
Financial Management Assessment 
 
A. Financial Reporting Standards in Georgia 
 
1. In 1999, the Georgian Parliament passed the "Georgian Law on Regulation of 
Accounting and Reporting." The major principles of this law, which is still in effect, are that (i) the 
International Financial Reporting Standards (IFRS), as promulgated by the International 
Accounting Standards Board (IASB), have been translated (most recently the 2007 Edition), 
fully adopted, and made mandatory as the only reporting standards in Georgia for the majority 
of larger enterprises; and (ii) small enterprises and non-commercial enterprises are exempt from 
this onerous application of full IFRS as separate standards have been issued for them by the 
Accounting Standards Commission of the Georgian Parliament. Whilst these national standards 
are based on IFRS, it is less complex and are not as difficult to apply as full IFRS. 
 
2. The 1999 law also established the Accounting Standards Commission whose main 
functions are (i) approval of Georgian IFRS translations and interpretations for implementation; 
(ii) approval of temporary accounting standards (on those issues currently not covered by IFRS 
but of relevance to Georgia; and (iii) approval of a chart of accounts structure based on IFRS to 
assist in the preparation of IFRS compliant financial reports 
 
3. Financial reporting in compliance with IFRS is generally low, especially outside of the 
banking sector. The compliance gap is a very serious issue, which materially affects the quality 
and usefulness of financial statements in Georgia. The compliance gap was often attributable to 
many companies’ lack of basic understanding of IFRS fundamentals such as the accruals 
concept and separate financial and tax accounting. Priority measures to address the compliance 
gap in financial statements preparation including improving the education and training of 
preparers of financial statements such as ‘chief accountants.’ 
 
4. There is a new draft law on accounting and auditing, which is still under discussion. This 
law, when passed, will very probably make significant changes to the whole financial reporting 
regime in Georgia. The proposed law has yet been enacted. 
 
B. Auditing Standards in Georgia 
 
5. Georgia requires the use of ISA for statutory audits. The current standards in use are 
based on the 2004 ISAs and consequently there is now a significant translation process 
required to bring the standards up to date. There is, however, a significant ‘compliance gap’ in 
the use of ISA with the low level of use of these standards outside of the leading audit firms. 
This compliance gap in some cases renders statutory virtually audit useless as public or 
investor’s safeguard of the dependability of financial statements. As with the accounting 
standards, this is more due to a lack of understanding of how to apply the standards than lack of 
willingness. Accordingly, there is a need to develop an ISA compliant standard audit 
methodology and audit manual in Georgian to be readily available to auditors, backed by the 
availability of suitable relevant training courses in implementing ISA and the standard 
methodology. 
 
C. Professional Infrastructure 
 
6. The accounting and auditing profession in Georgia is represented by the Georgian 
Federation of Professional Accountants and Auditors (GFPAA), which has over 4,540 members. 
 



7. The draft Law proposes to abolish both the Accounting Commission and the Audit 
Council and delegate their current functions to professional organizations which are defined in 
the draft Law as unions of accountants and/or auditors registered under Georgian legislation 
and that are full members of IFAC, in other words the GFPAA. Professional organizations will be 
required to administer the certification of both individual auditors and of audit firms. Whilst such 
delegation and self regulation is common in many other countries, it is also often considered 
best practice for any professional organization to which such responsibilities are delegated to be 
in turn subject to some independent monitoring in order to guard against the potential conflict of 
interest inherent in a body that not only represents but also regulates its members. Continuing 
Professional Development (CPD) is now required for auditors and accountants by the Audit 
Council (it is an IFAC requirement). The proposed draft Law on Accounting and Audit, however, 
will require that an auditor’s qualification is confirmed by continuous education monitored by a 
professional organization which will bring this area in line with IFAC. 
 
8. In addition, there are approximately 600 individuals who hold the now defunct audit 
qualification as previously issued by the Audit Council. The proposed draft Law goes on to 
define an accountant as ‘an adequately qualified person hired by the entity to do accounting and 
prepare financial statements’. A ‘Professional Accountant’ is defined in the law as a person 
‘certified as a professional accountant by a professional organization (member of IFAC)’. Whilst 
the size of the accounting profession in Georgia is not easy to accurately define, observers 
estimate that there are approximately 20,000 accountants, many of whom work as ‘chief 
accountants’ in industry.  
 
