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A Guidebook for Micro and Small enterprises:
Interacting with Financial Organizations and
Financial Decision-Making was developed to
promote financial education of entrepreneurs
engaged in micro and small businesses or
planning to start-up.

In Georgia, like many other countries across
the globe, micro, small and medium-sized en-
terprises (MSMEs) constitute the largest part of
the total business sector. MSMEs can contrib-
ute significantly to improving employment,
promoting innovation and export, creating
wealth and encouraging economic growth,
which ultimately influence the country's over-
all wellbeing. Therefore, fostering entrepre-
neurship was established as one of the prior-
ities for Georgia.

In Georgia, like in other developing coun-
tries, entrepreneurs face a number of signifi-
cant challenges, including lack of appropriate
knowledge and skills required for making fi-
nancial decisions. In the modern world, finan-
cial products and services are getting more
diverse and complex, while economic inte-
gration and digital developments are creating
new challenges for businesses. In this context,
financial education and easy access to educa-
tional resources have a crucial role to play.

Financial education will facilitate micro and
small business owners and financial managers
in gaining and enhancing knowledge, skills
and attitudes to make smart and effective fi-
nancial decisions, including, when interacting/
cooperating with financial institutions.

With the help of this Guidebook, entre-
preneurs will learn about:

. Different sources of finance and risks
and opportunities associated with
them;

- Financial institutions available on the
market and financial products and ser-
vices offered by them;

«  Business assessment tools and key in-
dicators used for this purpose.

After consulting this Guidebook, entre-
preneurs will be able to:

«  Cooperate more confidently with dif-
ferent financial institutions;

« Understand their own rights and re-
sponsibilities;

«  Ask key questions for making sound
financial decisions;

« Independently determine short- and
long-term needs, as well as the solven-
cy/creditworthiness of their business-
es and choose the most appropriate
financial products;

«  Prepare financial statements and plan
future steps;

. Take effective and calculated steps
when mobilizing funding in order to
increase business profits and mini-
mize potential risks.

This Guidebook is a supporting manual,
which, with the help of the examples and
case studies presented therein, will make
it easier for entrepreneurs to establish the
need and the capacity for obtaining funding,
and to assess the benefits and risks associat-
ed with different sources of funding. Howev-
er, the final decision on financing rests with
entrepreneurs themselves, which means
that they should understand possible out-
comes of their actions and make decisions
responsibly.

This Guidebook was developed with the initiative
of the National Bank of Georgia (NBG), with the
support from the Development Facility of the Eu-
ropean Fund for Southeast Europe (EFSE DF) and
with the involvement of the Export Development
Association (EDA).
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Mobilizing — owning, saving up or attracting
- funds is required for launching a business,
as well as ongoing business activities (financ-
ing of working capital) and business develop-
ment (investing in purchase or re-equipment
of fixed assets). A business can use different
sources of finance to mobilize capital, such as:

+ own equity,

loans (credit) from banks, micro-
finance organizations and other
financial institutions,

« commodity loans,

« grants,

+ leasing, etc.

@

Let’s discuss these major sources of funding,
including advantages and risks associated
with each of them:

(¢

EQUITY @

(OWNER'S / SHAREHOLDERS" EQUITY)

Starting or developing a business with own
equity is the most convenient and the safest
way of reaching business goals. In order to de-
velop a business, its owners can invest business
profits back into the business (reinvestment) or
mobilize additional funds (expansion of equity).
One of the advantages of financing the busi-
ness from own profits, according to the existing
Tax Code of Georgia, is that business owners
are exempt from paying profit tax on the funds
that they reinvest in the business; however, this
exemption does not currently apply to Individ-
ual Entrepreneurs as the latter pay income tax
instead of profit tax. Another advantage of fi-
nancing a business with own funds (including
through reinvestment), as opposed to using
other sources of finance, is that investing own
funds is not related to various lengthy, drawn-
out procedures. Further, when investing own
funds, businesses do not have to face addition-
al costs, such as loan interest, or pledge any
assets (for example, real estate) as collateral for
the loan. Pledging assets as collateral, in turn, is
related to certain risks: if a business proves to
be unsuccessful, there is a risk of losing pledged
assets (see Loan Collateral). However, when get-
ting a loan from a bank or a microfinance orga-
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nization, entrepreneurs can also receive consul-
tations and advice, which will help them make
informed financial decisions, and which is an
additional benefit of getting a loan from these
financial institutions.

The following should be considered when fi-
nancing your business with your own resources:

EXAMPLE N

A business needs a certain amount of money
for development and its owner allocates this
amount from personal savings. This means
that the business owner invests additional
funds into the business, increasing its equity.
As the result, the owner’s share in the business,
as well as the amount of money to be received
by him/her in the future from business profits
also increases. Suppose that the business has
two shareholders, each holding 50% of shares,
and total equity equals to GEL 20 000. This
means that each of the shareholders initially
invested GEL 10 000 in the business. Suppose
further that the business requires addlitional
GEL 5 000, and the first shareholder invests
this amount into the company’s equity from
his/her personal savings. In this case, the total
equity will increase: GEL 20 000 + GEL 5 000 =
GEL 25 000. Due to the additional investment,
the share of the first shareholder will grow,
and will be GEL 10 000 + GEL 5 000 = GEL 15
000 / GEL 25 000 = 60%, and the share of the
second shareholder will be 100% - 60%
= 40% (expressed otherwise: GEL 10 000
/ GEL 25 000 = 40%). When distributing
business profits, new shares (60% — 40%) will
apply, and if the profit amounts to GEL 5 000,
the first shareholder will receive GEL 3 000 in
form of dividends and the second shareholder
will receive GEL 2 000 (while in case of the
initial distribution of shares, the profit would
be distributed between shareholders evenly,
as follows: GEL 2 500-2 500). Another way for a
business to mobilize additional GEL 5 000 for
its development would be by getting a loan.
In this case, the shares of shareholders would
remain unchanged (50% -50%); however, the
business would have to pay loan interest,
which is an additional cost for the business.



TOTAL EQUITY: GEL 20 000

suares: D0%

CAPITAL: GEL 10000
PROFIT: GEL 2500

TOTAL EQUITY EQUALS T0 GEL 25 000

suanes:60%

CAPITAL: GEL 15000
PROFIT: GEL 3000

When a company requires funding, its share-
holders should decide which source of busi-
ness finance to choose. The shareholders make
such decisions by mutual agreement and, in
some cases, they may prefer to get a loan in-
stead of making changes in the shareholding
structure.

b

LOAN (CREDIT) T

A business can obtain a loan from different
financial organizations, such as commercial
banks (hereinafter referred to as banks) and mi-
crofinance organizations (hereinafter referred
to as MFOs). A business can get a loan for ex-
pansion and development, implementation of
new ideas, funding ongoing projects and even
resolving temporary shortage of cash.

In order for a business to get a loan, it has to
prove that it has the capacity repay it within
the specified timeframes. Thus, financial in-
stitutions will study and financially assess the
business, analyze its solvency and needs, and
based on these figures, determine the loan
amount, the maturity and the interest rate.

When getting a loan, entrepreneurs should
take a number of issues into account: in some
cases, financial institutions may request to se-

cure the loan with collateral (see Loan Collat-
eral), and if the borrower fails to make timely
payments, financial institutions may impose
penalties. Moreover, defaulting on a loan, or
making late payments over a prolonged peri-
od of time will eventually lead to the deteriora-
tion of the borrower’s credit history.

Currently, one credit information bureau
operates in Georgia. Its database contains
the records on loans and their payments
from different financial organizations. A
borrower’s credit history is formed on the
basis of his/her loans and payment behavior.
Lending institutions consult this database
before issuing loans in order to establish
how responsibly and timely potential
borrowers used to pay their loans in the
past, and if they have current liabilities.
Financial institutions use this information
when making decisions on loan approval, as
well as in the loan monitoring process. Both
individuals and legal entities can obtain the
records of their financial liabilities from the
credit information bureau.

It should be taken into consideration that
if a business is new and does not have suffi-
cient experience yet, financial institutions may
refrain from issuing loans. However, there are
special loan products for start-up businesses
offered by banks and microfinance organiza-
tions. Loan products differ across lending in-
stitutions and detailed information on these
loans can be obtained by consulting financial
institutions directly.

COMMODITY LOAN

Commodity Loan is a commodity that is
bought/received by a business from a supplier
or a producer on credit. Commodity loans are
repaid after a certain period of time, and the
date of repayment is determined based on the
agreement between the parties; however, in
order to get a commodity loan, certain precon-
ditions must exist, such as long-term partner-
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ship, company’s good reputation, guarantees,
etc.

The advantage of getting a commodity loan
for a business is that in this case the business
does not have to suspend its activities or ab-
stain from performing its tasks only because it
does not have enough cash at the moment to
pay for the working capital, for example, to buy
raw materials.

EXAMPLE 5

A woodworking shop received a large order
of furniture, but the shop has neither the
sufficient amount of timber to make the
furniture, nor enough cash to buy new
materials. In this case, the shop can obtain
a commodity loan and receive the needed
amount of timber for a period of time
that is required to manufacture furniture,
sell it, receive revenues and pay back the
commodity loan.

One of the benefits of getting a commodity
loan is that it is normally approved faster and
through an easier procedure than a regular
loan, and it usually does not require any col-
lateral.

However, when getting a commodity loan,
several factors that can negatively affect the
business must be taken into account; if a
business fails to make timely payments for
internal or external reasons (e.qg. it fails to sell

be a better option than getting a commodity
loan. A business owner is responsible for an-
alyzing which of these two alternatives is less
risky and associated with less costs and make a
decision accordingly.

EXAMPLE |

You want to buy wooden materials to
make furniture. The total value of the
wood is GEL 12 000, but if you get a
commodlity loan, then the price of the wood
is GEL 13 500 and the commodity loan
must be repaid in 2 months. Therefore,
buying materials with a commodity loan is
more expensive by GEL 1 500 (GEL 13 500
— GEL 12 000 = GEL 1500). In this case, the
total cost of a commodity loan, GEL 13 500,
should be compared to the alternative of
buying the materials with a regular loan.
To get a regular loan, you need to address
relevant financial organizations (bank,
microfinance organization, etc.) and find
out how much borrowing GEL 12 000 for
2 months will cost you. For example, let’s
compare a commodity loan discussed
above to a loan offered by a financial
organization with an annual interest rate
of 17%:

12 000 GEL
17%

Loan principal

Annual interest rate

Loan approval fee (%) 1%
Interest accrued in 2 months 255.60 GEL
Loan approval fee 120 GEL

goods, or its clients fail to pay on time), this will
negatively affect its reputation and may dis-
courage potential partners and suppliers from
cooperating with it.

Total cost 375.60 GEL

As you can see, a loan from a financial
organization will cost you GEL 375.60,
while a commodity loan will cost you
GEL 1 500. However, in addition to extra
costs associated with a commodity loan,
you should also consider the speed at
which you can get GEL 12,000 required for
the business: in case of a commodity loan,
you will be able to get the needed wooden
materials instantly, while the approval of a
loan for buying wooden materials will take
some time.

In addition, if a commodity loan is secured
with a bank guarantee, the business may lose
this security (see Bank Guarantee).

It should also be taken into consideration
that in case of a commodity loan, the suppli-
er may offer the commodity at a higher price
than the commodity would cost if the entre-
preneur was directly paying the full amount
for it. In such cases, getting a bank credit may
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GRANT . g

Grant — money, or any other type of support
given to a business free of charge. Grants may
be conditional and impose certain obligations
on a recipient party (e.g. grantees may have
to make contributions/invest their own funds,
employ a certain number of persons, conduct
business demonstration, etc.).

Grants, as a rule, are aimed at supporting the
development of a specific sphere, field or geo-
graphic area. The grant procedure may include
a competition, an identification of the recipi-
ent's needs, a requirement for a grantee to
fulfill certain obligations, etc. Getting a grant is
quite advantageous for a business, but grants
are not always available or tailored to specific
business needs. Further, in most cases, in order
to get a grant, businesses (and their needs)
have to meet specific criteria. For example, a
grant programme may not entail full financing
of the working capital (raw materials, wages,
rent, etc.).

Entrepreneurs should keep in mind that
grant programs tailored to the needs of a busi-
ness may not be available at the time when
the business requires financing, and therefore,
businesses are not always able to use this fi-
nancial resource.

LEASING

At a certain stage, a business may need a
new or additional machinery and equipment
for its development. To meet this need, leas-
ing companies offer leasing services. As part
of a leasing agreement, a leasing company
purchases an asset that the business needs
— this can be a vehicle, medical and other
equipment, construction and other types of
machinery and inventory — which the leasing
company then transfers to the business for
a particular period of time. During this time,
the business (lessee) uses the asset and pays
corresponding fees to the leasing company
in accordance with the pre-agreed terms of
agreement.

Leasing agreement, as a rule, grants the
lessee the opportunity to acquire the own-
ership of the asset; in other words, after the
business repays the full value of the asset, as
well as the interest accrued, the asset will be
transferred into the ownership of the busi-
ness.

Advantages of leasing, as compared to bor-
rowing, include relatively simpler and quick-
er procedures. Further, leasing does not cov-
er require additional collateral in the form of
a real estate. Moreover, leasing amount may
cover all expenses related to purchasing
an asset, including its cost, transportation,
customs clearance, insurance, installation,
and other expenses. When choosing be-
tween leasing and borrowing, entrepreneurs
should consider the total costs of both op-
tions because leasing is normally associated
with higher interest rates than borrowing;
however, as a rule, a lease can be obtained
quicker than a loan.

SECURITIES

Entrepreneurs can also raise capital for their
businesses by issuing securities — stocks or
bonds on the securities market. A stock sig-
nifies the ownership of shares issued by a
company, and persons holding shares are
called shareholders. Shares can be issued by
joint-stock companies only. A bond, on the
other hand, is a type of debt security that con-
firms the company’s obligation to pay back
the nominal value and accrued interest to a
bondholder in accordance with the terms and
conditions of issue. A bond is considered as an
alternative to a bank credit. An advantage of
issuing bonds, as opposed to issuing stocks, is
that the issuer does not give up its shares in
the company.

