashvili, who is heading the $6
billion fund, provided a candid overview
of'the fund, its project acceptance proce-
dure and its investment goals. The fund,
which was launched by former Prime
Minister Bidzina Ivanishvili, started
operations in September. Investments,
Bachiashvili said, will run for five years

and the fund should close out in 7 years.

He noted that the first investment, a
$40 million project in agriculture, should
be announced soon. Other sectors of
interest include tourism and hospital-
ity — the fund is currently considering a
handful of hotel projects in the capital —
as well as energy projects. Bachiashvili
said that $6 billion is a lot for Georgia’s
economy to absorb so the fund is also
looking to “‘expand the pie” of economic
activity and create new projects, includ-
ing a possible mining investment.

CLT Committee Discusses Proposed

Changes to Tax Code

On November 25, the CLT commit-
tee, chaired by Andrew Coxshall, met to
review the current proposed changes to
the tax code which will affect important
issues such as the gradual reduction of
statute of limitations, revision of tax
settlement rules, removing the defini-

tion of “beneficial ownership,” etc. The
Committee is in the process of elaborat-
ing specific comments to submit to the
parliament.

For more information on the CLT
Tax Committee, contact the AmCham
office.

PwC is a 2013 Most Admired Knowledge
Enterprises (MAKE) awards winner

PwC was announced as a winner for
the 12th time in the Global Most Ad-
mired Knowledge Enterprise (MAKE)
study. PwC ranked in 5th position, up
from 8th position in 2012 and ahead
of Apple and Google. PwC has been
specifically recognized in the 2013
Global MAKE study for creating an en-
vironment for collaborative knowledge
sharing and maximizing enterprise intel-
lectual capital.

“PwC is a 12-time Global MAKE

Winner and belongs to the even more
select group: the 2013 Global MAKE
Hall of Fame - organisations which have
been global MAKE Finalists in each of
the past five annual Global MAKE stud-
ies. PwC ranks top of the Big Four firms
and is recognised for its collaborative
knowledge sharing enterprise environ-
ment and ability to maximise a firm’s
intellectual capital.”
Rory Chase, Managing Director,
Teleos




GROUP OF COMPANIES

since 1846

Catoni& Co
Georgia - a
Stable Player on
the Georgian
Market

Catoni& Co Georgia is a member of
the oldest company in the world- Catoni
Group (1846). The Group has 14 offices
in the main ports of the Mediterranean,
Aegean, Black and Caspian Seas and is
thus a serious regional player. The Group
is headquartered in Istanbul, Turkey.

In Georgia, Catoni& Co Georgia,
a transport and logistics company,has
operated since 2000as ashipping agent
in ports for sea and land transportation.
It is headquartered in Tbilisi, while the
operational office is located in Poti.

Catoni& Co Georgia serves its cli-
ents both in South Caucasia (Georgia,
Armenia, Azerbaijan) and the Central
Asian countries, delivering any cargo
(container or non-containerized cargo)
via ocean or land (railway, vehicle) toits
destination.

The company also provides shipping
agentservices in Poti, Supsa and Batumi
ports. It serves as the South Caucasus
agent of the world’s one of the largest
container liner shipping company, the
German Hapag Lloyd.

Catoni& Co Georgia is a serious
player among transportation companies
in Georgia. The company is respected for
its main work principles: professional-
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ism; transparency; integrity.
Our clients and partners value these
attributes in our company employees.

Looking to the Future

Over the past few years, PotiPort’s
turnover has increasedat a significant
pace (15-20% annually on average).This
was not case in the 1st quarter of 2013
(a total of 5% increase compared to the
same period in 2012), unfortunately. We
are proud that our company’s turnover in
this period increased by 70%!

The Akhalkalaki-Karsi railway, how-
ever, will be a big challenge for Georgian
ports.After its construction is finalized,
our ports will face stiff competition. This
railway will transport cargo from Europe

to Central Asia without any delays cir-
cumventing loading and unloading ser-
vices in ports. This saves transportation
time and costs. Therefore, the PotiPort
and the Georgian Railway will need to
undergo serious modernization to engage
in this competition.

