//_\\

MixkHapooHa
exoHoMmiKa

YIK [330.131.7+658](479.22)

\\_///

Aeaniweini MapuHa, ooxmoparm

parkynremem ekoHoMIKU, 6i3Hecy ma meHeoxmeHmy YHigepcumemy I pyasii,
M. Téinici

IEPEBATH PUSUK-MEHE/)KMEHTY HIAIIPUEMCTB
TA MOI'O PO3BUTOK VY I'PY3Ii

[inosi KomnaHii dedani 6inble HaparKaromecst HA PUSUKU uepe3 He8@NUHHI 3MIHU MexXHO-
J102ill, WeUOKICmb KOMYHIKayill, 2nobanizayito 6i3Hecy. CKAAOHIWUMU, PIBHOMAHIMHIULU-
MU MA OUHAMIMHUMU cmaromb i cami pusuku. Tomy 8 HUHILUHbOMY eKOHOMIUHOMY K-
Mami op2aHizayism cauid bymu 2omosumu 00 PUsUKI8 HA 8CIX PIBHSX | A0eK8AMHO HA HUX
gionogioamu. PosznsaHymo mpyoHOWwi 3HAX00IKEHHSL CNiIbHOT MO8U cepeld O0L108UX KOMNA-
Hill, 2omosux pusukyeamu. BusnaueHo noHamms "pusuk-meHeOxmeHm nionpuemcmea’
(ERM) i susgneHo, wo tio20 He0OHAK080 pO3yMilomeb Y pIi3HUX cucmemax. BusueHi OCHO8HI
acnexmu npouecy pusuk-meHeoxmeHmy. Onucaro npsimi nepesazu pusUK-meHeoKMeHmy
i Kame2opu308aHO HOMUPU MUNuU pusukie nionpuemcms (pusuku Hebesnexu, PiHAHCOBIL
eKcnaiyamayiliHi ma cmpameziuii. BudineHo 08l epynu ¢gpaxkmopie pusuky eionogioHo 0o
orKepesia OCMAaHHL020 — MIKPOAKMOPU (KL 8niUBarOmMb 3cepeduHu — PiHaHCo8i, excnay-
amayiliHi ma MmexHO/02iUHI) ma MaKpohaxKmopu (Ki 8nAuU8ar0Mb 3308HI — €KOHOMIUHI,
COUIQNbHI, eKON02IUHI, NPaegosi, puHKosl ma nosaimuuti). Jaromecs peKomeHOauil uio00
ideHmudgirkayii aHanizy eusHaueHHsi ma 06'eOHaHHs pusukig. PosznsHymo n’sme pigHie
possumry ERM: nouamioguii, 0CHOBHUT, 8U3HAUEeHUl, eKcnayamayiliHuil i npocyHymuil.
Laembest kopomruil 0oensid 0108020 cepedosuwa I'pysii, a mabauuys i pucyHoK npedcmas-
JISIH0Mb 20108HI EKOHOMIUHT nokasHuku kpainu. ¥ 2010 p. 6yno yxeanero Ilnan 0iii, ceped
Kompux: 1) npuliHamms cmpamezii KOHKYpeHMHOI noaimuxku; 2) 3anposadrKeHHsT HO80T
ropuduuHoi ocobu nybaiuHozo npasa — AzeHmemea 3 KOHKYpeHuil; 3) yxsaneHHs 3aKoHy
Nnpo KOHKYPEeHUito i 8i0No8iOHUX nonpasok 0o 3axoHooascmea. BukoHaHHS 2py3uHCbKoro
81a0010 Yux 30008°’13aHb — NONEepPeoHsl YMO8A 8CMAHOBNEHHS PeIUMY 8L1bHOI mopeiei
Mmix €C i I'pysieto. HazeaHi 20108HI pakmopu momueayii 0. NOJNULEHHST KOPNoOpamus-
Hoz20 ynpaeninHs 6 I'pysii. BraszaHi npuuuHu, uepes axi ERM y Kpaini He 30ilicHioembest,
i darombest pekomeHOauil 3 noKkpawleHHs cumyayii. 3anpoeadrKeHHs. PusuK-meHeoK-
MeHmy saxciuge 051 8CIX KpaiH, w0 possusaromscsi, 3 I'pysiero 8KIIOUHO: Ue NoAinwUms
egpexxmugHicmo 6i3Hecy i 36LbUUMb Ti020 UIHHICMb 0. aKUioHepi8 i cychinbcmsa. A 8u-
sueHHst ERM e o0HUM i3 nepuilouepzosux 3a80aHb 0151 HAQYKU i cCucmemu 0ceimu.
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BENEFITS OF ENTERPRISE RISK MANAGEMENT
AND ITS DEVELOPMENT IN GEORGIA