D. Financial Management Assessment (FMA) of the Georgian State Electrosystem  
 
9. The Georgian State Electrosystem (GSE) is the EA of the project and is a 100% state-
owned Limited Liability Company.  GSE is responsible for transmission operation and dispatch 
throughout Georgia. No previous FMA had been undertaken. A Financial Management 
Assessment Questionnaire (FMAQ) filled out by GSE was discussed with Chief Financial Office 
of GSE.  
 
10. GSE operated at a significant loss up to 2006, and was near bankruptcy caused by 
customers’ failures to pay bills to GSE. To avert bankruptcy GSE entered into a legally binding 
Rehabilitation Plan in 2008 with its creditors, largely the Ministry of Finance. The plan sets out 
plans of investment and operating expenditure and a schedule of debt repayment in 17 years.  
GSE currently repays debt of around GEL 3 million per annum under the Plan. Problems of 
revenue collection have been resolved since 2007, with most amounts invoiced collected by 
GSE. After reporting profit in 2007 and 2008 of GEL 27.5 and 27.8 million respectively, GSE 
shows significant loss of GEL 12.3 million in 2009 due to an impairment loss of GEL 57.7 million 
resulted from assets revaluation to fair value. The 2011 unaudited financial statements show 
substantial improvement of the GSE financial performance. GSE reported a profit of GEL19.4 
million in 2011. 
 
11. The impact of the Rehabilitation Plan on GSE’s financial management practices is that 
all major operational decisions that impact on the agreed Plan require the agreement of 
creditors.  While on one hand this requirement reduces flexibility in business decision-making, 
on the other hand the Plan introduces additional layers of scrutiny over decision-making and 
performance, including monthly reporting. 
 
12. Since 2006 GSE has not sought a tariff increase, relying on electricity volume growth 
without increasing tariff since then. GSE is subject to an element of volume risk, particularly in a 



scenario where (i) proposed growth in electricity volumes does not materialize; and (ii) GSE has 
to operate under constant prices. The EA agreed to minimum levels of financial performance, 
and these will be included as loan covenants. Periodic tariff reviews will be required to 
overcome the risk of poor financial performance, to achieve long-term sustainability, and to 
ensure that the Project does not have an adverse fiscal impact on GSE and the government.  
 

1. Experiences Working for Externally Financed Projects 
 
13. GSE has undertaken projects with other donors, including the World Bank and KfW. A 
Project Implementation Unit (PIU) was set up in GSE for the projects, located in the same 
building but with its own budget independent of GSE. Through this previous activity it has 
experience in managing contracts and meets donors’ requirements. The PIU was disbanded 
upon project completion.   
 
14. GSE has no experience of working with ADB. GSE advises that it will be able to staff a 
PIU with employees with previous experience of externally financed projects. However, training 
under ADB procedures will be required. 
 

2. Financial and Management Accounting Systems 
 
15. GSE is required to maintain its accounting and reporting in accordance with IFRS 
requirements. In 2009, and consistent with IFRS requirements, GSE undertook a full revaluation 
of system assets. GSE does not envisage any further revaluation outside the anticipated period 
of IFRS (4-6 years). Defined by the company with the assistance of Ernst & Young during its 
revaluation, plant and equipment are depreciated over 20 years. 
 
16. The Accounting Department of GSE contains 13 staff members and is headed by the 
Chief Accountant. In the Department there is also a Deputy Chief accountant, 7 accountants, 1 
Property administrator and 3 Regional accountants. The staffs are well-trained with lower 
turnover rates than in technical areas of the company. GSE is looking to introduce annual, 
formal training courses on IFRS but as yet these have not been introduced. 
 
17. In addition to statutory annual reporting, GSE develops income statements on a monthly 
basis and monitors cash flows on a daily basis.  These requirements are used for the purposes 
of business practice rather than any external requirement. 
 

3. Budgeting 
 
18. The company budget is prepared by the Financial Department based on requirements 
by initiators and is approved by Board of Directors (Management Board). Physical and financial 
targets are used. Monitoring is undertaken at three layers: (i) performance against the 
Rehabilitation Plan (monthly); (ii) performance against the budget developed at the beginning of 
the year; and (iii) performance against the corrected budget (adjusted for timing differences 
within the year). This final level of monitoring is largely for management reporting purposes. The 
Rehabilitation Plan allows limited scope for breaches to be made within a year. 
 

4. Internal Auditing and Internal Controls 
 
19. Under Georgian law all state-owned enterprises are required to have their own internal 
audit department.  The Head of the Internal Audit Division in GSE reports directly to the Head of 
the Board of GSE and is assisted by 1 accountant and 5 technical staff. The role of the internal 



audit division includes monitoring expenditure, monitoring compliance with construction 
requirements and investigating potential fraud. All decisions on actions following a breach of 
compliance requirements are taken by the Head of the Board. 
 
