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Final Report: Land Market Development Cooperative
Agreement

1. Background

Totd agriculturd land in Georgia amounts to about 3 million hectares  There ae
approximately 795,000 hectares of arable land and nearly 268,000 hectares under perennia
crops.  Land dassfied as “mowing™ comprises 142,500 hectares, while pastureland occupies
amog 1.8 million hectares.

The land tenure Stuation in 1991 was gpproximately asfollows:

Nearly 1,300 large collective and dtate farms cultivated about 3 million ha of agricultura
land. About 1 million hectares were arable or perennidly cropped land; the rest were
mostly pasture and mowing lands.

About 700,000 farm households cultivated about 15,400 hectares as household gardens
plots.

A two-pronged agriculturd land reform was devised in Georgia to move toward a market-
oriented economy, one prong being the didtribution of land parcels of up to 1.25 hectares in
ownership to rurd families (the “smdl parcd” approach), and the second being the leasing of
the remaning date-owned land in larger dlotments to physcd and legd entities The land
reform program was intended to creste a self-maintaining sector of subsstence-oriented smal
farmers and a market-oriented sector controlled by larger leaseholders”.

The “smdl parcd” reform under Resolution 48 of January 1992 was planned to transfer
ownership of the affected land from the state to households® on an emergency basis.  Under
this firg reform, about 744,000 ha of agriculturd land were didtributed in ownership to
1,055,200 households. The average Sze of these privatized agriculturd landholdings varied
from 0.3 ha in didricts with a low land-man rétio to 1.25 ha in didricts with more available
land*. As a result of this massve disribution of smdl agriculturd land parcels, each
household has received 3-4 parcds from village based land commissions, and were to recelve
“Land Recaive and Delivery Acts’ to document this acquisition of land.

! Theterm mowing lands” refersto land that cannot be plowed but is more commonly used for uncultivated
grasses, which typically are mowed and stored for livestock feed.

2 For more information on the land leasing program, see Appendixes D and G.
3 See Appendix F for adiscussion of the implications of allotments of land to househol ds.
4 See Appendixes E for more information on land tenure and land reforms in Georgia.
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Figure 1: Small Parcels Created from the Land Reform

This reform was manly socidly oriented, in tha Georgian citizens had the posshility to
recave land parcds (totading a maximum of 1.25 hectares) in private ownership, free of
charge. With these dlocations of land, people would produce agriculturd products that on
one hand would gve them the posshility of family sustenance and on the other hand would
asss the country to overcome complex socia problems and a food deficit.

The reform had some postive results, especidly from the socid viewpoint, but this reform
was dso accompanied by some flaws. For example land fragmentation has been identified as
one of the man flaws, presenting a serious problem for further development of agriculture
and aso faming and family activities (See Figure 1).

USAID support to the privatization process in Georgia began in 1977 following a vigt by a
USAID ddegation to Georgian officids in the fird pat of the same year. During that vist,
the delegation assessed the existing Stuation, and by the end of September of the same year a
privatizetion support project was initiated through the company BoozAllan & Hamilton
(BAH). Experiences of dmila works caried out by USAID in former Soviet Republics,
paticulally Moldova, served as bass for many of the Priveization Project activities in
Georgia.
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At the beginning of the Project there was no unified legidative framework, which would
directly regulae land-related issues.  Land reform itsdf (which dated in 1992 by
“privatization” of agriculturd land and free of charge alocation of land to people) was carried
out without such legidative framework being in place. This was the man reason for initidly
leaving nontagricultura or urban land without considerationin the early phase of trangtion.

Laws and normative acts a tha time were contradictory and insufficient. No unified legd
andyds of exiging legidative framework had been made. A complete reference book of
land-related laws and normative acts was prepared by the Association for the Protection of
Landowners Rights (APLR) through the grant obtained from Eurasia Foundation. However,
the reference book did not include legd andyss of those laws but only assembled them in
one publication—a very useful step, but only afirst step.

The BAH Project dtaff and specidigs from the APLR darted their activities by researching
and andyzing further the exiding legidaive framework. The improvement of the legidaive
framework for agriculturd as wel as nonagriculturd land was the prerequisite of land market
development in Georgia.

The Parliament of Georgia adopted severa important laws. The initid drafting of some of
these laws was asssted by the BAH Project and the Association for the Protection of
Landowners Rights, induding:

» Law on Declaration of Private Ownership of Non-agriculturd Land in Use of Physcd and
Private Lega Persons

Law on Land Parced and Related Immovable Property State Registration Fees

Law on Amendments to the Law on Land Parce and Related Immovable Property State
Regigration Fees

Law on Amendmentsto the Law on Agriculturd Land Ownership

Law on Amendments to the Law on Adminidration and Dispostion of State-owned Nor-
agriculturd Land

Order of the Presdent of Georgia No. 327 “On Urgent Measures for the Initial
Regidration of Agriculturd Land Ownership Rights and Issuance of Regidration
Certificates to Citizens of Georgid’

YV VYV VYV

On October 28, 1998 the Parliament adopted the Law on Declaration of Private Ownership to
Non-agricultural Land in Use of Physca and Private Legd Persons. Privatization envisaged
in thet law incdluded the rights of owners, and at the same time turned out to be beneficid for
the state. Following the agriculturd land digtribution program, the Project began working on
improving the procedures for regisering rights to the privatized land parcds  Initid
regidration, which was supposed to be officia confirmation of privatization, should have
been transparent and free of bureaucratic impediments, but instead often served as the source
of corruption.

Upon the initiative of the Project the lig of documents required for privatizetion and
regidration was decreased to minimum, and a Certificate was prepared for confirming the
private ownership of land. Prior to the use of those cetificates, the new “owners’ were
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supposed to recelve the a “Recave-Ddivery Act” from the State Department for Land
Management, but for a raher high pricee Receive-Ddivery Acts confirmed the right of
usage, not that of ownership. See Figure 2 for an image of a Receve-Ddivery Act. See
Figure 3 for the sketch of the parcedls described in the RDA. The high price of the
documentation which was cdculated to cover the costs of the privatization process was an
important reason why 70% of the population had rot received the Acts by 1998. Moreover, i
was necessary to carry out unified cadastra surveys and based on them to carry out initid
registration and preparation of certificates. However, the state and the relevant body (SDLM)
could not afford to finance these activities, but hoped for assstance from donor organizations
in the near future. It should be noted that tis find certification by the Sate was aso planned
to be charged to the new owners. At the same time a World Bank Project had dready started
a pilot program of land cadastra works in Georgia, which was conducting pilot activities in
two raiors.

In August 1998, smultaneoudy with work on privatization of non-agriculturd enterprise
land, the project started a pilot effort in two sskrebulos of Zestgponi raion, for producing
survey plans of the privatized parcds of agriculturd land and ther initid regidration in a
rgpid and effective way. The project envisoned the actud issuance of Certificates of
Ownership to the new private landholders, and the provison to the Regidration Offices of
Property Cards and Maps.

At this time, the Project in association with the APLR had opened its offices at the Georgian
Parliament and State Chancdlery. While usng these offices and, again, in cooperation with
the APLR, the Project was rasng the initiive of implementing free-of-charge initid
registration and simple requirements towards preparing parced maps. The reason for such an
gpproach was the difficult socia—economic gStuation and the necessty of rgpid development
of the land market in such conditions.



FINAL REPORT, USAID Georgia Land Market Development Activity
June 2001 — July 2005

Figure2: An Allotment Certificate (Receive-Delivery Act)
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Figure 3. Sketch of Parcelson Back of RDA
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Upon recommendations of USAID, the Project and the APLR, the Presdent of Georgia
approved the Decree No. 327 on May 16, 1999. Based on this Decreg, initia registration was
declared free-of-charge and, at the same time, the conduct of parcel mapping began to carried
out usng smplified methods for the purpose of accderation of initid regidtration. With the
fidd work completed in the Zestgponi Raion, a ceremony was held in Zestaponi on May 26,
1999, where the Presdent of Georgia personaly presented ownership certificates to the new
land owners. (See Figures 3 and 4 This was the firg time a public event had been held for
such a purpose. The presentation was atended by the US Ambassador and other officids,
both from the Georgian and the US Governments.

Figure4. President Handing Out Certificates of Owner ship

Figure5: A New Landowner

10
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The success of the pilot project in Zestgponi raion initiated expangon of project activities into
20 raions during 1999, and ancother 20 raions were added in 2000. The fidd work and
preparation of regidration materias and certificates were done for each raion in the project.
This work was caried out by contracted private companies which, with the Project's
assstance, had been supplied with office computer equipment and, where necessary, adso with
fidld geodesic tools. As result of this methodology, assstance to formation and development
of private land survey companies was dso carried out.  Office processng of completed fied
cadastral work was conducted by these companies through use of computer equipment and
sandardized software, based on which the produced and printed registration documentation
was submitted to the SDLM land regigration officesin raions, for ingpection and registration.

In the three years of the digtribution of agricultura land to 700,000 households in the early
1990s, public opinion negatively evauaed the trander of land into private ownership, wary
of the loss of land by the famers through sdes. Dozens of seminars were held as were
meetings with landowners, topographers, surveyors, farmers, brokers, representatives of
banks, state agencies, the NGO sector and mass media. Dozens of ceremonies of issuance of
cetificates confirming ownership on land were hdd in many raons. These events were
attended by representatives of international projects and the US government, President of
Georgia, Chairman of Paliament, MPs, Charman and employees of the SDLM, and
landowners. See Figures 3 and 4. The ceremonies were widely covered by the press and
televison Public opinion changed rapidly and dradticdly. In a 1995 poll of members of
Paliament, 75% were againg “privetization” and four years later in 1999, parliament
leadership tried to organize a pro and con debate about the desrability of privatization. Not
one member of Parliament would take the con pogtion.

As result of the subdivison and didribution of land by village land commissons and SDLM
fidd specidigs, by the year 1999 in Georgia there dready existed a wide dratum of private
landholders of both agricultural and nonagriculturd  parceds. At the same time legd
provisons were made for the converson of possessory rights to house and apartments into
ownership, including in the former parcds of land surrounding the houses.

With this varied but quite dsgnificant program of property privatization to households, it
became necessary to provide support to them to confirm their ownership of the land and
housng, and to enable them to conduct secondary transactions. People had to fed secure in
their new rights, and had to be encouraged to make invesments in their properties. The
expectation of recovering these investments through future sales if need be meant that the
land market itsalf needed to be activated. The Project played the role of a ady4 in this land
market activation process as wel. With assstance of the Project were formed private
companies, which provided brokerage activities to agricultura landowners.  The sarvice
which they provided to landowners was free-of-charge. These companies provided free-of-
charge assstance to both purchasers and sdlers of land, as wel as to persons interested in
mortgages or hypothecation of land. They practicaly conducted mediation between the
SDLM regigration offices, banks and other credit organizations on one hand and landowners
on the other. This mediation aso partly ensured transparency of the registration process. The
project did not, however, focus on dtrengthening of the regidtration offices and procedures,

1
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leaving that important part of the inditutiond development effort to the Government and
other donors.

2. LMDP Objectives

In May, 2001, the APLR began its collaboration with Terra Ingtitute with whom USAID had
developed a Land Market Development Cooperative Agreement, whose origind objectives
were:

® Regidration of an additiona 1,400,000 parcels (for a tota of 2,400,000 totd since July
1999) and issuance of regidtration certificates to landowners that ensures securetitle;

® Provide support for land transactions that lead to land market development;

® Provide public education and support to landowners to ensure the protection of their
land rights;

® Provide support and assstance for further land privatization, including enterprise land;

Advise on legd land reform and monitoring new land law introduced by GOG,;

® Srengthen the APLR's adminidrative and financid management capecities for
managing initid regidratiion, land maket policy devdopment, public education
concerning landowners rights and responghilities, and the promotion of security of
rights to land and red estate through registered transactions.

® Converson of the APLR and other organizations into Sef Regulating Organizations
(SRO's) which will include other groups or professonds redaed to red edate
transactions, cadastra surveying, property gppraisad, auction, and land regidration
services,

® Conduct foreign donor liaison;

® Report on project progress and other issues to USAID and other appropriate
authorities.

® Establish alegd mediation and conflict resolution capability in the APLR®.

Terra and the APLR prepared and signed an agreement to work together to achieve these
objectives, with specid emphads on assuring the sudainability of the APLR once the
agreement with Terrais completed.

In June, 2003, a two year extenson of the LMDP was initiated with the generd god to
improve the operations of land markets, particularly agricultural land markets.