If a company wants to raise capital through
the issuance of shares or bonds, it should
make a public or private offer. Public offering
or placement means issuance of securities for
more than 100 or an unlimited number of in-
vestors, while private offering or placement
means issuance for less than 100 investors.
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Raising capital through public offering entails
certain costs derived from the requirements
of existing regulations (e.g., requirements of
International Standards on Auditing (ISA)) and
international standards of corporate gover-
nance. Therefore, public offering is suitable for
companies that are at the higher level of devel-
opment, whereas private placement does not
require compliance with such high standards
and its implementation is related to less costs.
However, it is noteworthy that in case of pri-
vate offering, potential investors may demand
a higher return on investment than in case of
public offering.

The abovementioned sources are the main
methods for mobilizing business finance; how-
ever, businesses can also obtain funding from
private investors in form of a loan or capital. In
addition, there are different types of non-bank,
non-MFO organizations on the market, such as
pawnshops, payday, so-called "Online lenders",
private moneylenders, and other types of cred-
itors that offer different types of loan products
to their consumers. However, it should be
noted that these types of loans are typically
less tailored to business needs and less orient-
ed on business development; further, as a rule,
these loans are short-term and have high inter-
est rates, and if a business chooses this form of
financing, in most cases, it will not be able to
get financial consultation or advice.

It should be noted that when borrowing
money, it is strongly recommended to
prepare a formal loan agreement (pref-
erably in a written form) that will indi-
cate the loan amount, loan terms and the
repayment schedule, regardless of the
source of funding: the business owner, a
family member, a friend or any other per-
son. This will help entrepreneurs avoid
future problems, including, legal compli-
cations, that may arise at different stages
of business operations. A signed contract
will ensure that all parties know their
rights and commitments from the very
beginning, as well as possible conse-
quences of performance or non-perfor-
mance of contractual obligations. In case

of oral agreements, however, parties of-
ten fail to discuss the abovementioned
issues, and after a certain amount of time

passes, it becomes increasingly difficult
to establish/prove what the initial agree-
ment entailed.

Getting a loan is one of the most important
financial decisions that entrepreneurs may
have to make and therefore, such decisions
must be approached responsibly. Prior
to borrowing, business owners should
evaluate their financial capabilities not only
today, but during the entire term of the
loan agreement. They should also obtain
as much information as possible about the
organization from which they intend to
borrow money, and carefully read the terms
of a loan agreement before signing it.

Further, it is important for entrepreneurs to
prepare financial statements at all stages of
business operations, which will allow them to
determine the most optimal source of finance
for their business: reinvestment, bank loan,
leasing, or other sources. This will help entre-
preneurs analyze the solvency/creditworthi-
ness of their business — amount available for
reinvestment and amount of money that the
business can borrow.
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Businesses can cooperate with different fi-
nancial organizations, but firstly, they need to
determine what type of service they need at a
given moment.

Financial organizations available on the mar-
ket offer different types of products and ser-
vices to businesses. Entrepreneurs need to un-
derstand the terms and the conditions offered
by these organizations in order to choose the
most suitable products and services for their
businesses.

FINANCIAL PRODUCTS
AND SERVICES FOR BUSINESSES

Commercial banks and microfinance orga-
nizations are the most common financial in-
stitutions supporting businesses in Georgia
currently. First, let’s discuss the products and
services offered by commercial banks.

Bank the

Commercial (hereinafter

“bank") is a financial institution, whose
services people commonly use in every-
day life for personal and business pur-
poses. In the modern world, operating a

business without using banking services
is almost unimaginable, as most transac-
tions, such as transfers to the treasury re-
quire having a bank account. The bank-
ing sector is one of the most developed
sectors of the country's economy.

What products do banks offer to businesses?

Business loan - is a loan received from a
bank by entrepreneurs who want to mobilize
funding for their businesses. Entrepreneurs
may need a business loan for financing work-
ing capital (e.g. raw materials, inventory), wag-
es, utilities and other operating expenses, as
well as purchasing fixed assets (machinery &
equipment, real estate, etc.) and/or re-equip-
ment. The objective for which a loan is intend-
ed is called the loan purpose. A business loan
is usually repaid in equal installments, howev-
er, in some cases, installments may be unequal
depending on the idiosyncrasies of a business
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(e.g. installments may be seasonal). Business
loans are repaid according to an agreement
signed between a business and a bank.

The loan obtained from a bank normally en-
tails additional costs as well: interest accrued
on the loan, service fees, and other costs. Ul-
timately, by getting a loan, businesses have to
return more money to their lenders than they
used.

Credit Line - also known as a Line of Credit,
is a type of a loan wherein a bank approves
a maximum credit limit, and clients can pe-
riodically borrow (draw down) any amount
up to that limit based on their business
needs. In case of credit lines, the interest is
normally charged only on the outstanding
amount. However, in some cases, banks may
also charge interest on the unused cred-
it amount; however, the interest accrued
on the unused credit amount will be less
than the interest accrued on the outstand-
ing amount. The credit line does not have
a monthly repayment schedule and can be
repaid in one installment by the end of the
term. Furthermore, credit lines are granted
for a short period of time — up to 1 year.

Credit lines are not normally used for purchas-
ing fixed assets, but rather for financing work-
ing capital.

Overdraft - This product is similar to a credit
line, as it is also a short-term loan used to cover
short-term liabilities. There are business over-
drafts and payroll overdrafts.

Business overdraft is a facility that can be
part of the current account of a business
and is easy to use for meeting short-term
liabilities, such as salaries, rent, etc. In case
of a business overdraft, the interest is paid
only on the outstanding amount, and if the
outstanding amount is fully repaid with the
funds deposited on the business’ account,
then the business will not have to pay inter-
est. The maximum limit for a business over-
draft is usually calculated based on its aver-
age (monthly) turnover.



Payroll Overdraft is similar to business over-
draft with its features, but it is generally se-
cured by customer’s salary and its purpose is to
finance consumer needs. As a rule, the payroll
overdraft limit offered to each customer will be
equal to his/her monthly salary.

Bank Guarantee - This product is required
and, therefore, most frequently used when par-
ticipating in tenders. Guarantees can also be
required by business partners (suppliers or cli-
ents) in the process of business transactions in
order to ensure that the business will fulfil the
terms and conditions of the agreement. When
issuing a guarantee, the bank undertakes that it
is ready to fully or partially cover the guarantee
amount in case one of the parties of the transac-
tion fails to meet his/her obligations. The guar-
antee amount usually depends on the value of
the transaction. Clients have to pay interest on
bank guarantees, as they would in case of regu-
lar loans. Bank guarantees can be secured (e.g.
with funds on a bank account, fixed or immov-
able property), or unsecured. It is noteworthy
that the bank guarantee secured with the funds
on a bank account has a lower interest rate than
a bank loan, and its approval process is faster.
However, when issuing non-secured guaran-
tees, as in case of issuing loans, banks assess
business solvency / creditworthiness.

EXAMPLE N

Suppose that you participate in a tender.
The project value is GEL 100 000. The tender
proposal (bid) requires a bank guarantee (also
called letter of guarantee from a bank) for 5%
ofthetotal project value. The easiest way to get
the bank guarantee is to deposit this amount
of money on your bank account, after which
you will be able to get a letter of guarantee.
However, if you do not have sufficient cash at
the moment, the bank can still issue a letter
of guarantee after the financial assessment of
your business and may require that you secure
the guarantee with immovable or movable
property (depending on the guarantee
amount and other factors). In both cases, you
will have to pay an interest, but the interest on
bank guarantees is lower than on bank loans.

Deposit (Deposit Account) - opening a de-
posit account means placing business funds
at a bank for a certain period of time, during
which the business earns interest. The inter-
est rate depends on the terms, conditions
and the amount of the deposit. There are
term deposits, which allow depositors to
store money for a fixed, pre-determined pe-
riod of time at a bank. In case of early with-
drawal of funds, the business will not be able
to receive full interest accrued on its deposit
account. There also are demand (savings)
deposits, which do not have a fixed term
and are more flexible, as the depositors can
add or withdraw money from their deposit
at any time.

Normally, interest rates are higher on term
deposits than on demand deposits, but the
deposit type should ultimately be chosen
based on business needs. For example: If a
business already has savings, which it will
not need to use during a certain amount of
time, then the business owner can put this
money on a term deposit. However, if the
business owner finds that it needs this mon-
ey before the date specified in the deposit
agreement, and has to terminate the agree-
ment prematurely, he/she will receive less
interest on the deposit (in some cases, no
interest at all).

Bank Transfer - is an operation that involves
transferring money from one bank account to
another. Bank transfers can be made at bank
branches, as well as remotely, via internet
banking. The sender needs to know the ben-
eficiary’s account requisites (account details),
which can be obtained at the bank.

The transfer fees may vary depending on
where the money is transferred. In Georgia,
money transfers between different accounts
of the same bank are usually free of charge.
When transferring money in Georgian Lari
(GEL) from one bank to another bank, the
sender has to pay service fees, which are nor-
mally low, while the transfer is fast; however,
in case of foreign currency transfers between
banks, both in Georgia and abroad, the fees
are usually higher. Transfer fees may be
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fixed or variable, depending on the amount
of money that is being transferred. Even
though banks charge fees for money trans-
fers, money transfers are still a more secure,
reliable and convenient way of transmitting
money than cash settlements. To illustrate, in
contrast to cash settlements, when complet-
ing money transfers, banks issue documents
confirming the transactions. If needed, cus-
tomers can obtain documents certifying
money transfers, as well as bank statements
which show all transactions made on their
accounts, including payments for products
and services, payments for fees and salaries,
cash deposits and withdrawals, and other
money transactions.

Advantages of bank transfers: remote, fast,
reliable, documented/formal, minimizes
risks of losing money.

Internet Banking - is a banking service that
allows customers to easily and independently
conduct banking operations remotely, with-
out visiting a bank, via internet - with com-
puter or smartphone. Through internet bank-
ing, customers can track the balance on their
accounts, make money transfers, obtain infor-
mation about available funds and activities on
their bank accounts, etc. Internet bank allows
customers to conduct banking operations
from anywhere they wish, thereby saving time.
In some cases, bank transactions (operations)
are less costly when completed through inter-
net bank, rather than at a bank branch.

Remittances - Banks also offer money remit-
tance services. Remittances are similar to bank
transfers, but there is an important difference
between the two services: when sending re-
mittances, neither the sender, nor the receiv-
er (beneficiary) is required to have a bank
account. A person's identification document
(passport, identity card, etc.) is sufficient to
send and receive money. Remittances also dif-
fer from bank transfers in terms of applicable
fees and time needed for the beneficiaries to

receive funds. As a rule, remittances are faster
than bank transfers; however, remittance fees
are higher than bank transfer fees.

Payment Card - is an electronic payment
method that allows customers to store funds
electronically. Customers can pay for goods
or services with payment cards and receive
corresponding receipts. Payment cards can
be used to make online payments within the
country and internationally, as well as to with-
draw funds from cardholder’s accounts at bank
branches and ATMs.

Businesses can use business cards to meet
different business needs. Business cards are
commonly used when participating in ten-
ders, as cardholders pay service fees remotely
on behalf of the company. Business cards are
also practical for covering different costs of the
business.

Two major types of payment cards are debit
cards and credit cards. Debit cards allow cus-
tomers to use their own money that is depos-
ited on their accounts, while credit cards allow
customers to borrow money from the bank
within certain pre-established limits. Custom-
ers pay interest on credit cards, as they would
do in case of other types of loans.

Banks are not the only organizations that is-
sue payment cards; payment cards can also
be issued by MFOs and payment service
providers registered at the National Bank of
Georgia.

Point of Sale (POS) Terminal - is a device
that allows customers to pay for goods or ser-
vices with payment cards. If your company’s
customers make payments with a POS Ter-
minal, this amount will be deposited on your
company'’s bank account.

Merchants that use POS terminals issued by
commercial banks at their retail locations have
to pay a certain fee for its use (expressed as a
percentage of each transaction). Considering
that most people use payment cards, the avail-
ability of POS Terminals at retail locations is
very important.
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As we already mentioned above, in ad-
dition to banks, microfinance organiza-
tions also commonly serve businesses
in Georgia. Microfinance organizations
(MFOs) are financial institutions regis-
tered at the National Bank of Georgia
that offer different services to their cus-
tomers. Microfinance organizations issue
microloans, which can be used for con-
sumer as well as business purposes (how-
ever, the maximum amount of loan that
MFOs can issue is 100 000 GEL), provide
currency conversion and money remit-
tance services, and offer financial consul-
tations to entrepreneurs regarding their
business needs. Microfinance organiza-
tions can also issue credit cards. Some
MFOs are focused on financing specific
regions or business segments (e.g. agri-
business, microbusiness, etc.).

Before choosing the source of finance for their
businesses, entrepreneurs are responsible for an-
alyzing proposed terms and conditions, discuss-
ing and comparing different offers and making
decisions accordingly. In the next chapter we will
discuss the basic parameters based on which a
business can choose the source of a loan.

The National Bank of Georgia supervises
the activities of commercial banks and
microfinance organizations. It must be noted
that starting from 2018, the National Bank of
Georgia received the authority to introduce a
more intensive supervisory regime over the
activities microfinance organizations, similar
to that of commercial banks.

COMPARING FINANCIAL
INSTITUTIONS BASED
ON THEIR SERVICES AND
CONDITIONS

As was already point-
ed out, in addition
to banks and micro-

finance organizations, businesses can also
receive financial services from other sources:
non-bank and non-MFO institutions (pawn-
shops, and payday, so-called “online lenders”),
private moneylenders, and other sources.
However, entrepreneurs must keep in mind
that loans offered by these entities are usual-
ly short-term, have high interest rates and are
less tailored to business needs.