20. The Internal Audit Division has an Annual Plan (developed from departmental requests 
in advance of the start of the year) and also works to independent requests provided during the 
year.  The Internal Audit Division has experience of working with international donor financed 
projects. 
 
21. As a requirement under its Rehabilitation Plan, GSE provides monthly reports to the 
Ministry of Finance (the major creditor) on its income and expenditure.  Any changes to the 
Rehabilitation Plan require approval from the Ministry in advance of the expenditure being 
incurred, a high level of monitoring of performance and strict expenditure controls.   
 
22. Authorization is provided by the General Director (Rehabilitation Manager), the accounts 
department records each transaction, while Treasury is responsible for payment. A nominated 
person is responsible for each asset held by the company. Other controls exist, including for 
budget preparation, amendment and monitoring, payments, cash management, and safeguards 
of assets. 
 

5. External Audit 
 
23. GSE uses Grant Thornton as its external auditor, as it has the World Bank’s 
accreditation. A full set of notes to the financial statements for fiscal year ending December 
2009 and audit opinions were provided. This is the most recent audited financial statements 
available for GSE. An unqualified opinion was issued by Grant Thornton. This is the first time 
since its establishment that GSE has received an unqualified opinion from its auditors. 
 
24. External audits should be conducted by an experienced, independent auditing company 
in accordance with International Auditing Standards. Audit reports on GSE financial statements 
need to cover the Income Statements, Balance Sheets, Cash Flow Statements, and include 
detailed explanatory notes to the financial statements. Project accounts for the project will also 
be audited, including audit opinion on use of loan proceeds, compliance with financial covenants, 
and a management letter. The reports should be provided to ADB within 6 months of the end of 
each fiscal year. 
 

6. Information System 
 
25. Accounting is centralized in the company, with ERP 1S software used in all regions with 
the database centralized at Head Office.  Management accounting report preparation is manual 
to develop tailored reports suited to managements needs. 
 

7. Risk Assessment and Mitigation Measures 
 
26. Table 1 summarizes risk assessment and proposed mitigation measures 
 
 
 
 
 
 



 
Table 1: Summary of risk assessment 

Control Risk 
Risk 

Assessment 
Mitigation Measures 

Risk after 
Mitigation 

Inherent risks 
(implementation 
agency) 

Medium Training on ADB procedures necessary to 
reduce risk to Low 

Low 

Flow funds 
arrangements 

Medium ADB Direct payment procedure is to be used 
for the Project.  

Low 

Staffing Medium/Low Generally adequate staff levels and skills. 
Greater commitment to on-going training can 
reduce risk further.  

Low 

Accounting policies, 
procedures, and 
systems 

Medium IFRS is required for GSE’s accounting and 
reporting. GSE is looking to introduce 
annual, formal training courses on IFRS. 

Low 

Internal audit Medium/Low Effectiveness per unit at risk by workload 
and departure of key staff members. 
Commitment to on-going training can reduce 
potential risk. 

Low 

External audit Medium Loan/Project Agreements require GSE’s 
financial statements and project accounts be 
audited in accordance with international 
standard of auditing (IAS) by auditor 
acceptable to ADB.  GSE will submit to ADB 
the audited financial statements and project 
accounts within 6 months of the end of the 
fiscal year. 

Low 

Overall Medium/Low  Low 

 
8. Implementation Arrangements 

 
27. A PIU will be set up at GSE to manage project implementation. Implementation 
consultants will be recruited to assist PIU in supervising the project implementation, recording 
project costs, preparing withdrawal applications and progress reports, to ensure accurate 
project cost recording, timely disbursements, and accurate and comprehensive reporting.  
 
E. Conclusion 
 
28. GSE has experiences in managing externally financed projects, maintains its accounting 
and reporting according to International Financial Reporting Standards (IFRS), received 
unqualified audit opinion on its financial statements for fiscal year ending 31 December 2009, 
has well trained accounting staff, and established an internal audit unit reporting to Head of the 
Board of GSE. Internal control exists and appears effective. The Rehabilitation Plan prescribes 
that all GSE’s major operational decisions require the agreement of creditors, that introduces 
additional scrutiny on decision-making and performance, although reduces its flexibility in 



business decision-making. Training and support should be provided on relevant ADB policies 
and procedures. PIU is to be established, and will be assisted by implementation consultants. 
Financial management risks are assessed low after proposed risk mitigation measures. 

 




