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SUPERVISORY STRATEGY 2023-2025

STATEMENT OF THE DEPUTY GOVERNOR

The years 2020-2022 posed exceptionally
difficult challenges for Georgia, like
other countries of the world, including
the unstable environment triggered by
the coronavirus pandemic and Russia’s
military aggression in Ukraine. However,
the financial system of Georgia, against
the backdrop of large-scale economic and
financial hardships, is one of the most
stable and developed sectors, making a
significant contribution to the progress
of the national economy. This is primarily
thanks to accurate, timely and reasonable regulation.

In response to current challenges, the National Bank of Georgia continuously
strives to respond on time. The international sanctions imposed because of
the Russia-Ukraine war in 2022 was such unexpected challenge, to which
our response was correct and immediate, and most importantly, we ensured
full protection of depositors' interests as we acted.

While planning the reforms and actions of the National Bank of Georgia,
we, of course, have to give due consideration to the actual challenges. At
the same time, taking into account our mandate and mission, in financial
sector supervision we are following the Action Plan determined by our
2020-2022 Supervisory Strategy.! The work of the National Bank of Georgia
accomplished over the past three years was quite diverse and eventful.?
The following activities related to financial sector supervision and promotion
of the financial stability deserve a special mention:

= We have introduced the Recovery and Resolution Framework and pay
great attention to its implementation and development in practice, as
an important step in terms of crisis management and strengthening
the stability of the financial sector;

= We have worked intensively for compliance with the acts defined by
the Association Agreement, and it is a continuous process. Although
some important changes have already been made in the legislative
acts, such as the eligibility criteria for administrators and shareholders
of commercial banks, the terms for issuing banking license and
acquisition of a significant share of a commercial bank. The work

1 The 2020-2022 Supervisory Strategy of the National Bank of Georgia was first published in
2020 and was updated annually. The main document as well as editions for 2021 and 2022 are
available on the web page.

2 Detailed information about the activities carried out by the National Bank are provided in the
Annual Reports of the National Bank, which are available on the web page.
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for further streamlining, approximation and enforcement is still in
progress;

We have made the transition from local accounting standards to
International Accounting and Financial Reporting Standards (IFRS),
quite an intensive process both for the NBG and for the parties
involved. Although commercial banks have officially adopted IFRS
from January 1 2023, the NBG continues to work with the parties
involved to effectively manage the process;

Wehavedeveloped changestothe Corporate Governance of commercial
banks, onthe one hand to strengthen the role of independent members
in the Supervisory Boards of banks and on the other hand to help
maintain the balance of diversity in the Supervisory Board, including
greater involvement of representatives of the minority gender. This
will ultimately enhance the quality of risk management;

We have improved and developed the competition policy, an important

authority of the National Bank of Georgia that creates a good lever
for ensuring financial stability through a competitive environment.
Legal acts related to the promotion of competition have already
been published, and now efforts are concentrated on their effective
enforcement;

We have taken important steps in directions of the NBG digital currency,

open and digital banking, including the licensing of the first digital
bank, to support innovative financial products, increase competition
and create new opportunities for customers;

We have developed a regulatory framework for a new supervisory
entity - a microbank, with the purpose to design a medium-sized,
stable business model and a new financial institution with a high
reputation in the financial sector, to promote lending to entrepreneurs
and agriculture, to increase competition and reduce interest margins
on credit products.

An overview of these and other reforms is given in the present document.
An important mention is the Financial Sector Assessment Program (FSAP)
of the International Monetary Fund and the World Bank in 2020-2021.
Evaluating the NBG reforms, the FSAP also included recommendations for
further development and improvement of the NBG supervisory framework.
The NBG is focused on following partner recommendations, and makes sure
these are included in the Supervisory Strategy document.

We published the first document of the supervisory strategy in 2020, laying
forward the strategic priorities for 2020-2022, and updated it annually. The
strategy document helps the NBG to plan its actions effectively, clearly
formulate the future vision for employees, offer greater predictability of
its future activities for the sector. Also, it supports the NBG in making the
information on supervisory priorities and plans available for investors,
international financial institutions and rating agencies, the citizens and
other stakeholders. Practice has shown that the supervisory strategy has
become a very important reference document for the financial sector.
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The National Bank conducted work on the Supervisory Strategy for 2023-
2025 with greater involvement of private and civil sectors, including
receiving opinions and recommendations of stakeholders through a
published questionnaire? and later through publishing the draft document
of the Supervisory Strategy for public consultation*. As a result, we have
determined the supervisory priorities, considering which the National Bank
of Georgia will carry out its activities in 2023-2025. Supervisory priorities of
this Supervisory Strategy are following:

= |Improvement of financial sector risk management framework and
proactive response to outcomes;

Promotion of competition in the financial sector;

Promotion of financial innovation and development of supervisory
technologies;

Approximation to international standards;

Strengthening the supervisory function of the National Bank and
increasing transparency.

With this document, we are pleased to share the priorities and planned
activities under the NBG's 2023-2025 supervisory strategy, as well as the
summary report on the performance of the 2020-2022 strategy.

3 To foster the private sector and stakeholder involvement in developing the new supervisory

strategy document, the National Bank of Georgia published a questionnaire to invite everyone
to participate in defining the key aspects of the supervisory strategy and submit opinions and

recommendations. The questionnaire is available on this link of the NBG website.

4 The National Bank published the draft document of the 2023-2025 Supervisory Strategy to

ensure the involvement of stakeholders in the development of the supervisory strategy - The

National Bank publishes the initial draft document of the 2023-2025 Supervisory Strategy for
lic di ion (nbg.gov.
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SUPERVISORY STRATEGY 2023-2025

WHAT IS THE SUPERVISORY STRATEGY
BASED ON?

When developing the Supervisory Strategy for 2023-2025, elaborating
on the supervisory priorities, the NBG gave consideration to the following
factors:

= Main directions of supervision and regulation of financial sector;>

= Recommendations® of international partners and commitments
assumed’;

Analysis of international practice and trendss;

Opinions and recommendations of the private sector, including opinions
regarding the formation of the main priorities of the Supervisory
Strategy gathered through the published questionnaire and published
draft document;

Needs identified within the supervisory mandate, underlying risks and
challenges.

The NBG strives to make sure the financial system is secure today and
ready for tomorrow. Accordingly, the priorities determined by the National
Bank of Georgia and the planned actions are tailored and based on these
goals.

Secure Today

Public confidence in the soundness and stability of the financial sector is an
important prerequisite for economic activity. The NBG devotes considerable
resources to achieving this goal and protecting the public's financial
interests. For this purpose:

5> Decree No.23 of the Board of the National Bank of Georgia dated November 4, 2022 on “Main
directions of supervisision and regulation of the financial sector”.

6 The recommendations provided by the International Monetary Fund and the World Bank for
the National Bank of Georgia are available on the webpages of the respective institutions (IMF;
Worldbank).

7 Commitments taken under the Letter of Intent.

8 The NBG continuously monitors the best international practice and trends, studies them and
adapts the existing framework and practices as needed.