Let's compare the most common financial
institutions on the market by looking at the
products (including loans) and services that
they offer to businesses:

Entrepreneurs should consider that

lending standards (including the num-
ber of documents required, procedures
for assessing the repayment capacity
of the borrower, loan terms and con-
ditions, etc.) may differ across lending

organizations. Further, the table above
contains general information only; ulti-
mately, it is a borrower’s responsibility
to obtain sufficient information, analyze
proposed terms and conditions, read
the contract in detail and make deci-
sions accordingly.

When discussing credit, we should also men-
tion pawnshop loans. A pawnshop loan is a
financial product that allows consumers to
borrow a certain amount of money on the ba-
sis of a collateral. As a rule, the loan amount
is significantly less than the market value of
the collateral. A pawnshop loan is not consid-
ered a business-friendly financial product and
entrepreneurs should approach this product
carefully, as pawnshop loans normally have
high interest rates and when issuing such
loans, borrowers’ income and repayment
capacity may not be thoroughly analyzed.
Pawnshop loans can be offered by pawn-
shops, banks and MFOs.

INTERACTING WITH FINANCIAL ORGANIZATIONS AND FINANCIAL DECISION-MAKING



To summarize, it is up to entrepreneurs to
determine what financial services they need
and analyze what risks and opportunities
are associated with different financial insti-
tutions and products. Entrepreneurs should
also decide what is more important for them:

getting a loan quickly at an institution that
offers relatively high interest rates and more
accessible credit or getting a loan at an insti-
tution that offers relatively low interest rates,
but requires more documents and time to
review the loan application.

It is important that financial institutions conduct a thorough assessment of business
creditworthiness / repayment capacity before issuing a loan. This helps financial institutions
minimize or avoid risks associated with the business’ failure to repay debt. This also helps
entrepreneurs clearly see the current financial condition, as well as future prospects of their
business. Above all, the success or failure of the business is primarily determined by how
thoroughly accurately the business owner analyses business revenues, expenses and liabilities.

Non-bank/
) Commercial Microfinance non-microfinance organizations
Product/Service bank .
an organization o " Payday, so-called
awnshop “online lender”

Business Loan Yes Yes = =
Credit line Yes - - -
Business Overdraft Yes - - -
Guarantee Yes = = =

T Relatively strict | Relatively simple Minimum RS

procedures procedures procedures
Interest rates Relatively low | Relatively high High Very high
Loan Terms
Collateral May be required | May be required Required N/A

Current/checking account Yes = = =
Deposit! Yes - - -
Remittance Yes Yes -2 -
Bank transfer Yes - - -
Payment Debit card Yes - - -
cards Credit card Yes Yes - -
Currency exchange (conversion) services Yes Yes Yes® -

1 In addition to deposits, funds can also be attracted by issuing promissory notes. A promissory note is a type of a security:
the issuer of a promissory note promises to pay a sum stated in the promissory note to the buyer of the promissory note.
Promissory notes often offer high interest rates, but consumers should take into consideration that promissory notes are
not bank deposits. Before purchasing a promissory note, the consumer should consider the financial condition of the
issuing organization, because in case of its bankruptcy, the consumer may not be able to get his/her money back.

2 It may be possible if it is registered as a payment system provider at the National Bank of Georgia.

3 It may be possible if it is registered as currency exchange unit at the National Bank of Georgia.
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Business Loan




Business loan, as stated above, is the money
borrowed for business development.

The purposes of business loans may vary,
and may include financing of working cap-
ital, or the purchase / renewal of fixed assets.

As a rule, it is advisable to get a short-term
loan for financing working capital.

The shorter the term of a loan, the higher its
monthly installment; however, ultimately,
borrowers will have to pay more interest on
a long-term loan than a short-term loan.

Working capital loans can be repaid in a
relatively short amount of time. This is be-
cause working capital loan amounts are
generally small and can be mobilized some-
what quickly. By contrast, the loan amounts
issued for financing fixed assets are more
substantial, and it is more convenient and
advisable to repay this amount over a lon-
ger period of time. Therefore, it is recom-
mended to take long-term loans for fi-
nancing fixed assets.

Working capital is usually associated with a
single operating cycle of the business: from
the purchase of particular raw materials to
the sale of the final product. This cycle usu-
ally lasts for several months — one year, at
most. Therefore, business owners have an
opportunity to cover production costs with
revenues derived from the sales of this prod-
uct in a year on average. By contrast, capital
expenditures on the machinery, equipment
and other long-term assets that are intended
to be in use for more than one year, should
be covered with profits generated by the
business.

EXAMPLE N

You are running a fruit juice business.
Due to the increased demand on
the product, you cannot provide the
required amount of juice to the market
with  currently available resources.
Hence, you decide to buy an automatic

bottling line, which costs GEL 70,000 and
will serve the business for several years.
For this purpose, you decide to apply
for a loan at a bank or a microfinance
institution. Since production equipment
is a fixed asset for your business and
will serve you for several years, it is not
necessary to recover the money spent on
this equipment from business revenues
during the very first year. Therefore, in
this case it is recommended to get a long-
term loan for purchasing the automatic
bottling line. However, if instead of an
automatic bottling line, your business
needs funds for replenishing fruit stock
to produce more juice during the active
season, it is recommended to apply for a
short-term loan (with a maturity of less
than 1 year) at a bank or a microfinance
organization. In this case, the fruit stock
represents working capital. If your active
season lasts 3 summer months, you
should purchase the amount of fruit
needed for producing fruit juice during
this period. After these 3 months, you
should be able to use up this stock,
produce and sell juice, and receive
enough revenues to pay back the loan
obtained for replenishing the fruit stock.
Therefore, in this case, it is advisable to
get a short-term loan.

WORKING CAPITAL LOANS

Business owners should address banks or
other financial institutions for a working cap-
ital loan if they need to replenish the stock/
inventory, purchase raw materials, repay
existing liabilities against suppliers, finance
new products for the purpose of diversifying
the assortment, or solve short-term liquid-
ity problems, which can be caused by the
increase in accounts receivable. The latter
means that a business has a client who is
willing to purchase additional goods from
the business and pay for them later. In such
cases, before receiving the payment from
the client, the business may need cash, for
which it will address a financial institution.
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Working capital loans, as a rule, are relatively
short-term (between 1-36 months), depend-
ing on the duration of the operating cycle of
a business.

Before issuing a working capital loan,
financial institutions study the follow-
ing information about the business:

- the amount
of money which the company will
receive from its customers in ex-
change for goods or services;

- the
number of days it takes for custom-
ers to pay the price of purchased
goods or services;

- the number of
days during which the products are
stocked in the warehouse;

- the company’s
liabilities against its suppliers;

- the
number of days during which a
company pays its suppliers;

By studying this information, financial in-
stitutions examine to what extent the busi-
ness needs the requested amount for fi-
nancing working capital, i.e. how appropri-
ately the business uses existing resources
for production and sale of goods/services.
In some cases, a business may have the ca-
pacity to finance their own working capital
needs without borrowing, but because of
long-term accounts receivable, a large vol-
ume of inventory, or other challenges, the
business may not have sufficient cash to do
so. If the business solves these problems, it
may not need to seek additional working
capital financing.

It should be noted that before issuing a work-
ing capital loan, financial institutions evalu-
ate current financial position of the business,
as well as its forecasted financial condition
after getting a loan. In this process, financial
institutions will pay particular attention to
the Current Liquidity Ratio of the business
(see Current Liquidity Ratio).

INVESTMENT (LONG-TERM) LOANS

Upgrading and/or purchasing fixed assets
normally requires large amounts of money
from a business. A business may have free
cash flow, but investing this amount in fixed
assets may not be sufficient and/or advis-
able, and it may be smarter to allocate these
funds to financing other needs of the busi-
ness. In this case, a business may a bank or
another financial institution to obtain long-
term loan for financing fixed assets. Financial
institutions, in turn, will review and evaluate
the amount requested, as well as the suitabil-
ity of the investment, namely, how efficiently
and in what timeframe will the business be
able to repay the loan.

If a business want to finance its investment
needs, it is advisable to apply for along-term
loan. Before issuing a loan, financial institu-
tions not only evaluate business revenues
and expenses, but also assess how soon will
the business start receiving additional rev-
enues from the investments made with the
borrowed funds.

EXAMPLE Wi

Your company wants to construct a
building and you apply for a short-term
loan at a financial institution. When
reviewing your loan application, the
lending institution will assess different
risks, including the risk of your company
not finishing the construction of the
building in a short period of time, and
therefore, not receiving revenues during
the term of the loan. In such a case, your
business may need to modify/prolong
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the term of the loan (loan restructuring)
or get a new loan to pay back the old
one. Accordingly, the lending institution
will offer you a long-term loan instead
of a short-term loan to finance your
business’s long-term investment needs.
In this way, the lender will be assured
that your company will be able to
construct and start using the building,
and thus, earn revenues during the term
of the loan, which will make it easier for
the company to pay back the loan. For
this reason, when requesting a long-term
loan from a bank, businesses also have to
present a business implementation plan,
to demonstrate for what purposes and in
what timeframe will the requested loan
amount be spent.

The longer the term/maturity of a loan, the
higher the implied risks for lending orga-
nizations, as it is difficult to predict if the
borrowers will face difficulties with loan re-
payment in a long run. For this reason, long-
term loans issued by financial institutions
are usually secured with a collateral (see
Loan Collateral).

Lastly, it should be noted that some loans
can have a mixed purpose and can be issued
for financing both short-term working capi-
tal and long-term investment needs.

LOAN RESTRUCTURING

If a business faces financial difficulties, it
may not be able to meet existing liabilities
without assistance. In such cases, a busi-
ness owner should address the partner
financial institution that issued the loan,
and negotiate new terms of the loan re-
payment, which will be better suited to the
current financial situation of the business.
This process is called loan restructuring,
which implies modifying the terms of loan
repayment. The purpose of restructuring is
to simplify the process of loan repayment
for borrowers. If a borrower has several
loans, during restructuring, these loans are

normally merged into one loan for the pur-
pose of reducing the amount of monthly in-
stallments and distributing payments over
a longer period of time. In most cases, loan
restructuring leads to increased interest
rates, while prolonging loan maturity ulti-
mately results in the increase of the total
amount payable by the borrower, and busi-
ness owners should consider this informa-
tion before restructuring.
UC

=

LOAN AMOUNT AND MATURITY

Working capital loans are usually short-term
(1-3 years), while investment loan terms vary
from 4 to 15 years. Loan amount depends on
the financial condition, available collateral
and future plans of the company.

As a rule, the maximum amount of an
investment loan is established at about
70-80% of the value of the total fixed
assets (land, building, equipment, etc.).

EXAMPLE W

If your property’s current market value is
GEL 100 000, you will be able to get an
investment loan in the amount of GEL 80
000, by using this property as a collateral
(see Loan Collateral).

As a rule, financial institutions choose loan
amount and term/maturity based on the
principle that monthly installments of the
loan should not exceed 80% of the net profit
of the business. When determining the ma-
turity of the loan, it is important to calculate
how much money a business can afford to
pay each month so that loan repayments do
affect the business negatively.
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An entrepreneur must demonstrate to potential lending institutions the purpose of the
loan, i.e. provide information on how and where the borrowed amount will be spent. This
information includes:

- the amount of money requested from the financial organiza-

tion as a loan.

- information on how the borrower is going to spend the money, i.e.
detailed information about the assets to be purchased by the company (including,
costs of purchasing goods services, and related costs: transportation fees, cus-
toms clearance fees, installation fees, etc.).

- total amount/value of in-
vestment required for starting up or developing a business. In some cases, the
loan amount may not be sufficient to cover the total value of the investment, and a
company may have to mobilize additional financial resources either from retained
earnings or from external sources (private investor, another bank loan, donor or-
ganization, etc.). In all cases, the loan application must be accompanied by a doc-
ument describing in detail what items need to be purchased.

- all necessary tasks and activities that incur costs should
be included in a detailed timetable. The deadlines should be reasonable, which
means that it should be possible for a business to perform specific activities/tasks
in the established timeframe. For example, when preparing a construction project
timeline, external factors (such as the time needed for purchasing and mobilizing
materials, seasonal factors, weather, unforeseen events, etc.) should be considered.

EXAMPLE -

You want to buy an equipment that costs
GEL 50 000. You already have a portion of
the total value of the investment, GEL 15
000 (through business reinvestment or
investment of own funds) and you apply
for a bank loan to cover the remaining
GEL 35 000. In order to get a loan, you will
have to inform the bank not only about the
requested GEL 35 000, but about the total
value of the investment, ie. GEL 50 000.
This includes the information about the

When presenting the purpose of a loan
to a bank, an entrepreneur should clearly
demonstrate  the ultimate  business
objectives, namely, what are his/her
expectations after investing? This can be an
increase in revenues, reduction of costs and
expenditures, improvement of quality and,
thus, increase in profits. All this determines
how effective the investment will be for the
business.

equipment to be purchased with the total
value of investment (GEL 50 000), as well as
the source of the additional GEL 15 000.

Entrepreneurs should also note that if a
business obtains a loan, the lender will likely
request all financial documents that demon-
strate how the loan amount is being spent,
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including, in case of asset acquisition — all
documents (invoices, checks, etc.) certifying
the acquisition, and in the case of service per-
formance - photographs documenting the re-

sults of the service.

INTEREST RATE ;0
Loan interest rates are determined in-
dividually, based on the financial posi-
tion - risk and return - of the company,

while loan repayment schedules are
usually tailored to the operating cycle

of the business. Loan terms depend on
financial ratios of the company, as well
as the company’s and its owners’ cred-
it history, and the quality and value of
the collateral.