The objectives of the extended LMDP were:

1) Complete a “qudity assurance’ program for the initid regidration of agriculturd
reform land

® This objective was origindly, “Enterprise land legal arbitration/resolution unit will be established in each
raion”, but was later modified as stated.



FINAL REPORT, USAID Georgia Land Market Development Activity
June 2001 — July 2005

2) Devdop, test, and revise regulations for implementing the law for the privatization of
remaning State owned agriculturd land, induding the initid regidraion of
agriculturd land previoudy privatized but not regsered (the “white spots’ on the
initid regigration maps);

3) Deveop thered estate market ingtitutions, by
" drengthening the policy voice of the APLR,
increasing the sarvices of the APLR for asssting land owners,
Improving the lega/policy framework for the proper functioning of land markets

With the change in the political Stuation in Adjara, the LMDP was modified to include an
objective of working with the KfW to carry out the initid regidration of the privatized land
parcelsin that region.

3. LMDP Achievements

The APLR (with assstance from Terra and other organizations), has carried out the following
activities under the LMDP.

3.1. Initial Registration of Agricultural Lands

APLR and Tera Inditute have targeted the initid regidraion of 1.4 million agriculturd land
parcels across the country, in addition to the 1 million agriculturd land parcds initidly
registered by the BAH Project, covering the vast mgority of agriculturd land parcds in the
country that were transferred in private ownership during the land reform.

Georgias breskaway regions of Abkhazia and South Ossetia until recently have not
participated as the other regions of the country in the reform process due to the politica
gtuation in those regions. Ajara region has been involved in the ongoing land reform only
partidly and has seen very limited donor activity until 2004 when politicd Stuetion there has
changed and a new locd government, loyd to the centrd authorities has been dected and

appointed.

The APLR/Teara Inditute team directly implemented the initid registration of agricultura
reform land beginning the firg haf of 2001. This is the period when APLR, together with
Terra Inditute, assumed the responghility of continuing and completing, within framework of
the LMDP, the initid regidration of 24 million land parcds. Currently the Project has
reached the target of 2,408,000 parces initidly regisered, including the 1 million parcels
intidly registered by Booz Allen during the period 1999-2001. The LMDP has been
implemented in 52 raions of Georgia.

Assstance from Donor Community. Georgia has received a significant donor assstance to

support agriculturd land regidration activitiess.  Apat from USAID, severd large players
have been involved, incduding: (8 World Bank, focusng its activities on land regidration in

13
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Mtskheta and Gardabani raions, (b) UNDP, supporting land regigration in Gori raion, (c)
KfW, fadilitating registration of state agricultura and resdentid lands.

Below is the information about number of parcels initidly registered by raion by BAH and by

the APLR/Terra projects.
Table 1: Initial Registration Work Completed on Agricultural Land Parcels under BAH
Contracts
Contract Stages of Initid Regidration
Sketches, Fed Regidration | Certificates | Cadastral | Regidration
by Land | Surveys Cards, Issued Index Maps Journals
Arrangers | Competed | Cadastral Registered Sgned
Pans
Prepared
OMNI 11 284,409 332,940 327,241 325,284 326,244 N/A
Segir GBTI 966,492 950,000 835,759 674,716 673,756 1,000,000
Totas (approx) | 1,250,901 1,282,940 1,163,000 1,000,000 1,000,000 1,000,000

Table 2: Initial Registration Work Completed on Agricultural Land Parcelsunder APLR/Terra

Contracts
#of registered certificates
# # Raion agricultural parces issued
Kakheti region
1 1 Dedoplistskharo 3891 5793
2 2 Sgnagi 8351 12153
3 3 Kvardi 4301 7336
4 4 Sagargjo 4550 8294
5 5 Gurjaani 18096 22412
6 6 Teavi 1839 4229
7 7 Lagodekhi 1952 3634
8 8 Akhmeta 3055 4672
Samegrelo-Zemo Svaneti region

9 1 Abasha 28813 28811
10 K hobi 0 0
11 Senaki 5687 5661

14
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12 4 Zugdidi 9023 17490
13 5 Martvili 62111 62089
14 6 Chkhorotsku 101433 101292
15 7 Tsdenjikha 117056 116209
16 8 Media 89920 89740
Kvemo Kartli region 0
17 1 Marneuli 43479 43477
18 2 Dmanis 9780 13176
19 3 Bolnig 21288 25722
20 4 Tetritskaro 23533 23404
21 5 Tsdka 8231 8214
Samtskhe-Javakheti region
22 1 Aspindza 12810 12810
23 2 Adigeni 23212 23200
24 3 Akhdltsikhe 10800 16203
25 4 Akhalkdaki 41993 51961
26 5 Borjomi 1374 6668
27 6 Ninotsminda 19983 27942
Guriaregion
28 1 Lanchkhuti 6096 9855
29 2 Ozurgeti 17066 19466
30 3 Chokhetauri 28994 28958
Imereti region
31 1 Zestaponi 7890 7890
32 2 Sachkhere 18791 37637
33 3 Chiatura 34143 49014
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34 4 Bagdati 26591 34363
35 5 Tejola 27688 29192
36 6 Tkibuli 24668 28532
37 7 K haragaulli 51352 51213
38 8 Tskatubo 6404 6283
39 9 K honi 11664 14157
40 10 Vani 19583 23523
41 11 Samtredia 6498 8185
Shida Kartli region
42 1 Kaspi 1049 2306
43 2 K hashuri 2471 8952
44 4 Gori 88143 88143
Racha-L echkhumi region
45 1 Ambrolauri 47034 57148
46 2 Oni 34457 34457
47 3 Lentekhi 39791 39793
48 4 Tsageri 29437 33144
Mtskheta-Mtianeti region
49 1 Akhdgori 11028 11027
50 2 Dusheti 18298 26790
51 4 Tianeti 5520 6744
52 5 K azbegi 9016 9000
TOTAL 1250233 1408364

Regigtered: 1,250,233

Certificates Issued 1,408,364°

Methodologies Used. Under the LMDP a separate sector within the APLR was created for
initid  regidration activities This Sector of Initid Regidraion engaged subcontractor

% buri ng the Booz-Allen period, more parcels were registered than were issued certificates. The certificatesfor
the BAH registered parcels were issued within the framework of the C.A. in order to meet the commitments for

completing the initial registration of 2.4 million parcels under the USAID supported projects.
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companies to conduct field activities. They were sdected through tender, according to which
they were required to supply relevant human resources and equipment. Subcontractor
companies were responsible to form field groups to include one land surveyor and at least one
assstant. Nearly 1000-1100 people were employed in sdected 32 companies. Out of this
number 450 persons were qudified as surveyors and the rest represented people with different
Specidties. Subcontractor companies accomplished support work for initid regisiration of up
to 69 000 parcels on average per month.

In agreement with rdevant state agencies and locad offices, raions of Georgia were divided
into sectors that coincided with borders of Sakrebulos and then subdivided further into
guarters. Subcontractor companies retrieved outline sketches of land plots from loca land
arangers, and theregfter darted fidd activities. These activities included the surveying and
mapping of privatized agricultural land parcels, the preparation of parcd index maps, the
preparation of Regidration Cards for each parcd indicating the owners, and the preparation of
Regidration Journds and Base Maps. To support effective operation of loca regidtries, hese
materials were handed to the Raion Regidrars a the end of the initia registration process for
recording transactions as they would occur following the initid regidration done through the
LMDP. During fidd activities land surveying was accomplished usng specid geodesic
ingruments, which alowed identification of parcd boundaries Results of fied activities were
processed dectronicaly and documentation necessary for registration was printed.

Ownership certificates were aso prepared and distributed to the new owners as pat of the
initial  regidration process. With the regidration cards and index maps in the Public
Regidries, and with ther ownership certificates, the beneficiaries of the agriculturd land
reform became registered owners of land without bureaucratic barriers and payments.

In order to encourage loca governments to support the land registration process, APLR has
organized severd ceremonies of digribution of Regidration Certificates. Ceremonies have
been atended by very high-levd government officads that have openly supported the
progran and emphasized the free-of-charge didribution of certificates, therefore discouraging
possible corrupt practices of money-extortion from the landowners.

3.2. Quality Assurance

APLR and Tera Inditute have carried out the process of identifying and correcting mistakes
which inevitably are made in the cadastrd and regidration work conducted to date, from the
beginning of the program in 1997 up to the present day’. The APLR has strongly supported
this effort to assure the work done by the Association is of high qudity, both to protect the
rights of land owners as wdl as the reputation of the Association. In an important sense, the
APLR has taken on the “ownership” of the initid regigtration program, and is acting to protect
and enhance the qudlity of the work done.

For the purpose of quaity assurance, the Association began an energetic program of Quadlity
Asaurance. In the firgt phase of this program, the APLR created Sakrebulo Block Index Maps

7 See Appendix A for more details concerning the Quality Control effort.
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(See Figure 5), on which are shown the location of blocks of parcds initidly registered under
the project. Not only are any incorrectly surveyed blocks identified, but aso valid blocks are
located for helping Regisrars and owners identify the location of parces and for other
projects to complete the systematic initia regidtretion effort.

Figure6: SakrebuloIndex Map, Showing Blocks of Parcels

The Display, Correction and Ddivery phases of initid regidraion were pats of Qudity
Assurance Program.  The public displays of cadastra and regigtration information (See Figure
6) took about 8 months, during which period in each of the 822 Sakrebulos of the country,
displays and discussons were held concerning the information about parcd boundaries and
ownership. People from the Sakrebulo personaly evauated the correctness and qudity of
conducted initid regigration fiedld work, and described any corrections that their evidence
supported®.

8 See Appendix H for adescription of the display procedures.
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Figure 7: Display and Checking Process

These remarks and expressed complaints were recorded by the Association and presented to
the Registrars for correcting their records. Adequately supported corrections were made to
the dready prepared cadasird and registration documents in the Public Regidries. As a
result, by the end of the Project the number of mistakes in the legd information provided to
the Regigtrars has been minimized.

Snce the initid regidratiion information provided by the APLR to the Regidrars included
cadastrd maps (See Figure 7), Sakrebulo Index Maps, and owner lists in aphabetical order as
well as parcd lists in numericd order, the Regidrars have become able to register transactions

much more easly than previoudy.
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Figure8: A Cadastral (Parcel Index) Map Showing Parcelsin Blocks

An additiond benefit of public displays of parcd magps and regidraion information in each
Sakrebulo was that the Association has developed a Sakrebulo level set of maps based on
ortho-photogrgphy and in some cases saelite imagery.  These maps will be useful in the
future program for the privaizaion of remaning State owned agricultura land, snce they
show the likdy location of leased parcds. Such maps will dso be useful for the planning of
various types of development projects at the Sakrebulo level.

Ancther benfit of the public displays of the initid regidration information is that it builds the
direct contacts that the APLR has a the community leve, in nearly every village of Georgia
Such contacts will be useful for future community mobilization and development programs in
which the Association will participate in the future.

A more detailed description of APLR's quaity assurance activities can be found in Appendix
A.

Appendix C contains a description of the data holdings of the APLR which largdy derive
from theinitia regigtration and qudity control activities.
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3.3. Survey of ‘White Spots’ and Integration of Cadastral Information

Background. For the proper functioning of the property regidtration system it has to be
comprehensve and rdiable. Severd donor-supported projects caried out land survey and
regidration activiies in Georgia udng different technologies and procedures. This has
resulted in absence of unified cadastrd and regidration information due in part to inadequate
coordination of donor activities by the donors and by relevant state agencies. In this respect,
specid attention has to be accorded to the KfW Land Cadaster and Regidtration Project and
USAID supported Land Market Development Project, as their activities encompassed amost
the entire territory of Georgia (A UNDP supported Registration and Cadaster Project covered
the Gori Raon only, and a World Bank Land Regidration Project covered the Raions of
Mtscheta and Gardabani. Both of these projects dso made substantid contributions to office
refurbishing and equipping in various raions).

KfW Project and LMDP both implemented activities in same sakrebulos, however problems
exided that prevented the practicd use of the data generated, namdy: (@) ro unified sakrebulo
cadastra maps existed that would consolidate land plots surveyed by the wo projects; (b) ro
uniform database exised with records on parce owners, (C) within the Sakrebulo, certan
areas remained not covered by ether project leaving so-caled ‘white spots, territories for
which no information existed.