Businesses now operate in an entirely different environment, compared with 20 years
ago. Companies recognize Enterprise Risk Management (ERM) as a critical issue. In this
article the author lists various explanations and classifications of risks for an enterprise,
as well as those of management process, given by different scientists and sources. She
also presents her own approaches. To show the difference between how ERM is evolving
in Georgia and what it is in the developed countries, the results of two global ERM sur-
veys and of the survey, conducted by the author in Georgia, are reviewed in her paper.
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Regretfully, in Georgia ERM is not even at the initial level of (any existing) maturity model.
Financial crisis was a good lesson for many companies to learn and realize the necessity
of the business continuity plans, particularly of Enterprise Risk Management, but interest
towards ERM is still not high in the Georgian companies.

Risk exposure for business companies is becoming greater, more complex, di-
verse and dynamic. It has arisen from rapid changes in technology, speed of communi-
cation, globalization of business and the rate of change within the market and business
environments. Businesses now operate in an entirely different environment compared
with 20 years ago.

Implementing ERM is no longer a choice. In the current economic climate, or-
ganisations must be ready to respond to risk at all levels relating to business confidence
and change. It is difficult however to consolidate in a multi-layered management struc-
ture a common risk language or inventory with the so-called ‘risk appetite’ amongst a
group of people with variable attitudes to risk. It is clear though that the companies
recognize ERM as a critical management issue.

Although Enterprise Risk Management represents a return to the roots of risk
management, in order to engage in the Enterprise Risk Management traditional risk
managers need to obtain some additional skills. Since Enterprise Risk Management
involves so many different aspects of an organization's operations and integrates wide
variety of risks, no one person is likely to have the expertise necessary to handle this
entire role. In most cases, a team approach is used, with the team drawing on the skills
and expertise of a number of different fields, including traditional Risk Management,
Financial Risk Management, Management of Information Systems, Auditing, Planning,
Line Operations and others.

Enterprise Risk Management is a relatively new science. There is a confusion
about what enterprise risk management really means in different organizations in vari-
ous countries, even in the developed ones. There is no commonly used definition of
Enterprise Risk Management, no classification of enterprise risks and management
process steps. However, it is clear that an integrated enterprise risk management ap-
proach has many advantages and benefits.

In Georgian companies, Enterprise Risk Management is not developed because
of various external and internal factors. Studying Enterprise Risk Management is vital
for businesses to increase companies’ value for shareholders and society. In the long
term, it will have positive economic and social effects for the developing country.

Basic aspects of the Enterprise Risk Management process. There has been a
significant increase of interest in Enterprise Risk Management (ERM). What has
changed during the last decades is the treatment of the vast variety of risks in a holistic
manner and the elevation of risk management to a senior management responsibility,
although practices have not progressed uniformly through different industries and or-
ganizations. The general evolution toward ERM can be characterized by a number of
driving factors: more and more complicated risks; external pressures; portfolio point of
view; quantification (advances in technology and expertise have made quantification
easier); boundary-less benchmarking; risk as an opportunity. Increasingly organizations
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have come to recognize the opportunistic side, the value-creating potential of risk. Ac-
cordingly, risk management practices become more and more sophisticated.

Risk is the chance of something happening that will have an impact on objec-
tives. In a more general definition, it is recognized that activities involving risk can
have positive as well as negative outcomes. In practice, usage of the word "risk" usu-
ally has negative connotations, and risks are regarded as something to be minimized or
avoided.

Risk management is a key business process within both the private and public
sector around the world. Sound and effective implementation of risk management is
part of best business practice at a corporate and strategic level as well as a means of
improving operational activities.

Enterprise risk management is, in essence, the latest name for a comprehensive
risk management approach to business risks. Precursors to this term include corporate
risk management, business risk management, holistic risk management, strategic risk
management and integrated risk management. Although each of these terms has a slightly
different focus, in part fostered by the risk elements that were of primary concern to or-
ganizations when each term first emerged, the general concepts are quite similar.