One more big expectation for 2014
is the transportation of the NATO cargo
from Afghanistan. Several years ago
Catoni was successfully involved in the
transportation of these goods to Afghani-
stan. Our American and NATO partners
have a privilege to choose routes. If
theso-called Southern Route is chosen
as an alternative to the Northern (Rus-
sian) route, Catoni& Co Georgia, as an
experienced partner, hopes for success.
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AmCham Company Members as of December 2013

PATRON MEMBERS

BP Exploration Georgia

38 Saburtalo St.
Tel: 2593400; Fax: 2593488
www.bp.com

Exxon Azerbaijan Ltd

Landmark Suite 300, 95 Nizami St.,
Baku, AZ1010 Azerbaijan

Tel: (994-12) 4982460; Fax: (994-12)
4982472

www.exxonmobil.com

PricewaterhouseCoopers

7 Bambis Rigi St., 0105
Tel: 2508050; Fax: 2508060
www.pwc.com/ge

17a Chavchavadze Ave., 7th floor
Tel: 2220211; Fax: 2220206
www.ugt.ge

CORPORATE A MEMBERS

H Alliance Group Holding, JSC
47/57 M. Kostava St., 0179

Tel: 2424181; Fax: 2998112
www.agh.ge

H Avon Cosmetics Georgia LLC
117 Tsereteli Ave.

Tel: 2226805; Fax: 2226806
www.avon.com

M F H Bertling Georgia Ltd.
10 Shevchenko St.

Tel: 2252287
www.bertling.com

H Betsy’s Hotel / Prosperos Books
32/34 Makashvili St. / 34 Rustaveli
ve.

Tel: 2987624, Fax: 2923592
www.betsyshotel.com

>

H Booz Allen Hamilton, Inc.
4 Freedom Sq.

Tel: 2481348; Fax: 2481349
www.boozallen.com

M British American Tobacco

71 Vazha Pshavela Ave.

Tel: 2157500/01/02; Fax: 2157503
www.bat.com

M Catoni & Co. Georgia

7 Dzmebi Zubalashvilebi St.
Apt.22/23

Tel: 2989230; Fax: 2922264
www.hapag-lloyd.com

M Caucasia Trading

Apt 11, Bld 7, 16 Krtsanisi St.
Tel: 14433050083; Fax:
14433788388
www.caucasiatrading.com

H Caucasus University

77 Kostava St., Bld.6, 4th fl.
Tel: 2377777; Fax: 2313226
www.cu.edu.ge

B CGS Group

4 Freedom Sq.
Tel: 2433410
www.cgsgroup.ge

H CH2M Hill

5th Floor, GMT Plaza, Freedom
Square

Tel: 2474040; Fax: 2470210
www.ch2m.com
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H Chartis Europe S.A. Georgia
Branch

7 Bambis Rigi St., 0105

Tel: 2439025; Fax: 2439026
www.chartisinsurance.com

H Chemonics International
6a N. Ramishvili St., 0179
Tel: 2234311; Fax: 2234309
www.chemonics.com

M Dechert Georgia LLC
7th floor, Pixel building,
34 Chavchavadze avenue
Tel: 2334719
www.dechert.com

H Deloitte

36a, L. Asatiani St., 0105
Tel: 2244566; Fax: 2244569
www.deloitte.ge

H Diplomat Georgia
65, Kakheti Highway
Tel: 2984950
www.diplomat.ge

B DLA Piper Georgia LP
10 Melikishvili St.

Tel: 2509300; Fax: 2509301
www.dlapiper.com

B Economic Prosperity Initiative
(EPI)

6 Samghebro St.

Tel: 2438924
www.epigeorgia.com

HEY

44 Kote Abkhazi St.

Tel: 2439375; Fax: 2439376
www.ge.ey.com

B FINCA Georgia

71 Vazha-Pshavela Ave. 3rd fl.
Tel: 2207410

www.finca.ge

H Frontera Resources Georgia
12 Paliashvili St.

Tel: 2252412
www.fronteraresources.com

B Georgian American Alloys, Inc.