Integration of Cadastral Information. Deriving from the above, there was a need to
integrate information of two projects into a uniformly formatted and comprehensive data base.
For this purpose KfW contracted the APLR to integrate cadastrd information of the LMDP
and KfW's land Project. During integretion cadedra information prepared by the two
Projects was accommodated in uniform database managed by compatible software. A sngle
parcd numbering sysem was designed. Parcd overlaps and gaps were identified and
corrected.

Integration has been a complex and highly technicad activity, proceeding in severd steps. As
a first gep, for each sakrebulo using cadastrd information prepared within these two projects,
unified digitd cadastrd maps were prepared in accordance with a standard formet. Each
parcd surveyed by both projects was depicted on these mgps, namey on large scde
orthophoto maps that depict full cadastrd picture, including geographical eements, such as
rivers, forests, roads, channels, parce boundaries, etc, therefore giving a posshbility to check
parcel location, boundaries and other important details (See Figure 8).

In pardld, for each sakrebulo a database was prepared with information on owners of parcels
surveyed by these two projects.
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Figure9: KfW Orthophoto showing APLR Par cel Blocks

Identification and Survey of ‘White Spots. As a result of these activities, exact parce
locations and their owners were identified, as wel as ‘white spots that were left out of each
project activity area.

During the second step, large scale (1:2000) maps for each sakrebulo were printed that clearly
and in detall depicted each surveyed parcd and ‘white spot’. The latter have been marked
with different borders and color. Cadastral information depicted on maps was verified on-the-
oot during fiedd vidts and on-dte ingpection, when parcd location, boundaries and owners
were ingpected. ‘White spots were surveyed and cadastral information was prepared for them
anaogousto other parcels surveyed within KfW Project and LM DP.

During the third gtep, with the consideration of results of on-the-spot ingpections, once again
digitd cadastra information, including maps and database on owners, was processed. Specid
importance was accorded to surveying of ‘white spots. As a find sep, cadastra information
for each sskrebulo was consolidated and digita cadastral information (both maps and
databases) for an entire raion was prepared.

Accomplishments.  Integration activities proceeded in line with cooperative agreements and
with established specification, through experience and information sharing.  Contracts have
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been dgned to accomplish information integration for regions of Kakheti, Katli, Imereti,
Guria, Samegrdo, and Samtskhe-Javakheti, covering 699 sakrebulos of 42 raions. At this
dage integration of cadastrd information has been completed for the regions of Kakheti,
Kartli, Imereti, and partly Samegrdlo, for a tota of 480 sakrebulos in 30 raions. The rumber
of surveyed parcelsin ‘white spot’ areas has reached 180,000.

As a result of these activities, () the KfW project will ddiver for each sakrebulo full cadastra
data on parce areg, its owner, type and etc. in digitd format to the Nationd Agency of Public
Regisry — NAPR (former State Department of Land Management - SDLM). An integrated
database will give opportunity to NAPR to effectivdly implement regidration of rights on red
edate, as well as it will support locd government and self-governance bodies in effective land
adminidration and management, (b) As a result of surveying parcels in ‘white spot’ aress, the
owners of these parcels have been placed in equa conditions with the other owners, as free-
of-charge surveys of these properties have been accomplished.

3.4 Activities in Ajara

Background. Prior to 2004, bnd reform had not been fully or properly caried out in Ajara
region due to absence of politicad will and support. Land had not been digtributed in
gpproximately 55 sakrebulos in the region. Therefore a mgority of Ajara population did not
receve land in private ownership, which is violation of conditutiondly guaranteed Principle
of Equdity. Currently, for Centrd Government of Georgia as wel as for locd government.
It is an important political issue to cary out land reform in Ajara and trandfer land into
ownership of rud households. In support of this objective, with initiative of APLR, Georgian
Parliament introduced amendment to the law on Agriculturd Land Ownership, providing for
trandfer of reform agricultura land parcels to households resding in Ajara before January 1
2008. In thisway the lega basis has been created to regulate land reform processin Ajara.

To implement its projectsin Ajararegion, APLR has opened its regiond officein Batumi.

Land Registration Activities. With the drastic change of palitical Stuation in Ajara and
following USAID’s specid request to support land-related activities in the region, APLR has
exported its traditional expertise in agriculturd land regidration to that region with an dtered
approach.

Unlike in other regions, KfW's land project had succeeded in launching land survey activities
in Ajara even before the politicd gtuation changed there.  Therefore, APLR launched land
registration activities based on the cadastrd work prepared by KfW, with a proper
Memorandum signed by KfW and the APLR. As in the other regions, the registration process
has been accompanied by the quality assurance process, however, in Ajara public displays
have preceded the registration, which can be regarded as an improved practice.

At the end of the LMDP, APLR has supported the registration of 34,556 agriculturd land
plots out of an estimated 80,000 in the Ajara region. The pace of regidraion has been
dependent on the land survey accomplishments of KfW, hence limiting the number of
regstered parcels to that number. Initid regigration was accomplished in 13 Sakrebulos of

23



FINAL REPORT, USAID Georgia Land Market Development Activity
June 2001 — July 2005

Khulo raion, 9 Sakrebulos of Shuakhevi raion, 9 Sakrebulos of Keda raion, 6 Sakrebulos of
Khdvachauri raon and 2 Sakrebulos of Kobuleti raion, for a tota of 39 Sakrebulos with
initid registration completed.

Support to Public Registry. With the enactment of the Law on State Registry, Ajara public
registry entities have been reorganized. APLR supported Nationd Agency of Public Registry
in refurbishment of Baumi, Kobuleti, and Khelvachauri regidration offices (out of 5
regidration offices in Ajaa) resdting in more comfortable working environment and
dreamlined sarvice for the customers, as wel as more efficient data Storage and handling.
Shelves for keeping archive of documentetion, ar conditioners were purchased, front office
has been redesigned, celling and floor repaired and wals repainted, and dectricity supply
system has been renovated.

3.5 Collaboration with Property Registration Agencies

Cooperation with SDLM. The Land Market Development Project actively cooperated with
State Depatment of Land Management (SDLM) with regard to initid regidtration of
agriculturd  land, as wel as the reorganization of the Depatment and improvement of
regigtration service.

Figure 10: A Registrar and Client, Consulting Registration Card Files
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In addition to providing the SDLM Raion Registrars cadastra maps, Sekrebulo Index Maps,
listss of owners and parcels, and bound Regidration Cards (see Figure 9), shelves and office
equipment, the APLR aso organized training sessons for daff of SDLM to rase ther
awvareness of legdly defined regidration procedures, and to asss in dreamlining the
registration process.

SDLM has been independent unit of executive government under the President of Georgia. It
was vested with wide spectrum of responshbilities that in many cases were contradictory to
each other, and there was duplication of functions with other agencies. Reaulting from this
gtuation, with the initiaive of Depatment’'s Management and representatives of partner
donor projects, the reorganization of SDLM was placed on agenda.

One of impeding circumgance to effective redization of SDLM’s regidration functions has
been duplication of functions with the Bureau of Technicd Inventory. The later was
subordinste to locd municipdities and the former Minidry of Urbanization. Therefore
pardld regidries exised that resulted in duplicating information on red edate between the
SDLM and Minigry of Urbanization. That is, information about land was recorded in the
Public Registry offices, but information on building congruction was recorded in the BTIs.
The result was a deleterious Stuation with regard to the protection of ownership rights and the
devdopment of a land market. For severa years there was a dispute among these agencies
about thar functions with the result that information was not being shared or exchanged as it
should. Deriving from this Stuation, Government in 2004 decided that it was time to seitle the
problems between SDLM and BTl and in generd to improve the system of rights regidtration
and create sound regulative environment for its development.

Prior to the favorable views of the new Government in 2004 about reforming the regidtration
sysem, SDLM and donor projects, as well as APLR had decided to prepare a concept for
reorganizetion and development of regidration sysem. By September 2003, the group of
donors induding APLR had prepared a concept with detailed action plan for reeded reforms.
This concept proposed the reorganization of SDLM into customer-oriented, self-financing
organization responsible for regidration of rights. The reformed agency would ensure rapid
and effective service provision and public access to registration information.

Degpite the fact that the concept was prepared, the former Georgian Government was
reluctant to make decisons and implement proposed reforms. These reforms became
redlizable only after the * Rose Revolution and change in the Government.

Cooperation with  NAPR. With close cooperation of LMDP and new management of
SDLM, and as a result of consultations with the Georgian Government, on June 1 2004, the
Lav on Public Registry was adopted. Severa important achievements resuted from adoption
of this law as it provided bass for reorganization of SDLM into the Nationa Agency for
Property Regidration (NAPR). In accordance with the same law, Bureaus of Technicd
Inventories were abolished and their archive of information was handed to NAPR
Additiondy, the NAPR was vesed with the responsbility to issue information about any
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legd suspendons of transactions for particular properties, which formely has been the
respongbility of notaries.

After the SDLM dissolution, its functions were digtributed to the different minidries, namdly:
(@) Regidration of rights on land and other red estate became the responsbility of NAPR,
which was subordinated to the Ministry of Justice as a legd entity of public law; (b) the
Minigry of Agriculture assumed responshility for determining agricultura land categories
and improving soil fetility; (3) the Ministry of Environment Protection was vested with
functions of land preservation and qudity control.

Presently, the NAPR is becoming a customer oriented organization responsible for red edtate
registration and easy and rapid provison of red edae relaed information to the generd
public. On December 29th 2004 the Georgian Parliament adopted a Law on Fees Established
for Service Provided by Nationd Agency of Public Regigry. This law provided the NAPR
with the opportunity to establish regidration fees. Income received from these fees provides
for sdf-sustainability of NAPR. LMDP has played an important role supporting NAPR n the
preparation of adraft of thisimportant law.

APLR has played an important role in the formation of the territorid agencies of NAPR in
Ajaraby providing its recommendations and public information campaigns.

In addition, APLR took active part in gaffing of NAPR through testing and examination of
candidates, as a result of which NAPR employed qudified personnd. NAPR has good
potentia for further progress.

3.6 Policy Analysis and Legal Drafting

Legidative drafting has been one of the priority activities of the APLR within the Project. The
APLR's efforts in this fidd amed a improving exiding legidation and esablishing a legd
environment oriented towards the proper development of red edtate markets. The APLR
office a the Paliament of Georgia provided steady monitoring of the amendments that were
introduced to the exiding legidaion, and the daff cooperaied with the government and
Parliament in preparing and implementing new legidaive initiatives.

The legal team of the Project actively worked to streamline the legidative bass of land/red
estate ownership and use, as well as to raise legd awareness of public. Upon the initiative and
with the support of the Association, the Parliament passed important laws, such as.

Law on Fees Edtablished for Service Provided by Nationa Agency of Public Regidry,
of December 29, 2004;

Law “On State Registry”, of June 1, 2004;

Amendment to the Tax Code on aboalition of red estate trandfer tax;

Law on Privatization of Agriculturd Land in State Ownership.

With involvement of the APLR, the Law on Regidration of Rights on Immovable Property
was prepared.
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The Law on the Privatization of Agriculturd Land Remaning in State Ownership was aso
prepared with the involvement of the APLR. This lav ams by means of agricuturd land
privatization to support its effective use and cultivation. It consders privatization of
economicdly vidble land parcds in order to avoid excessve land fragmentation. This lawv
provides for privaization to be executed with involvement of the lowest levd of <df-
governance (the Sakrebulo/community) and locad population and recognizes a number of
other festures that form part of a more sustainable land-use management strategy®.

In February, 2005 the draft lav was assgned to Parliamentary Committees and Factions for
their discusson. A mgjority of MPs supported the draft lav a 1t hearing on April 8&h. For
the purpose of publicizing the hill, with initigtive of APLR and Parliamentary Committee on
Agrarian Issues, an on-gte sesson of the Committee was held in Kutais.  Press-conferences
were organized for media representatives regularly. On May 20th after the 2nd Hearing of the
bill the Parliament voted in favor of the draft law. On July 8h, 2005 the Georgian Parliament
adopted the bill. It is referred to as a centrd legidative act for the development of Georgian
agriculture and the economy in generd.

3.7 Support to Development of Alternative Dispute Resolution
Mechanisms

Background. As a result of land (red edtate) privatization in Georgia, a wide spectrum of
property owners was created. Cases of property-related disputes among private owners have
become frequent. As court lega procedures for handling disputes are time consuming and
codly they are not seen as an adequate means for dispute resolution in many cases.  In this
repect, private arbitration is an effective dternative for settling civil disputes, endbling the
disputing parties to rapidly come to an agreement and come up with a clear decision.