The first Enterprise Risk Management publication, presciently titled Risk Man-
agement and the Business Enterprise, was published in 1963, after six years of exami-
nation of this problem, by Robert I. Mehr and Bob Hedges. As the introduction to this
publication points out, the objective of risk management is "to maximize the productive
efficiency of the enterprise." The basic premise of this text was that risks should be
managed in a comprehensive manner and not simply insured [1, p. 4].

Casualty Actuarial Society (CAS) has adopted the definition of enterprise risk
management as of the discipline by which organization in any industry assesses, con-
trols, exploits, finances and monitors risks from all sources with the purpose of increas-
ing the organization’s short- and long-term value to its stakeholders [2, p. 8].

COSO (Committee of Sponsoring Organizations) defines enterprise risk man-
agement as a process, carried out by an entity’s board of directors, management and
other personnel, applied in strategy setting and across the enterprise, designed to iden-
tify potential events that may affect the enterprise. It means managing the risk so that it
remains within the company’s ‘risk appetite’, providing reasonable assurance with re-
gard to the achievement of its objectives. The definition reflects certain fundamental
concepts. Thus, Enterprise Risk Management is a process. It is ongoing and engages all
the entity, is effected by people at every level of an organization, applied in strategy
setting, applied across the enterprise, at every level and unit. It includes taking an entity
level ‘portfolio view’ of risk. It is designed to identify potential events that, if happen,
will affect the entity. It should provide reasonable assurance to an entity’s management
and board of directors; geared to achievement of objectives in one or more separate but
overlapping categories [3, p. 7].

In Handbook that is based on the Joint Australian/New Zealand Standard
(AS/NZS 4360:2004) Risk Management is described as a holistic management process
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applicable in all kinds of organizations at all levels and to individuals. This Standard
provides a generic guide for managing risk.

Scientists define Enterprise Risk Management and classify the enterprise risks
differently, but it is clear that a new field of Risk Management is evolving, requiring
new and specialized expertise.

Advantages of an integrated enterprise risk management approach include: the
alignment of risk at all levels to strategic objectives; accountability for and ownership
of risk management; ability to foresee and predict risk occurrence. It assumes taking

preventive action and minimizing waste of costly time. It also assumes the optimization
of risk-taking by the organization, its capability to aggregate and correlate information
about the current state of risk exposure at the strategic, operating and process levels.

Direct Benefits of Risk Management include: (1) No Surprises — Early Warning
Systems (identify, assess and prioritize risks; introduce appropriate control and informa-
tion processes; promote organizational learning and knowledge transfer). (2) Effective
Responses — Good Reactions (integrate risks into the planning and decision-making; stra-
tegically reduce exposure levels to acceptable levels; rapidly respond to issues and reduce
negative impacts). (3) Greater Chance of Success — Better Outcomes (maximize chances
of achieving objectives; improve ability to anticipate and prepare for change).

A useful way to conceptualize ERM is along two dimensions: one spanning the
types of the risks included and the other spanning the various risk management process
steps.

The organizations working on enterprise risk management frameworks classify
enterprise risks in different categories according to various risk characteristics.

The CAS categorized enterprise risks into four types: Hazard Risks (fire and other
property damage, windstorm and other natural perils, theft and other crime, personal in-
jury, business interruption, disease and disability, liability claims); Financial Risks (price,
liquidity, credit, inflation/purchasing power and hedging/basis risk); Operational Risks
(business operations, empowerment, information technology and information/business
reporting); Strategic Risks (reputational damage, competition, customers’ requirements
and wants, demographic and social/cultural trends, technological innovation, capital
availability and regulatory and political trends) [2, p. 10].

According to the PROVITI Business model, these three broad categories — envi-
ronment, process and information for decision-making — provide the basis for under-
standing the sources of uncertainty in any business. Environment risks are uncertainties
arising in the external environment that affect the viability of the enterprise’s business
model. Process risks (financial, empowerment, information technology, governance,
regulation, integrity and operations) are uncertainties affecting the execution of the
business model, and therefore often arise internally within the organization’s business
processes. Because inadequate knowledge and information breeds more uncertainty,
information for decision-making risks (strategic, public reporting and operational) are
uncertainties affecting the relevance and reliability of information supporting manage-
ment’s decisions to protect and enhance enterprise value [4, p.12-23].