200 S Biscayne Blvd Suite 5500,
Miami FL 33131 USA

Tel: (1)3053757560
www.gaalloys.com

B Georgian American University
8 Aleksidze St.

Tel: 2206520; Fax: 2206519
www.gau.ge

H Georgian Audit & Consulting
Company

Axis Business PI, 2 Gamrekeli St.
Tel: 2904522; Fax: 2904523
www.gacc.com.ge

B GMT Group

4 Freedom Square

Tel: 2988988; Fax: 2988910
www.gmt.ge

H Gosselin Moving Georgia

3 M/D, Didi Digomi

Tel: 2596601/02/03; Fax: 2596600
www.moving.gosselingroup.eu

H Grant Thornton LLC
3 Mamardashvili St.
Tel: 2604406
www.grantthornton.ge

M Greco Group

1 Nutsubidze St.

Tel: 2393138; Fax: 2311107
www.greco.ge

© 0 0 0 0 0 0 0 0000000000 00000000 0000000000000 000000000000 0000000000000 000000000000 0000000000 000000000000 0000000000000 00

H Gryphon - FK

8603 Westwood Dr. Suite 310
Vienna, Va 22182, USA

Tel: 1 703 992 8664
www.gryphonairlines.com

B GT Group

48 B. Cholokashvili St.
Tel: 2740740
www.gtgroup.ge

B GULF Georgia

by Sun Petrolium Georgia LLC
Pixel Business Center,

34 Chavchavadze Ave.

Tel/Fax: 2496444

www.gulf.ge

M Iberia Refreshments, JSC
Tetri Khevi Hesi District, Orkhevi
Tel: 2241091; Fax: 2241090
www.pepsi.ge

B KPMG CIS Ltd. Thbilisi Branch
3rd Floor, Besiki Business Center,
4 Besiki St., 0108

Tel: 2935713; Fax: 2982276
www.kpmg.ge

M Maersk Georgia LLC

6 Khetagurov St.

Tel: 2200800; Fax: 2200815
www.maerskline.com

M Magticom

5 Politkovskaya St.

Tel: 2171717; Fax: 2171171
www.magticom.ge

M Marriott Hotels, Resorts & Suites

13 Rustaveli Ave.
Tel: 2779200; Fax: 2779210
www.marriott.com

H Microsoft Georgia LLC
34 Chavchavadze Ave.
Tel: 2970123
www.microsoft.com

B MSD (Schering Plough Central
East AG)

Office 1/3, 3rd Floor, 1 Tabidze St.
Tel: 2953388

www.merck.com

HENRC

9 Khvichia St. 0160
Tel: 2244141, 2382825
www.nrccintl.com

M Pfizer Luxembourg SARL
Representation Office in Georgia
58 |. Abashidze St.

Tel: 2252986

www.pfizer.com

H Philip Morris

1 Tabidze St.

Tel: 2439001; Fax: 2439005
www.philipmorrisinternational.com

M ProCredit Bank

154 Agmashenebeli Ave.

Tel: 2202222; Fax: 2202222-2226
www.procreditbank.ge

M Radisson BLU Iveria Hotel
1 Rose Revolution Sq.

Tel: 2402200; Fax: 2402201
www.radissonblu.com
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B SEAF Management LLC
7, Niko Nikoladze St. Il Floor.
Tel: 2998115; Fax: 2923533
www.seaf.ge

H Sheraton Metechi Palace Hotel
20 Telavi St.

Tel: 2772020; Fax: 2772120
www.sheraton.com/tbilisi

H T&K Restaurants (McDonald’s
Georgia)

1 Dzmebi Kakabadze St.

Tel: 2921246; Fax: 2251422
www.mcdonalds.ge

B TBC Group

7 Marjanishvili St.

Tel: 2272727; Fax: 2228503
www.tbc.com.ge

H TBSC Consulting

3, Rapiel Eristavi Street, IV Floor
Tel: 2959019; Fax: 2420215
www.tbsc.ge

CORPORATE B MEMBERS

M Assecco Georgia

21 |. Mosashvili St., 3rd Floor
Tel: 2720901
WWW.assecco.ge

H Aliance Georgia Ltd
33 Samurzakano St.
Tel: 2243773
www.groupaliance.com

B GZ American Academy in Tbilisi
Lisi Lake surrounding territory

Tel: 2227441; Fax: 2227889
www.aat.ge

H Bagebey City Group

49b Chavchavadze Ave.