Business loan interest rate can be floating (the
interest rate may increase or decrease during
the term of the loan) or fixed (the interest rate
remains unchanged during the entire term of
the loan). The floating interest rates on loans
in local currency are linked to the monetary
policy (refinancing) rate of the National bank
of Georgia*, while the floating interest rates on
loans in USD are linked to LIBOR®, which also
changes over time. As a rule, long-term loans
in Georgian Lari have floating interest rates.

It should be noted that fixed interest rate loans
(both in Georgian Lari and in foreign currency)
have higher interest rates than the variable in-
terest rate loans.

When discussing proposed loan terms, entre-
preneurs should pay close attention to the in-
terest rates and consider not only nominal, but
effective interest rates as well.

Nominal interest rate — interest rate that is
indicated in the loan agreement and reflects
the interest accrued on the loan principal. The

nominal interest rate does not reflect other
costs related to the loan.

Effective interest rate — interest rate, which
is also indicated in the loan agreement, but
which, unlike nominal interest rate, includes all
financial costs related to taking a loan, includ-
ing, loan approval and withdrawal fees, insur-
ance commission, mortgage fee, etc. Effective
interest rates help borrowers easily compare
different loan offers.

The Civil Code of Georgia establishes upper
limits for the interest rates and other financial
costs, including penalties.

It is recommended to decide regarding
getting a loan only after analyzing its
effective interest rate, as it reflects all costs
related to taking a loan.

When applying for a loan, entrepreneurs should
also consider the costs associated with the col-
lection of all necessary documents for getting
a loan, as some of these documents are not free
of charge. These costs are included in the effec-
tive interest rate and include expenses related to
property registration, updating of the information
in the Public Registry’s database, mortgage regis-
tration, getting a statement of indebtedness, etc.

When financial organizations prepare a loan
offer for potential borrowers, they take into
account a number of variables: stability of
the business, positive credit history, quality/
value of the collateral, close cooperation with
financial institutions in the past, etc. The more
variables a business satisfies, the higher the
probability of getting a favorable loan offer.

4 Monetary policy (refinancing) rate is the main monetary policy instrument of the National Bank of Georgia, which is
considered a reference point for market rates. The decisions on changes to the monetary policy rate are made on the
Monetary Polocy Committee meetings and rely on the current and expected developments in the economy and financial

markets. See more at: www.nbg.gov.ge/index.php?m=>555.

5 LIBOR - London Interbank Offered Rate - is the average of the interest rates at which the leading banks on the London
interbank market borrow from each other. Based on LIBOR, banks determine interest rates on the loans for consumers.
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CURRENCY/FOREIGN EXCHANGE RISK

When getting a loan, it is very important to
choose the loan currency wisely, and eval-
uate the risks and opportunities associated
with it. Borrowers can take a loan in local
currency (GEL) or foreign currency (USD,
EUR, etc.). Interest rates on GEL loans are
usually higher than those on foreign cur-
rency loans. However, entrepreneurs should
keep in mind that foreign currency loans are
associated with foreign exchange risks®. If
the company generates most of its income
in GEL and takes a foreign currency loan,
the amount of money, expressed in GEL, re-
quired to pay back the loan will vary in line
with the fluctuations of the exchange rate’.
If Georgian Lari depreciates against foreign
currency, then the borrowers will have to
convert more GEL into foreign currency to
make loan payments, and, vice versa, if Lari
appreciates against foreign currency, then
the loan payments, expressed in GEL, will
decrease. It should be taken into consider-
ation that since it is impossible to forecast
exchange rate fluctuations, it is also impos-
sible to make concrete calculations of future
payments when taking a foreign currency
loan. Therefore, before choosing loan cur-
rency, entrepreneurs should carefully con-
sider foreign exchange risks.

If an entrepreneur has a foreign currency
loan and decides to convert it into a GEL
loan, he/she should address his/her partner
financial institution or another financial in-
stitution with this request. In this case, the
borrower will take a new loan to repay the
old one; therefore, a new loan agreement
will be signed.

LOAN CALCULATOR

Before getting a loan, entrepreneurs should
discuss with their lenders the total amount
of money that they have to pay back. Inde-
pendently assessing the total cost of a loan
and comparing various loan offers can be
difficult. To simplify this task, entrepreneurs
can use the loan calculator available on the
website of the National Bank of Georgia (see
Useful Links). Entrepreneurs can use this
calculator to create a loan repayment sched-
ule, where approximate monthly payments
and the remaining balance after each pay-
ment can be seen clearly. This calculator will
help entrepreneurs analyze the actual cost
of getting a loan.

LOAN COLLATERAL

Financial institutions may require that the
borrowers secure the loan with immovable or
movable property (including equipment) or a
deposit, which means pledging these assets
as collateral for the loan. If the borrower de-
faults on his/her contractual obligations, the
financial institution has the right to assume
the ownership of the property and / or sell it to
recover the loan amount.

If a business owner wants to secure a loan with
immovable property, he/she will need to pres-
ent to a financial institution an extract from the
Public Registry, which certifies the ownership
of the said property. The financial institution
will inspect this property onsite and take pho-
tographs in order to estimate its value (prop-
erty valuation). The reason for requesting to
secure the loan with real estate is to reduce the
risks related to the default and, if needed, re-
cover the loan amount by selling the collateral-
ized property. Immovable and movable assets
owned by individuals and legal entities can
be used to secure loans. As we already men-

6 You can read more information about foreign currency borrowing in the brochure developed by EFSE DF and NBG:
www.nbg.gov.ge/cp/uploads/efse/EFSE_broschure_georgia_english_web.pdf

7 You can read more information about floating exchange rate in Georgia by visiting the website of the National Bank of

Georgia: https://www.nbg.gov.ge/index.php?m=521

INTERACTING WITH FINANCIAL ORGANIZATIONS AND FINANCIAL DECISION-MAKING



tioned, the maximum loan amount issued by a
financial institution amounts to approximately
70-80% of the value of total fixed assets (land,
buildings, equipment, etc.) used as a collateral.
Loan amount divided by the market value
of the underlying collateral is called Loan to
Value (LTV) Ratio.

Collateral is an important factor for finan-
cial institutions in deciding whether or not
to finance a business. However, if the bor-
rower’s financial solvency/creditworthiness
is not satisfactory, then the collateral alone
will likely not be sufficient for financing your
business.

In case a borrower fails to pay back the
loan, in accordance with the Georgian
legislation and the terms of the loan
agreement, his/her assets may be seized,
which will negatively affect the business,
and, in some cases, may become one of
the reasons for the suspension of business
operations.

PERSONAL GUARANTEE

Personal guarantee constitute one of the types
of loan security. A guarantor can be a legal
entity or a natural person (e.g. an owner or a
director of the company, or a family member
of an owner or a director) who agrees to pay
back the loan if the borrower defaults on the
pre-arranged repayments.

Both borrowers and guarantors should un-
derstand that if the borrower fails to repay
the loan, the lending institution is entitled to
request that the guarantor fulfill this obliga-
tion. In some cases, the lending institution
may assess the guarantor’s financial solven-
cy/creditworthiness as well before issuing
the loan.

EXAMPLE N |

You want to take a loan of GEL 50 000 from
a bank. The bank requires that you present
a guarantor. You ask a family member or a
friend, whose income is considered sufficient
by the bank, to become a guarantor on your
loan. In this case, if you default on your debt
obligations, the bank will request that the
guarantor pay back the loan.

C1-B0RRONING 728

Sometimes, a single company’s revenues may
not be sufficient to obtain the desired loan
amount. In this case, another individual or le-
gal entity can become a co-borrower, and his
or her income will be used to qualify for the
loan. In this case, both the principal borrower
and the co-borrower are obliged to repay the
loan. Financial institutions study the finan-
cial condition of both the borrower and the
co-borrower and sign a loan agreement with
both of them.

As we already mentioned above, a
company’s credit history is established
based on the past relations between
the company and lending institutions.
Credit history covers information on the
company’s past and current liabilities and
their repayments. Credit history helps
lending institutions determine if a potential
customer is a responsible borrower. If
the borrower’s credit history is positive,
then he/she will likely obtain a loan easily
and with favorable terms. However, if the
borrower’s credit history is negative, this
may adversely affect the loan terms offered
by lending institutions (e.g. interest rates
may be higher, or additional collateral may
be required), and, in some cases, may serve
as the reason for lending organizations’
refusal to issue the loan.
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INSURANCE \;’

Throughout the course of our lives, we often
face unexpected events, such as natural disas-
ters, thefts and robberies, property damages
and other events that can cause significant
financial harm to us and our businesses. Nat-
urally, it is impossible to foresee all potential
risks; however, insurance can help us reduce
or eliminate financial losses resulting from the
realization of potential risks.

Individuals and legal entities use different
types of insurance products. Entrepreneurs
can insure their companies’ immovable and
movable assets, such as buildings, machin-
ery, equipment, vehicles, etc. Entrepreneurs
engaged in export or import can also use car-
go insurance to protect their goods during
transportation, and entrepreneurs who have
paid employees can get employer’s liability
insurance, which will protect them from finan-
cial losses arising from employees’ job-related
injuries, etc.

When reviewing a business loan application,
lending institutions may require the compa-
ny to be insured in order to reduce potential
risks. Moreover, based on the type of business,
lending institutions may also offer collateral or
life insurance. Insurance may be mandatory,
in which case, the cost of insurance will most
commonly be included in the loan interest

rate, monthly payment and the loan agree-
ment.

TRANSFER OF INFORMATION

T0 THIRD PARTIES E
In case of commercial banks, account state-
ments of individuals and legal entities, as well
as the information on the operations complet-
ed and existing balance on the account, and
in case of other financial organizations — infor-
mation regarding any transactions, completed
operations, existing debt or loan balance, can
only be given to the respective account hold-

ers and their representatives. It should also
be noted that in certain cases defined by the

law, this information may be transferred to the
Financial Monitoring Service of Georgia and
Executors; however, this information can be
transferred to third persons only under the rel-
evant court decision.

It should be noted that financial
institutions do not have the right to disclose
or disseminate information on individuals
or legal entities that is available to them.

LOAN REPAYMENT

Itis critical that the financial institution and the
borrower agree on a loan repayment schedule,
which is tailored to the borrower’s business op-
erations, as well as the business development
phase, seasonality and other specificities.

In some cases, a business may need to pay off
its loan before the scheduled term. The advan-
tage of early loan repayment is that the busi-
ness will no longer pay interest on the reduced
principal. However, entrepreneurs should un-
derstand that in case of early loan repayment,
the borrower might have to pay early repay-
ment fees.

The Civil Code of Georgia establishes the over-
all upper limit for early repayment fees and the
"Rule on Consumer Protection for Financial In-
stitutions', approved by the Decree of the Pres-
ident of the National Bank of Georgia, defines
specific caps on early repayment fees based on
the time remaining before the termination of
the loan agreement and the reasons for early
repayment. Upper limits of early repayment
fees vary depending on the time remaining
before the termination of the loan agreement:

Time
remaining
before the

6-12
months

12-24 over 24
months months

upto6

termination months
of aloan

agreement

% 0% 0.5% 1% 2%
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The Rule on Consumer Protection
for Financial Institutions, introduced
by the National Bank of Georgia,
protects the rights of financial sector
consumers in Georgia. This Regulation
establishes mandatory rules that financial
organizations, which fall under the
supervision of NBG, including commercial
banks and microfinance organizations,
should follow. These rules coverimportant
consumer issues, including: provision of
information to the consumers in an easily
understandable language and timely
fashion; clear disclosure of costs related
to financial products and services when
advertising and offering them; compliance
with certain standards when signing
contracts; receipt and resolution of claims
within a reasonable period of time, etc.
This regulation protects a wide range of
consumers, including both individuals
and legal entities. From January 1, 2019,
this regulation will apply to not only
commercial banks and microfinance
institutions, but other lending institutions
as well. However, this regulation does
not cover leasing and insurance issues.
You can read the full “Rule on Consumer
Protection for Financial Institutions" on
the link provided in Useful Links below

ot
LOAN REPAYMENT SCHEDULE |EE®

An Entrepreneur and a lending institution
should agree on a loan repayment sched-
ule that matches the entrepreneur’s busi-
ness activities. If the business has seasonal
revenues, lending institutions may offer it a
grace period; during the grace period, loan
payments are reduced or cancelled alto-
gether, and the loan amount is distributed
over the non-grace period. In some cases, it
is possible for entrepreneurs to pay only in-
terest during the grace period, and start re-
paying loan principal after the expiry of the
grace period.

EXAMPLE N |

You have a family hotel in Bakuriani and you
wantto take aloan in the autumn (off-season
period), when you do not have visitors. In
this case, a financial institution may offer
you two loans: a loan that you can start
repaying in January (at the beginning of the
tourism season), or a loan on which you will
pay only interest including December, and
start repaying the principal in January.

Individual repayment schedules are important
for all businesses that have seasonal revenues,
such as agribusiness, tourism business, con-
struction business, etc.

Business loans are usually repaid according to
the annuity schedule.

ANNUITY PAYMENTS

Annuity schedule is a type of payment sched-
ule that entails a series of fixed loan payments
each month. The advantage of annuity pay-
ments is that business owners know exactly
how much money they will need to allocate
from business revenues each month to pay
back the loan.

In case of annuity schedule, each loan pay-
ment/installment includes loan principal
(the amount of money that the lending insti-
tution has allocated as a loan), as well as the
interest accrued on the principal. The in-
terest rate is specified in the loan agreement.
During each subsequent month, the interest
isaccrued on the remaining, already reduced
loan balance. Consequently, accrued interest
decreases over time. Entrepreneurs should
keep in mind that if monthly loan payments/
installments are not made within the pre-
agreed timeframe, the lending institution
will impose a penalty, the rate of which is
also specified in the contract.
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As you can see from the Table below, the loan principal decreases over time, and consequently,
interest accrued on loan principal decreases as well.