Chapman distinguishes two groups of risk factors according to the sources of the
risk: (1) internal influences — micro factors and (2) external influences — macro factors.
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Micro risk factors are to a large degree generated internally and hence within the
sphere of influence of any one business, whereas macro factors are predominantly out-
side the control of individual businesses. Micro risk factors include financial, opera-
tional and technological factors and macro risk factors include economic, social, envi-
ronmental, legal, market and political risks [5, p. 201].

We suggest that for the purposes of the effective ERM the enterprise risks be
classified into the macro and micro risks factors. We therefore share Chapman’s ap-
proach, although consider it necessary to attribute strategic risks to the micro risks
group.

The steps of enterprise risk management are quite familiar to traditional risk
management, but scientists also define them differently. Shawna Ackerman, a consult-
ant at MHL/Paratus Consulting, lists these steps as: Identify the question(s); Identify
risks; Apply risk measurements; Formulate strategies to limit risk; Implement strate-
gies; Monitor results and repeat. Another consulting firm lists the steps as: Identify risk
on an enterprise basis; Measure it; Formulate strategies and tactics to limit or leverage
it; Execute those strategies and tactics; Monitor process.

The following steps of the risk management process are described in the Austra-
lian/New Zealand Standard in Risk Management [6, p. 57].

Establish Context — This step includes external, internal and risk management
contexts. The external context starts with a definition of the relationship of the enter-
prise with its environment, including identification of the enterprise’s strengths, weak-
nesses, opportunities, and threats ("SWOT analysis"). This context setting also identi-
fies the various stakeholders (shareholders, employees, customers, community), as well
as the communication policies with these stakeholders. The internal context starts with
an understanding of the overall objectives of the enterprise, its strategies to achieve
those objectives and its key performance indicators. It also includes the organization’s
oversight and governance structure. The risk management context identifies the risk
categories of relevance to the enterprise and the degree of coordination throughout the
organization, including the adoption of common risk metrics.

Identify Risks — This step involves documenting the conditions and events (in-
cluding "extreme events") that represent material threats to the enterprise’s achieve-
ment of its objectives or represent areas to exploit for competitive advantage.

Analyze/Quantify Risks — This step involves calibrating and, wherever possible,
creating probability distributions of outcomes for each material risk. This step provides
necessary input for subsequent steps, such as integrating and prioritizing risks.

Integrate Risks — This step involves aggregating all risk distributions, reflecting
correlations and portfolio effects, and expressing the results in terms of the impact on
the enterprise’s key performance indicators (i.e. the "aggregate risk profile").

Assess/Prioritize Risks — This step involves determining the contribution of each
risk to the aggregate risk profile, and prioritizing accordingly, so that decisions can be
made as to the appropriate treatment.

Treat/Exploit Risks — This step encompasses a number of different strategies, in-
cluding a decision to avoid, retain (and finance), reduce, transfer, or exploit risk.
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Monitor & Review — This step involves continual gauging of the risk environ-
ment and the performance of the risk management strategies. It also provides a context
for considering risk that is scalable over a period of time (one quarter, one year, five
years). The results of the ongoing reviews are fed back into the context-setting step and
the cycle repeats.

The steps of Enterprise Risk Management are the same, except for minor

changes in wording, as those first enumerated by Mehr and Hedges in 1963.

Chapman has similar risk management phases in his process map: (1) analyses;
(2) risk identification; (3) risk assessment; (4) risk evaluation; (5) risk planning;
(6) risk management. In his process map, phases are presented with IDEFO (Integra-
tion Definition for Function Modeling) techniques. The rules of the IDEFO process
map include syntax rules for graphics (boxes and arrows, where boxes are processes
and arrows are data flows) and data connectivity (Input, Control, Output and Mecha-
nism) codes. Controls can be considered as constraints and mechanisms can be consid-
ered as enablers. These modes of data connectivity are used to describe how the risk
management stages are implemented and how the output of one process forms the input
to the subsequent process [5, p. 107]. That way of explaining the Risk Management
process is simple and very effective at the same time. It helps to understand what kind
of information you need to start any stage of risk management process and what will be
the result of the implementation of the certain stage that becomes an input for the next
step at the same time.