Tel: 2913152; Fax: 2290169
www.bagebeycity.com

M Baker Tilly Georgia Ltd.

Meidan Palace, 44 Kote Abkhazi St.
Tel: 2505353; Fax: 2505353
www.bakertillyinternational.com

H Bank Constanta
139 Tsereteli Ave.

Tel: 2401401
www.bankconstanta.ge

H Bank of Georgia

3 Pushkin St.

Tel: 2444134; Fax: 2983269
www.bog.com.ge

H Bank Republic

2 Gr. Abashidze St.

Tel: 2925555; Fax: 2925544
www.republic.ge

H Basis Bank JSC

1 Ketevan Tsamebuli Ave.
Tel: 2922922; Fax: 2986548
www.basisbank.ge

M Batumi Oil Terminal
GMT Plaza, 4 Freedom Sq.
Tel: 2241818; Fax: 2241817
www.batumiport.com

HBDOLLC

Pixel Center 8th floor

Tel: 2545845; Fax: 2399204
www.bdo.ge



H BGI Advisory Services Georgia
18 Rustaveli Ave., Il floor

Tel: 2997292; Fax: 2996615
www.bgi.ge

H BLB (Business Legal Bureau)
1 Shevchenko St, Apt.1

Tel: 2995797

www.blb.ge

H BLC Law Office

4 Gudiashvili Sq.

Tel: 2922491; Fax: 2934526
www.blc.ge

H Capto Group

67 Aghmashenebeli Ave.
Tel: 2558899
www.rsmcapto.ge

M Casino Adjara

1, 26 May Sq.

Tel: 2335519; Fax: 2334520
www.casinoadjara.com

M Caucasus Online LLC
71 Vazha-Pshavela Ave.
Tel: 2480048; Fax: 2480048
www.caucasus.net

H Chanel Energy (Poti) Limited
Georgia LLC, By Petrocas Energy
Group

52, David Agmashenebeli St., Poti
Tel: (995493) 2-7-08-60
www.petrocasenergy.com

M Chateau Mukhrani, J.S.C.
11l floor, Didube Plaza,

116 Tsereteli Ave.

Tel: 2201878; Fax: 2201878;
www.mukhrani.com

H City & Co.
4 Besiki St.
Tel: 2920921

M Crystal, MFO JSC

72 Tamar Mepe St. Kutaisi, 4600
Tel: 431253343

www.crystal.ge

M David Tvildiani Medical Univesity
2/6 Ljubljana St.

Tel: 2516898, Fax: 2527196
www.aieti.edu.ge

M Dexus

150 David Agmashenebeli Ave.
Tel: 2207887

www.dexus.ge

M Dika Ltd.
40 Rustaveli Ave.
Tel: 2990994; Fax: 2990994

B GeoCapital Microfinance
Organization Ltd.

5 Tsereteli St, Kutaisi

Tel: 431 267070
www.geocapital.ge

H Geocell

3 Gotua St.

Tel: 2770100, ext. 7435;
Fax: 2770119
www.geocell.ge

B GeoEngineering LLC
15a Tamarashvili St.

Tel: 2311788; Fax: 2311787
www.geoengineering.ge

H Georgian Airways

12 Rustaveli Ave.

Tel: 2999730; Fax: 2999660
www.georgian-airways.com
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H Georgian Resources Company
3-5 Kazbegi St.