Law on Private Arbitration, adopted in 1997 edablishes that civil disputes among private
persons may be sdtled through private arbitration. The law provides for two types of
arbitration (@) permanent ahbitration - operating on a permanent bass and (b) temporary
arbitration, created for settling specific disputes.

APLR’s Alternative Dispute Resolution (ADR) Activities. Feding the need from the
landowners, especidly the holders of smdler properties, the APLR has edtablished a
temporary arbitration services amed to serve the propety owners to reach a dispute
resolution in a convenient and timely manner.

As arule, the srvice fee for private arbitration equals to 1.5% of the totd amount in dispute.
For socidly disadvantaged owners, APLR's ADR sarvice fee is not applied.

o See Appendixes |, J, and K for discussions of the issues addressed in the elaboration of the Law on the
Privatization of Agricultural Land Remaining in State Ownership.
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APLR adso provides mediation services, resolving various disputes by means of conciliation
with date and private entities. Through arbitrationymediation, APLR has settled 76 disputes
involving private owners.

To increase public awareness about public arbitration, relevant information was disseminated
through mass media and coverage of the pilot project in the Association’s periodica. In April
2003, with funding from the USAID, a World Bank project and DAI, APLR organized a
Conference on Private Arbitration in Thilig.

In June, 2004, APLR has organized a workshop in Kobuleti. This workshop was financed by
the World Bank and was atended by the GEGI project and representatives of acting
arbitration law firms and private arbiters and mediators.

In cooperation with World Learning and Commercid Dispute Resolution project, the
Association was involved in training of trainers project to ingtruct arbitration trainers.

With funding of World Learning, APLR cooperated with the organizations and donor-
supported projects involved in arbitration issues, to prepare a draft law on Arbitration.

With the support of the Land Market Development Project, the Association implemented a
private arbitration pilot project in West Georgia.

The pilot project:

Offered arbitration services to owners, thereby helping property owners to sttle thelr
disputesin a short period of time;

Increased public awareness about private arbitration;

Identified obstacles based on this experience;

Prepared legiddive initidives to improve the Law on Private Arbitration;

Enabled APLR to develop and use this service as one of the sources for self-finandng
of the Association.

The demand of propety owners and APLR members, customers for dispute resolution
savicesis gradudly increasing.

3.7 Public Education

The LMDP has played a dgnificant role in forming public opinion and obtaining support of
the generd population for economic reform, the reduction of public and private sector
corruption, the development of private sector, and the improvement of land adminidration
public entities.

Public education has been carried out with the active cooperation with the mass media  For
the purpose of increasng public awareness, pertinent information has been disseminated by
means of press-conferences and press-releases to facilitate publication of relevant newspaper
aticles Public campagns have played an important role in crafting the contents of the draft
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law on Privetization of Agriculturd Land in State Ownership in order to gain wide support for
the law. Field seminars and workshops were held both for the mass media and other target
groups on different subjects, including land privatization, regidration reforms, that had
importance for APLR, the Project and the contents of the law.

During the implementation of the agriculturd land regidration, APLR hed over 100
ceremonies of issuance of Land Ownership Certificates, atended by landowners, high-
ranking government officids, and representatives of foreign diplomatic corps accredited in
Georgia

To make information on land and red property more avalable for the population, the
Asocidion, with financd support from LMDP, began publication of a monthly newspaper,
the ‘Landowner’ in February 2002. The objective of the “Landowner was to raise the
awareness of Georgian citizens over their rights and to support protection of their interests.

Since the date of its foundation, ‘Landowner’ provides its readers with the information on
land related legidation and ownership rights, problems that landowners may face and ways to
resolve them, guidelines on how to transact and register land/red estate.

Prior to and even after the last Governmentd reform in Georgia, the genera public had
negative opiniors of private ownership of land. One of the activities of the APLR has been to
form postive and redigtic public opinion pertaining to land reform and private ownership, as
wel as assig famers in reolution of ther problems through provison of informetion on
Government and donor supported programs, sharing experience of foreign farmers with
regard to increasng economic vaue of ther land. ‘Landowner’ served as an important tool in
support of these objectives.

From the very firg issue information was published about the APLR, initid regidration of
agricultura land, land cadastre and regidration system, review of registration of ownership
rights on land, etc. During the course of its exisence, ‘Landowner’ provided its readers with
numerous interesting articles. A totd of 20 issues of the newspaper were printed and it justly
deserved public postive reactions.

Beginning in November 2003, the periodicd has appeared in the format of a magazine. It has
been distributed throughout Georgiain 2,000 copies.

The magazine ‘Landowner’ continued in an updated format the publication of information on
problems concerning land (red property) ownership, and the changes and improvements
achieved as a reault of the Association’s active involvement in programs for the benefit of the
genera population.

The Journd serves as a nean for mutua cooperation between APLR and property owners. It
dso fadlitates the exchange of information between the above paties The last page of
Landowner has an APLR free legd service coupon. Using this coupon, a reader @an request
free legd consultation from the Association, in order to effectivdly solve hisher problems
related with the use of real property.
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In June 2004 the newspaper Chemi Mamuli (My Farm) of the Union of Georgian Farmers
was incorporated into magazine with information and advice on agriculturd ectivities
assiding landowners to manage ther farming activities better. In this way two interesting
periodicasin one format became available for readers.

Within LMDP, a number of publicatiions was issued covering highly important issues relaing
definitions of land legidation, land taxes, red propety regidration, farming production,
community-based organizations, €tc.

With mgor financing from Eurasa Foundation and USAID co-funding, APLR issued
Reference Book for Farmers to provide public education related to red estate ownership,
agriculturd  activity, land taxation, landred edate regidration, agriculturd crediting. This
manua contains information on different aspects of farming: land taxes, access to credits,
legal transportation of products, sample contract how to sdll, purchase, lease or mortgage land
pacds, a wel a contact information of financid, date, non-governmental, donor
organizetions that may be hdpful in planning ther busness activities The manud is being
disributed free of charge. Feedback from donors, experts and manua’s direct consumers —
peasants and farmers on the usefulness of the manud is very postive.

Within the Internationd Land Codition funded project on Endowment for Community
Mobilization Initigtives in Western Georgia, APLR published a Manual for CBOs containing
information which is dgnificant and interesting for CBOs namdy informaion about
legidative issues related to ownership and use of land, both agriculturad and non-agriculturd,
as wdl as common use land; principles of CBO management and development, fundraising
activities, taxation regulation; dternative dispute resolution services. Copies of CBO Manud
have been didributed gratis to the NGOs, CBOs internaiona organizations and al other
paties interested in CBO development, land related and arbitration issues. In addition, the
Manud was trandated into Englishand published on APLR website.

With the Proect’'s financid support, APLR developed its own web-page providing
information about APLR activities and different services the Associaion offered. During the
course of web-page's operation, it has been redesigned and improved, as well as promoted by
web-advertisng and banner-exchange programs. The webdte is being updated on a regular
basis.

3.8 Legal Consulting

The APLR has been providing legal services to property owners since its foundation. Legd

Sarvice Depatments are functioning in each of the regiond offices of the APLR, assding
landownersin resolving their concerns.

The legd services provided by APLR cover land (red edtate) issues — from verbd legd
consultation (which are usudly free-of-charge), to protecting landowners interests in Court.
For the laiter, the Association’s Board of Directors has established fees, which are discounted
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for APLR members. APLR's legd titling service, being one of the most popular services
among customers, is utilized by many individuals and legd entities

In April 2003 APLR developed software that records the clients, types of services provided
and fees charged. The software alowed accurate record-keeping of APLR dlientdle and funds
generated from the lega service. Since the software has been launched in April, trough the
Project completion, a total of 1,299 clients have been asssted in APLR’s centra and regiond
offices.

The Legd Service Depatment of the Thilis head office and regiond offices provide legd
conaulting to citizens through answering ther quedions in APLR monthly magazine
“Landowner”.  Additiondly, they provide free-of-charge consultations to persons who lodge
grievances a an APLR office for ther further resolution by Baku-Thilis-Ceyhan PFipdine

Company.

4. APLR Organizational Development

APLR is becoming an efficdent and effective NGO™. It has dready demonstrated strong
project management and financid management capabilities. The above discusson shows
how the APLR has managed complicated projects activities supported with funds from
USAID through Tera for the initid regidration of over 1.4 million agricultura land parcels,
followed by initid regigraion of nearly 35,000 properties in Ajara and the initid registration
of parcds in the “white pots’ in cooperation with KfW, an effective involvement with the
cregtion of a new Nationd Propety Regidration Agency, the development of new policies
and legidation pertaining to land rights and regidraion, the offering of dternative dispute
resolution services and other legd assstance to the new property owners, and the mounting of
an effective public education program pertaining to the rights and respongbilities of land
ownership.

4.1 APLR Management Evolution

In organizationd terms, the APLR has.
--edablished a financial management capecity, by cregting a financid department with
well traned daff, supported by accounting and financid advice from a locd

accounting/audit firm

--defined an adminigrative sructure, hired and trained gaff, for the implementation of
its projects;

--prepared adminidrative procedures manud and a financid procedures manud for
guiding the ways decisons are made for the implementing projects and for assuring
the interna controls on financia operations according to generdly accepted standards;

10 gee Appendix L for an interim report in 2002 about the evolution of the APLR.
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--prepared and approved an amended charter for the present and future development d
the Association.

--since 2000 to 2004 hdd 5 full membership meetings to adopt the amended charter
and select anew Board.

--incorporated 429 members of the Association from various raions and representing
various professons, having had their las membership megting in November 12 2005.
At present membership payment for legd persons is 3GEL and for private persons 1
GEL.

Other achievementsinclude:
The seven member Board determines the genera overdl direction of the association

APLR has yealy financdd audits in accordance with US Government Auditing
Standards issued by the Comptroller Generd of the United States since 2001.
Independent auditor’s reports for the fiscal years 2001, 2002, 2003 and 2004 show
auditor’ s unqudified opinion.

Audit of fiscd year 2001 was conducted by audit firm Deloitte & Touche Tohmatsu.
There was obsarvation in regards to Fund accountability statement, internd control
and compliance.  Paticularly, non-compliance was noted with USAID regulations
concerning mileage reporting, mobile phone expenses, proper recording of time and
written policies and procedures. Despite the questioned cost, auditor's opinion was
unqudified. The questioned costs were rembursed to USAID. All  audit
recommendations had been taken in consderation and improved.

Audit findings of 2002, conducted by audit firm UBC Internationd, can be
summarized as follows sday raes, fixed assets physcd inventory, surprise cash
count, unfilled expense vouchers, non-compliance with USAID regulaion in office
refreshment and financid management software.  Questioned cost as per auditor’'s
opinion was cos of financid software, which had not been used. During the past two
years the software has been centrd to the financiad management of the Association.

UBC International audited financial statement of the fiscal year 2003 and 2004. Some
previous audit findings were sated in 2003 again, particularly, physcd inventory of
property and equipment, surprise cash count, voucher authorization. An observation
was made about control over transactions. These problems have been minimized in
2004. Management took serious dseps for  organizationa development: the
independent audit firm Baker Tilly Georgia Ltd was invited to perform full inventory
of APLR property and equipment. Under the performed project, Terra Inditute, Ltd in
2004 sgned an agreement with ‘Alexandre LLC, independent audit and consulting
company. According to the agreement ‘Alexandre LLC provides acounting services
to the Association (bookkeeping, preparation of reports for tax authorities, input
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records in software ‘ORIS from the Association's source documents and
reconciliation, tax consultetion).

In June 2005 the Georgian Audit and Consulting Company performed pre-award
suvey of APLR. The purpose of the survey was to determine whether the
Association's accounting system, management controls, and policies were adequate to
manage and acount for USAID grant funds. The survey was conducted in accordance
with the Statements on Standards for Attestation Engagements (SSAES) issued by the
American Ingtitute of Certified Public Accountants (AICPA). GACC determined that
the Associaion management accounting system can provide reasonable assurance they
can account and manage USAID funds.

A modern IT has dso been inddled and mastered by APLR technicad daff to manage
owneaship and parced map information in digita form, induding scanning, digitizing,
plotting and GIS software.  An agreement has been put into place between the APLR
and the KfW cadaster and regigtration project to integrate the data bases of the two
projects in those raions where both have conducted cadaster and registration work,
using orthophotography produced by the KfW project. All of the aove sgnificantly
increases the effect of cadastral and regigration work conducted by the APLR itsdf,
and the improved accuracy of such work!,

The Association has strengthened even its contact with local population and owners.
It has regiond offices functioning in Kutad, Gurjaani, Akhdtskhe, Baumi, and
Tetritskaro. Offices in Gori and Ozurgeti were closed down after certain period of
operaion, while Telavi office was substituted by Gurjaani office.