Enterprise Risk Management in different countries. In developed countries,
in an increasing number of industries the boards of directors are required to review and
report on the adequacy of risk-management processes in their organizations; researches
and seminars are conducted to explain the process, provide examples of its applications
and discuss advances in the field; universities start offering courses titled Enterprise
Risk Management.

There has been a significant increase of interest in Enterprise Risk Management
in the last years. In 2008, Deloitte conducted ERM Benchmark Survey with a goal to
capture and report feedback on the current state of ERM implementation for a cross-
section of companies and industries (excluding Financial Services). In the survey, there
were 151 company responses mostly from North and South America, and Europe rep-
resenting consumer business, energy, manufacturing, process industries, and telecom
and media. Most of these companies are midsize companies with annual revenues be-
tween $1 and $20 billion [7, p. 2-3]. Some key themes about ERM that emerged in the
survey are:

e Interest in ERM is growing, but 56% of respondents have had ERM programs
in place for less than two years;

e Regulation and regulatory compliance appear to be key drivers of ERM;

e There is a confusion about what ERM really means;

e The primary goals of current ERM programs emphasize process and structure
over outcomes;
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e Risk has not yet been fully incorporated into core business decision-making
processes, such as strategic planning, capital allocation, and performance management;

e The combination of lack of understanding of the benefits of ERM and diffi-
culty in proving the business case is the biggest challenge facing ERM proponents;

e The majority of respondents are not confident in the level of their organiza-
tion’s preparedness for mission critical risks;

e Organizations that report that they are better able to manage risk have a more
structured approach that has been in place for two years or more;

e Current ERM programmes are typically focused on risks to existing assets and
miss the connection to future growth.

Another broad international ERM Survey was conducted by Aon’s Global En-
terprise Risk Management with support of Aon analysts and survey research specialist.
The survey was based on 201 responses (40% of business companies are from North
and Latin America, 38% from Europe and the rest from the Middle East, Africa, Asia
and Australia) and was organized during the third quarter of 2009 as a follow up to
Aon’s inaugural survey conducted in 2007 [8, p. 3-6, p. 42].

Uncertainty surrounding the global economy has significantly increased since
the previous 2007 survey, and the awareness of the need to manage and leverage risk
has never been higher. The study was designed to show the extent to which ERM has
been successfully implemented across organizations globally; the effect ERM has had
on harmonizing organizational needs, culture and stakeholder requirements; and how
ERM is being used proactively to balance risk, opportunity and value.

According to the Aon Enterprise Risk Management Maturity Model, there are
five levels of the ERM development: Initial, Basic, Defined, Operational and Ad-
vanced. Advanced ERM means that company has well-developed ability to identify,
measure, manage and monitor risks across the organization; process is dynamic and
able to adapt to changing risks and varying business cycles; consideration of risk and
risk management in management decisions being explicit. Survey respondents were
asked to identify their rankings among the model definitions, and the resulting data
uncovers nine top hallmarks of forming enterprise risk management programs.

Many of that year’s respondents were now past the basic stages of ERM pro-
gram development, and overall ERM maturity has improved since the 2007 survey.
Fifty-five percent of that year’s respondents described themselves as being at the "De-
fined" or "Operational” level, meaning that they had policies and techniques in place to
identify, measure, monitor and manage some risk components, which represented a
healthy 20 point increase over the 2007 level. The number of respondents who had ma-
tured to the ,Advanced' level since 2007 had more than doubled from 3% to 7%, and
respondents in this stage of maturity report now have dynamic ERM processes that
allow adaptation to changing risks and opportunities.

Respondents indicate that the primary drivers for investment in ERM are im-
proving governance and transparency, adopting best practices and improving perform-
ance and decision making. The number of organizations seeking improved perform-
ance and decision making with ERM has risen dramatically since the 2007 survey. Of
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course it is not surprising that survey respondents continue to focus on deriving value
from their ERM investment. It is therefore encouraging that organizations in the more
mature stages of ERM report that they are able to drive significant value through ERM
in areas such as enhancing shareholder value, optimizing/reducing total cost of risk,

strengthening business resiliency and increasing operational efficiency. This is promis-
ing in light of the financial challenges that many of the organizations have faced since
the last survey. The primary drivers for maturity in ERM programs include improved
performance, enhanced risk governance and the integration of known risk management
best practices — which all link directly to enhancing shareholder value. Survey respon-
dents report that the impact of ERM on an organization’s value increases significantly
as ERM programs mature.