Tel: 2936676
www.georgianresources.com

H Globalink Logistics Group
14-A Shartava St, 2nd fl, Suite 7
Tel: 2253262; Fax: 2439002
www.globalinkllc.com

H Goodwill (G-Mart)

1 Parnavaz Mepe Ave. 0131
Tel: 2243673; Fax: 2243673
www.goodwill.ge

M Gvinadze & Partners LLC
44 Kote Abkhazi St, Tbilisi 0105
Tel: 2438970, Fax: 2438971
www.gvinadzeandpartners.ge

M Holiday Inn

1, 26 May Sq., 0171
Tel: 2300099
www.hi-tbilisi.com

M Hualing International Special
Economic Zone

25 Apt. 34/36 Kobuleti St.

Tel: 591005900

www.hualing.cn

M Imedi TV

51 Ljubljana St.
Tel: 2464646
www.imedi.ge

M Imperial Tobacco International
Limited Representative Office in
Georgia

12 Dariali Turn, 0162

Tel: 2232438
www.imperial-tobacco.com

B JTI Caucasus

VIl Floor, Pixel Business Center,
34 Chavchavadze Ave.

Tel: 2604111

www.jti.com

M Kordzahia, Jgenti Law Firm
10 Petriashvili St.

Tel: 2921878

www.kjlaw.ge

B KSB Bank

3 Ketevan Tsamebuli Ave.
Tel: 2550000, Fax: 2507707
www.ksb.ge

H Legal Partners Associated LLC
Office #203, Besiki Business Center,
4 Besiki St. 0108

Tel: 2200203; Fax: 2250458
www.lpa.ge

H Liberty Bank JSC

74 Chavchavadze Ave.

Tel: 2555500; Fax: 2912269
www.libertybank.ge

M Luca Polare

54 Oniashvili St.

Tel: 2990399
www.lucapolare.com

M Marilisi Jewelry House
8 Lebanidze St.

Tel: 577797919
www.marilisi.com

M Mgaloblishvili Kipiani Dzidziguri
(MKD)

71 Vazha-Pshavela Ave.,

Office 24

Tel: 2553880/81; Fax: 2973884
www.mkd.ge
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H Mina JSC

4 Besiki St.

Tel: 2449981/82/83; Fax: 2449980
www.mina.com.ge

M New School - Int-l House
35 Tskneti Highway, Bagebi
Tel: 2231728
www.newschoolgeorgia.com

M Nodia, Urumashvili & Parnters
Office #28, IV Block,

71 Vazha-Pshavela Ave.

Tel: 2207407

www.nplaw.ge

H Oriflame Georgia

57 Uznadze St.

Tel: 2911064; Fax: 2911068
www.oriflame.ge

H Overall Management Group
(OMG) Inc.

29 Marjanishvili St.

Tel: 2436052; Fax: 2436052

H Paine Stevens LLC

1 lvane Javakhishvili Sqr.
Tel: 2903211, Fax: 2903291
www.painestevens.com

M Policy and Management
Consulting Group (PMCG)
57 Uznadze St., 4th Floor
Tel: 2921171

www..pmcg.ge

M Publicis Hepta

17 V. Jorbenadze St.

Tel: 2745672; Fax: 2745671
www.publicishepta.com

M Rakeen Development LLC
Pixel Business Center,

34 Chavchavadze Ave.

Tel: 2933393; Fax: 2933993
www.rakeen.ge

M Rustavi Azot Ltd.

2 Mshvidoba St. Rustavi-3702
Tel: 995341270900
www.azot.ge

H Rustavi Steel LLC

12 Y. Gagarin St., 3700 Rustavi
Tel/Fax: 260 66 99
www.rmp.ge

M Silknet Ltd.

95 Tsinamdzgvrishvili St.
Tel: 2910345;
www.silknet.com

M Simple as That LLC
Pixel Business Center,
34 Chavchavadze Ave.
Tel: 2945568
www.simple-georgia.com

M SRG Investments LLC

49a Chavchavadze Ave, 3rd floor
Tel: 2253581

www.silkroad.ge

H Statoil

GMT Plaza, 4 Freedom Sq.
Tel: 2471002
www.statoil.com

H Teliani Valley JSC

2 Marshal Gelovani Ave.
Tel: 2313245; Fax: 2313249
www.telianivalley.com

M Theco Ltd.
16 Chikovani St.
Tel: 592107515
www.tbilisia.ru
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M Thermarsenal Ltd.
101, Tsereteli Ave.
Tel: 2473112
www.arsenal.ge