The Board of Directors of the Association approved the labor policy of the
Asociation as well as financid and adminidrative manuds, provisons of which ae in
compliance with internationa sandards.  These manuds clearly describe the rights
and job description of each employee as wdl as the financid and adminidrative
management of the organizetion.  See Appendix B for the Board approved
adminidrative regulaions.

For the purpose of improving the skills of employees, traning courses and seminars
are held for employees systematicaly in Georgiaas well as abroad.

The Association dso crested a Project Development Department, which focuses on
the further deveopment of the Association and its cooperation with different donor
organizations and projects, internationa NGOs and foundations.

The APLR is wdl on the road to becoming an efficient and effective NGO. It has
demonstrated strong project management and financid management capabilities?.

1 See Appendix C for alisting of the significant and extensive data bases devel oped and maintained by the

APLR.

12 gee Appendix B for the administrative regulations devel oped by the APLR.
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APLR daff have paticipaed in project management and financid management
traning prograns. A modern computerized accounting program has been indaled
and effectivdly used to provide project management with monthly reports and with
reconciliation of funds received from Terraas well as from other clients and donors.

APLR daff have recaved traning in a vaiety of project management activities and
techniques, including:

program drategy deveopment, and the articulation of long-term gods and
objectives,

adtivity definition, and definition of achievable short-term targets and indicators;

impact monitoring, evauation and reporting methods;

daff management methods, including effective delegation of responshbility to and
supervison of junior Saff;

» persond time management.

YVVYVY 'V

A trained facilitator from the CTC organized a series of practica workshopsfor APLR staff.

English language training.

Many APLR daff have some knowledge of the English language, and some are quite fluent.
However, given the widespread use of English in the internationd arena, many APLR dtaff
have bendfited from additiond English language traning. Two English language traning
courses for APLR gaff, one for beginners and the second for intermediate level students have
been offered. These courses net two or three times per week a the APLR office, and were
led by quaified ESL trainers. Proficiency testing has been done.

Conference Attendance:

APLR daff are encouraged to participate actively in internationad conferences and workshops
when there is a clear reationship to their current or potentid future role with APLR, and
when funding dlows. Participants must agree to prepare a written paper for presentation to the
conference or workshop, and must aso agree to give a presentation to the APLR daff
following their return.

Very important contributors to building of the APLR's financid management capabilities
have been the yearly audits and the pre-audit exercises which assged in identifying problems
and their timely correction

4.2 Multiple Project Management

An important indicator of the organizationa development of the APLR is what the APLR has
accomplished over the five years of the Cooperative Agreement. Those accomplishments are
described above. But the APLR has not limited itsdf to these very impressve LMDP
sponsored undertakings.
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APLR has become a deadily growing organization. It has implemented severa other projects
in support of its objectives and extended its cooperation with different donor projects and
internationa  organizetions. Below is a review of APLR implemented projectsactivities for
past four years.

Integration of LMDP and KfW Cadadrd Data, June 2004 — November 2005. APLR
contracted with KfW Land Management and Regidration Project to integrate cadastral
information prepared by these two mentioned projects and to eiminae so cdled ‘white
spots, areas, which had not been surveyed by either project. During integration cadastra
information prepared by the two Projects is accommodated in uniform database, software and
numbering system; parce overlgps and gaps are identified and corrected. To date integration
has been achieved for 480 sakrebulos in regions of Kakheti, Kartli, Imereti and partly
Samegrelo. Total 180 181 parcels— ‘white spots have been surveyed.

Endowment for Community Mobilizetion Initigtives in Western Georgia, September 2003 —
January 2005. With mgor financid support of Internationd Land Codition, APLR asssted
rurd population of five villages of Imereti region in formetion of CBOs. Through traning
they were provided with skills and knowledge in land related legidation, arbitration, red
edate taxation, and CBO development. CBO manua has been published as a working
document for future actions. Cadastral plans of &rget villages were prepared and provided for
representatives of CBOs and local sdlf-governance.  Arbitration services have been established
in project affected communities; Pasture land in two highland villages has been registered
under locd community ownership; Micro projects meeting most basic needs of communities
have been implemented.

Land Policy Didogue Project, South Caucasus Region - May 2002- June 2003. With finencd
assstance of Eurasa Foundation, South Caucasus Cooperation Program and co-funding from
BP, World Bank, FAO, on 24-26 February 2003, South Caucasus Regiond Land Policy
Conference was held in Thilis. It provided an excdlent opportunity to compare recent
experiences in the three South Caucasus countries, as a base for discussng broad policy issues
as wdl as specific program opportunities, and thus advance the land-related policy agenda in
the region. Country papers/Action Plans, as well as papers of experts from each partner
organization were assembled into Final Conference Proceedings (CD format), and widey
disseminated in three countries. They were dso made available through the internet.

Elaboration of Reference Book for Farmers, February 2002 — February 2003. Eurasa
Foundation supported eaboration, publication and didribution of the Reference Book for
famers. Te Reference Book contains information on different aspects of faming: land taxes,
access to credits, legal trangportation of products, sample contract how to sdll, purchase, lease
or mortgage land parces, that will hdp fames to adequately process and regulate
commercid reations. The manud dso provides contact information about financid, dHate,
non-governmentd, donor organizations that may be hdpful in planning busness activities of
farmers.

Regigration of Ownership Rights in Gori Raion, September 2001 — December 2003. United
Nations Development Program financed survey and regidration of approximatey 135,000
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land parces and issuance of regidration certificates. The prepared cadastral and registration
informetion has been transferred to SDLM office in Gori.

APLR has a continuing agreement with Baku-Thilis-Ceyhan Pipeine Company — Georgia
(BTC Co) on Land Use, Hand Back and Acquidtion of Additiond Rights Assgtance Services
for the AGT Pipdine in Georgia (May 6 — December 31, 2005). The project is active in:
Gadabani, c. Rugavi, Marneuli, Tetritskaro, Tsdka, Borjomi, Akhdtskhe, and Adigeni.
Within the project APLR (i) provides Land Use, Handback and Acquistion of Additiond
Rights Assstance Services for the AGT PFipdine (ii) provides Land Regidtration Assstance
Searvices for the AGT Pipdine for outstanding 250 land parcels; (iii) Establishes, manages and
coordinates grievance mechanism for the BTC/SCP projects over the congruction period of
the Pipdines.

Provison of Fidd Verification of Land Compensation by SPIV Condruction Contractor, June
1 — December 31, 2005. The project is financed by BP Exploration Ltd. and is amed at
increasing the publicity for the rdevant RAP procedures, providing fidd verification checks
for compensation payments paid for by the SPIV condruction contractor to affected land
users dong the BTC/SCP condruction corridor, as wdl as auditing grievance closure
procedures made by the SPJV construction contractor.

APLR hasimplemented three projects with financing from BTC Co.

Provison of Grievance Monitoring for BTC/SCP Pipdine Projects, August 25, 2003 — May 5,
2005. Within the Project, APLR carried out village-leve meetings on grievance monitoring
issues with BTC/SCP Project-affected landowners.  Grievance post-boxes have been ingalled
in affected villages and clams collected on weekly bass APLR has opened Tetritskaro
Regiond Office to ded with loca landowners and provide consultations to interested parties.
Specia computer software has been developed to collect and monitor the process of grievance
resolution. By the end of the project term, more than 2000 grievances have been lodged in
APLR database through various information channds such as hotling APLR  community
liason teams, APLR Thilis Office, direct gpplication submisson from landowners, BTC
community liason teams, etc. Up to 1500 grievances have been resolved with active
paticipaion of APLR. APLR identified 128 absentee private landowners from whom 70
received compensation payments.

APLR achieved subdivison and regidration of over 500 private land parcels purchased by
BTC Co. Additiondly, 9 village community based organizations, with APLR assgtance,
successfully transacted with BTC Pipeline Company and received compensation payments for
pipdine condruction affected common use pastures and hayfidds. ~ APLR completed
subdivison and regigtration of over 30 common use land parcels purchased by BTC Pipeine
Company.

Another project - Support to High Mountan Village Communities and CBOs in the
Didribution of Compensation (April 1 — September 30, 2004) aimed a increasng BTC
Pipeline Company assurance that the decisons of the Community Based Organizations were
representative of the community as a whole through increasing the trangparency of the process
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of digribution of compensation funds and monitoring the digtribution of spending money. In
order to provide far digribution of compensation funds avalable for BTC project affected
common use land, the BTC Pipeline Company based on APLR consultations has established
certain requirements that village CBOs had to meet in order to become digible for
compensation. Atota of 35 high-mountan village communities were digble for
compensation payments on common use land paid for by the BTC Pipdine Company.
Payments to the villages went through the process, which entalled arangement of village
meetings, public display of compensation didribution lig in the villages and submisson of
“goending datements’ by village CBOs detaling the raionde behind digribution of money.
APLR implemented monitoring activities for CBOs that have dready recelved compensation.

Outreach and Education/Land Regidration Asssance Savices for the AGT Pipdine in
Georgia, September 2002 — December 2003. The poject goad was to provide technica and
conaultative asssance to privae landowners, high-mountan village community-based-
organizations and BTC Co. in the land acquistion processes and facilitate subdivison of BTC
affected land parcels with the State Depatment of Land Management. Project activity area
encompassed Gardabani, ¢. Rustavi, Marneuli, Tetritskaro, Tsalka, Borjomi, Akhatskhe, and
Adigeni.

APLR's vey fird agreement with BP Exploration Ltd. has been titled as Consultancy
Services/lLand Acquisition, Outreach and Education (April 19 — September 15, 2002). The
project amed a achieving the following objectives Providing overdl BakuThilig-Ceyhan
and South Caucasus Pipdine Project description to parties involved; Informing BTC/SCP
affected loca population on the compensation/acquisition process and schedule, Disclosing
information on the principles and methodology of cdculaing property damage compensation
and land vaues Discusing the procedures of land acquistion (rights and responghilities);
Disclosng what redrictions will be placed on temporary and permanent land use; Soliciting
feedback on dl of the above processes.

APLR edablished working rdations with American non-profit organization Urban Inditute,
which is implementing in Georgia USAID funded project ‘Communities Empowered for
Locd Decisonrmaking (CELD). APLR received sub-grant from Ul and participated in one-
week intensve presertaion/review of CELD’s gpproach and draft manua for Community-
Based Economic Development in Georgia. Therefore, based on the knowledge received
during the Seminar and persond expertise of project members, APLR prepared written
recommendations on revisons to the CBED draft manua and presented at one-day mesting
for Ul review and consideration.

The APLR continues to provide sgnificant contributions to the establishment of land owners
rights and land privatization in Georgia It has built a series of programs, products and
sarvices which should dlow it to grow a member-based association.  These include A
magazine, an arbitration service, legd advice and brochures on a series of important lega and
regulatory issues affecting famers and land owners.  In addition, they have a regionwide
network set up throughout Georgia which “touches’ members on a regular basis. In addition,
APLR has been recipient of a number of grants to provide services to donors and
corporations, such as the Eurasa Foundation, UNDP, the International Land Codlition, and
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BP, in addition to its work in support of USAID. It enjoys an excdlent reputation both in the
Parliament and in society in generd. It continues to seek ways outsde of the donor
community to generate additiond incomesto reach true sdf- sugtainability.

APLR in 2003 concluded a redtructuring of its board of directors and its membership, and
prepared a new Charter. Ingead of five directors that were employees of APLR, providing
sarvices to donors to complete various projects, he APLR now has seven “outsde’ directors
that conditute some of the mgor important environmental and land issue groups in Georgia
In addition, they have agreed to collect modest dues (up to 3 lari per member) to build a
member-based organization. Some of this is modeled after the Farm Bureau in the USA,
assged by a vist by the APLR executive director, Jaba Ebanoidze to the Farm Bureau in
Madison, Wisconsin to examine how they were structured and organi zed.

The condituents for APLR continue to be  The faming community, urban land users
developers (entrepreneurs) and other grantor organizations interested in continued land
reform.  As of July 31, 2005, the APLR has a membership of 429, up from only 69 in early
2003.