Finding ways to demonstrate the value of ERM helps build understanding and
momentum for further investment in this approach. Immediate value can result from
improved efficiency as existing risk-related activities are aligned into a coherent ERM
framework, or from short-term improvements in how risk management resources are
allocated against high-priority risks. Longer term value can be found in the year-on-
year improvement in risk understanding and "readiness", including alignment of ‘risk
appetite’ with the resources used to manage risk across the organization. In the big pic-
ture, ERM will help manage and improve cost (of debt, credit, insurance, and the like)
and opportunity (through enhanced governance, reputation and decision making).

This year’s responses also reveal the best practices of an advanced ERM pro-
gram and the work that is required to progress successfully through the five-stage ma-
turity process. It is clear from the survey findings that the ERM journey is organic in
nature and unique for each organization; it cannot be completed with a cookie-cutter
approach. The objective is to have ERM rooted in an organization’s individual culture,
management processes and strategic vision, leading to enhanced risk-based decision
making. Advanced practitioners have honed this capability and are better positioned to
capitalize on emerging opportunities.

If we compare the two surveys described above, we may conclude that there are
improvements in many directions towards ERM in the companies, although we should
take in consideration that in Aon’s case most of the respondents are Aon’s clients (as a
consulting company) and that can be the reason that respondent companies have more
opportunities to develop their ERM systems and programmes.

Enterprise Risk Management in Georgia. Every business organisation has to
interact and transact with its business environment. Hence, the business environment
has direct relation with a business organisation. Obviously then, the effectiveness of
interaction of an enterprise with its environment primarily determines the success or
failure of a business. That is why before a discussion of the development towards ERM
in Georgia is commenced, it is worth to make brief overview of the business environ-
ment in Georgia.

After the so-called ‘Rose Revolution’ in Georgia deregulation has become the
key trend for economic reforms since 2004. Several state agencies were abolished in
2004, including the Service for Food Expertise and Monitoring, the Service for Plant
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Protection, the State Employment Service, Office of Standards, Food Safety Inspec-
tion, Sanitary Control and the Transport Regulatory Commission, amongst others. The
list of activities which required licensing also decreased significantly from 900 activi-
ties to only 114. Simultaneously, construction procedures were also significantly sim-
plified [9, p. 61-76].

Analyses of the structural changes carried out in Georgia during last seven years
show that the goal of these changes has been full economic deregulation. The Labour
Code of Georgia, which recognises the supremacy of employers’ rights and practically
minimises employees’ interests, can be cited as the best example of this reality.

Following the ‘Rose Revolution’, the Anti-Monopoly Office and relevant legis-
lation were abolished and the Law on Free Trade and Competition and the relevant
agency were created instead. In relation to antimonopoly regulations, the radical differ-
ence between the approaches of the Government of Georgia and that of the EU has
become a serious problem. Georgian authorities base their economic reforms on ultra-
liberal approaches, implying minimal mechanisms of control by the State. Georgian
authorities view antimonopoly regulations by the State as promoting corruption, rather
than bringing about the real solution of the problem. In the framework of antimonopoly
regulations the authorities consider it acceptable to control the activities of only the
public sector institutions, ignoring at the same time a possibility of abuse by the repre-
sentatives of private sector, thus fostering monopolistic and oligopolistic conditions on
the market. The restriction of such abuse is one of the important directions of European
antimonopoly regulation. Georgian authorities, on the one hand, want to conclude a
Free Trade Agreement with EU; on the other hand they do not want to concede ultra-
liberal approaches in antimonopoly regulation.

In 2010 the Government of Georgia took the following commitments within the
framework of antimonopoly activities under the European Neighborhood Policy Action
Plan: 1. Adoption of the strategy of competition policy. 2. Adoption of action plan in com-
petition field. 3. Establishment of a new regulatory agency to uphold public law — competi-
tion agency. 4. Development and adoption of a competition law. 5. Introduction of relevant
amendments to competition legislation to reflect the reforms. 6. Training of the staff of the
new competition agency and of the relevant state institutions [10, p. 24-25].

Accomplishment of these obligations by Georgian authorities is a precondition for
establishing Free Trade regime between European Union and Georgia. This issue has be-
come topical since August 2008 war and this was one of the components of support of
Georgia from the EU side. For this reason Georgia was charged with certain obligations.