Loan amount 15,000 GEL
Loan term 12 months
Interest rate 14%

Initial Ending
balance of a Payment I_.oa.n Interest balance of a

loan (PMT) principal loan
Month 1 15,000 1,347 1,172 175.00 13,828
Month 2 13,828 1,347 1,185 161.33 12,643
Month 3 12,643 1,347 1,199 147.50 11,443
Month 4 11,443 1,347 1,213 133.51 10,230
Month 5 10,230 1,347 1,227 119.35 9,003
Month 6 9,003 1,347 1,242 105.03 7,761
Month 7 7,761 1,347 1,256 90.54 6,505
Month 8 6,505 1,347 1,271 75.89 5,234
Month 9 5234 1,347 1,286 61.06 3,948
Month 10 3,948 1,347 1,301 46.06 2,647
Month 11 2,647 1,347 1,316 30.88 1,331
Month 12 1,331 1,347 1,331 15.53 0
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Before taking out a loan, entrepre-
neurs must evaluate their companies’
business performance. For this pur-
pose, they need to prepare financial
statements and calculate key financial
ratios. When making a decision about
financing a business and examining
financial statements, financial institu-
tions calculate and evaluate financial
ratios, along with other factors. Finan-
cial institutions calculate these ratios
based on the financial information pro-
vided by potential borrowers; however,
entrepreneurs themselves can also cal-
culate and use these ratios to evaluate
their own business performance.

BUSINESS ASSESSMENT CRITERIA

When financing a business, the representative
/ appraiser from the lending organization will
focus on the following criteria:

Business
Loan purpose implementation
plan
Presented collateral Co-investment

Future steps of the business and projected
outcomes

KEY FINANCIAL RATIOS

Debt Service Coverage Ratio (DSCR) - also
known as Debt Coverage Ratio - is calculated
by dividing the borrower's monthly earnings
before interest and profit tax (EBIT)® to month-
ly loan payment (PMT), i.e. EBIT/PMT.

Monthly Farnings
Debt (EBIT)
CORVerc'Ige Monthly Loan
Payment (PMT)

Financial organizations use this ratio to assess
business solvency/creditworthiness, namely,
whether the business has sufficient net in-
come to cover/service its debt obligations.

The Debt Service Coverage Ratio less than 1.3
means that it will be difficult for the business
to cover its monthly loan payments. To put it
simply, the lower the ratio, the less money re-
mains in the business all expenses have been
paid. Monthly payment amount can be re-
duced by increasing the term of the loan or by
reducing the loan amount; however, it should
be taken into account that these amendments
should be commensurate with the loan pur-
pose, business idiosyncrasies, and financial or-
ganizations’ offers.

EXANPLE N |

Month Month Month Averfnge
1 P 3 ratio
(3 months)

A-
Earnings
before 1500 600 1050 3150
interest and
profit tax
B-Loan
payment 750 750 750 2250
(PMT)

Debt
Service

Coverage
Ratio (A
/B)

Debt Service Coverage Ratio is usually
calculated based on monthly business data.
Entrepreneurs can easily calculate this ratio
themselves, and it will help them evaluate
in advance the capacity of their business to
meet its loan obligations.

Current Liquidity Ratio - This ratio measures
whether the company’s liquid, current assets
are sufficient to cover its short-term liabilities,

8 EBIT = Earnings Before Interest and Taxes.
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if necessary. The less liquid an asset, the more
difficult it is to convert it into cash.

The Current Liquidity Ratio is calculated using
the following formula:

Current Current Assets
Liguidity .
Ratio Current Liabilities

Itis generally agreed that the Current Liquidity
Ratio should not be less than 1, as the compa-
ny must have sufficient short-term assets to
pay off at least its short-term liabilities without
taking additional loans.

EXAMPLE ‘a5

The business owns the following assets:
«  Cash - GEL 25 000;

. Accounts receivable — GEL 54 000;

« Inventory — GEL 30 000;

«  Total current assets = GEL 109 000.

On the liabilities’side, the company has:

«  Accounts payable — GEL 28 000;

- Bank overdraft - GEL 40 000;

«  Total short-term liabilities = GEL 68 000.

Current Liquidity Ratio = 109 000/68 000
= 1.6, which falls within a recommended
range and means that the business has the
ability to pay short-term obligations and to
take additional loans, if necessary.

However, if the accounts payable amounted
to GEL 200 000, then the Current Liquidity
Ratio would drop to 109 000/240 000 = 0.44.
This means that if the suppliers requested
to cover accounts payable immediately,
the business would not be able to meet its
total short-term liabilities even if it sold its
total inventory and collected total accounts
receivable.

Leverage Ratio - indicates the amount of
debt that a business can take so that in case
of necessity, it can handle financial difficulties
with its own funds or equity.

This ratio is expressed as follows:

ZTotal Fguity
Total Assets

Leverage _
Ratio ~

It should be noted that there is no standard,
universally accepted Leverage Ratio value, and
it depends on the business sector. However,
it is recommended that the Leverage Ratio
should not be below 30%. Higher Leverage Ra-
tios indicate that the business is well support-
ed with own equity.

EXAMPLE |

Your assets equal GEL 24 000, your
liabilities equal GEL 14 000 and your
equity is GEL 10 000. In this case, the
Leverage Ratio would be 10 000/24 000 =
0.42, i.e. 42%.

If you take an addlitional loan of GEL 10 000,
then your assets will increase and amount
to GEL 34 000 in total. Your liabilities will
increase as well and will become GEL 24 000.
The equity will remain unchanged and the
Leverage Ratio will be: 10 000/ 34 000 = 0.29,
i.e. 29%. This value may not be acceptable for
a financial institution and the latter may ask
you either to reduce the loan amount or to
increase the equity.

Calculating the Leverage Ratio is important for
financial institutions as it indicates to what ex-
tent the business can handle financial difficul-
ties with its own equity, without jeopardizing
its ability to meet its debt obligations.
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After the entrepreneur decides that
his/her business needs a loan, he/she
applies to a financial institution for
this purpose. The financial institu-
tion will request detailed information
about the business in order to evalu-
ate it and make a decision about loan
approval.

If the entrepreneur has a start-up
business, he/she must be registered
as a business entity. Forms of liabil-
ity and applicable tax regimes vary
depending on the status of the busi-
ness entity. When choosing a status,
entrepreneurs should consider their
business’ type and size. The entrepre-
neur can choose an individual form of
business (an individual entrepreneur,
with special tax regimes for microen-
terprises, small enterprises, fixed tax-
payers) or one of the group business
forms (limited liability company (LLC),
joint stock company (JSC), coopera-
tive, etc.). These forms imply differ-
ent obligations and responsibilities.
The information about business sta-
tuses and legal forms can be found in
the Law of Georgia on Entrepreneurs
(www.matsne.gov.ge) and the website
of the Revenue Service of the Ministry
of Finance of Georgia (www.rs.ge).

Business registration is a simple pro-
cedure in Georgia, and can be com-
pleted in one day if the form of a busi-
ness entity is already chosen. Business
entities register at the National Agen-
cy of Public Registry, a Legal Entity of
Public Law (LEPL) of the Ministry of
Justice of Georgia - (www.napr.gov.
ge).

After registration, business entities
will be able to submit a relevant ex-
tract from the Entrepreneurial (Busi-
ness) Registry to the lending institu-
tions.

EXTRACT FROM THE ENTREPRENEURIAL (BUSINESS)
REGISTRY

An extract from the Entrepreneurial (Business)
Registry is a document that indicates the legal
form, name, identification number and registra-
tion date of the enterprise, as well as information
on business liquidation / reorganization / insol-
vency processes and managers, legal represen-
tatives and owners of the business. The extract
also includes the information about the shares
held by each of the owners of the company, and
the obligations of the company (collateral, mort-
gage, seizure). The extract can be obtained elec-
tronically, from the website, as well as physically,
by applying to the Public Service Hall. Entrepre-
neurs can get this extract free of charge; howev-
er, updating the information in the Registry and
receiving an updated extract is a paid service.

In case a borrower has a start-up business, fi-
nancial institutions may require that he/she
present a business plan that includes detailed
information about the business activity and its
management, as well as financial statements
(profit & loss statement, cash flow statement,
balance sheet). Financial institutions will also
calculate relevant financial ratios (see Business
Assessment Criteria and Financial Ratios used
by Financial Institutions) and based on this in-
formation, make a decision on issuing a loan.

BUSINESS PLAN

A business plan is a document that entrepre-
neurs develop when starting or expanding a
business. Its main function is to evaluate the
strengths and weaknesses of the business and
present the scope of the business activities to
potential lenders/financers. The business plan
is a document that describes all major aspects
of future activities, clearly defined objectives
and steps for achieving them.

Entrepreneurs should keep in mind that this
document must be prepared so that potential
lenders/financers can accurately evaluate busi-
ness capabilities and needed resources.
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A BUSINESS PLAN SHOULD INCLUDE THE FOLLOWING ESSENTIAL SECTIONS

An executive summary is a brief overview of a business plan. The executive summary is
written after the business plan is prepared, however, it is presented on the first page of
the business plan. The executive summary provides information about the type of the
business and its competitive advantages. The executive summary also includes key
financial information: how much money is required to start a business, what are the
shares of owners and funders, and for what purposes the money will be spent.

This section provides information about the legal form of the business; owners and
managers of the business, and their experience and qualifications; organizational
structure of the business; number of persons employed by the business and the form
of remuneration. This section also contains information about business objectives —
what the business intends to achieve in the near future or in the long-term period.

This section describes in detail the product or service provided by the business, its
features and competitive advantages. As necessary, this section may also include in-
formation about the patent, trademarks or license required for the product / service.

The production (operating) plan is important because it describes business opera-
tions, starting from the purchase of raw materials to producing the final product. The
production plan shows the size of the company, its seasonality, and any special tech-
nology/method of production used. When describing the production process, entre-
preneurs should also include costs associated with this process, as these costs form
part of the financial plan and will help business owners calculate the cost of goods
or services sold (COGS/COS). The production (operating) plan should also cover the
property and equipment owned by the business, or needed for future operations, as
well as the items that the business intends to purchase with its own funds, as well as
with funds received from potential lenders/financers.

The marketing plan includes competitor analysis, namely, information about the com-
petitors, and products and prices offered by them. The business should also determine
the seasonality of its activities and the busiest/most active periods for the business.
The marketing plan contains information about pricing, sales area, consumers and
their characteristics, and marketing activities (flyers, brochures, posters/stickers, bill-
boards, banners, television and social media advertising, etc.).

The financial plan covers information about the company's planned revenues and
expenses (see Profit and Loss Statement (P&L)), as well as the budget. This informa-
tion includes total amount of money required for starting / developing the business;
the volume of the company’s own investment and the amount requested in form of a
loan; items to be purchased with the available budget and the time in which the loan
amount will be drawn down. The financial constitutes the most important information
required by lending institutions from potential borrowers.
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Preparing a business plan is very important
for business owners themselves. This
document helps entrepreneurs estimate
expected profits and monitor the business
plan implementation process to see how
timely the business achieves set targets.

PROFIT AND LOSS STATEMENT (PRL)

Profit and loss statement (P&L), also known as
income statement, is the financial statement that
summarizes the income/revenues, costs and ex-
penses incurred by a business. The first item in the
profit and loss statement is total revenues, re-
ceived from the sales of goods or services. In some
cases, businesses may have returned products,
the value of which will be deducted from total rev-
enues. Returned products are products purchased
by consumers, but returned to the business due to
a defect or other objective circumstances.

EXAMPLE n |

If you purchase 5 tons of tomatoes, out
of which 500 kg turn out to be damaged,
you, as a buyer, can return these 500 kg of
tomatoes to the seller in line with the prior
agreement. Your business will count 5 tons
of tomatoes as a revenue, but will deduct
the value of the returned product (500kg of
tomatoes) from the total revenues.

After this, the cost of goods sold (COGS) will be
subtracted from total revenues, indicated in the
profit and loss statement. COGS (also known as
cost of sales (COS)) constitutes a significant ex-
pense for the business and therefore, its accurate
calculation is one of the key preconditions for
business success. COGS/COS is calculated as a sum
of all costs that are directly tied in the production
of goods or services. In other words, COGS/COS
covers all expenses that are required to create a fi-
nal product. These expenses may include costs re-
lated to the purchase, transportation and storage
of materials, as well as salaries of the staff directly
involved in creating the final good / service, etc.

EXAMPLE 5N |

If have a publishing house, the cost of the
goods sold may include paper and printing
costs or the amount paid to the writer, as
well as the salaries of the staff involved in
the printing process and utility costs (e.g.
costs of operating a printing machine).
COGS/COS does not include administrative
and marketing expenses, such as salaries
of the administration or the maintenance
staff, as well as the costs related to product
transportation and marketing. Even though
these costs are not included in COGS/COS,
they are factored in the profit and loss
statement.

Production costs, which are calculated when
estimating COGS/COS, consist of the following
key components:

. Costs of raw and direct materials used -
the cost of all raw materials, tools and other
items used for producing/manufacturing
the final product.

- Direct labor costs - the sum of wages of all
employees involved in the production process

+ Production/manufacturing overhead costs
- costs of machinery and equipment, as well
as industrial buildings (e.g. costs related to
depreciation, insurance, repairs, spare parts,
lubricants, etc.)

In addition to the cost of returned products
and COGS/COS, non-production / non-manu-
facturing costs are also deducted from the to-
tal revenues. Non-production costs include the
company'’s operating costs, i.e. general admin-
istrative expenses related to sales, marketing
and administrative activities, including salaries
of the staff not directly involved in the produc-
tion of goods or provision of services.

By subtracting total expenses from total rev-
enues, we get earnings before tax. If the
business pays taxes, then the tax amount will
be deducted from the earnings before tax, and
we will get net profit (or net loss).
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Start-up businesses prepare profit and loss statements with projected (future) indicators.