B VD Capital
77 Kostava St., 0175
Tel: 2363672; Fax: 2364302

B Wimm-Bill-Dann Georgia Ltd
Village Ponichala, Tbilisi 0165
Tel: 2475290

www.wbd.ru

B Wings and Freeman Capital
Green Building, 6, Marjanishvili St.
Tel: 2940051; Fax: 2940053
www.wfcapital.ge

H Wissol Georgia

74b Chavchavadze Ave.
Tel: 2915315; Fax: 2915615
www.wissol.ge

NON-PROFIT ORGANIZATIONS

M Agricultural University of
Georgia

140 David Aghmashenebeli Alley
Tel: 2594901

www.agruni.edu.ge

B American Friends of Georgia
77 Nutsubidze St.

Tel: 2397174; Fax: 2388495
www.afgeorgia.org

B CARE International in the
Caucasus

37 Tsagareli St., 0162

Tel: 2291941
WWw.care-caucasus.org.ge

B East West Management Institute,
Inc (EWMI)

3rd Floor, 5 Marjanishvili St.

Tel: 2505404; Fax: 2202441
www.ewmi-gpac.org

M Eurasia Partnership Foundation
3 Kavsadze Str.

Tel: 2253942; Fax 2252763 (ext. 112)
www.epfound.org

H Free University of Thilisi
140 David Agmashenebeli Alley
Tel: 2200901
www.freeuni.edu.ge

H Georgian Wine Association
5 Marjanishvili St.
Tel: 2505456

H International School of
Economics at TSU

16 Zandukeli St.

Tel: 2507177; Fax: 2984815
www.iset.ge

M QS International School of
Georgia

Village Zurgovani, Tbilisi

Tel: 2537670; Fax: 2322607
www.qsi.org

M Salvation Army

16 Ikalto St.

Tel: 2333786; Fax: 2330227
www.salvationarmy.org

H Transparency International
Georgia

26 Rustaveli Ave. 0108

Tel: 2932129
www.transparency.ge
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AmCham
Celebrates its
Members

The Chamber hosted

its 4th Annual Member
Appreciation event

on December 11 at

the Sheraton Metechi
Palace Hotel. Members
enjoyed canapes,
dinner, and wine. The
AmCham delegation to
Washington, DC was
recognized for their
dedication and long
standing advertisers in
Investor.ge were awarded
special prizes. AmCham
Georgia wishes all

its members a happy
holiday season!
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The AFG Gala Restore Life was held
at the Radisson Blu Iveria hotel on
November 29. The event, which raised
over $102,000 for its programs,
included a cocktail reception, dinner,
concert, grand prize raffle and live
auction of contemporary art by
prominent Georgian artists lead by
Auctioner Extraordinare Cliff Isaak.

Through the auction of works by
prominent Georgian artists, $41,770
was raised. Those funds were then
doubled by the generosity of Patron
Sponsor Petrocas Energy. The
company’s CEO, Vano Nakaidze,
promised to match the funds raised by
the auction which resulted in $83,000
being raised by the auction alone.

“We truly believe in what AFG is
doing,” Nakaidze noted. “During
previous years, significant changes
have been made as a result of AFG's
activities. We can mention the effect
brought through their support of the
children with leukemia now having a
better chance to be cured; the Nikozi
Art School built for the children in the
war-affected area near Tskinvali; the
daily support of homes for the elderly
— all achieved through our joint efforts.
That is why we are happy to contribute
to such charity initiatives,” he added.

Profits from Gala will support AFG
Charitable projects: Leukemia
Children’s Parents House and Palliative
Hospice and Home Care program.