https://nbg.gov.ge/fm/%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%91%E1%83%90%E1%83%9C%E1%83%99%E1%83%9D_%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%91%E1%83%AD%E1%83%9D%E1%83%A1_%E1%83%92%E1%83%90%E1%83%9C%E1%83%99%E1%83%90%E1%83%A0%E1%83%92%E1%83%A3%E1%83%9A%E1%83%94%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%A4%E1%83%98%E1%83%9C%E1%83%90%E1%83%9C%E1%83%A1%E1%83%9D-%E1%83%A1%E1%83%94%E1%83%A5%E1%83%A2%E1%83%9D%E1%83%A0%E1%83%98%E1%83%A1-%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%98%E1%83%A1%E1%83%90-%E1%83%93%E1%83%90-%E1%83%A0%E1%83%94%E1%83%92%E1%83%A3%E1%83%9A%E1%83%98%E1%83%A0%E1%83%94%E1%83%91%E1%83%98%E1%83%A1-%E1%83%AB%E1%83%98%E1%83%A0%E1%83%98%E1%83%97%E1%83%90%E1%83%93%E1%83%98-%E1%83%9B%E1%83%98%E1%83%9B%E1%83%90%E1%83%A0%E1%83%97%E1%83%A3%E1%83%9A%E1%83%94%E1%83%91%E1%83%94%E1%83%91%E1%83%98.pdf?v=qfuk8
https://nbg.gov.ge/fm/%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%91%E1%83%90%E1%83%9C%E1%83%99%E1%83%9D_%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%91%E1%83%AD%E1%83%9D%E1%83%A1_%E1%83%92%E1%83%90%E1%83%9C%E1%83%99%E1%83%90%E1%83%A0%E1%83%92%E1%83%A3%E1%83%9A%E1%83%94%E1%83%91%E1%83%90/%E1%83%A1%E1%83%90%E1%83%A4%E1%83%98%E1%83%9C%E1%83%90%E1%83%9C%E1%83%A1%E1%83%9D-%E1%83%A1%E1%83%94%E1%83%A5%E1%83%A2%E1%83%9D%E1%83%A0%E1%83%98%E1%83%A1-%E1%83%96%E1%83%94%E1%83%93%E1%83%90%E1%83%9B%E1%83%AE%E1%83%94%E1%83%93%E1%83%95%E1%83%94%E1%83%9A%E1%83%9D%E1%83%91%E1%83%98%E1%83%A1%E1%83%90-%E1%83%93%E1%83%90-%E1%83%A0%E1%83%94%E1%83%92%E1%83%A3%E1%83%9A%E1%83%98%E1%83%A0%E1%83%94%E1%83%91%E1%83%98%E1%83%A1-%E1%83%AB%E1%83%98%E1%83%A0%E1%83%98%E1%83%97%E1%83%90%E1%83%93%E1%83%98-%E1%83%9B%E1%83%98%E1%83%9B%E1%83%90%E1%83%A0%E1%83%97%E1%83%A3%E1%83%9A%E1%83%94%E1%83%91%E1%83%94%E1%83%91%E1%83%98.pdf?v=qfuk8
http://www.imf.org/en/Countries/GEO
https://documents.worldbank.org/en/publication/documents-reports/documentlist?keyword_select=allwords&srt=score&order=desc&qterm=P175014&lang_exact
https://www.imf.org/en/Publications/CR/Issues/2022/12/23/Georgia-First-Review-Under-the-Stand-By-Arrangement-and-Request-for-Modifications-of-527417
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The supervisory actions are guided by risk-based supervision principles?®
and the same will be additionally used with regard to customer rights
protection activities;

= Decisions are made based on the combination of data;

The prudential regulation architecture is improved on an ongoing basis
to respond to current challenges;

= A modern and flexible working environment with team of highly
professionals is created. They are ready to act and overcome new
and unexpected challenges.

Ready for Tomorrow

&
~
~
&

As the financial sector develops at a rapid pace, the NBG is working today
to ensure that the financial system is ready for tomorrow. For this purpose:

* The National Bank of Georgia continously monitors the market to study
novelties and risks, analyzes financial developments and participants
to identify the need for further regulation;

= Tries tofind solutions forimportant challenges together with supervised
entities;

= Ensures that the regulatory framework is always being improved to
reflect international standards and best practices;

= Protects interests and rights of consumers at all times, including the
improved practice for protection of consumer rights in the financial
sector.

"
.s ;‘ Strengths and Advantages

In pursuing the set priorities and goals, the National Bank of Georgia relies
on its strengths and advantages:

9 The National Bank of Georgia supervises and regulates commercial banks following the principles
of risk-based supervision. The explanation of the supervisory regime and each principle of the
National Bank of Georgia is available here.
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Statement of the
Deputy Governor

Staff and values - the NBG has highly qualified, experienced and
motivated employees with clear goals and values. The employees of
the National Bank of Georgia share the values of NBG.

l’:’:‘at s In-depth supervisory vision and awareness - based on the active
e Supervisory

Strategy involvement and regular communication with the entities under the
based on? supervision of the NBG, the NBG possesses a unique and in-depth
knowledge and vision regarding the risks of the sector and entities.

To Whom Does Evaluation of the sector from a systemic perspective - based on

Strateqy Concern? the thorough awareness of the sector and risks, the National Bank of
' Georgia persistently maintains a systemic view of the sectors under
supervision.

Mondate, Strong regulatory powers - the reforms implemented in recent

Mission, Vision years and important legislative changes have further strengthened
the supervisory and regulatory powers of the NBG, an important
factor for timely and effective response to the risks and weaknesses
LT of the sector and entities.
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TO WHOM DOES
THE SUPERVISORY STRATEGY CONCERN?

On the basis of the organic law of Georgia "On the National Bank of Georgia",
the NBG has been granted full authority to supervise Commercial Banks,
Banking Groups, Non-bank depository institutions, Microfinance institutions,
Independent registrars of securities, Brokerage companies (except insurance
brokers), Stock exchange, Central depositories, Specialized depositories,
Asset management companies, Accountable enterprises, Currency
exchange units, Investment funds, Payment system operators, Payment
service providers, Credit information bureaus and loan issuing entities. In
addition, according to the amendment to the organic law, Microbank was
also added to the list of entities supervised by the National Bank.

The National Bank of Georgia supports the stable and effective operation of
the financial system, establishment of a competitive environment, control
of systemic risk and reduction of risks. The prudential supervision regime is
focused on the sustainable functioning of the entire financial system.

On parallel, the presence of the same approaches within the protection
of consumer rights, in particular the introduction of developed risk-based
supervisory practices, allows regulatory body to study the problems in
the sector more globally and comprehensively and look at how the sector
complies with the legal requirements concerning consumer rights. This will
support the improvement of the environment adapted to consumers.

Under present supervisory strategy, the National Bank of Georgia considers
the following financial sector entities as supervised entites: Commercial
Bank, Microfinance Organization, Credit Union, Currency Exchange Unit,
Loan Issuing Entity, Credit Information Bureau, Microbank.
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Table N1?°. Financial sector entities by quantity

15 36
m Commercial Bank
1
/ m Microfinance Organization

m Credit Union

Currency Exchange Unit

m Loan Issuing Entity

\ 513 m Credit Information Bureau

Table N2, Market share of supervised entities,
based on their assets

m Banking sector
1% = Microfinance Organization

= Credit Union

Currency Exchange Unit

96%

m Loan Issuing Entity

10 The table shows the supervised entities and their number as of December 31, 2022. The
number of entities is variable and depends on licensing/registration of new entities and revocation
of license/registration. Updated information is available on the website of the National Bank of

Georgia (Commercial banks, Non-banking institutions).

11 The table shows the market share of the supervised entities in terms of their assets in national
currency. The data on the assets of the banking sector (GEL 70,351,948,552), microfinance
institutions (GEL 1,879,170,674), loan issuing entities (GEL 551,828,707) and currency exchange
units (GEL 63,476,029) are given as of December 31, 2022, and that of the credit union
(GEL 514,513) as of September 30, 2022.


https://nbg.gov.ge/en/page/licensed-commercial-banks-1
https://nbg.gov.ge/en/page/non-bank-institutions
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SUPERVISORY MANDATE, MISSION, VISION

i

MANDATE

©

MISSION

O

VISION

In terms of the supervision of the financial sector, the
objective of the National Bank of Georgia, defined by law,
is to facilitate the financial stability and transparency of
the financial sector and protect the rights of consumers
and investors.

Facilitation of a sustainable and sound development of
the financial sector, which is open to qualified investors,
where a competitive environment is ensured and the
interests of consumers are protected.

Aligned with high international standards, dynamic,
innovative, flexible, independent and competent central
bank, which, through the protection of financial stability
and transparency, promotes the protection of the
consumer rights and investors, the financial education
of the society, deserves the trust and respect of the
public, colleagues and supervised entities.
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CULTURE AND VALUES

A sound organizational culture is one of the most important factors for the
accomplishment of the mandate, mission and vision, which implies sharing
of common goals and values by the employees of the NBG and teamwork

based on them.

PROFESSIONALISM

Thorough understanding of the
field and constant aspiration
towards development, adoption of
innovative approach

ORIENTED ON
\ii i DEVELOPMENT

AND GROWTH

Constant strive towards
improvement of own activity,
the environment and their
abilities

@ TEAMWORK

R,

Recognizing the
advantages of teamwork
and acting effectively in
a team to achieve the
set goals

- INTEGRITY

Compliance with the
publicly accepted social,
ethical and professional
standards

. / \‘ TRUST AND
5 MUTUAL
:\ RESPECT

Cooperating inside and outside
the organization in a sincere,
dignified manner, respecting
other's opinions and views

Leaving a sense of reliability and
credibility within a relationship

In addition to the values, great attention is paid to openness and
transparency, of course, by respecting the principle of confidentiality

defined by law.