Profit & Loss Statement

Revenues:

Total sales

Returned products

Total sales / Total Revenues
T
Expenses:

Cost of goods or services sold
Administrative expenses

Transportation costs

Lease/rent

Marketing costs

Utility charges (administrative charges)
Office expenses

Bank service fees

Insurance

Property tax

Maintenance and repairs

Deprecation (See the Dictionary)

Other costs

Earnings before interest and tax (EBIT):
Loan payment - Interest expense

Earnings before tax
Profit tax
Net Profit (Net Loss)

It should be noted that loan principal is not shown in the profit and loss statement at all, while
interest payments are included as expenses. The principal amount of the loan (or any other
liability) is shown in the balance sheet statement (see Balance Sheet Statement).

BALANCE SHEET STATEMENT (BS) able property, supplies, final products, accounts

receivable etc. There are two types of assets:
The balance sheet statement provides informa-
tion on the company’s assets (what the company « Current assets — assets that are intended to

owns), liabilities (what the company owes) and be consumed within a year. Current assets in-
the shareholders' equity at a specific date. The clude cash and cash equivalents, raw materials,
balance sheet reflects the financial position of as well as the amount to be received from cus-
the company at a specific point in time. tomers (accounts receivable), prepaid expens-

es (e.g. for rent, insurance, advertising) etc.

« Long-term (noncurrent) assets — assets
that are not intended to be consumed with-
in one year. Fixed assets — machinery and

In the balance sheet, assets are equal to the equipment, buildings or plants, land, etc. -
sum of liabilities and equity. are considered to be long-term assets.

Asset is any item owned or controlled by acom-  Liabilities are obligations, amounts owed by a

pany, regarded as having value, including cash, company to other legal entities or natural per-
money on a bank account, immovable and mov-  sons. Liabilities are also divided into two types:
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Current liabilities - are obligations to be  Equity (owners’ equity, or shareholders’ equity) is

paid within one year. Current liabilities in-  the amount of capital contributed/invested by
clude amounts owed to the suppliers (ac- the owners/shareholders of the company. Equi-
counts payable), short-term loans, customer  ty is the net worth of the company and can be

prepayments, etc.

calculated by subtracting the total liabilities from
Long-term liabilities — are obligations that  the total assets. Equity can be increased in two

are not to be paid within one year. An in-  ways: through additional investments by owners
vestment loan is an example of a long-term  or through retained earnings, which are the net
liability. earnings of a company after dividends.

Total Current Assets

Current Assets:

Cash 3,000.00
Money on a bank account 7,200.00
Accounts receivable (amount of money to be received from clients) 900.00
Inventory/Raw materials 13,000.00
Prepaid expenses (prepaid rent, advertisement, insurance, etc.) 2,000.00
Other amounts to be received 0.00

26,100.00

Long-term assets

Total long-term assets

Furniture and office equipment 5,000.00
Machinery and equipment 15,000.00
Vehicles 30,000.00
Real estate 80,000.00
Land 65,000.00

195,000.00

Intangible Assets:

License and patents
Total Intangible Assets

Total Assets

Liabilities

0.00
0.00

221,100.00

Current Liabilities:

Total Current Liabilities

Accounts payable (amount of money to be paid to suppliers) 2,500.00
Accrued costs (wages, rent, utility charges, etc.) 500.00
Customer prepayments 11,100.00
Short-term loans 0.00

14,100.00

Long-Term Liabilities:

Long-term loans

135,000.00

Other long-term liabilities
Total Long-Term Liabilities

Total Liabilities

0.00

Equity

Owners’/ Shareholders’equity

25,000.00

Retained earnings (profits after dividend payments)
Total Equity

Total Liabilities and Equity

47,000.00
72,000.00

221,100.00
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Retained earnings are the net earnings that are available for reinvestment in the company
after dividends? are distributed to business owners/shareholders.

Retained earnings = Net profit - Dividends

CASH FLOW STATEMENT (CF)

The statement of cash flows (cash flow state-
ment (CF)) is a financial statement that sum-
marizes all cash inflows and all cash outflows
of a company during a given period.

Potential lenders and investors are interested
in the cash flow statement because they want
to see how well a company manages its cash
position. As a rule, company’s profits do not
equal its cash flow.

EXAMPLE a

Your company’s profit and loss statement
may show that the company has generated
a certain amount of profit: however, you
may find that the company has not actually
received this particular amount from its
business activities. The reason is that the
money that your company is expecting to
receive (e.g. accounts receivable, i.e. money
to be received from clients) is listed under
revenues in the profit and loss statement.
The contrary situation is also possible: your
company may actually have more money
than your profit and loss statement shows
due to those expenses that reduce profits,
but have not been paid by you yet (for
example, costs of insurance, lease, etc.).

DOCUMENTS CERTIFYING INCOME AND EXPENSES

When making a decision about financing a
business, financial institutions check its cred-
itworthiness/solvency. In this process, finan-
cial institutions consider various factors and

conduct a comprehensive analysis of the busi-
ness’s monthly revenues and expenses. For this
purpose, financial institutions require that the
business submit relevant financial documents.

Itis possible to gather information about busi-
ness revenues and expenses from official and
unofficial financial statements and documents.

One of the main sources of the relevant informa-
tion is the website of the Georgia Revenue Ser-
vice (RS) (www.rs.ge), where entrepreneurs can
register as business entities. When registering,
entrepreneurs are given unique usernames and
passwords to access the RS system. Therefore,
each entrepreneur has his/her individual elec-
tronic page (www.eservices.rs.ge).

Sources of information:

Profit Tax Return - provides information
about the revenues received and expenses
borne by an entrepreneur as the result of his/
her business activities during the reporting
year. This document is available on the entre-
preneur’s personal page on the website of the
Georgia Revenue Service (www.rs.ge). Busi-
nesses registered as individual enterprises (in-
cluding, micro and small enterprises) submit

9 Dividend - money distributed to the owners/shareholders from the company’s net profits.
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profit tax return once a year, and include com-
prehensive information about the revenues re-
ceived and expenses incurred from January 1
through December 31. Group businesses sub-
mit profit tax return every month.

Value Added Tax (VAT) Return - provides
information on the value added tax (VAT) paid
during the reporting period. This document is
available on the website of the Georgia Reve-
nue Service (www.rs.ge).

Bank Account Statement - before making
a decision about financing a business, financial
institutions will require that the business pres-
ent its bank account statement(s) - most com-
monly, for the period of the last six months.
This document provides detailed information
about the operations completed on this spe-
cific account, in particular: when, from whom
and how much money did the business receive
and how much money the business paid. As a
rule, the purpose of each transaction is indicat-
ed in the bank account statement.

Information from accounting software
- companies and their accountants normally
prepare financial statements using various ac-
counting programs. These programs include
financial information about companies’ busi-
ness activities and allow users to easily and
efficiently obtain and process information
about the companies’ revenues and expenses.
Therefore, information from these programs is
important for financial institutions.

Waybill - a document that is prepared in
the name of the company during the pur-
chase and / or transportation of goods. Way-
bill is an accounting document that verifies
the delivery of goods within the country. It is
prohibited to transport, store and sell goods
without a waybill. This document is prepared
in the electronic system of the Georgia Reve-
nue Service and can be obtained on its web-
site, on the entrepreneur’s personal page
(after the seller sends this document to the
entrepreneur). Entrepreneurs should keep
in mind that when they are completing a
purchase for their company, they should ask
the seller to provide a waybill earlier on. In

return, entrepreneurs should provide their
business requisites to the seller.

Tax Invoice - a financial document prepared
by a provider (seller) of goods or services for
the recipient (buyer) of goods or services if
both parties pay VAT.

Act of Purchase - a document that certifies
the delivery of an item and the receipt of the
corresponding payment with the signatures of
the seller and the buyer.

Monthly Income Tax Return - a legally
defined reporting form that provides informa-
tion on the wages paid to company employees
during a month.

Report on payouts - this document in-
cludes information about the payouts that
are subject to income tax, such as wages and
dividends. Unlike income tax return, this form
includes detailed information about the en-
tities that received income in form of salary,
dividends or provided services. For example,
the report on payouts may show that person
X (his/her personal data will be indicated) re-
ceived GEL 1000 in form of salary in December,
and income tax of GEL 250 that was imposed
on this amount. Unlike the report on payouts,
income tax return does not include any per-
sonal data; however, it shows specific dates of
each payment (e.g. December 7).

Please note that each month, the total amount
indicated in the report on payouts should be
equal to the total amount indicated in income
tax return.

Owners of micro and small businesses may
not be using the documents and programs
mentioned above. In such cases, significant
attention will be paid to entrepreneur’s
records. Based on entrepreneur’s records,
financial institutions will prepare financial
statements, calculate relevant ratios and
review a loan request using standard
business assessment methodes.
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Entrepreneur's records — Entrepreneurs
often keep business records in so-called
“journals” or "logs", which contain finan-
cial information that cannot be verified
by the formal documents listed above. Mi-
cro-entrepreneurs that are not required to
use a cash register, may keep information
about the goods sold or services provided
by their enterprise in a special log/journal
only; therefore, these entrepreneurs will
not be able to present formal documents
certifying business revenues (receipts,
waybills, invoices, etc.). For example, a land
operator may include in his/her records/
journal the detailed information on land
cultivation services that he/she provided
(including the name, surname, and contact
information of the person who received
the services, as well as the area of the land
and the cost of service). The financial orga-
nization, in turn, will verify this information
and use it in the decision-making process.

For lending institutions, it is also important to
know what assets and liabilities the business
has at the given moment.

Information about business assets - to
confirm that his/her business owns certain
assets, an entrepreneur can submit a balance
sheet statement, receipts certifying the pur-
chase of assets (payment orders, invoices, acts
of acceptance and delivery), an extract from
the Public Registry (in case the company owns
real estate) and other relevant documents
certifying procurement. Business assets also
include the amount of money to be paid by
its clients (accounts receivable). To verify the
accounts receivable, the entrepreneur should
submit an act of comparison, which shows the
amount of money owed to the business by its
debtors.

Information about business liabilities
- business liabilities include all financial ob-
ligations of a business, including loans from
financial institutions, money owed to the sup-

pliers and other types of debt. If the business
has liabilities, then the business owner will be
required to submit copies of loan agreements
with financial institutions (where applicable),
and/or a statement of indebtedness, so it is
possible to determine the exact volume of the
business’s current debt. If the business owes
money to the suppliers, then the business
owner needs to submit a corresponding act of
comparison as well.

Financial organizations require the informa-
tion listed above to form a comprehensive un-
derstanding about the feasibility of the busi-
ness’s proposed plans, and the capacity of the
business to cover its existing liabilities within
established timeframes. Based on these and
other relevant factors, financial organizations
will make decisions regarding the amount and
term of a loan.

It is important that entrepreneurs provide
accurate and complete information about
their businesses, as well as their future
projects to financial institutions. Complete
information allows financial institutions to
make sound financing decisions, and helps
maintain financial health of the business
itself. If an entrepreneur tries to provide
false information to a financial institution in
order to get his/her loan approved, this may
harm the business over time and jeopardize
business solvency / creditworthiness.

The information provided by an entrepreneur
to a financial institution is confidential, which
means that the financial institution will not
disclose the ideas, plans, and financial infor-
mation of the entrepreneur to other persons,
and will not use this information for personal
interests.
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Questions to Ask
Financial Institutions
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After making a decision about issuing a loan, a financial organization will sign a loan agreement
with the business. The agreement will include detailed information about the loan amount, inter-
est rate, rights and obligations of the parties, and other terms and conditions.

Before signing an agreement, ask a representative of the financial organization to provide you
with a sample agreement, which you should read carefully. You can take the sample agreement
home, studly it in a calm environment, and consult with a lawyer, if necessary.

When reading the agreement, you should pay particular attention to the following information:

« Loan amount; « Fees and commissions (e.g. loan approval
+ Loan term/maturity; fee);

« Loan currency; + Fines and penalties;

- Type of interest rate (fixed or floating); . Other costs related to the loan;

- Nominal interest rate; « How to file claims/complaints;

. Effective interest rate; + Loan repayment schedule.

After reading the agreement carefully, do not hesitate to ask your partner financial organization
any questions that you have, even with regard to issues that may seem insignificant. Ask the fi-
nancial organization's representative to provide you with detailed information about:

«  What information does the header of the agreement (also known as a
key facts statement) include?

«  What fees and commissions will | have to pay on a loan?

«  In what currency is it more favorable to get a loan for my business and
why?

«  Whatrisks are related to borrowing in a foreign currency?
«  Can | convert my foreign currency loan into a Georgian Lari loan?

«  Whatwill happen if I violate the terms of the loan agreement, e.g. if | use the loan mon-
ey for purposes other than those indicated in the agreement?

« Is it possible to repay the loan early? What charges/penalties will be imposed in this
case?

«  Doearly repayment fees vary depending on whether | refinance the loan with the same
financial organization, or with a different one?

«  Why my loan application was not approved?™

10 Borrowers should keep in mind that financial organizations are not legally obliged to disclose the reasons for declining
loan applications.
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+  Beforesigning the loan agreement, can | request to amend the
terms of the loan (e.g. loan currency or amount) that have al-
ready been approved by the financial organization? c

« If needed, can | file a claim against the financial institution?
How soon will my claim be reviewed?

« Iftheloan is approved, how much time will the financial insti-
tution give me to draw down the loan amount?

«  Does the financial institution offer loans and other types of products that my
business needs?

«  Does the loan product, offered by the financial institution, match my business
needs (including, seasonality of revenues)? Are there any other products that
are more appropriate for my business?

«  How much money can | borrow considering my company’s current financial
condition and the value of the collateral?

«  Aftergetting a loan, can | continue consulting my partner financial institution?

«  What should | do if | notice that due to financial difficulties of my business, |
may not be able to pay back the loan in line with the pre-agreed repayment
schedule?

+  What costs are related to loan restructuring?

«  What penalties will | have to pay in case of late payments?

«  What information will be transferred to the credit information bureau?
«  Inwhat cases will a loan be repaid from the loan guarantor's account?