AFG thanks each company for its
generous support:

Patron of Gala:
Petrocas Energu Group

Emerald sponsors:
Winiveria, GPC and Radisson Blu Iveria

Cprporate-Supphire sponsors:

TBC, Deloitte, Gulf, BLC, E&Y, BB DLA
Piper, BDO, Asseco , GWP IWA,

Wine: Winiveria, SHUMI, Bagrationi,

Support: Borjomi, Kazbegi, Rentals and
20 Steps Production, Embassies of US
and Japan, Thilisi State Conservatoire,
well-known Georgian artists and raffle
prize donors.
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Friendly and devoted staff
from Nodia, Urumashvili and
Partners hosted a cocktail
party at the cocktail bar and
lounge El Centro in honor of
the firm’s clients on November
21.

LashaNodia remarked that
founded in 2005, Nodia,
Urumashvili, and Partners
has grown into one of the
Georgia’s leading law firms
and preserves stable place
on market. The past two
years have been especially
good for Nodia, Urumashvili
and Partners. The firm has
significantly extended its clients
base, which now includes
local and foreign industrial
and commercial companies,
all major domestic banks,
international and domestic
financial institutions and high
net worth individuals. As a
result, three senior associates
of the firm -- Nino Bakakuri,
Aleksandre Sukhishvili and
Daduna Kokhreidze —became
partners. Mr. Nodia stressed
he was very grateful to see
all our clients as a part of the
celebration this year.

Mr. Urumashvili briefly
outlined the company’s plans
for the next year and thanked
the guests for honoring him
with their attendance.
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Sarah Williamson, PRESIDENT HON

In Thilisi since June 1998, Sarah Williamson is % : .
the co-owner and Vice President of United Global 1 B O O rd O'F D I re C'I'O rS 2 O .I 3
Technologies (UGT), the largest IT company in J J‘ﬂ s
Georgia. -

R. Michael Cowgill,

First Vice-President

In his 15th year in Georgia, Michael Cowgill is the
President and co-founder of Georgian American Univer-
sity (GAU) in Tbilisi, Georgia, with schools of business,
law & social sciences, natural sciences & engineering and
liberal arts & humanities. He also continues to develop
international energy projects which he has done for the
past 38 years in over 40 countries.

Neil Dunn, Director

Neil Dunn is the general manager of BP
Georgia since October 2008. He has 30 years of
experience in the oil and gas industry, having
various engineering and operations assignments.

Lasha Gogiberidze, Director
Lasha Gogiberidze is a founding partner of BGI
Advisory Services Georgia and the director of
BGI Legal. Previously, Lasha worked at Ernst &
Young’s Georgian office. Lasha graduated from
Thilisi State University, has a LL.M. from the
University of Illinois, and is licensed to practice
law in NY state.

Steve Johnson, Director

Steve Johnson is the proprietor of Prospero’s
Books and the General Manager of The Hotel
Betsy. Prospero’s Books and Caliban’s Coftee
House is the leading English language bookstore
in Georgia.

Ketti Kvariskhava, Director

Ketti Kvartskhava is a Partner of BLC Law Office.
Her professional experience includes her work as
a Commercial Law Advisor at the USAID Georgia
and as an instructor at Tbilisi State University.

She also worked as a Legal Counsel for the US-
Georgian Commercial Bank JSC Absolute Bank
and JSC Transcaucasia Bank.

David Lee, Chairman Emeritus

David Lee is the General Director of Magticom, the
largest telecommunications operator in Georgia and
took up his position March 2004. David is also the
Chairman of the Eurasia Partnership Foundation
and is a Chartered Accountant with an MBA from
Warwick Business School. A Russian speaker, he
has worked extensively in the former USSR and
served as a Royal Naval Officer for 9 years.

Betsy Haskell, Founding Advisor

Betsy Haskell is an 18 year resident of Georgia who
started four successful businesses, and is currently
developing a resort hotel and villas in the wine
country. For the past 15 years, she has been the
Georgia Contractor for Metrica, Inc, a US Treasury
Department sub-contractor.
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Irakli Baidashvili,

Vice-President & Treasurer

Irakli Baidashvili is the Senior Vice President of
GMT Group. The company is one of the largest US
direct investments in Georgia, the owner of two
Marriott hotels, production facility SANTE and
several major real estate sites in Tbilisi .