MANDATE

" Facilitation of the
financial stability and
transparency of the
financial sector

= Protection of consumer ® Promotion of competitive

and investor rights

SUPERVISORY STRATEGY 2023-2025

MISSION

= Facilitation of a

sustainable and sound
development of the
financial sector

environment, where
consumer rights are
protected

VISION

= Aligned with high
international
standards, dynamic,
innovative, flexible
central bank,
independent and
competent financial
sector supervisor,
which deserves the
trust and respect

PROFESSIONALISM

INTEGRITY

VALUES

ORIENTED ON DEVELOPMENT
AND GROWTH

TRUST AND
MUTUAL RESPECT

TEAMWORK
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SUPERVISORY REGIME AND
VISION REGARDING INNOVATIONS

The supervisory regime and principles of the National Bank, as well as the
vision regarding innovation will not change substantially for 2023-2025.
Taking into account the constant changes of the environment in the field
of consumer protection, the approaches of the National Bank of Georgia to
this issue are systematically sophisticating and improving in response to the
challenges in the market.

Effective use
of internal
resources

Concentration on Future-oriented
material risks approach

SUPERVISORY PRINCIPLES

Coordination Dialogue with

of micro and the requlated
macro-prudential financial

supervision institutions

Consistency, compliance and
compatibility, same regulation for
same activities and risks

Concentration on material risks - Proportional focus, in particular,
focusing on risks that pose the most substantial threat to the stability
of the financial sector or the safeguarding of the financial resources of
depositors, creditors and investors (considering the relevant sequence
determined by law).

Future-oriented approach - Identification of threats and problems
of the financial sector at an early stage and timely use of appropriate
corrective measures to eliminate them.

Dialogue with the regulated financial institutions - This enables
the supervisor to become familiar with the internal culture of the
financial institutions, its strategy and incentives; it also supports the
strengthening of the internal control mechanisms by the supervisory
board and the directorate and sophistication of the risk management.

Coordination of micro and macro-prudential supervision -
Taking into account ongoing systemic risks of the financial sector,
the measures taken to mitigate these risks, the business and credit
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cycles and other factors of macroprudential policy, while conducting
the micro-prudential analysis.

= Consistency, compliance and compatibility, same regulation
for same activities and risks - Ensuring compliance between
the requirements set for financial institutions, applying uniform
requirements and approaches to decision-making processes related
to institutions with similar characteristics and their regulation. The
principle implies the establishment of similar regulatory requirements
for representatives of a specific market segment, given that they tend
to have the same activities and risks; proportional response to risks.

= Effective use of internal resources - Risk-based supervisory
processes and principles-based regulation imply the most effective
allocation of supervisory resources and instead of engaging in the
passive assessment process of regulatory compliance, focusing on
the risks and the practical mitigation techniques.

The NBG vision of innovation is somewhat based on the supervisory principles
of the NBG, especially in terms of the risk-based approach.

ENCOURAGING
INNOVATORS AND
PROMOTING THE

TRANSFORMATION

OF IDEAS INTO
SUSTAINABLE
FINANCIAL MODELS

DIRECT
COMMUNICATION
AND INDIVIDUAL
FEEDBACK

OPEN
REGULATION

VISION
REGARDING

BALANCE INNOVATIONS TECHNOLOGICAL
INNg\EX'\II'\IIgﬁNAND TO“JEXJS’S LFI{-II-SYKS
RISK

STUDY OF
UNKNOWN RISKS

CONSUMER RIGHTS
PROTECTION
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SUPERVISORY STRATEGY 2023-2025

= Encouraging innovators and promoting the transformation

of ideas into sustainable financial models - the National Bank
of Georgia pays great attention to encouraging innovations and
promoting their transformation into sustainable financial models.
For this goal, the NBG develops various supervisory approaches
and is involved in the design of the basic infrastructure for fintech
activities, which consists of two vectors: financial infrastructure and
development of a supervisory framework.

= Open regulation - The supervisory approach is open to new ideas

and initiatives that serve the goals of financial market development
while not increasing the risk to financial stability and the system. Any
person whose innovative idea may be hindered by the supervisory
techniques of the National Bank of Georgia can submit to the NBG
evidence based on international practice and local facts for the
development of regulation.12

= Technological neutrality towards risks - Supervisory approach

towards the risks is technologically impartial. To the National Bank of
Georgia, it is important to assess the impact of a certain decision on
the stability of financial system, regardless of the type of technological
mean. The same supervisory requirement applies to the same risk,
irrespective of the technological processes on which the business
model of the financial institution is based.

= Consumer rights protection - while innovative products in

themselves mean innovation that may be difficult for retail
consumers to understand, there will be a need to tighten monitoring
of consumer rights in the area of information disclosure and financial
institutions should be encouraged to develop sufficient measures for
client protection as part of their product development activities. In
addition, as innovative products can be particularly difficult for retail
consumers to understand and better financial education is needed to
help address financial illiteracy.

= Study of unknown risks - The risk of new financial technologies and

its potential impact are usually unknown, especially at the inception
phase. The risk-oriented approach does not allow the usage of such
technologies. To identify the risk, the National Bank of Georgia can
use regulatory sandbox. This implies conduct of various tests by the
financial institutions in the environment controlled by the NBG and the
discussion of the results with the supervisor. The regulatory sandbox
is primarily oriented at the identification of systemic risks.

12 Information on open regulation framework and its elements is available on the NBG webpage.


https://nbg.gov.ge/en/page/financial-and-supervisory-technologies

SUPERVISORY STRATEGY 2023-2025

= Balance between innovation and risk - the rapid development of
financial innovation and the reduction of risk can often conflict with
each other. The NBG vision involves persistent attention to improving
the optimal balance between financial market development and risks.

* Direct communication and individual feedback - to encourage
innovation, the NBG is ready for direct communication and individual
feedback with stakeholders, and that implies timely and detailed
communication on questions related to the supervisory approach to
financial technologies, as well as the opportunity for the interested
parties to get feedback tailored to their individual needs.

Statement of the
Deputy Governor

What is

the Supervisory
Strategy

Based On?

To Whom Does
the Supervisory
Strategy Concern?

Supervisory
Mandate,
Mission, Vision

Culture
and Values

Supervisory
regime and vision
regarding
innovations

Underlying
Challenges

of Operational
Environment

Strategic
Priorities
for 2023-2025

Risks

to Implementing
the Supervisory
Strategy

Report on 2020-2022
Supervisory Strategy
Performance

Glossary




Statement of the
Deputy Governor

What is

the Supervisory
Strategy

Based On?

To Whom Does
the Supervisory

Strategy Concern?

Supervisory
Mandate,
Mission, Vision

Culture
and Values

Supervisory
Regime and Vision
Regarding
Innovations

Underlying
challenges

of operational
environment

Strategic
Priorities
for 2023-2025

Risks

to Implementing
the Supervisory
Strategy

Action
Plan

Report on 2020-2022

Supervisory Strategy

Performance

Glossary

SUPERVISORY STRATEGY 2023-2025

UNDERLYING CHALLENGES
OF OPERATIONAL ENVIRONMENT

Challenges in the operational environment can affect the NBG’s supervisory
work, failure to implement the supervisory strategy, postponement or
modification of planned activities. The environment may even render the
Bank's predetermined supervisory priorities and planned activities irrelevant.

The trends, challenges and
certain risks characteristic of
the NBG's dynamic operational
environment may affect
the priorities defined in this
document, the changes planned
and the deadlines for their
implementation. To  properly
respond to such challenges
and effectively accomplish the
supervisory mandate, the NBG
reserves the right to change/
adjust these priorities and/or
their implementation deadlines.

NON-FINANCIAL

CHALLENGES

CULTURE ' pRIORITIES
INNOVATIONS TENDENCIES  foumica -
CHANGES
FINANCIAL SECTOR

CHARACTERISTIC RAPID GROWTH
TECHNOLOGICAL RI%

EXTERNAL
INDUSTRY MODIFICATION SHOCKS
BUSINESS MODEL ACTIVITIES

EFFECTIVELY CRYPTO CURRENCY
HUMAN CHANGES

RESOURCE MANAGEMENT DIGITALIZATION

Current challenges of the operational environment identified by the NBG are

multidimensional:

= Non-financial and emerging risks

= Changes in the industry, including new business models

= Rapid growth of crypto assets and of crypto currency tendencies

= Technological innovations and cybercrimes

= Human resource management, outflow and lack of competence

= Political environment and external shocks

= Globalization and digitalization

= Collaborative culture

= Change in the behavior and priorities of the consumers of the financial

sector
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STRATEGIC PRIORITIES FOR 2023-2025

The 2023-2025 supervisory strategy document includes the NBG's new
supervisory priorities for the next three years.

Similar to the 2020-2022 supervisory strategy, the new supervisory strategy
document will be updated annually, which in order to effectively attain
the supervisory mandate and mission, entails actions plan regarding set
priorities, reporting the performance of the actions in the plan, and, possibly
changing the deadlines provided, as needed.