To continue to build a member-based organization, the APLR needs to continue to generate
both leadership in the regions that can contribute to the grassroots organization's governance,
aswell as continued programs, products and services to be ddlivered there,

APLR is dso seeking ways in which to provide additional ongoing services that would alow
it added streams of incomes. These include the formation of a credit bureau, the enhancement
and speeding of recorded information from the registrars, as wel as, the harvesing and the
sde of information on land parces, future sdes and trends in the red edate indudry in
Georgia. These activities should only be pursued if they genuindy enhance the market and
can be done on a cost/plus recovery bass.

Forming the grassroots organization has been somewhat difficult for APLR because of the

subgtantial concentration on the projects for various grantors. The APLR has been so caught
up in regigering land parcels that not many of ther staff found interest in, nor time available
to recruit, tran and identify leadership on the grassroots level. In the big picture, while
grantors income may be a source of funding for the intermediate future, the long-term
viability of APLR will be in the formation of a solid grassroots organization that can meset its
longer-term objectives of meeting the needs of its members.

4.3 Terra Institute’s Role

Terra Inditute provided advance funding to the APLR for carrying out periodicaly defined
work plans. The APLR provided Tera with monthly financid reports on the use of the
advanced funds. Jointly Terra and the APLR provided USAID with quarterly reports on
project achievements, based on previoudy defined targets and time lines.

Terra aso provided assistance to the APLR n its organizationa development by providing a
resdent advisor for four years who acted in support of deveoping an APLR adminidrative
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gructure, and as an effective liaison between the APLR and other USAID projects, USAID
personnel, and other donor supported land administration projects. Terra dso provided short
term technica assstance to the APLR on:

B The development of a qudity assurance program,

B The concept of animproved red property registration system,

B The options for privatizing agriculturd land Hill in state ownership with assstance
from the Rural Development Indtitute and Terra specidists,

B The options for the attraction of new members through offering new services
which can be income generating for the members and for the APLR, including
agricultura technica and market services to the new owners of agriculturd land
from Terra,

B Option for the generation of income from the data bases which the APLR has
helped to develop concerning land ownership, with assistance provided by
Internationd Land Systems.

B Assdgance for the initid sructuring of the APLR, provided by Tera and Stewart
Informeation Internationd.

B Assdance for developing a drategic plan for the APLR, provided by specididts
from the International Real Property Foundation and by the local firm, CTC.

B Fnancid management improvement.  This asssance involved accounting and
legd advisory services procured from locd firms, as wel as one internationd
financid management consultancy and continuous support from Terras home

office financid management Saff.

5. SRO Development

The origind idea of the LMDP was for land market professona associations, which group
key professonds, such as cadastra surveyors, notaries, brokers, auctioneers, and appraisers,
to be drengthened where they dready exist (as is the case with brokers, appraisers and
notaries, a least on paper for the former two groups), or created where they do not exist and
where there is sufficient interest and judtification (surveyors and auctioneers). I addition, the
cregtion of an asociation of Regisrars would dso be encouraged, athough the public
employment satus of such persons will require specid atention to avoid any conflict with
public employment laws and practices.

These asociations are referred to in the LMDP as Sdf Regulating Organizations, which
means that the professona members of the various associations will regulate the professond
activities of their own members. By the term “regulate’ is meant develop a professond code
of ethics, establish requirements for being a recognized professond, monitor the qudity of
the work done within the professon, improve the exercise of the professona duties through
training programs.
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The origind concept was for there to be a codition of these professond associations and the
APLR in an umbrdla SRO™, which would coordinate policy and professional development to
ensure the further development of a viable land market in Georgia This umbrella SRO would
dlow a synegidic rdadionship among the various associaions to develop, such that the
professona associations would benefit from APLR lobbying, legd/policy advice and public
education support.  Smilaly, APLR would benefit from the financid assdance the
professona associations will render to it. This unified network gpproach was based partly on
the assumption that the sze of the Georgian economy does not support the emergence and
sugtainability of severd independent land market related SROs.

As the LMDP developed, it became clear that there should be a two path SRO development
drategy, with one path being the strengthening of the APLR and the second path being the
drengthening of land market professonal associations, particularly a brokers associaion
(GREA) and a vauers asociaion (GFPAV). The assgance of the Internationa Red
Property Foundation (IRPF) was important for these activities.

Upon the initigtive of the APLR a codition was formed composed of the APLR, GREA and
GFPAV for lobbying for legidation pertaining to the formation and competencies of SROs,
and petaning to internationd programs, which affect the operations of the land markets.
This codition was the closest that the LMDP was able to come to for formation of an
umbrella SRO, comprised of the APLR and al land market related professiona groups.

An assessment was conducted in November, 2003 by the IRPF about the potentid of SRO
development, by contacting land development companies, larger brokerage firms, medium
szed and smdl companies as wel as the boards of directors of APLR (discussed above),
GFPAV (Georgian Federation of Professond Asset Vauers - an important association of
vauers of properties) and the leadership of Georgian Red Edate Associaion, GREA (an
asociation of red edtate brokers). Following are the mgor observations of the assessment of
professionals engaged in some way with theland and red estate markets:

5.1 Realtors

The red estate community ill is rather smdl but seems to be growing both in sophidtication
and a willingness to cooperate. There are now emerging five or Sx larger, more dominant
companiesin the marketplace that GREA has attracted to their membership.

With the assstance of the IRPF, Terra and the APLR, GREA has, after being in exisence for
four years, developed a rational code of ethics, code enforcement system, ran a series of
training programs and hosted an annual conference atended by key leaders in both the
government and business sector of Georgia It now has a viable board of directors, committee
Structure, excellent executive officer and prime leadership to carry it forward.

IRPF has provided subgtantid reorganization and association educetion to GREA which is
leading it towards becoming a sdf-sugtaining, more vigble organization. There ill is a need

13 see Appendix M for adiscussion of the “umbrella” concept.
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for the GREA to deveop its own “cetification” program and provide its own trainers of the
courses in that program to bring sufficent vaue-added benefits to grow its membership. As
the prectitioners turn over in the marketplace, those that are new will need these required
certification courses to become professondly proficient. They will dso need the
devdopment of an MLS sysgem which will bring trangparency and efficiency into ther
marketplace and alow them to increase their market share and therefore, their income. The
MLS should dso provide the association with a stream of additiond capitd to dlow it to
reach ahigher degree of sdf-sugtandhility.

5.2 Valuers

The gpprasa community remains very limited because the centrd government has not passed
a lawv which defines both gppraisa and sets up a licensang certtification mechaniam.  There
dill are very few gpprasas being ordered in Georgia and, therefore, while the numbers of
identified potentid gppraisers have increased (to amost double the number in 2001) the actud
number of practitionersthat are making aviable living remains extremey small.

With the assstance of the IRPF, Terra and the APLR, the Georgian Federation of Professond
Asst Vduers (GFPAV) has now become more “operationd.” They have put in place ther
code of ethics written a budness plan which they have attempted to follow (but was
frustrated when they did not receive the Eurasa grant to give them adminigtrative support),
hes collected dues from 51 members and has 120 additiona gpplicants in hand. They have
trandated into Georgian the firg and mogt important text in the market and will publish the
International Valuers Standards Committee’s 2002 IVC Standards. What needs to be doneis
that they should merge themsdves with the Academy to get sufficient numbers to work
together to pass the law in the legidature. Currently, everyone waits for the law to be passed
but does nothing about it. A concerted advocating activity needs to be entered into to get this
law passed. Once passed, the combined Academy/Federation stands a much greater chance of
sdf-sudtanability. I it does not get the Apprasd Law passed, they will remain extremey
thin and ashell of an organization.

5.3 Property Developers

This is too smal a group at present to consder for a separate association development, but
they can be incorporated into the redtor's association if there is sufficient interest in the
future.

5.4 Property Managers

This is too smdl a group at present to consder for a separate association development, but

they can be incorporated into the redtor's associaion if there is sufficient interest in the
future.
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5.5 Auctioneers

Due to the smdl number of these professonds, and their specidized functions, there will be
no capacity for developing a separate association.

5.6 Notaries
The Notaries have a strong association.
5.7 Land Surveyors

Interest among the surveyors in forming an association has been low. The topic continues to
be discussed and some progressis possible in the future

5.8 Registrars

Since regisrars presently are employees of the NAPR, their common interest in improving
their professonal competence and image is conditioned by that employment. If there are
future moves to make the individud Public Regidries more independent, the organization of
an association of registrars would become of more perceived importance.

5.9 Conclusions about the SRO Activities

While much work has been done to bring the three organizations to sdif-sugtainability, APLR
gtands the best chance of getting there the fastest. They have good programs, products and
sarvices, have restructured themselves, have solid leadership and, with concerted effort to
build a grassroots organization, should remain $rong and viable. They should be an advocate
into the future for solid land reform in Georgia The GREA now looks and acts more like a
sdf-sugtaning asocidion tha would be comparable to many within the region. They dill
need to develop their own training certification progran and the deveopment of an MLS
would bring this organizetion to sdf-sustainability. The agpprasers, while making lesser
progress has been fettered by the lack of a defined professon and a very limited market.
Presuming tha the bill passes, they ae well-postioned to reach sdf-sudanability a the
passage of the law.

6. Land Markets

The overal god of the revised Cooperative Agreement was the development of land markets
through the five man adtivities and sub-activities described above. The officid datidtics
about land market transactions show the following evolution of land markets since 1999.

Agricultural land markets are the primary target of the revised C.A., with its emphass on the

initid  regigdration of 24 million agriculturd land parcds  Table 3 shows the sde and
mortgage transactions of agricultura land since 1999.

&
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Table 3: Sale and mortgage transactions involving agricultural land

Type of Transaction 1999 | 2000 | 2001 | 2002 | 2003 | 2004 2005 1/11
guarters
Sales 1485 | 1143 | 3729 | 6471 | 5158 | 10429 7745
M ortgages 15 106 | 567 | 1324 | 2216 | 2323 1703
TOTAL 1500 1249 | 4296 | 7795 | 7374 | 12752 9448
% growth against Basdine - 244% | 81% | -5% | 72% -
previous year 17%

Figure 3: Salesand Mortgages of agricultural land
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Land markets are more active in the urban area The land market mog active is in Thilig
where the country’s economic activity is concentrated. The transactions growth trend on the
nonagriculturd land market is givenin Table 4 and Figure 2.

" Statistics for the years of 2004 and 2005 are approximate due to lack of exact statistics during the
reorganization period at the NAPR
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Table 4: Salesand Mortgages of Non-Agricultural Land

Type of Transaction 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 I/
quarters
Sales 759 1069 | 2689 | 4531 | 7022 | 6413 8723
M ortgages 978 1374 | 7258 | 7383 | 11184 | 17550 9655
TOTAL 1737 | 2443 | 9947 | 11914 | 18206 | 23963 18378
% growth againgt Basdine | 41% | 307% | 20% | 53% | 31% -
previous year

Figure4: Saleand Mortgage Transactionson Non-Agricultural Land
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The number of sdes and mortgages increases each year, with mortgages only dightly lagging
behind the number of sale of urban red edtate. (see Table 4 and Figure 2).

" Statistics for the years of 2004 and 2005 are approximate




FINAL REPORT, USAID Georgia Land Market Development Activity

June 2001 — July 2005

Table5: Number of Sales and M ortgages—Ag and Non-Ag Land

Number of 1999 2000 2001 2002 2003 2004 2005 I/11
Transactions guarters
Agricultural land 1500 1249 4296 7795 7374 12752 9448
Nonagricultural land 1737 2443 9947 11914 | 18206 23963 18378
TOTAL 3237 3692 14243 | 19709 | 25580 36715 27826
% growth againgt Badine | 14% 286% 39% 30% 43% -
previous year

Figure5: Saleand Mortgage Transactionson Agricultural and Nonagricultural Lands
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The land market has started to function.
registered, and 13,400 mortgages.

" Statistics for the years of 2004 and 2005 are approximate
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In the year 2003, there were a tota 12.180 sdes
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Table6: Salesand Mortgagesin 2003

Sales Mortgages Total

Agricultural

Land 5,158 2,216 7,374
Non-Ag Land 7,022 11,184 18,206
TOTAL 12,180 13,400 25,580

By the end of 2003, there were gpproximately 2 million regisered agricutura land parcels,
whose owners had ownership certificates in their hands. The 5,158 registered ag land sdes in
2003 represented less than 0.3% of al registered ag land parcels, however, so the measures
taken to date to dimulate the agriculturd land market have not been very effective.  The
mortgage transactions involving agricultura land have adso been limited (2,216 in 2003). The
lack of avalable financing may be a factor in the agriculturd sector for the lower proportion
of mortgages usng agriculturd land. The larger number of regisered mortgages involving
nonagricultura land than sales of such land is an interesting datistic.