Esben Emborg, Director

Esben Emborg has been in Georgia since 1999. He
has worked a General Manager for Caucasus Region
for Cadbury Schweppes and Nestle until 2008. Now
he is working as Principal Partner for an Investment
Fund (SEAF) that is currently managing a $30m
portfolio of investments all over Georgia.

Badri Japaridze, Director

Badri Japaridze has been the Deputy Chairman of
the Supervisory Board of TBC Bank since 1999
and the Vice-President of Georgian Glass and
Mineral Water Co. (GG&MW) since 1995.

Ted Jonas, Director

Ted Jonas is the Managing Partner of DLA Piper’s
Thilisi office. He advises clients on international
business transactions, energy and infrastructure
projects, government relations, and dispute
resolution.

Robin McCone, Director

Robin McCone is a NZ lawyer. He leads PwC’s
tax and legal practice in Georgia and Armenia. He
has been with PwC mainly based in CEE countries
for over 16 years. Prior to moving to Tbilisi he
spent two years in New York as the leader of

the CEE Desk. He looks forward to utilising his
large international network in his role as a board
member.

John Ashworth, Ex-Officio Member
John Ashworth is the Deputy Chief of Political
and Economic Affairs and Senior Economic/
Commercial Officer at the U.S. Embassy. He
worked previously in Uzbekistan, Barbados,

and on the State Department’s India Desk in
Washington.

Amy Denman, Exec. Director

Amy Denman came to Georgia in 1996 from Chicago
where she worked in the Marketing Department in the
secondary education division of publishing company
Houghton Mifflin. After working for the IFRC for a
year, she became the coordinator then the founding
Executive Director of the Chamber.



BGI is top-ranked in Georgia by all

leading international legal directories in

every practice area covered.

¥
For more information contact 18R veli Avenue,
joint managing pariners 0108 Thilisi,
Zaza Bibilashvil Geaorgia.

(zaza bibilashvili@bgi ge) or .‘ B GI Tel.: (995 32) 2 470 747
Lasha Gogiberidze Fax: (995 32) 2 996 615
(lasha gogiberidze@bgi ge) LEGAL www.bgi.ge

BGl is Georgia's leading independent full-service law firm



ENERGY AND BEYOND

DLA Piper’s experience in the Energy sector combines our
knowledge of local energy opportunities with our broad global
capabilities. Our practice delivers first-rate legal services for electric
power services, hydrocarbon pipelines, oil and gas exploration and
production, and project-related development and finance.

We take a proactive, commercial approach by assembling
teams from various practice areas to provide a full range of
service offerings.

Our lawyers have been at the forefront of the development of
the Georgian energy sector since the early 1990s, when we were
engaged by a consortium of international petroleum companies
to provide Georgian legal services for the first Transcaucasian
hydrocarbon pipeline built in the post-Soviet era.

We are still working to build Georgia’s energy future today.

In the past 5 years the firm has worked on the financing of

a hydropower plant by two multilateral development banks;
the acquisition of a strategic stake by a global energy company
in one of the two largest hydropower projects under
construction in Georgia today, investment in two small and
medium HPPs, and numerous upstream oil and gas projects.

Our key service offerings include:

= Energy project structuring

m Corporate M&A and investment in the energy sector
= Finance and security structures for energy projects

= Comprehensive due diligence on energy assets and
companies

= Oil and Gas production sharing agreements
= Mid-stream commercial agreements
® Litigation and arbitration of energy-related disputes

® Strategic advice on planning, development and permitting
of projects

= Legislative, political and regulatory advice and services

= Acquisitions and disposals of energy-related assets

Ted Jonas, Office Managing Partner, ted,jonas@dlapiper.com | Otar Kipshidze, Partner, otarkipshidze@dlapiper.com

DLA Piper Georgia LP, 10, Melikishvili Street, Tbilisi 0179, Georgia
T +(995)32 2509 300 | F +(995)32 2509 301

www.dlapiper.com

DLA PIPER

DLA Piper is a global law firm operating through various separate and distinct legal entities.
A list of offices and regulatory information can be found at www.dlapiper.com
Copyright © 2013 DLA Piper. All rights reserved. | NOVI3 | 2674531