Strengthening
the supervisory
function of the
National Bank
and increasing
transparency

Promotion of
financial innovation
and development
of supervisory
technologies

Improvement of
financial sector risk
management framework
and proactive response
to outcomes

SUPERVISORY
PRIORITIES

Promotion of
competition in the
financial sector

Approximation
to international

standards
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SUPERVISORY STRATEGY 2023-2025

IMPROVEMENT OF FINANCIAL SECTOR RISK MANAGEMENT FRAMEWORK
AND PROACTIVE RESPONSE TO OUTCOMES

Improving the risk assessment for the financial sector and proactively
responding to risks identified is a priority over the next three years. The
National Bank of Georgia plans to accomplish this goal with the following
actions:

= Improvement of risk assessment systems related to non-financial
risks of the financial sector, including cybersecurity, climate change,
information technology and the use of models, and development of
appropriate supervisory policies;

= Development of climate change risk scenarios and stress-test
framework;

= Introduction of the cloud computing model manual;

= Update of the regulation on management of operational risks at
commercial banks;

= Determining requirements for operational and cyber risk stress-
tests for commercial banks;

= Development and implementation of appropriate policies, procedures
and techniques, based on the principles of risk-based supervision, to
monitor the current consumer rights practices and enforcement of
the legislative and regulatory framework;

= Promotion of gender diversity in the financial sector to increase the
quality of risk management;

= Assessmentofbanks’ capital, liquidity and risk management framework
and practices withininternal capital and liquidity adequacy assessment
programs (ICAAP & ILAAP). Also, determining the approach of ICAAP
assessment into capital adequacy requirements framework;

= Assessment of the resilience of the financial sector to external shocks,
including by conducting stress-tests and integration of the results in
an appropriate framework to improve the resilience of the financial
sector;

= Conducting the 2022 round of stress-tests for commercial banks and
analysis of the results;

= QOrganizing preparatory works for the 2025 round of stress-tests for
commercial banks, conducting the round of stress-tests and analyzing
the results;

= Development of requirements for operational risks, cybersecurity and
corporate governance for microfinance organizations based on risk
assessment;

= Assessment of informational gaps between different areas of
commercial banks (including corporate banking, investment banking,
insurance, brokerage, asset management) and corporate governance
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issues, risk analysis and integration of the idenfied risks and measures
in the appropriate strategy and supervisory vision;

Improving direct and effective communication with commercial banks
(including senior management and supervisory board) on the risk-
based supervisory regime, including risks and weaknesses identified,
supervisory measures and other material issues;

Similarto commercial banks, the proportional transfer of the supervision
regime of other supervised entities to risk-based principles;

Qualitative assessment of the effectiveness of risk management and
internal control functions (including internal audit) of commercial
banks and taking appropriate measures for gaps and weaknesses
identified;

Continuous proactive assessment of recovery plans developed by
commercial banks and appropriate communication;

Further improvement of the quidelines for developers and real estate
under construction?3;

Upgrade of standards for managing conflict of interest;

Development of a regulation on credit risk management and definition
of basic principles;

Development of special
microfinance institutions:

Introduction of temporary administration regime for microfinance
organizations through legislative changes;

Establishing data quality management requirements for commercial
banks.

insolvency/bankruptcy legislation for

13 Relevant document is available on the web page.
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Priority

Improvement of financial sector risk management framework and proactive response to outcomes

Activity

Development of climate change risk
scenarios and stress-test framework

Introduction of the cloud computing model
manual

Update of the regulation on management of
operational risks at commercial banks

Determining requirements for operational
and cyber risk stress-tests for commercial
banks

ICAAP & ILAAP assessments of commercial
banks

Develop a risk-based supervisory strategy
in the field of consumer protection

Conducting the 2022 round of stress-tests
for commercial banks and analysis of the
results

Preparatory works for the 2025 round
of stress-tests for commercial banks,
conducting the round and analyzing the
results

Development of requirements for
operational risks, cyber security and
corporate governance for microfinance
organizations

Further improvement of the guidelines
for developers and real estate under
construction

Upgrade of standards for managing conflict
of interest

Development of a regulation on credit
risk management and definition of basic
principles

Development of special insolvency/
bankruptcy legislation for microfinance
institutions

Introduction of temporary administration
regime for microfinance organizations
through legislative changes

Establishing data quality management
requirements for commercial banks

01.01.2023

Action plan
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PROMOTION OF COMPETITION IN THE FINANCIAL SECTOR

To promote competition in the financial sector, the priorities for the next three
years include work on relevant supervisory policies, market monitoring and
improvement of enforcement mechanisms, as well as conducting studies
and considering their results in supervisory decision-making processes. The
National Bank of Georgia plans to accomplish this goal with the following
actions:

Development of the supervisory framework for Microbanks - a new type
of financial institution;

Bringing the entities implementing factoring operations and leasing
companies under the regulation of the National Bank of Georgia and
developing the appropriate supervisory framework for this purpose;

Updating the principles of digital bank licensing and developing the
relevant regulatory framework;

Further upgrade and development of competition policy for the purpose
of effective implementation of policies in practice;

Improving the regulatory framework for currency exchange units:

= Developing a regulatory framework for non-cash currency exchange
units;

= Additional upgrade of operational requirements for currency exchange
units;

= Analysis of the results of the latest changes and, based on the
needs identified, amending the rules on imposing fines on currency
exchange units.

Monitoring of the market(s) of the financial sector, which includes, but
is not limited to, the study of issues and practices related to combined
financial products and development of appropriate responses to
promote competition, including compliance with the Code of Ethics of
the financial sector;

Improvement of the market analysis and concentration reporting
framework and work on enforcement mechanisms in practice;

Initiation of simplified impact assessment for the introduction of new
legal initiatives and/or acts for the financial sector in order to analyze
the expected impact of the new initiatives/acts on competition (on the
financial markets concerned);

Develop institutional capacity to conduct merger analysis/antitrust
investigations/competition advocacy within the NBG as a separate
function to minimize conflict of objectives;

To expand cooperation with institutions across the country (including
the Georgian Competition Agency, regulatory agencies, Personal Data
Protection Agency, ministries, the Parliament and others), to effectively
implement the competition policy;
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Facilitating the access of small players to expensive infrastructure and
rich data;

Encouraging the emergence of new players in the market;

Facilitating monitoring and enforcement processes for consumer rights
protection law, including by amending rules on imposing fines and
relevant acts on consumer rights protection;

Existence of risk-based supervision in the direction of consumer rights
protection, which will contribute to the correct assessment of market
behavior and correct analysis of information in the competition part.
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Activity

Development of the supervisory
framework for Microbanks

Bringing the entities carrying out
factoring operations a under the
regulation of the National Bank

of Georgia and developing the
appropriate supervisory framework

Bringing the leasing companies

under the regulation of the National
Bank of Georgia and developing the
appropriate supervisory framework

Updating the principles of digital
bank licensing and developing the
relevant regulatory framework

Improvement of the regulatory
framework for currency exchange
units

Improvement of the market analysis
and concentration reporting
framework

Initiation of simplified impact
assessment for the introduction of
new legal initiatives and/or acts

Develop institutional capacity to
conduct merger analysis/antitrust
investigations/competition advocacy
within the NBG as a separate
function

Amendment to the rule "on
protection of consumer rights
by financial Organizations while
providing services"

Amendments to the rules on the
imposition of fines on commercial
banks, microfinance organizations
and loan issuing entities

01.01.2023

Action plan
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PROMOTION OF FINANCIAL INNOVATION AND DEVELOPMENT
OF SUPERVISORY TECHNOLOGIES

Promoting the development of financial technologies and innovations,
promoting the digitization of supervisory processes and services, and
developing respective supervisory technologies are priorities for the next
three years. The National Bank of Georgia plans to accomplish this goal with
the following actions:

= Improving the effectiveness of supervision, promotion of digitalization
of supervisory processes and services and development of appropriate
supervisory technologies;

= Development and promotion of open banking;

= Promoting the use of open banking services by non-banking
institutions, including fintech companies, in order to provide
innovative services to financial sector users and improve the
competitive environment;

Dynamic standardization of financial information and services in
electronic space;

= Continuous development of the open banking framework, which
involves sharing more financial information;

For open finance: identification, prioritization and support of
products and services of practical use bringing added value to the
citizens;

Development of a relevant supervisory framework for the purpose
of transition to open finance;

= Deterinination of gquidelines for the development of financial
technologies and a national financial inclusion strategy;

= Development of open supervisory techniques:
= Upgrading open regulation principles;

= Development of the Financial Innovations Office as the main channel
of communication with the community of financial innovators;

= Easing the entry barriers of entities with innovative business models
into the financial market;