But in both sdes and mortgages, the information we have comes from the Public Regidries
only. We do not know the number of sales or mortgages which occur but are not registered.
However, even there are substantid such transactions, they are probably not the product of the
initid regidration invesments.  While the Cooperative Agreement objectives have largdy
been met and even exceeded their targets, the overdl god of a more active land market has
not yet been achieved. Nonetheless there is a gradudly but consgently growing market for
both sdes and mortgages. People who have just acquired ownership rights to land after along
druggle to get such rights to provide for ther families are not likdy to dispose of such an
important asset eadily or ragpidly. It remains to be seen whether in future years, the number of
registered transactions increases, and for what types of agricultura land parcels.

The non-agriculturd land transactions include many types of properties. EStimating that there
ae 4.9 million people in Georgia, there are approximately 800,000 housing units in the
country. Most of these housng units had been regigered in the Bureau of Technicd
Inventory, but none had been initidly registered in the new Regidration Offices. So, any
transactions involving these properties required specid initid regidration procedures. If dl of
the non-ag property sales in 2003 involved housng units, the 7,022 sdes would represent just
0.9% of dl such properties. Clearly the urban land market is only just beginning adso. But it

is beginning**.

14 See Appendix N for more details concerning urban and rural land markets.
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Summary of targets and timelines

SUMMARY TIMELINE: TARGETSAND ACHIEVEMENTS
April 20, 2001 through June 16, 2003

Terralnstitute, Ltd. (T) and APLR (A) Targets for Georgia Land Market Development Project
&

TARGETSACHIEVED

Month Task Description
1-APR/MAYO01 2.1T | Sub-Agreement with Terra Institutein place (MONTH 1)
2.2T | Open Bank accountsfor APLR (MONTH 1)
2.3T | Defineproceduresfor reporting on monthly expendituresand account reconciliation for APLR (MONTH 1)
2-JUNO1 1.4A | Identification of professional personnel for new rayons (MONTH 3)
2.4T | Financial Advisorsin place (MONTH 1)
3-JuL01 1.5A | Training of professional personnel completed (MONTH 4)
3.1T | Confirmation of APLR organizational structure (MONTH 5)
3.2T [ NGO/SRO Development Advisor Report on status of the APLR (MONTH 3)
4-AUGO01
5-SEP01 6.1T | Completion of in depth assessment of Georgian real property and appraisal industry (to establish baseline
indicators)1 (MONTH 5)
6-OCTO01 3.1A | Delivery of Analytical Report on needed legislation, regulationsand other legal needs (draft legidation,
regulations and other legal instruments as needed) (MONTH 8)
41A | Delivery of material for bulletins, four (4) television programs 16,17 (MONTH 8)
4.2aA | Completion of at least ten (10) public meetings (MONTH 7)
5.1T | Finalization of Development of SRO umbrella strategy report (MONTH 9)
6.2T | Post-assessment report with recommendations for program activity18,19 (MONTH 6)
7-NOVO01
8-DECO01 1.1A | 500,000 parcelsregistered (MONTH 8)
1.1T | APLR accountant prepares accounting report independently (MONTH 5)
9-JANO2 3.3T | Finalization of Training plan for professional development of APLR Staff “°“* (MONTH 8)
34T | Finalization of Strategic plan for APLR organizational development22 (MONTH 8)
10-FEB02 1.2T | completion of APLR Operations Manual (MONTH 10)°°
11-MARO2
12-APR02 4.2bA | Completion of at least ten (10) public meetings (MONTH 11)
1.3T | Completion of administrative procedures audit (MONTH 2)

“Target moved from Month 4/Work Program 2 Approved by USAID 29JUNO1

Finalization of report was delayed as aresult of the parliamentary and governmental conditions.
16 Based on consensus that TV impact is greater than radio, four (4) TV programs rather than two (2) will be produced. All radio
programs (2) will be eliminated. Approved by USAID 50CT01
7 Program #1 was produced and broadcast on national television in December, 2001
18 Target moved from Month 4/Work Program 2 Approved by USAID 29JUNO1
% Delivery of 6.2 delayed by WTC disaster Approved by USAID S5OCTOL.
2 Target moved from Month 5/Work Program 2 Approved by USAID 50CT01
2 Target moved from Month 7/Work Program 3 Approved by USAID 12NOVO1.
22 Target moved from Month 7/Work Program 3 Approved by USAID 12NOVO1.
2 Financial Procedures Manual and the Employment Policy Document were adopted by the APLR Board in March 2002
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4.1T | Report of activitieson Land Privatization, L egal Reform and Land Market Development Support (MONTH
13)
52T | status Report on Association Development 2 (MONTH 12)
6.3T | Completion of Development of Business Plans by Assisted Associations % (MONTH 12)
64T | Completion of the Development of Management Training Plans for Assisted Assodiations2® (VONTH 12)
13-MAYO02
14-JUNO2 2.1A | Increasein secondary transactions by 20% (MONTH 12)
15-JUL 02 1.2A | 1,000,000 par cels register ed®” (MONTH 16)
6.5T [ Preparation of Charter Documentsand I nitiation of Registration Proceduresfor Assisted Associations
(MONTH 16)
16-AUG02
17-SEPO2
18-0OCTO02 4.2cA | Completion of at least ten (10) public meetings (MONTH 14)
5.3T | Completion of Registration Procedures for Assisted Associations *, 16 (MONTH 16)
6.6T | Development of Targeted Training Curriculum and Trainers Relevant to each Assisted Association >
32
6.6T | Delivery of Targeted Training Curriculum and Trainers Relevant to each Assisted Association
19-NOV02
20-DECO2 5.4T | Dues and Fees Collected from Membership of Assisted Associations -
21-JANO3
22-FEBO3
23-MARO3
24-APR03 1.3A | 1,400,000 parcels registered
2.2A | Increasein secondary transactions by 40% (MONTH 21)
4.2dA [ Completion of at least ten (10) public meetings (MONTH 23)
4.2T | Report of activitieson Land Privatization, Legal Reform and Land Market Development Support (MONTH
26)
557 | Final Report on Establishment of Assisted Associations, with Recommendationsfor Further Institutional
Strengthening ** (MONTH 26)
6.7T | Final Report on APLR Development, with Recommendationsfor Further Development = (MONTH 26)
25-MAYO03
26-JUNO3 Final Report on Project Achievements, Including Analysis of Factor sInfluencing Successes and Failures®®

24 Target renamed per USAID approval on 4FEB02. (Formerly “Status Report on SRO")

% Target renamed per USAID approval on 4FEB02. (Formerly “Completion of development of business plans by Georgian cadastral
surveyors, real property appraisal and legal professions for the creation, management and sustainability of cadastral surveyor, brokerage,
auction and appraisal associations)

% Target renamed per USAID approval on 4FEB02. (Formerly “Completion of the development of association management training
plan”)

?" Due to weather conditions and the passing of the Law on Registration Fees adopted by Parliament and the subsequent repeal of thelavby
Presidential Decree No. 327, the pace of the field work was slowed and this target was moved from Month 14 to Month 15.

2 Target renamed per USAID approval on 4FEB02. (Formerly “Finalization of charter documents” and “Registration of four distinct
associations representing; cadastral surveyors, real property brokers/property managers, auctioneers and appraisers within the umbrella
SRO")

2 Asnoted in the IRPF's Quarterly Status Report, the two organizations selected for support are already existingand registered. Nofurther
action is required.

30 Target renamed per USAID approval on 4FEB02. (Formerly “Completion of written Charter and SRO registration”)

31 Target renamed per USAID approval on 4FEB02. (Formerly “Development and delivery of targeted training curriculum and trainers
relevant to each association (Cadastral, Brokerage/Property Management, Auctioneering and Appraisal)”)

32 The Polish Federation of Valuers lecturers are programmed for July 2003. Due to the illness of Consultant, Art Godi of the IRPF,
the Broker Training Course will be rescheduled for sometime this fall.

33 Target renamed per USAID approval on 4FEB02. (Formerly “ Fees collected from member associations”)

34 Target renamed per USAID approval on 4FEB02. (Formerly “Final Report on the establishment of the SRO with recommendations for
further institutional development™)

% Target renamed per USAID approval on 4FEB02. (Formerly “Final report on Association with recommendations for further
development”)

3 Target date changed to June 2005 per USAID approval on July 9, 2003
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SUMMARY PROJECT TIMELINE *

for Georgia Land Market Development Project Extension
and

TARGETS ACHIEVED

COMPLETION / STATUS as

MONTH TASK  DESCRIPTION of 30 June 2005
#1 JUN 03 1.2(cl) Commence re-surveying and initial registration of blocks in error Achieved
2.1(al) Commence lobbying for draft law of Agricultural Land Privatization Achieved
2.1(el) Commence public information campaign on Agricultural Land Privatization Achieved
3.1.(al) Publish Monthly APLR Newspaper (ongoing) Achieved and ongoing
3.3(al) Commence/Continue legal and business consultation services Achieved and ongoing
3.3(b1) Commence/Continue publicity of legal and business consultation services Achieved
3.3(cl) Commence Conflict Resolution Services Achieved and ongoing
3.4(al) Commence compilation of land market statistics for quarterly reporting Achieved and ongoing
#2 JUL 03 1.1(a) Production of Sakrebulo Index Maps in 560 Sakrebulos Achieved
1.2(a) Display and delivery of initial registration information for 350 Sakrebulos Achieved
1.2(b) Display and delivery of remaining 477 Sakrebulos Achieved
#3 AUG 03
#4 SEP 03 1.1(b) Completion of Sakrebulo Index Maps in 267 Sakrebulos Achieved
3.2.(d) Development of Broker and Appraiser associations (IRPF) Achieved
3.4(cl) Commence market analysis activities of demand for land and Achieved
property information
#5 OCT 03 3.2(e) Report on Status of Broker and Appraiser Associations (IRPF) Achieved
#6 NOV 03 2.1(a2) Completion of lobbying for draft law of Agricultural Land Privatization Achieved
3.2(al) Commencement of policy studies on the themes Achieved; 4 policy studies completed
Achieved; Pilot Projects Identified &
#7 DEC 03 2.1(b1) Commence assistance to six (6) local commissions on pilot basis Underway
#8 JAN 04 3.4(c2) Market analysis of demand for land and property information Achieved
to be commenced as soon as
#9 FEB 04 2.1(cl) Commence assistance with the privatization of State owned agricultural Privatization Draft Law is enacted

land in 6-10 Sakrebulos




MONTH

#10 MAR 04
#11 APR 04

#12 MAY04

#13 JUN 04
#14 JUL 04

#15 AUG 04
#16 SEP 04
#17 OCT 04
#18 NOV 04

#19 DEC 04
#20 JAN 05
#21 FEB 05
#22 MAR 05
#23 APR 05

#24 MAY 05

TASK

2.1(d1)

3.4(d1)
1.2(c2)

2.1(b2)

2.1(c2)

2.1(d2)

2.2(al)

2.2(b1)

2.1(e2)

2.2(a2)
2.2(b2)
3.1(a2)

3.1(b2)

DESCRIPTION

Commence production of procedures for national program of
lease privatization

Commence construction of land information databases and access rules
Completion of re-surveying and initial registration of blocks in error
Completion of assistance to six (6) local commissions on pilot basis

Assist with the privatization of State owned agricultural land in
6-10 Sakrebulos

Completion of procedures for national program

Commence initial registration of 60,000 parcels in "white spots”

Commence public information campaign of registration of "white spots"

Complete Public Information Campaign on Agricultural Land Privatization

Complete registration of a minimum of 60,000 parcels in white spots
Complete Public Information Campaign on registration of white spots
Continue publication of monthly APLR newspaper

Completion of two (2) Land Market Press conferences

COMPLETION / STATUS as
of 30 June 2005 (continued)

to be commenced as soon as
Privatization Draft Law is enacted

Thilisi Registry Real Property Website
in operation; open to the public
Achieved

to be commenced as soon as
Privatization Draft Law is enacted
to be commenced as soon as
Privatization Draft Law is enacted

to be commenced as soon as
Privatization Draft Law is enacted

Achieved
to be commenced after integration of
USAID and KfW cadastral data

Ongoing

180 181 white spots surveyed (as of
30 June 05)

to be commenced after integration of
USAID and KfW cadastral data
Monthly publication continued through
July 05

Achieved; 6 Land Market Press
conferences held as of 30 June 05




MONTH

TASK  DESCRIPTION

3.1(c) Completion of Land Market Workshop and Conference

3.1(d) Publish five (5) newspaper articles on APLR activities
3.2(a2) Completion of two (2) policy studies on the themes

3.2(b) Completion of two (2) workshops and conferences on four themes
3.2(c) Completion of three (3) legislative drafts
3.3(a2) Provide legal and business consultation services to 250 clients

3.3(b2) Publish three (3) newspaper articles on APLR Legal and Business
Consultations

3.3(c2) Provide conflict resolution to 50 clients
3.4(a2) Completion of Quarterly Land Market Statistics

3.4(b) Publication of documents containing data generated from special studies
3.4(d2) Completion of construction of land information data bases and access rules
Project Completion Report

* All activities are to be completed by the APLR except where noted.