Of the aforementioned obligations the Government of Georgia has fully accom-
plished the obligation to establish a juridical entity for observing public law. Functions
of the new agency are defined by relevant legislation, important changes to which have
not yet been made. As far as the adoption of competition strategy is concerned, the
Georgian authorities have been supported by the Georgian-European Economic Policy
and Legal Advice Centre. This document has not been reviewed by any independent
experts and its contents remain unknown to the society.

The rate of economic growth decreased in 1998-2002 to an average 2 percent
per year. In 2003, however, despite the most difficult economic situation, the economic
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growth rate exceeded 10 percent. In the following years, with the exception of 2008-
2009, the economic growth rates have been extremely high. As a result of the war in
2008, the country’s economy increased by only 1.9 percent, whilst economic decline
was observed in the country in 2009 for the first time since 1995. According to the of-
ficial data, the rate of decline was 3.9 percent. It should be noted that state and private

donors pledged USD 4.5 billion to help Georgia in the post-war recovery, which sig-

nificantly reduced the amplitude of economic recession. Key economic indicators of

Georgia are presented in Table and Chart.

Key Economic Indicators of Georgia

Table

Indicators

2003

2004

2005

2006

2007

2008

2009

2010

GDP in na-
tional cur-
rency, (GEL)
million

8,564.10

9,824.30

11,620.90

13,789.90

16,993.80

19,074.90

17,948.60

20,791.30

GDP per cap-
ita, USD

919

1,187.60

1,483.50

1,763.50

2,314.60

2,921.10

2,450.10

2,629.00

Exchange rate
(USD-GEL)

2.1459

1.917

1.8127

1.7767

1.6707

1.4902

1.6705

1.7826

GDP growth
rate %

111.1

105.9

109.6

109.4

112.3

102.3

96.1

106.4

Inflation %

7

7.5

6.2

8.8 11

9.7

3

11.2

External trade
turnover, mil-
lion USD

1,602.60

2,492.50

3,355.50

4,613.90

6,447.30

7,800.60

5,513.00

6,678.5

External trade
balance, mil-
lion USD

-679.8

-1,198.70

-1,624.50

-2,741.50

-3,982.50

-4,808.40

-3,243.20

3,511.7

Direct foreign
investments,
million USD

340.1

499.1

449.8

1,190.40

2,014.80

1,564.00

759.1

553.1

Unemploy-
ment rate %

11.5

12.6

13.8

13.6 133

16.5

16.9

Source: National Statistics Office of Georgia, official web site: http://geostat.ge/.
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Chart. Key Economic Indicators of Georgia

According to Ease of Doing of Business Report, in 2011 Georgia’s rank is 12.

This has been an important improvement since 2007, when its rank was 35. During the
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last years Georgia has improved access to credit by implementing central collateral
registry with an electronic database accessible online. Georgia strengthened investor
protections by allowing greater access to corporate information during the court trials.
Georgia made the enforcement of contracts easier by streamlining the procedures for
public auctions, introducing private enforcement officers and modernizing its dispute
resolution system. Georgia improved insolvency procedures by streamlining the regu-
lation of auction sales.

Although, if we study all the indicators of Ease of Doing Business (Starting a
Business — 8; Dealing with Construction Permits — 7; Registering Property — 2; Getting
Credit -15; Protecting Investors — 20; Paying Taxes — 61; Trading Across Borders — 35;
Enforcing Contracts — 41; Closing a Business — 105) it is clear that Georgia needs to
improve the level of protection of the taxpayers’ and investors’ rights and simplify pro-
cedures for the closing of businesses [11, p. 2—4].

In Georgia, ERM is not developed. Companies do not use various types of risk
minimization methods that are adopted in developed countries. That limits their devel-
opment opportunity. No surveys in ERM have been made yet. As far as risk manage-
ment is a sub-discipline of internal control and internal control itself is a sub-discipline
of corporate governance, it is useful to discuss in the country’s companies the Corpo-
rate Governance Survey that was conducted under the International Finance Corpora-
tion’s ‘Georgia Corporate Governance Project’ in 2004 and in 2008 [12, p. 4-10].