= Development of digital banking:

= Ensure increased access to financial services, use technological
capabilities and promote the development of digital banking
channels;

= Promoting the development of a modular banking model;

= Developing a cybersecurity framework for digital banking;

= Sustainable development of cloud architecture data storage and
processing.
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= Upgrade and development of the regulatory sandbox, which, in turn,
involves expanding the scope of its use and investigating unknown
risks, including its use in relation to unregulated entities, improving
the risk testing framework for various technologies, and using a
Targeted Sandbox for NBG's priority services/licenses as needed;

* Facilitating the development of data analysis and supervisory
technologies (SupTech) at the NBG, which includes the development of
the credit register and improvement of data quality, and optimization
of supervisory forms; BigData modeling and its use in the supervisory
process; transfer of supervisory information to the XBRL (Extensible
Business Reporting Language) data exchange standard and
development of risk analytical tables (so-called dashboards);

= Development of models:

= Promotion of data processing to improve access to finance,
development of machine learning and artificial intelligence models,
especially for the retail sector;

Creating a supervisory framework for the sustainable development
of statistical and artificial intelligence models and developing
appropriate guidelines;

Development of principles for the ethical use of models;

= Monitoring of international practice to develop principles for
transparency and explainability of the model and improvement/
tightening of the principles based on the needs identified;

Improvement of qualitative indicators, comparability and
compatibility of models for the purposes of IFRS 9. Identification
of supervisory segment indicators for IFRS models through credit
register data.

= Launch of pilot Central Bank Ditical Currency:

= Starting a pilot program together with the NBG-selected tech
partner and testing practical examples that generate additional
value as identified by the NBG!4;

Implementation of digital currency in the real environment, based
on the experience gained from the pilot program;

Study of potential risks of digital currency emerging after
implementation in pilot and real environment and development of
mitigation measures;

Coordination of the parties involved in the digital Lari (GEL) project
and taking care of their effective integration;

Encouraging financial innovation and studying business models
and international practices for the development of supervisory
technologies, establishing close partnerships with related parties

14 The pilot phase is planned to start in first half of 2023. The duration of the pilot program will
be identified together with the tech partner.
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and promoting public awareness of financial technologies:
conducting studies on DLT technology, crypto-assets, stable coins,
smart contracts; identify risks for these technologies/assets and
establish appropriate supervisory framework for them;

® Encouraging the use of built-in financce in order to increase
competition in the domestic financial market;

What is

the Supervisory
Strategy

Based On?

= Working on establishing regional cooperation and developing a joint

fintech action plan;

= Positioning Georgia as a regional/Black Sea fintech hub.

Priority

Promotion of financial innovation and development of supervisory technologies

Activity

Development of a relevant supervisory

01.01.2023

Action plan

framework for the purpose of transition to

open finance

Deterinination of guidelines for the
development of financial technologies an
a national financial inclusion strategy

d

Developing a cybersecurity framework for

digital banking

Upgrade and development of the
regulatory sandbox

Creating a supervisory framework for the

sustainable development of statistical an
artificial intelligence models

Improving the qualitative indicators,
comparability and compatibility of model
for the purposes of IFRS 9

Identification of supervisory segment
indicators for IFRS models through credit
register data.

Starting a pilot program together with
the NBG-selected tech partner and
testing practical examples that generate
additional value

Development of supervisory framework
for DLT technology, cryptoassets, stable
coins, smart contracts

Encouraging the use of built-in financce

Sustainable development of cloud
architecture data storage and processing
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APPROXIMATION TO INTERNATIONAL STANDARDS

For the purpose of stable and effective functioning of the financing system,
the NBG prioritizes for the next three years to ensure approximation with
the advanced international standards and accomplish the commitments or
recommendations. The National Bank of Georgia plans to accomplish this
goal with the following actions:

= Improvement of current prudential regulation, among them, the
development of risk-based approaches in the direction of protecting
the rights of consumers in the financial sector, which will effectively
respond to the growing challenges and encourage innovation in the
financial system;

= Monitoring the implementation of the project on transition to IFRS
(International Financial Reporting Standards), with subsequent
updating/integrating changes in supervisory policies, as needed;

= Monitoring of standards for dynamic approximation with the Directives
and related standards determined by the Association Agreement;

= Development of environmental, social, governance (ESG) risk
management guidelines;

* Preparing a new guide/action plan on sustainable finance;

* Improving transparency reporting related to environmental, social,
governance (ESG) issues and establishing advanced practices in
finance;

= Conducting studies and determining the requirements for the
introduction of the minimum requirement for own funds and eligible
liabilities (MREL);

= Development of a framework for using certain grounds for supervisory
measures, application of early intervention measure and revocation
of a banking license for a commercial bank;

= Continuous monitoring and improvement of regulatory capital
standards:

= Adopt definition and assessment methodology for deductable
foreseeable dividends and charges from undistributed profit to be
included in the CET1 capital. In addition, the principle of including
annual and interim profits in the CET1 capital will be explained,;

= Adopttheconceptandcalculationmethod of Maximum Distributable
Amount (MDA), which includes limiting the implementation of
specific payments with a volume higher than MDA in case of
violation of the combined buffer;
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Approximation of risk exposures to Basel Il standards and the
requirements of Regulation 575/2013 of the European Parliament
and Council of June 26, 2013:

= Updating the standardized approach to credit risk weighting;

= Adoption of a new methodology to calculate risk weighted
exposures for market risk;

= Adoption of additional approach regarding the counterparty credit
risk;

Adoption of prudential requirements on the consolidated level;

Improvement of standards related to liquidity (LCR, NSFR).

Setting up of a committee to review disputes within the NBG on
payment systems and payment services, and development of related
regulatory acts, policies and procedures;

Canceling the effects of exchange rate depreciation;

Development of a framework for additional supervision of financial
conglomerates.

01.01.2023

Action plan

Activity

Development of ESG risk management
guidelines

Preparation of a new guide/action plan on
sustainable finance

Improving transparency reporting related
to ESG issues and establishing advanced
practices in finance

Conducting studies and detrmining the
requirements for the introduction of the
minimum requirement for own funds and
eligible liabilities (MREL)

Approximation to international standards

Development of a framework for using
certain grounds for supervisory measures,
application of early intervention measure
and revocation of a banking license for a
commercial bank
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Adoption of capital elements and
deductions

Adoption of concept of Maximum
Distributable Amount

Updating the standardized approach for
the credit risk

Adoption of a new methodology to
calculate risk weighted exposures for
market risk

Adoption of additional approach regarding
the counterparty credit risk

Development of a decree on consolidated
supervision framework

Adoption of consolidated supervision
framework

Improvement of standards related to
liquidity (LCR, NSFR)

Setting up of a committee to review
disputes within the NBG on payment
systems and payment services, and
development of related regulatory acts,
policies and procedures

Canceling the effects of exchange rate
depreciation

Development of a framework for
additional supervision of financial
conglomerates



SUPERVISORY STRATEGY 2023-2025

Statement of the
Deputy Governor

STRENGTHENING THE SUPERVISORY FUNCTION
OF THE NATIONAL BANK AND

What is

the Supervisory
Strategy

Based On?

Improving the organizational and institutional standards and practices
of the National Bank of Georgia in order to achieve maximum efficiency
and synergy of the supervisory function is a priority for the next three
years. The National Bank of Georgia plans to accomplish this goal with the
following actions?®:

To Whom Does
the Supervisory
Strategy Concern?

= Strengthening the NBG’s corporate culture, offering a diverse,

equal, and inclusive environment for employees, providing a work
environment based on professional and motivated employee
teamwork, including work on improving the hybrid work system;

Strengthening governance in making supervisory decisions,
increasing the roles of employees involved in the process, improving
the accountability framework and optimizing the process;

Maximum institutionalization of supervisory practice;

Ensuring the maximum involvement of all responsible departments
in working groups missioned to respond to the challenges identified
in the supervision process and encouraging joint decision-making;

Improving the practice of publishing the supervisory strategy
document, and presenting it to sector representatives and industry
experts for discussion;

Implementation of a framework for receiving comments regarding
supervisory policy documents and initiatives, and then publicizing
the received feedback;

Ensuring complete and effective implementation and enforcement of
regulations and policies in place;

Attracting professionals, developing a long-term development plan
for them;

Strengthening internal communication and increasing employee
engagement;

Encouraging the culture of cooperation and information exchange,
training and coaching;

Promoting the orientation/adaptation of new employees;

Improving the employee performance evaluation and feedback
system, including piloting the 360-degree feedback system;

Development of a sustainable HR policy.