«  In what cases does the financial institution have the right to sell the property
pledged as a collateral for my loan?

«  Does the financial institution have a right to amend the
terms of the agreement unilaterally? In such cases, how will
the financial institution notify me regarding the changes? -,

«  To whom and in what cases may the financial institution
transfer my personal and confidential data? W

«  Canl get a business loan insurance? What choices do | have
in terms of insurance offers?

«  Will the confidentiality of my business ideas be guaranteed by the financial in-
stitution?

Making sound financial decisions is essential for your business success and

health. We believe that the information presented in this guidebook, in ad-

dition to the advice offered by your partner financial organization, will help you make
smart and well-founded financial decisions.
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Useful Links




RELEVANT LEGAL ACTS:

e Civil Code of Georgia - www.matsne.gov.ge/ka/document/view/31702
e Law of Georgia On Entrepreneurs - www.matsne.gov.ge/ka/document/view/28408#!

e Law of Georgia on Personal Data Protection -
www.matsne.gov.ge/ka/document/view/1561437

e The Rule on Consumer Protection for Financial Organizations —
www.nbg.gov.ge/cp/index.php?m=612

e Legislative Herald of Georgia - www.matsne.gov.ge

RESOURCES OF THE NATIONAL BANK OF GEORGIA:

e The website of the National Bank of Georgia - www.nbg.gov.ge
e Consumer’s Page of the National Bank of Georgia - www.nbg.gov.ge/cp

e A Guidebook for Micro and Small Enterprises: Interacting with Financial Organizations and
Financial Decision-Making — www.nbg.gov.ge/index.php?m=706&Ing=geo

o Loan Calculator

o Financial Statements Templates: Profit and Loss Statement (P & L), Balance
Sheet Statement (BS) and Cash Flow Statement (CF)

e Brochure of EFSE DF and the National Bank of Georgia — Improve Your Financing
Decisions — and accompanying practical tools -
www.nbg.gov.ge/cp/uploads/efse/EFSE_broschure_georgia_english_web.pdf

e List of commercial banks licensed by the National Bank of Georgia -
www.nbg.gov.ge/index.php?m=403

e List of Non-Banking Institutions Registered in Georgia -
www.nbg.gov.ge/index.php?m=529

OTHER USEFUL LINKS:

e Government agency “Enterprise Georgia”- www.enterprise.gov.ge

e Insurance State Supervision Service of Georgia — www.insurance.gov.ge
e Georgia’s Innovation and Technology Agency - www.gita.gov.ge

e State Audit Office - www.sao.ge

e State Procurement Agency — www.procurement.gov.ge

e National Agency of Public Registry — www.napr.gov.ge

e Project“Start-up Georgia” - www.startup.gov.ge

e Revenue Service - www.rs.ge



Explanatory Dictionary




A

Acceptance-Delivery Act — a document cer-
tifying the fact of transferring the product or
service from one party to another one and the
settlement process. The document includes
the price, details on both parties, the date of
transaction, and other information that should
be confirmed by signature of the authorized
person(s) of the parties.

Accounts payable - a debt currently owned
by a natural person or a legal entity originating
against the provider as the result of the receipt
of services and/or goods therefrom.

Accounts receivable — debt originating from
relations of a natural person/legal entity with
any other natural person/legal entity, e.g., sup-
ply of goods, performance of work, provision
of services, advances paid for suppliers, etc.
This debt represents the company's assets.

Account Service (maintenance) Fee - service
(maintenance) fee for the account opened in a
Bank.

Advance - a part of a contractually established
total sum that is paid in advance for goods/ser-
vices.

Agreement Header (Key Facts Statement) -
a part of the contract (Page 1), which provides
information about the most important terms of
contract: nominal and effective interest rates,
financial costs, etc. The title page also provides
information on where a complaint can be sub-
mitted in case of discontent.

Annuity payment - a form of loan repayment
that consists of the series of equal payments,
which are made at equal intervals over a period
of time and which consist of both principal and
accrued interest.

Arbitration Tribunal - a dispute resolution
panel appointed by the parties. According to
the legislation of Georgia, civil disputes be-
tween individuals (both legal entities and nat-

ural persons) may be subject to a standing or
private arbitration. Arbitration proceedings
are closed and may be confidential based on
the agreement of the parties. Arbitration is a
flexible process that can be faster and more
low-cost than the proceedings in the court, in
accordance with the procedures agreed by the
parties.

Assets — material resources with economic val-
ue (e.g. money, building/premise, machinery/
equipment, inventory) and/or intangible re-
sources (e.g. patent, license, software), held by
an entity, from which future economic benefits
are expected.

ATM - a self-service electronic machine that
dispenses cash and allows cardholders to
perform other banking operations during
any part of the day, including, check availa-
ble balance, make payments, in case of some
ATMs - deposit money on an account, etc.

Automatic Payment Service (Direct Debit) —
a preliminary assignment given by a consumer
to a Bank, which implies automatic fulfillment
of the assignment by the Bank at specific dates
or periods.

b

Balance Sheet (Statement of Financial Posi-
tion) - a financial document that reflects the
financial situation of an entity (business or oth-
er organization) at a particular point in time. A
balance sheet contains information about the
entity's assets, liabilities and capital.

Bank statement - a written / electronic doc-
ument issued by a Bank, which provides infor-
mation about financial transactions that have
occurred on a bank account over a specific pe-
riod.

Bank Account Requisites — bank account de-
tails which consumers need to perform bank-
ing operations: Bank name and code, account
number, etc.
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Bank / Insurance Guarantee — an obliga-
tion assumed by a bank / insurance company
to pay the guarantee amount (i.e. cover the
loss) in case a buyer breaches the terms of the
agreement with a seller.

Benefit — an offer that brings benefit or advan-
tage to customers. A discount, status, gift, etc.
can be regarded as a benefit.

Business Advisor — a specialized organiza-
tion / private person that provides consul-
tations to businesses regarding business
processes management and maximum uti-
lization of existing resources, as well as set-
ting plans and implementing them. With the
help of a business advisor, entrepreneurs
have the ability to reduce risks and increase
profitability. Financial organizations that
serve business clients typically have their
own business advisors.

Business Plan — a document that provides an
overview of the current state of business and
the situation on the market, as well as the busi-
ness’ future goals and plans for reaching them.

[

Capital - a combination of attracted and accu-
mulated funds needed for the functioning of
the business.

Cash Flow Statement - a financial document
showing the total amount of cash and cash
equivalents being transferred into and out of a
business during a particular period.

Cash withdrawal — withdrawal of money avail-
able on a customer’s account through ATM or
Service Center of a financial organization. Cash
withdrawals may be subject to withdrawal lim-
its, i.e. maximum amount of money that can be
withdrawn within 24 hours.

Capital expenses - costs originating from
conducting business, which are related to ac-
quiring or improving long-term assets. Exam-
ples of capital expenses are the costs borne

for the purchase of real estate, land or a car, for
making repairs, etc.

Commercial Bank - a financial organization
that accepts deposits, issues loans and carries
out other activities defined by the law, such as
management of consumers’ personal/business
finances, money transfers, currency conver-
sion, non-cash settlements, and more. Com-
mercial banks serve both natural persons and
legal entities.

Commission (fee) - a payment charged to a
consumer for the use of products / services,
the amount and the method of payment of
which are defined through the contract.

Compound Interest - interest that is applied
several times during the term of aloan or a de-
posit, and each time, it is calculated on the sum
of the initial principal and the accumulated in-
terest of previous periods.

Confidentiality - ethical principle or the pro-
vision defined by law, or a contract signed be-
tween the Parties, which implies that the spe-
cific situation or information will not become
public domain and will be available only to the
person (s) for whom (which) it is intended, ex-
cluding the cases established by law requiring
disclosure of such information.

Contract — an agreement made between two
or more parties in writing, which establishes
the terms of the agreement, and the rights and
obligations of the parties.

Consumer Loan - a credit product (type of
loan) issued by a financial institution for not-
for-profit purposes. Consumer loans can be
both secured and unsecured. Consumer loans
can be obtained remotely as well as at a ser-
vice center/branch of a financial institution.

Cost of Goods Sold (COGS) / Cost of Sales
(COS) - the costs directly involved in the produc-
tion of a final product or delivering a service.

Credit History — a record of borrowers’ (both
natural persons and legal entities) current and
past liabilities, stored in a database of a Cred-
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it Information Bureau. A business-owner can
check his/her own company's credit history
with Credit Information Bureau.

Credit card - a payment card, which enables
a cardholder to spend/borrow the money al-
located/lent to him/her by a credit institution
within pre-established limits.

Credit limit - the maximum or the minimum
amount of credit that can be used by a bor-
rower.

Credit line — a credit product that allows a bor-
rower to spend the amount of credit extended
to him/her by a financial institution in line with
the terms, limits and conditions set forth in an
agreement between the two parties.

Current account — a bank account, which is
opened for an indefinite period of time and
used for various operations, including: depos-
iting, withdrawing and transferring money,
as well as making currency conversions. Cur-
rent account can be a single currency, which
means that transactions can be performed
only in one currency and a multi-currency,
where the funds are held in different curren-
cies, allowing a consumer to make payments
in a desired currency without conversion.

Currency Conversion - the process of con-
verting one currency to another.

Currency exchange rate - the rate at which
the currency of one country can be exchanged
for the currency of another country. Georgia
has the floating exchange rate regime, which
means that the exchange rate is determined
based on the supply and demand on the for-
eign exchange market. The official exchange
rate of GEL against foreign currencies is calcu-
lated as the average weighted exchange rate
of the registered spot trades on the interbank
market during the calculation period within
the trade platform. Afterwards, the exchange
rate is announced by the NBG and is effective
on the next day. The official exchange rate
may differ from the commercial exchange
rates that are offered by commercial banks,
other financial institutions and currency ex-

change bureaus, and which are determined
based on the supply and demand for the cur-
rency on the given day. You can find the offi-
cial exchange rates of GEL against foreign cur-
rencies on the National Bank's website: www.
nbg.gov.ge.

Current (Liquidity) Ratio - a financial indica-
tor measuring the ability of a business to cover
its short-term (current) liabilities with its cur-
rent, highly liquid assets.

|

Debit card - payment card that can be used
for managing the money available on the card/
current account.

Debt Collection/Recovery Company - a
specialized company, to which financial insti-
tutions transfer for management delinquent
loans, which consumers pay with significant
delays, incompletely or not at all. The functions
of such companies include recovering money
owed by delinquent borrowers by contacting
the borrowers and negotiating loan repay-
ment terms with them.

Debt Service Coverage Ratio (DSCR) - finan-
cial indicator measuring business efficiency, in
particular, whether a business has sufficient
net income to cover its debt liability. DSCR is
calculated by dividing monthly profit before
tax and interest by monthly loan payment.

Depreciation (amortization) - gradual tear
and wear of an asset over time, which leads to
a drop in the value of the asset. For account-
ing purposes, depreciation is represented by
distributing/allocating the value of the asset in
a balance sheet over a period of time, in order
for it to be recognized as a cost.

Deposit (Deposit Account) — the sum of mon-
ey deposited at a Bank for a certain amount of
time to earn interest. The deposit allows con-
sumers to build savings and receive interest.
The Bank must return the deposit amount,
along with accrued interest by the date spec-
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ified in the contract, or based on the request
of a consumer (or another authorized person).
There are several types of deposits, including:

Demand Deposit — a non-term deposit that
allows unlimited withdrawals and additions of
funds. Demand Deposits normally offer lower
interest rates than other types of deposits.

Term Deposit - a deposit that is opened for a
fixed amount of time (term) and with a specific
amount. Term deposits offer higher rates than
other types of deposits; however, during the
term of the Term Deposit agreement, it is not
possible to add any money to the deposit. The
longer the deposit term, the higher the inter-
est rate offered. In case of early termination of
the agreement, the consumer will receive low-
er interest than defined by the agreement, or
no interest at all.

Increasing (Recurring) Deposit - a type of
Term Deposit, which is opened for a specific
term and earns interest. However, in contrast
to the standard term deposit, a consumer
can periodically add money to the principal
amount on the increasing deposit. Banks in-
dividually determine the minimum amount
as well as the frequency of contributions to be
paid by the consumer during the term of the
deposit agreement.

DigiPass — a device or application used to
generate a one-time code to perform opera-
tions electronically via Internet Bank or other
remote banking channels. This device / ap-
plication is used by both natural persons and
legal entities. In case of legal entity, DigiPass
is given to the authorized person(s) of the
company. DigiPass is a two-factor authentica-
tion device; each time it is used it generates a
unique code, and electronic operations can be
performed only after entering the code.

Drawdown - the use/take up of credit funds
by a borrower.

i

Enforcement Proceedings — a process estab-
lished by the legislation during which the au-
thorized body enforces the decision to meet
the creditor's claims. Part of the enforcement
proceedings may be, for example, seizure of
the assets of the debtor, the guarantor or the
owner of the underlying security, sale by auc-
tion, etc.

Early Repayment Commission / Early Re-
payment Fee — a contractually agreed fee
charged to a consumer in the event of full or
partial early repayment of the loan principal
before the date defined in the contract.

F

Facsimile — a signature made with a stamp
(cliché) using the exact copy of the original
signature. Facsimile is also a sample of signa-
ture.

Financial Analysis — objective assessment of
the financial position, risks and outputs of the
company. Financial analysis can help make
forecasts about the future stability and the
expected risks for the company. In most cases,
financial organizations make decisions about
extending a loan to a business based on finan-
cial analysis.

Fixed assets — material assets (e.g. buildings,
land, equipment, etc.) that are owned by a
company and used for operations, production,
lease and administrative purposes. Fixed as-
sets are purchased for long-term (longer than
one year) use.

Fixed costs - company expenses that do not
change over a certain period of time, regard-
less of the number of products / services ren-
dered, such as rent, insurance, administrative
salaries, etc.