In the survey mentioned, one hundred and fifty companies (medium and large
joint stock companies) representing various industries of Georgian economy were in-
terviewed. The results of the survey show that awareness of corporate governance in-
creased in the four years that passed between them. Seventy-seven percent of the com-
panies interviewed in 2008 compared to 43 percent interviewed in 2004 stated that they
understood the meaning of the term "corporate governance". The number of companies
acknowledging the importance of corporate governance had also increased since 2004.
About 31 percent of companies stated that their corporate governance had significantly
improved in the previous three years. Thirty-six percent said that their corporate gov-
ernance had improved but not significantly, and 27 percent said that their corporate
governance had not improved.

The following factors were named among the top motivators to improve corpo-
rate governance: the desire to improve financial performance; desire to improve com-
petitiveness and desire to attract foreign investments.

Georgian legislation does not have provisions for internal audit. However, the
internal audit function plays a significant role in ensuring control of a company. Since
2004, the number of companies with no internal audit unit has declined from 59.2 per-
cent to 26.7 percent. At the same time, in the joint stock companies where an internal
audit unit was present, it was often appointed by the management board and was not
functionally independent. Independence of internal audit has significantly improved
though. In 2004 internal audit was appointed by the management board in 45.2 percent
of companies. According to the 2008 Survey, management appoints internal audit in
only 26.6 percent of companies. Although an internal audit unit had been introduced in
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more companies since 2004, companies’ responses to the question about their last in-

ternal audit were mixed, which suggests that the internal audit function was inefficient
or did not function properly.

According to the abovementioned survey, companies paid more attention to the
corporate governance and internal control in the last years. Of course, that is an impor-
tant improvement, but it signifies a crucial gap in the Enterprise Risk Management de-
velopment.

In the frame of the PhD programme, in February 2011, we started ERM survey
(in non-financial sector) to assess what risks certain companies are facing and what
methods they use to measure, evaluate and diminish them. We can summarize the
situation by saying that ERM is not even at the initial level of (any existing) maturity
model. It means that ERM components and associated activities are very limited, and
in many cases they do not exist at all. There are many barriers to the ERM implementa-
tion and most important are the following:

(1) Owners of the businesses cannot see tangible benefits and they do not realize
the importance of ERM;

(2) Lack of the CEOs’ and senior managers’ support (We should take in considera-
tion that in most of the Georgian companies the owners and CEOs are the same persons);

(3) Companies’ positions on the market and their business environment do not
call for ERM (low level of competitiveness in the market);

(4) Financial organisations do not pay much attention to the ERM in the process
of evaluating business plans of the businesses they give credits to;

(5) Except certain industries, regulatory requirements related to corporate gov-
ernance are not in place;

(6) Lack of the risk management specialists on the labor market of Georgia and
their lack of access to the key leaders;

(7) Lack of financial sources makes it difficult to form new departments of risk
management as sub-systems in the companies’ management systems;

(8) Financial instruments of risk management are not developed in the country;

(9) Lack of books and materials on risk management in Georgian language; No
think tanks working in this field,

(10) Models and methods used for risk measurement and assessment are quite
complicated and require special skills and relevant education.

For successful implementation of the Enterprise Risk Management it is impor-
tant for the businesses to have statistical data. For effective risk minimization risk
management policy is to be integrated with business strategy, and risk management
plan should be included in business continuity plan.

According to the survey results, most of the Georgian companies did not have
business continuity plans before financial crisis and they were making decisions imme-
diately based on the situation. Most of them used defensive strategies (decrease number
of employees, delay the salaries and other) to cut their expenses in short-term.

Since the global nature of the economic crisis was conditioned by strong interrela-
tion of the world financial markets and Georgia’s financial market is still underdeveloped,
its exposure to the global financial crisis was not so significant. However, economic impli-
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cations of the crisis were considerable for such a small open economy as Georgia's; the
damage incurred by the country’s exports of goods, the crisis also harmed such important
economic sectors as transport, construction, trade and tourism [13, p. 9-10].

Financial crisis was a good lesson for companies to learn and realize the neces-
sity of the business continuity plans and particularly Enterprise Risk Management, but
interest towards ERM is still not high in Georgian companies.

It is clear that development of the Enterprise Risk Management is important for
all developing countries including Georgia, if they want to improve their companies’
business performance and increase their value for shareholders and society. Studying
Enterprise Risk Management is important for science and education system in Georgia.
In that way, it is possible to train a specialist in this field, develop ERM models that
can be used by Georgian companies.
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