15 The activities planned for achieving this goal require continuous work and so the National
Bank of Georgia will devote ongoing effort to strengthening the supervisory function and
enhancing transparency in the course of 2023-2025.

Supervisory
Mandate,
Mission, Vision

Culture
and Values

Supervisory
Regime and Vision
Regarding
Innovations

Underlying
Challenges

of Operational
Environment

Strategic
priorities
for 2023-2025

Risks

to Implementing
the Supervisory
Strategy

Report on 2020-2022
Supervisory Strategy
Performance

Glossary




Statement of the
Deputy Governor

What is

the Supervisory
Strategy

Based On?

To Whom Does
the Supervisory
Strategy Concern?

Supervisory
Mandate,
Mission, Vision

Culture
and Values

Supervisory
Regime and Vision
Regarding
Innovations

Underlying
Challenges

of Operational
Environment

Strategic
priorities
for 2023-2025

Risks

to Implementing
the Supervisory
Strategy

Action
Plan

Report on 2020-2022

Supervisory Strategy

Performance

Glossary

SUPERVISORY STRATEGY 2023-2025

The projects planned to achieve this goal require continuous
work and so the National Bank of Georgia will devote continuous
effort to strengthening its supervisory function and enhancing
transparency in the course of 2023-2025.

01.01.2023

Action plan

Priority Activity

Simplify the supervisory decision-
making process and develop relevant
policies and procedures

Adoption of a framework for receiving
comments regarding supervisory
policy documents and initiatives, and
publicizing received feedback

Improving the employee performance
evaluation and feedback system,
piloting the 360-degree feedback
system

Development of a sustainable HR
policy

Strengthening the supervisory function of the
National Bank and increasing transparency




SUPERVISORY STRATEGY 2023-2025

RISKS TO IMPLEMENTING
THE SUPERVISORY STRATEGY

In addition to challenges posed by the operational environment?, there are
other risks and external factors that may also affect the failure to implement
the supervisory strategy, or parts of it, including:

Risks of recruiting
and managing
necessary human
resources

Defects/damage
or absence of
infrastructure

and interrupted

IV SIESS
processes

Force majeure
situations or
unexpected

external factors

® The changes in the priorities, which became necessary due to the
force majeure situations or unexpected external factors, which were
not covered in the supervisory strategy;

= The risks related to the acquisition and maintenance of necessary
human resources to implement the strategy

= Defects/damage or absence of infrastructure of the NBG, which hinders
the normal flow of business at the NBG.

16 See page 20
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ACTION PLAN

Similar to the previous strategy, the standards and regulations included
in the change plan are already mostly covered by the NBG’s supervisory
framework. However, as the international best practices and standards
are developed and global and local trends are updated, the National
Bank of Georgia continously modernizes and upgrades the supervision-
related regulatory framework and supervisory resources, technologies and
techniques.’

01.01.2023

Action plan

Priority Activity

Development of climate change risk scenarios and
stress-test framework

Introduction of the cloud computing model manual

Update of the regulation on management of
operational risks at commercial banks

Determining requirements for operational and
cyber risk stress-tests for commercial banks

ICAAP & ILAAP assessments of commercial banks

Develop a risk-based supervisory strategy in the
field of consumer protection

Conducting the 2022 round of stress-tests for
commercial banks and analysis of the results

Preparatory works for the 2025 round of stress-
tests for commercial banks, conducting the round
and analyzing the results

Development of requirements for operational
risks, cyber security and corporate governance for
microfinance organizations

Further improvement of the guidelines for
developers and real estate under construction

Upgrade of standards for managing conflict of
interest

Improvement of financial sector risk management framework and proactive response to outcomes

Development of a regulation on credit risk
management and definition of basic principles

17 The NBG is unable to set accurate deadlines for the projects that involve or depend on
legislative changes.



Promotion of competition in the financial sector

Promotion of financial innovation and
development of supervisory technologies

SUPERVISORY STRATEGY 2023-2025

Statement of the

Development of special insolvency/bankruptcy Deputy Governor

legislation for microfinance institutions

Introduction of temporary administration What is
regime for microfinance organizations through

legislative changes the Supervisory

Strategy

_ . Based On?
Establishing data quality management

requirements for commercial banks

Development of the supervisory framework for To Whom Does
Microbanks the Supervisory

Strategy Concern?

Bringing the entities carrying out factoring
operations a under the regulation of the
National Bank of Georgia and developing the
appropriate supervisory framework Supervisory

Mandate,

Bringing the leasing companies under the MissionRvisicn

regulation of the National Bank of Georgia
and developing the appropriate supervisory
framework

Updating the principles of digital bank licensing
and developing the relevant regulatory
framework

Culture
and Values

Improvement of the regulatory framework for
currency exchange units

Supervisory
Improvement of the market analysis and Regime and Vision
concentration reporting framework Regarding

Innovations
Initiation of simplified impact assessment for
the introduction of new legal initiatives and/
or acts

Underlying
Develop institutional capacity to conduct Challenges
merger analysis/antitrust investigations/ .
competition advocacy within the NBG as a i Op.eratlonal
separate function Environment

Amendment to the rule "on protection of
consumer rights by financial Organizations .
while providing services" Strategic
Priorities
Amendments to the rules on the imposition for 2023-2025
of fines on commercial banks, microfinance
organizations and loan issuing entities

Development of a relevant supervisory Risks
framework for the purpose of transition to open to Implementing
finance the Supervisory

Deterinination of guidelines for the Strategy

development of financial technologies and a
national financial inclusion strategy

Developing a cybersecurity framework for Action
digital banking Plan
Upgrade and development of the regulatory

sandbox

Creating a supervisory framework for the Report on 2020-2022
sustainable development of statistical and Supervisory Strategy

artificial intelligence models Performance
Improving the qualitative indicators,
comparability and compatibility of models for
the purposes of IFRS 9

Glossary




Statement of the
Deputy Governor

What is

the Supervisory
Strategy

Based On?

To Whom Does
the Supervisory
Strategy Concern?

Supervisory
Mandate,
Mission, Vision

Culture
and Values

Supervisory

Regime and Vision

Regarding
Innovations

Underlying
Challenges

of Operational
Environment

Strategic
Priorities
for 2023-2025

Risks

to Implementing
the Supervisory
Strategy

Action
Plan

Report on 2020-2022
Supervisory Strategy

Performance

Glossary

SUPERVISORY STRATEGY 2023-2025

Approximation to international standards

Identification of supervisory segment indicators
for IFRS models through credit register data.

Starting a pilot program together with the
NBG-selected tech partner and testing practical
examples that generate additional value

Development of supervisory framework for DLT
technology, cryptoassets, stable coins, smart
contracts

Encouraging the use of built-in financce

Sustainable development of cloud architecture
data storage and processing

Development of ESG risk management
guidelines

Preparation of a new guide/action plan on
sustainable finance

Improving transparency reporting related to ESG
issues and establishing advanced practices in
finance

Conducting studies and detrmining the
requirements for the introduction of the
minimum requirement for own funds and
eligible liabilities (MREL)

Development of a framework for using certain
grounds for supervisory measures, application
of early intervention measure and revocation of
a banking license for a commercial bank

Adoption of capital elements and deductions

Adoption of concept of Maximum Distributable
Amount

Updating the standardized approach for the
credit risk

Adoption of a new methodology to calculate risk
weighted exposures for market risk

Adoption of additional approach regarding the
counterparty credit risk

Development of a decree on consolidated
supervision framework

Adoption of consolidated supervision framework

Improvement of standards related to liquidity
(LCR, NSFR)

Setting up of a committee to review disputes
within the NBG on payment systems and
payment services, and development of related
regulatory acts, policies and procedures

Canceling the effects of exchange rate
depreciation

Development of a framework for additional
supervision of financial conglomerates

Strengthening the supervisory
function of the National Bank

and increasing transparency

Simplify the supervisory decision-making
process and develop relevant policies and
procedures

Adoption of a framework for receiving
comments regarding supervisory policy
documents and initiatives, and publicizing
received feedback

Improving the employee performance
evaluation and feedback system, piloting the
360-degree feedback system

Development of a sustainable HR policy
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REPORT ON 2020-2022

SUPERVISORY STRATEGY PERFORMANCE

Statement of the
Deputy Governor

In 2020-2022, the National Bank implemented a number of important thes“pevf‘:’i:f,,i;
projects and reforms, according to the action plan defined by the relevant Strategy
strategy. The 2020 and 2021 reports have already been detailed in the Based On?

respective editions of the supervisory strategies, however, the mentioned
document once again summarizes the statuses of the activities provided for

in theaction plan of the past three years.

—- | PleMented
- Partialy implemented and postponed
—)- NOt Started and/or Postoned

To Whom Does
the Supervisory
Strategy Concern?