Floating Assets — cash and non-cash resourc-
es at the disposal of a company, which the
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company can use for less than one year (e.g.
money, supplies, accounts receivable, etc.).

b

Grace Period - a period of time during which
the borrower does not have to repay the princi-
pal of the loan. In some cases, during the grace
period the borrower may not have to pay inter-
est either. In case of credit cards, grace period
is the period during which annual interest will
not be charged as long as the borrower pays
his/her balance in full by the due date.

Grant - a subsidy; funds transferred/given out
free of charge, in cash or in kind, for particular
purposes.

Guarantor - a person who/which is obliged to
repay the loan if the principal borrower fails to
do so. If the principal Borrower does not fulfill
his/her obligations, in particular, fails to make
timely payments, the financial institution shall
be entitled to request that the Guarantor cov-
er the matured obligation (i.e. a portion of the
loan, which should have been repaid by that
specific date).

International Bank Account Number (IBAN)
- an international standard for representing/
identifying bank accounts. IBAN accounts are
used for transferring funds within and outside
of the country. Using IBAN accounts will help
reduce the probability of indicating incorrect
account number and, in many instances, save
the time needed for the delivery of funds on
the beneficiary’s account. The format of IBAN
account for Georgia consists of 22 characters.

Identification — the process of obtaining the
type of information about a person that allows
for his/her verification and distinguishes him/
her from other persons.

Immovable property — a land plot and any
property attached to it (incl. mineral resources,
plants), as well as constructions that cannot be
moved, e.g. residential houses and industrial
buildings.

Installment loan - a type of a loan which is
repaid over time, and which allows for the pur-
chase of the desired product or service instant-
ly, at the moment of making loan application,
often, at the merchant or service outlet.

Insurance - a financial instrument that allows
to mitigate or avoid financial losses resulting
from potential risks / eventualities. Both natu-
ral persons and legal entities can use insurance.

Internet Banking (Online Banking) — a remote
banking service; a method of banking in which
transactions are conducted electronically via in-
ternet without visiting the Bank branch / service
center. With Internet Banking, the user can view
account balance with accessible and blocked
amounts, get a bank statement, transfer money
to own or other persons’ accounts, as well as to
the state budget, top up mobile balance, make
utility payments, open/take and manage depos-
its and loans, view currency exchange rates and
make currency conversions, etc.

Interest - In case of Deposit: the amount
of money paid out by a Bank on a deposit; In
case of Loan: the amount of money paid by
the borrower to the credit organization in ex-
change for the use of a loan. The Interest Rate
is the amount charged to a borrower or paid to
the depositor expressed as a percentage of the
principal.

Interest rate:

Variable interest rate - an interest rate that is
based on a certain public index (for GEL loans
- Monetary policy (refinancing) rate of the Na-
tional Bank of Georgia; for USD loans - London
Interbank Offered Rate (Libor), etc.), and fluctu-
ates in parallel with the changes in the underly-
ing index. Resulting changes to the interest rate
will increase or decrease the size of installments.
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Fixed Interest Rate - an interest rate that re-
mains unchanged during the whole term of
the loan agreement.

Nominal Interest Rate - a loan or a deposit
interest rate that is indicated in the agreement
and constitutes the interest accrued on the
loan / deposit amount. Nominal interest rate
does not include other costs related to the fi-
nancial product / service (e.g. fees for loan ap-
proval, withdrawal, insurance, etc.).

Effective Interest Rate - In case of aloan: annual
interest rate, which includes all financial costs re-
lated to the loan and takes into account the time
value of money. Such costs may include loan ap-
proval fees, insurance commission, etc. In case of
a deposit: annual interest rate, which includes all
financial costs related to the deposit, the interest
paid on the deposit, and the time value of money.

Investment - an act of investing money or
capital or any other resource with the expecta-
tion of gaining profitable returns.

Investor — a person who/which makes an in-
vestment - expends his/her own capital, funds
or other resources with the expectation of
achieving a profit.

Invoice - a financial document that the seller pre-
sents to the buyer, and based on which, the pay-
ment is made. It contains a list of items purchased,
quantities, the seller's bank requisites, etc.

l

Leasing — granting/transferring of a property
by a lessor/owner to the user on rent for an
agreed period of time. A leasing agreement
may or may not include the right of the user to
purchase the property.

Letter of Credit — a letter issued by a credit
institution by which it assumes an obligation,
based on its client’s request, to pay a fixed
amount of money to a third party upon the
provision of a specific document, agreed in ad-
vance in the letter of credit, by the latter.

Leverage Ratio - a financial indicator measur-
ing how much debt (liabilities) can a company
afford, without jeopardizing its ability to meet
financial difficulties with own capital, if need-
ed. There is no universal standard for this ratio,
and it varies depending on the business sec-
tor, although in most cases, it is recommended
that the leverage ratio should not be below
30%.

Liabilities — debts/obligations of a company
against external entities (creditors, contrac-
tors and others) the settlement of which im-
plies expenditure of the company’s resources
(mostly financial resources).

Limitation Period - the period defined by
the legislation after the expiry of which the
person no longer has the right for the compul-
sory enforcement of the claim. The limitation
period starts from the moment of the claim’s
origin. The time when the person has learned
or should have learnt about the violation of
his/her right(s) is deemed as the moment of
the claim’s origin. If the debtor has fulfilled its
obligations despite the limitation period, then
it cannot revoke/reclaim the performance on
the ground of the expiration of the limitation
period.

Liquidation - the process of destruction, clo-
sure, termination, sell-out.

Liquidity - the capacity to convert an asset
into cash without price discount i.e. lowering
of the price. The faster and easier the asset is
sold, the more is its liquidity. There are liquid
and non-liquid assets.

Loan Agreement - an agreement regulating
credit relations between the parties and pro-
viding a detailed description of the rights and
obligations of the parties.

Loan - the amount of money that the borrow-
er receives from the lender under pre-agreed
conditions, including the terms for repayment,
interest rates and other parameters.

Loan approval - a positive decision of the fi-
nancial institution regarding issuing a loan.
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Loan issuance (approval) fee - costs related
to issuance of a loan approved by a financial
organization.

Loan monitoring - a systematic process of
periodic oversight and inspection by the credit
organization for the purposes of checking the
targeted use of the loan and the financial con-
dition of the borrower.

\

Microfinance Institution (MFI) - a financial
organization providing various financial servic-
es to natural persons and legal entities: issuing
loans, offering money remittances, converting
currencies, etc. It should be noted that Micro-
finance Institutions are not allowed to accept
deposits, and cannot issue loans in the amount
of more than GEL 100,000.

Mortgage - the use of a real estate of the debt-
or or a third party to secure monetary and / or
non- monetary claims. In case the borrower fails
to fulfill his/her obligations, the lender is entitled
to dispose the real estate pledged as a collateral.
If the property is pledged under the Loan Agree-
ment, then the Agreement must be certified by
a notary in order to secure a claim (this rule does
not apply to commercial banks, microfinance in-
stitutions and non-bank institutions).

Movable (personal) property — a type of prop-
erty that can be moved, e.g. car, machinery, etc.

\

National Bank of Georgia (NBG) - the central
bank of Georgia, the main objective of which is
to ensure price stability in the country. The Na-
tional Bank also supervises the financial sector
for the purposes of maintaining financial sta-
bility and transparency of the financial system,
as well as protecting the rights of the consum-
ers and investors. In addition, the functions of
the National Bank include managing official
international reserves of the country, issuing

Georgian banknotes and coins into circulation,
and taking measures against illicit income le-
galization and terrorism financing, etc.

[

Overdraft - a type of short-term loan — a credit
limit granted by a financial institution on a cli-
ent’s account, where the latter receives his/her
salary. Business overdraft — a type of short-
term loan granted by financial institutions to
businesses for covering short-term liabilities
- e.g. salaries, lease, etc. Business overdraft is
disbursed / activated on the current account of
the business / business owner.

P

Patent — a document issued by the state in the
name of the inventor, conferring the exclusive
rights of the inventor to the invention. The pat-
ent may be issued for the product, as well as
the method (technological process). The pat-
ent holder may prohibit the unauthorized use
of his/her invention.

Pawnshop - a financial institution that issues
loans in exchange for immovable and/or mov-
able (personal) property as a collateral. As a
rule, interest rates proposed by the pawnshop
are quite high.

Payment card - a payment instrument used
to pay for goods / services, receive cash, send
money remittances, and perform other op-
erations defined by the Georgian legislation.
There are debit, credit and prepaid payment
cards. As a rule, consumers have to pay month-
ly account service fees and annual card fees as
an exchange for using payment cards.

Payroll Program - a program offered by a Bank
to private and public organizations, which en-
ables the employees of these organizations to
receive favorable terms on the Bank's products
and services (e.g. cash withdrawals, loans, de-
posits, etc.). The participating organizations
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also receive the possibility to transfer salaries
to their employees (including those on busi-
ness trips) easily, safely and quickly.

Penalty - a sanction / fine agreed in advance
between the creditor and the borrower, mostly
expressed in form of additional payments or
increased interest rate that the borrower has
to pay in case he/she fully or partially fails to
meet his/her obligations (e.g. for making late
payments).

PIN code - an identification code consisting
of several digits required to perform opera-
tions with a payment card via ATM and POS
terminals. When a cardholder receives a pay-
ment card, the PIN code is sent to him/her
via short text message (SMS) or in a sealed
envelope.

Pledge - a guarantee for the fulfillment of an
obligation, where a movable and / or intangi-
ble property of the borrower/Pledgee serves as
an underlying security. In case of the Pledger’s
failure to fulfill his/her obligations, the Pledgee
has the right to enforce his/her pledge by sell-
ing the pledged property and / or transferring
it into his/her ownership.

Power of Attorney - a written document,
which stipulates that one party grants the
other party the right to conclude agreements
and perform various actions in the name of
the principal (grantor of the power) within
the frames of the authority established by the
agreement.

Principal (amount of loan) - the initial prin-
cipal amount of the loan received by the Bor-
rower from a financial institution as indicated
in the Loan Agreement and on which the inter-
est is calculated/accrued.

Profitability — measurement of efficiency of
production that shows the degree to which a
business or a project yields profit.

Profit/Loss Statement — a financial document
detailing revenues and expenses incurred by a
company during a specified period, based on
which the profit or loss is calculated.

Profit Tax (Corporate Income Tax) Return -
legally defined reporting form, the purpose of
which is to calculate profit tax and report it to
tax authorities, and which includes informa-
tion about the company’s taxable objects and
profit tax amount.

A

Refinancing - full or partial repayment of the
existing loan by the Borrower with a new loan
received from the same or another lender.

Reinvestment - putting the revenues / profit
received from the previous investment back
into the same project (business).

Remote banking services - banking servic-
es that can be used without visiting the bank.
E.g. using payment cards, making online pay-
ments, using internet banking, mobile bank-
ing, SMS banking, etc.

Reorganization - introducing structural chang-
es to the business: transformation (changing its
legal form), merger (unification, joining), splitting
(division, demerger).

Restructuring (of a loan) - introducing changes
to the existing loan terms, which aims at making
it easier for the consumers to repay the loan. One
of the most common forms of loan restructuring
is merging all debt obligations of the Borrower
into a single loan and extending the repayment
period.

\

Secured loan - a loan in which the borrower
pledges a movable or an immovable asset, de-
posit or guarantee as a collateral for the loan.

Seizure - prohibition or restriction of the use
and the disposal of the property for the prop-
erty owner. Any immovable-movable proper-
ty, bank accounts, securities, etc. can be seized.
The seizure can be imposed by a court / arbitral
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tribunal or another administrative body having
relevant authority (e.g. LEPL National Bureau of
Enforcement, LEPL Revenue Service, etc.).

Simple Interest - interest that is applied only
once, at the end of the term of a loan or a de-
posit, or several times, yet each time, it is calcu-
lated on the initial principal amount.

Solvency - a borrower's ability to repay a loan
in timely manner and in accordance with the
terms and conditions specified in the agree-
ment, taking into consideration his/her in-
come, expenses and liabilities.

Subsidy -financial aid; financial support ex-
tended by the government free of charge in
the form of cash payment or in kind.

|

Tax Invoice - a strictly controlled document
(mandatory accounting document) defined
by the Ministry of Finance of Georgia, which is
provided to a recipient of goods/services by a
provider of the goods/services, and which con-
tains a detailed information about the agree-
ment, contracting parties, description of goods
delivered / services provided, price and time of
delivery.

Tranche - a portion of the total loan to be ex-
tended by the financial institution or to be paid
by the Borrower.

Transaction - performance of different finan-
cial operations, such as depositing, transfer-
ring, or withdrawing money.

|

Unsecured loan - a loan that is issued with-
out collateral (pledge, mortgage, surety, bank
guarantee, etc.).

|

Variable costs - company expenses that
change over a certain period of time based
on the quantity of outputs (products/ service
provided), e.g. raw materials, transportation /
distribution costs, etc.

VAT (Value Added Tax) payer - a natural
person/legal entity that is engaged in an eco-
nomic activity and whose earnings during any
consecutive 12 calendar months exceed GEL
100,000. It should be noted that a natural per-
son/legal entity that produces excisable goods
in Georgia is obliged to register as a VAT payer
before starting the realization (sale) of excise
goods. For detailed information about VAT,
please visit the website of LEPL - Revenue Ser-
vice - www.rs.ge.

Verification - the process of determining the
authenticity of the personal data of payment
cardholders, and different types of materials
(e.g. certificates, documents), as well as com-
paring the original and its copy for establishing
the authenticity between the two.

W

Withdrawal fee —a commission that is deduct-
ed from the account when withdrawing mon-
ey through ATM or a service center. In some
cases, withdrawal fee may be 0%.

Waybill - an accounting document that must
accompany the supply and the receipt of
goods. The waybills must be attached to the
shipment of goods and should contain com-
plete information about shipment, route, and
charges.
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