Supervisory
Mandate,

2020 2021 2022

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Implementation of the resolution framework

E Creation of a resolution committee at NBG and adoption of respective rule
PSP

—

1} commercial banks
1
| The rules regarding the elaboration of a recovery plan

1
1 Creation of an interagency committee of financial stability and
1 adoption of decree

1

i The rules of valuation bank assets and liabilities
1

1 The rule of licensing a bridge bank

1
| The procedures for purchasing significant shares of a commercial
1 bank under the resolution

| The rules regarding the resolution plan

1

! Additional requirements for temporary administration of a bank and
! its activities

i Defining the rule, the type of collateral, the terms and conditions of
' loans of last resort

1 Publication of joint legal acts with the Ministry of Finance

i The rule of creation of a resolution fund and its administration and rule of
temporary state funding

The rule of criteria and execution of contributions to the resolution fund
he rule of appointment of a special manager

T
The rules of recapitalization by write-down or conversion of the
liabilities into shares (bail-in)

he rule of recapitalization by issuance of new shares

T
The rule of defining the powers and appointment procedures of a
temporary administrator

Oy gy S g S Ay S g A g g PR R
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Statement of the
Deputy Governor

2020 2021 2022

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 QI Q2 Q3 Q4

Increase of the quality of regulatory capital and enhancement of

corresponding standards Comment

What is
the Supervisory | i i
Strategy : ,_--___--_-_--_-_--___--___--_-_--_-_--_-_--___--___--___-.>_

‘: The work is in progress,
Based On? 1 ! the deadlines for the

1 Approximation of capital criteria to the requirements of Basel and 1 performance of the activities
! are determined by the

1 the directive

i

i

]

1

1

1

1

1

i i

! Adoption of capital elements and deductions ! supervisory strategy for !

UL LT 2 ! Adoption of the concept of maximum distributable amount  2023-2025 :
the Supervisory ' ' '
Strategy Concern? e Snatntetetetietuietntetntetated sttt ettty #ommmemecmcsssemccseoo- 4
. - :
o 4 [

1 Approximation of capital criteria to the requirements of Basel and H H

. 1 the directive , ,
Supervisory ' ' '
Mandate : : :
Mission ’Vision E >E The work is in progress, E
' H Updating the standardized approach for the credit risk | the deadlines for the H

E E performance of the activities E

! ! are determined by the !

Culture i ! supervisory strategy for '
and Values E gd;iteifr:i:g a new methodology to calculate risk weighted exposures for E 2023-2025 E
1 1 1

: : :

: o :

- 1 1 1
Supervisory ! Adoption of additional approach regarding the counterparty credit risk | '
Regime and Vision e e e e e e e !
Regarding ; - i
: e e e o e e e 4 1
LLZLLIE) 1 Improvement of Pillar 2 regulations H H
) ) )

E > E Implemented E

] ] ]

Underlying E Adoption of regulation on the interest rate risk E_ _____________________ _E
Challenges i | The work is in progress, i
of Operational ! P! the deadlines for the H
H ] ] HYH ]
e ! Elimination of the effects of currency exchange rate depreciation H Performapce of the activity H
H \ is determined by the H

i | supervisory strategy for H

i 1 2023-2025 i

Strategic e yTTTTTTTT T 1
Priorities L__________________________________________________________>_E E
- 1 H 1 1

for 2023-2025 E Pillar 2 changes > E E
1 1 1

i . . o i Implemented i

H Updating the General Risk Assessment Program (GRAPE) Guideline H H

Risks : . i
to Implementing E »E E
the Supervisory ! Updating the Stress Test Guide H '

Strategy b e e e e e e e e e e e e e m e —e—ee-e-

Action
Plan

Report on 2020-2022
Supervisory Strategy
performance

Glossary
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Statement of the
Deputy Governor

2020 2021 2022
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Strengthening corporate governance and risk management standards Comment

in requlated entities

What is

the Supervisory
Strategy

Based On?

1
1
4 )
1 Improving corporate governance standards and assessments H H
) ) )
1 — ! Implemented !
] ]

Clarification of Independence Criteria - Amendment to the Corporate , ,
Governance Code : i

---------------------- 4 To Whom Does
the Supervisory
Strategy Concern?

)

]

1

1

1

1

)

i

] ]

! Strengthening Cooperation with Supervisory Board Members and Internal ! ?ggnet;i?:ntaliigﬂgr:?sgrs
! Auditors 1 coop )

1 , of the supervisory board and
: 1 internal auditors. However,

H | the process is continuous and
i 1 ongoing, and the timeline

H | for its implementation

i | is determined by the

i 1 supervisory strategy for

1

1

Supervisory
Mandate,
Mission, Vision

1 The document has
1 been developed, but its

Establishing data quality management requirements for commercial banks | . . .
1 implementation requires

1
1
1
1 significant changes. The X Report on 2020-2022
| timelines are provided in X
1
1
1
1

Supervisory Strategy
1 the 2023-2025 supervisory

performance

1 2023-2025
T T T T yTTTTTT T i
e ————— | : Culture
E Strengthening the risk management standards of commercial banks i ______________________ H and Values
H D 1 The project is prepared and |
) ) H )
, Improving the conflict of interest management standards ! Fonsulted with the sector, !
1 , its approval and the conduct .
H 1 of relevant procedures are | Supervisory
H 1 provided for in the 2023- H Regime and Vision
' | 2025 supervisory strategy. 1 Regarding
1 L e .
! -1 Work is underway, but the ! Innovations
1 1 ; : T 1
! Improving the conflict of interest management standards ! projectis St'!l in its |n|t|a|. !
| | stages. The implementation
: | dates are provided by the | .
: 1 2023-2025 strategy H Underlying
H > e H Challenges
E , , o , i Implemented E of Operational
: Developing a policy for defining groups of interconnected borrowers e ; ERUITONIIEnT
: > : :
) . . A . ) )
! Update of unhedged currency induced credit risk buffer (CICR) hedging ! Implemented !
i ideli d rti H H
E guidelines and reporting : ________________ ____.__-: Strategic
; H melte)mentec:j —ttr:je gtijldellr&e ; Priorities
H Improving and publicizing the guideline of the developers and existing real | as been upgatec and mace H for 2023-2025
1 . 1 public, but it is still planned
H estate under the construction process , ’ . !
1 1 to work on its development
L e e e e e e e —— - ————
| > i |
! Establish an operational and cyber-risk information analysis and sharing ! Implemented ! Risks
H center ! ! to Implementing
o e emmmemess e mm - —————— 4 -
H o ! The manual has been ! the Sup:tm:ory
H e ; I : | developed, timeline fotits | rategy
! Det th les of the Cl t | ! ! !
: etermining the supervisory principles of the Cloud Computing mode + approval and the conduct :
i 1 of relevant procedures H
H 1 are provided for in the H
H | supervisory strategy for H
i 1 2023-2025 i
B o o - 4
i
]
1
1
1
1
1
1
1
1
1
1
!

_______________________
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________________________

; > ; :
H Defining information system auditor criteria and business continuity ! Implemented .
H management requirements : ;

----------------------------------------------------------- o ——————
L________________________________________________________!: It is a continuous process and |
1 Strengthening the standards of non-financial risk management 1 is ongoing .

| 2020 | 2021 | 2022 |
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 QI Q2 Q3 Q4

Improving and developing the supervisory framework of non-banking
institutions*

Comment

Development of a new financial institution - micro-bank framework and E The work is in progress,
relevant regulatory bases 1 the deadlines for the

1 Y]
Putting the entities carrying out factoring operations under regulation and  } Performance of the activities

developing appropriate requirements 1 are determined by the
— . ) ) ) 1 supervisory strategy for
Bringing leasing companies under regulation and developing relevant 1 2023-2025

regulatory basis

..................................................................................

+
Improving the supervisory framework for microfinanceorganizations H
Introduce a temporary administration regime through legislative changes for i

microfinance organizations ! The work is in progress,

1
1
1
i
1
1
1
1
1
H Develop special insolvency / bankruptcy legislation for microfinance | the deadlines for the

E organizations E performance of the activities
! Develop operational risks and cybersecurity requirements for microfinance ! are determined by the

:

1

1

1

1

1

1

1

organizations 1 supervisory strategy for

1
Develop corporate governance requirements for microfinance organizations 1 2023-2025

[ -

A 4

P e e e e —————————
1 Improving the supervisory framework for currency exchange points 1 The deadline for the

H | performance of the activity
| is determined by the

| supervisory strategy for

1 2023-2025

Improving operating requirements for currency exchange points

Making amendments to the rules for imposing fines on currency exchange
point

! The deadiine for the
1 performance of the activity

| is determined by the

| supervisory strategy for

1 2023-2025

b e e e e e - e e — - ————
1

: -

r
| Strengthening the supervisory and regulatory framework of Loan

! issuing entities

Developing a regulatory framework for non-cash currency exchange points

* |t is not possible for the National Bank to accurately determine the deadlines for the activities that
involve or depend on legislative changes.
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Statement of the
Deputy Governor

2020 2021 2022

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Approximation to the directives defined by the Association Agreement Comment
: : What is
:’ ‘: the Supervisory
| capital adequacy ! ! Strategy
E »E E Based On?
) ) )
! Licensing requirements ' :
) ) )
E »E Implemented E
! Requirements on acquisition of significant shares ! ! To Whom Poes
: H ! the Supervisory
i >: : Strategy Concern?
H Compliance criteria for administrators H H
1 P 4
1 1 1
i . » i Works are underway i
H Standards related to the capital adequacy : : .
: mpiemented mine : S
H Updating the methodology for determining the system buffer H S H Mandate,
1 1 1
l  beginning 072023 ' __ : Mission, Vision
! ! The deadline for the !
H 1 performance of the activity |
H Standards related to the liquidity (LCR, NSFR) | is determined by the H
H | supervisory strategy for H Culture
E i_292§:2_0_2_5 ______________ E and Values
! Transparency requirements H :
) ) )
H Leverage requirements H H
H . 1 Implemented i
H Requirements on large exposures : i Supervisory
) ) )
H Remuneration standards H H Regime and Vision
1 e m e e e e e - ———— A
! D> ! Work is underway. The H Regarding
i 1 . 1 H
' Prudential requirements on consolidated level ' deadline for the performance ' T O
1 1 of the activity is determined
: | by the supervisory strategy |
i  for 2023-2025 i
B e e e e ——————————— 4 -
I -1 Legislative project is ' pacenylng
{ W directive for supplementary supervision of inancial conglomerates |~ prepared: The deadine S
' i for the performance of the 1 of Operational
i 1 activity is determined by H Environment
: | the supervisory strategy for |
i 1 2023-2025 i
ey oy yTTTTTTTTTT T H
1 .
e e mmmiemmeeea ———m——ea t «: Implemented E Strategic
1 Directives regarding consumer credit and distance marketing e . Priorities
' > : : for 2023-2025
----------------------------------------------------------- 4 1
| Directives regarding the financial accounting framework ! !
1 - . . 1 Implemented H
! Facilitation of the independence of external auditors ! !
H Strengthening the framework of cooperation with external auditors H H Risks
P e el el e e T e o 4
 —— ! ! to Implementing
o 4 1 o
! Develop relevant rules in accordance with Competition law ! ! the Supervisory
E RuI.e.on market analysis and submitting and reviewing concentration E Implemented E SR
' notifications ' '
H Rule on investigation of a possible violation of competition, procedure for | H
! submitting and reviewing a complaint / application i .
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Statement of the
Deputy Governor

2020 2021 2022

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Transfer of local reporting standards to IFRS Comment
What is
the Supervisory - P ! _________________________ E E
Strategy 1 Up date supervisory reporting forms . .
) ) )
Based On? ! Improving FINREP reporting i Implemented !
) ) )
H Develop new reporting forms in accordance with IFRS H H
) ) )
H Adjust existing forms on IFRS H H
To Whom Does QT TTTTTTTTTTTTTTTTTIomTTTooTTTomTTommTTymoTToo oo ; . i
the Supervisory 1 L ot H :
Strategy Concern? 1 Development or making changes of relevant normative acts within the | Imolemented H
1 framework of the transition to IFRS : P .
) ) )
1 1 1
: g SO :
Supervisory H Develop a new asset reserve rule in accordance with IFRS 9 H H
) ) )
Mandate, ! > i Implemented in Q4 of 2022 |
Mission, Vision i . i i
’ H Amendments to capital adequacy rules H H
R T e e e L e o 4
1 1
1 1
ettt 1 It is continuous process :
1 Qualitative improvement of IFRS models 1 1
Culture L e e o e o e e H
ELGRTETES
Supervisory
Regime and Vision 2020 2021 2022

Regarding
Innovations

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Development of the ecosystems for sustainable financial technologies Comment

Underlying
Challenges

of Operational
Environment

1

1

i

1

1

i

1

1

i

1

1

]

1

1

i

Strategic d
Priorities 1 i
o 4 4 1
for2023:2025 1 Defining the rules for creation and use of regulatory laboratory H !
1 (sandbox) framework ! !
----------------------------------------------------------- e e ———————— - —————
SN e s . o i

Risks ! Initiate, expand open banking operations and involve FinTech 1 Work is underway. The '
to Implementing | companies in open banking 1 deadline for the performance 1
the Supervisory ik Sttt deielelutntetetetnisieintatet ettt S 1 of the activity is determined 1
Strat T S TP REDEERPRP t 1 by the supervisory strategy !
rategy , Develop the use of credit registry and XBRL data for surveillance 1 for 2023-2025 H

| purposes ' .

R el e T R el o 4

e —— » i Implemented but works are

Action | CBDC Implementation Preparatory Work ! continued !

Plan
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SUPERVISORY STRATEGY 2023-2025

GLOSSARY

ESG (Environmental, Social, Governance) - environmental, social and
governance issues within the framework of sustainable finance.

XBRL (Extensible Business Reporting Language) - extensible business
reporting language, an international standard for the exchange of supervisory
reports.

Recovery plan - a plan developed by a commercial bank, which includes,
among other elements, the measures to be implemented by the commercial
bank to improve its financial situation in the event of significant financial
difficulties.

Minimum Requirements for own funds and Eligible Liabilities
(MREL) - the percentage of regulatory capital and total liabilities, imposed
on commercial banks to effectively recapitalize the bank in the event of the
resolution regime.

Macroprudential policy - policies and measures designed to prevent the
accumulation of systemic risks, to reduce the probability of a crisis and
facilitate the stable functioning of the entire financial system.

Modular banking model - a model of banking activity, according to which
the banking infrastructure is presented by individual activities as modules
independent of each other, the replacement of which is relatively less
difficult.

Regulatory sandbox - a set of conditions and procedures designed
for testing an innovative financial service and/or product in a testing
environment.

Resolution -an alternative to liquidation, for whenever there are grounds
for revoking a license of a commercial bank, which implies restructuring of
the commercial bank by the regulator in a way not to jeopardize financial
stability.

Risk-based supervision/principles - supervision regime/principles that
involve directing greater supervisory resources towards more complex and/
or risky institutions or transactions.

Risk analytics dashboards - a graphic representation of key business
indicators, which simplifies the perception of complex data and allows its
users to obtain information about business activities or specific processes
with ease.

Risk position - balance sheet or off-balance sheet items on which a
financial institution has a claim.
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Regulatory capital - capital that is set for financial institutions at the
request of the supervisor and serves to neutralize potential losses.

Grace period - a period during which the borrower does not pay the interest
and commission charged on the loan.

Suptech instruments - supervisory technologies, which imply the use
of innovative technology by supervisory authorities in the process of
supervision.

IFRS - international financial reporting standards.

IFRS 9 - an international financial reporting standard that defines issues
related to the recognition, derecognition, evaluation and impairment of
financial assets and liabilities.

Financial Innovations Office - a means of communication between the
National Bank of Georgia and fintech startups and technology companies
interested in the financial sector, tasked to receive and give direct feedback
on supervisory issues, promote responsible innovations in the financial
sector, and help fintech organizations/startups to understand the regulations
and supervisory approach of the National Bank of Georgia.

Financial Sector Assessment Program (FSAP) - a joint program of the
International Monetary Fund (IMF) and the World Bank (WB), whose goal is
to assess the stability of the country's financial sector, the quality of the
regulatory and supervisory framework, and the ability to manage financial
crisis.

Open banking - electronic instant exchange of information and services
between different financial institutions using electronic technologies.

Principles of open regulation - consideration of changes in regulatory
requirements, openness to dialogue with the industry, compatible with
the stated risk appetite and supervisory principles of the National Bank of
Georygia.

Digital banking - a business model of a bank that provides banking services
through basic electronic channels and uses materially new and innovative
financial technologies in the local market.



In case of questions regarding licensing, stakeholders may contact the Nati
Bank at the following e-mail address:

m Persons interested in obtaining a banking license may
BankingLicense@nbg.gov.ge

m Persons interested in obtaining a digital bank license ma
NBG’s Financial Innovations Office at: InnovationOffice

e +995 322 406 406 X info@nbg.gov.ge