COMPLETION / STATUS as

of 30 June 2005(continued)

0 Land Market Workshop and
Conference held (as of 30 June 05)
Achieved; 77 Articles published on
APLR activities as of 30 June 05
Achieved, 4 policy studies completed
0 workshops completed (as of 30
June 05)

Achieved 3 Legislative Drafts
completed as of 30 June 05
Achieved; 1804 consultations
achieved (as of 30 June 05)
Achieved; 7 Articles on Consultation
activities as of 30 June 05

76 conflict resolutions accomplished
(as of 30 June 05)

Achieved

0 Documents published on special
studies data (as of 30 June 05)

Ongoing
COMPLETED
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Some of the Reports and Papers Produced under the C.A.

Eal SN

o

10.

11.

12.

13.

14.

15.

Quality Assurance Procedures—May, 2003 (Appendix A)
Adminidrative Regulations of the APLR, July, 2005 (Appendix B)

Data Holdings of the APLR—July, 2005 (Appendix C)

Lease of State-Owned Agricultura Land and General Review of Related,
Problems March 8, 2002 (Appendix D)

Country Case Study/ Georgia—Paper presented to World Bank
Conference, Budapest, April 3-6, 2002 (Appendix E)

Legd Issues Related to Households and Lands, 15 October, 2001
(Appendix F)

The Other Agriculturd Land Reform in Georgia: State Leasing of Land and
to Private Farmers, 8 May, 2003 (Appendix G)

Manual for Display Procedures, 5 May 2003 (Appendix H)

Land Privatization Filot Project Activity Report, 31 July, 2004 (Appendix
)

Ideas on the main goals and principles of the Draft Law on Additiona
Privatization of State Owned Agricultural Lands, 17 June 2002 (Appendix
J)

Privatization of Leases, 25 September 2004 (Appendix K)

The Development of a Non-Government Organization for Re-Defining
Property Rightsin Georgia, 4 April 2002 (Appendix L)

Report on a SAf Regulating Organization “ Umbrella Strategy” for the Land
Market Development Project, 25 October 2001 (Appendix M)
Andysis of Red Egtate Market Development in Georgia, 2004 (Appendix
N)

LMPD Trandations of Various Laws and Legd Acts (Appendix O)



APPENDIX A

QUALITY ASSURANCE
OF CADASTRAL AND REGISTRATION INFORMATION

FINAL REPORT OF ACHIEVED RESULTS-May, 2003

With the assstance of USAID Land Makets Development Project, facilitating activities for
the initid regidration of agriculturd reform land parcels was implemented in 52 rayons of
Georgia. Initid regigtration for 2,408,364 land parcels has been completed.

For improving the accuracy of systematic cadastre activities, dgnificant importance is
awarded to determining and ensuring quality of collected information. In pardld to work
process, preventive measures were actively carried out.  Such measures included occasiond
random ingpections of work implemented by surveyor companies, however, this method did
not prove itsdf to be very effective, as it turned out tha only few types of violaions and
inaccuracies had been reved ed through this approach.

In order to improve the effectiveness of such checks, Land Market Development Project has
prepared the Qudity Assurance Manuad where the gpeciad attention was given to using
modern technologies and involving loca populaion of villages as an effective tool to locate
and correct inaccuracies and violations committed during surveys.

Assuring quality of cadastre and regigtration information was carried out in two steps.
STEP ONE: Checking Technical Data

Surveyor companies have been provided with orthophoto plans (produced from the aerid
imagery) and depicting blocks on them, as a result of which it became possble to determine
red location of parces in each block and their compliance. Subcontractor companies were
provided orthophoto plans for each sakrebulo, total of 829 copies.

Based on information provided by subcontractor companies, GIS team of the Association
digitdized each block and depicted them on orthophotos, dso in pardld to that they checked
number of depicted blocks. Through indicated procedure system control of technica
information prepared within the scope of the project was carried out. Total of 338,827 blocks
In 829 sakrebulos have been digitalized and depicted on orthophotos.

Identified flaws were corrected. In particular, due to its suspicious quality 68,632 parcels
were rejected out of 2,408,364 parcels. Out of this number 8,191 parces were cancelled
(4,505 parcels, which were paid during the previous period and this amount was deducted
from each subcontractor, for 3 686 parcels subcontractors were not paid at al), 60,441 parcels
were re-surveyed by subcontractor companies and new correct cadastre information was
prepared.
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STEP TWO: Public display with the participation of village population

Public display materials have been prepared for 788 sakrebulos of 52 rayons; in the
remaining 41 sakrebul os the process was not carried out due to the following reasons:
Congruction of the ol and gas pipdine is undeway in 23 sakrebulos. In these
sakrebulos the oil pipeline company has obtained information about land parces,
which has been digitdly verified severd times and due to avoiding certain expected
misunderstandings, LMDP has refraned from holding public displays in these
sakrebulos;
In 14 sakrebulos the number of parcels did not exceed 200 parcels and public displays
were not held in these sakrebul os;
Due to tightened security Stuation, in 4 sakrebulos public displays were not held there
(Pankis Gorge).

Project representatives selected and trained technica experts in every sakrebulo (sakrebulo’'s
land arranger and secretary); total of 788 technical experts have been trained.

Disolay materids, including maps showing depicted blocks, printed out bloks showing each
parcel, and geo-referenced list of landowners were displayed in the sakrebulos. The process of
informing sakrebulo population on public displays was conducted and the public display
process was organized in 788 sakrebulos of 52 rayons.

Clam journas from every sakrebulo were reviewed and anadyzed. Works on systemetizing
and processing recorded mistakes were conducted. Total of 788 journds. Find result show
that the total of 93,068 claims were recorded in 52 rayons, 1,335 of these were considered as
groundless and 91,733 were corrected.

Detalled andyss of the clams reveded the following digtribution of types of daims:

Areaincorrect — 26,064

First and last name incorrect — 34,226
Owner incorrect — 15,287

Erroneous parcd number — 2,888
Erroneous address- 9,439

Parcd missing — 2,299

Other — 1,530

Information about disclosed/recorded mistakes was submitted to the rayond SDLM office of

every rayon. Changes were made to regidration journds based upon the agreement with the
registrars.

After completing works on qudity assurance of cadastrd and regidration information,
databases were corrected for each rayon, taking into account received results. tota of 52
rayons. To ensure security, several copies of corrected data bases are stored a different
locationsin APLR.
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Corrected cadastral and registration documents of 788 Sakrebulos were printed again and
were transferred to the registration offices. Same number of maps with the exception of 87
Sakrebulos in high mountain rayons, where sadlite map quaity was low, have been
digributed to Sekrebulos. Sekrebulos in high mountain aress received block cadastral plans
and two types of ligs: dphabeticd list of owners and parcd list according to parcel number.

Findly, informetion in the regigtration offices was corrected, to the rayon SDLM offices were
transferred corrected cadastral maps of each sakrebulo (based on ortho-plans), owner ligts
(alphabetical and by parcel number), cadastral block plans.

Every rayon SDLM office and sakrebulo land arranger have stressed the importance of the
above documentation, provided to them by the Project, and noted that they will work on
perfecting them in the future. Mogt land arrangers did not possess such information and they
weretrying to obtain it by their own means.

As a result of quality assurance procedures, cadastra and registry errors have been reveded
with active paticipation of landowners. The process facilitated an increased awareness of
landowners regarding legal procedures and protecting their rights. They had an opportunity to
conduct certain monitoring and ingpection in the whole Sekrebulo (not just their own parcels)
and to become persondly convinced in rdligbility and necessity of the information.

Fndly, it can be dated that by conducting the works on qudity assurance of cadastrd and
registration information resulted in interesting, necessary and productive cooperatiion of the
four most interested parties:

Project, as the implementer;

Rayon SDLM offices, as the future users and disposers of these documents,

Landowners. They ae in direct contact with land and this whole Project was
implemented for their benefit.

Bodies of locd sdf-governance. Lists and plans, provided by us, ae of high
importance for them.
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ADMINISTRATIVE REGULATIONS
OF THE APLR

The Following Pages Contain Various
Administrative And Management Manuals And Forms
For The APLR,

As Of 31 July, 2005%

37 This document has been provided by the APLR. It isadirect translation of the original document which was
produced in Georgian. Terralnstitute, Ltd. acknowledges that to change the wording after translation to correct
grammar, the possibility of misinterpretation is present. Terralnstitute, Ltd. has chosen to leave the translation

asis. Only formatting changes have been made from the original document.
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ASSOCIATION FOR THE PROTECTION OF LANDOWNERS RIGHTS

EMPLOYMENT POLICY

Article 1. Subject and Scope of the Employment Policy

1.1 The Employment Policy regulates internd labor relations between the Association for
Protection of Landowners Rights (herein the “Association’) and the Association
employess (herein the “Employeg’), as wdl as rdations rdaed to the management,
organization structure and administration of the Association.

1.2 Provisons of the Employment Policy extend to dl Employees employed by the
Asociaion for carrying out works under the projects and contracts undertaken by the
Association.

1.3 The Employment Policy regulates the duties, responshbilities and rights of the employee in
accordance with the Georgian Labor Code and Manud of the Administrative Procedures
of the Association.

1.4 The Employment Policy isa part of Adminigtrative Procedures Manud

Article 2. Term, Termination and Modification of the
Employment Policy

2.1 The Employment Policy shdl be gpproved by the Board of Association.

2.2 The Employment Policy shdl come into force as of its goprovad by the Board of the
Asociation;

2.3.The Employment Policy may be terminated or modified only by the decison of the Board
of the Association;

24.Any initigtive or suggestion on modification of the Employment Policy must be prior
agreed with the Association Director; The Association Director shdl address the Board
with such initiative or suggestion;

2.5 Employees must have free access to the Employment Policy to get acquainted with its
terms.

Article 3. Introducing the Employment Policy

3.1 The Asxociation Employees should receive the Employment Policy together with the
Labor Agreement and the Job Description to get acquainted with terms thereof.

3.2 Managers are responsible to introduce the Employment Policy to the new Employees on
ther first work day;
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3.3 Dissemingtion of this Employment Policy with the purpose of introducing it to other/third
persons or various agencies without the consent of the Association Director is prohibited;

Article 4. Terms of Employment

41 A peson shdl be employed after the equa opportunity competitionvinterviewing of the
candidates;

4.2 A public announcement is required for accepting a new person on any labor category; the
labor category is determined in accordance with the work plan and prior approved budget
of the project undertaken by the Association.

4.3 The competition commission gpproved by the Association Director will sdlect candidates.
The commisson sdects the employees based on objective evduation of the candidates
abilities. Results of technica tedts, experience, educetion, qudification and persond
features of candidates shal be considered;

4.4 The find employment decison on hiring the employee will be made by the Associaion
Director;

4.5 After the appropriate candidate is selected, the Labor Agreement is executed between the
person and the Association Director, acting on behaf of the Association ;

4.6 Specific requirements for each labor category are determined by managersimmediate
SUpervisors,

4.7 An employee can be hired without a prior public announcement only in specid case, when
this is required by a specific agreement, grant or contract, which should be agreed upon
with the Board.

4.8 Applicant shdl submit the following when goplying to ajob:

- Application showing the announcement number/position;

- Autobiography/resume;

- Copy of theID;

- Job history record and/or the references from the previous employment;
- Copy of adiploma;

4.9 Terms of the employment are regulated under the Labor Agreement which determines the

following:

- Paties,

- Duty dation;

- Stating date of work;

- Term of the contract;

- Term for prior notification regarding termination of the contract;
- Job description;

-  Sdayrae;

410 The Asxociation should use a single foom of generd Employment Policy for each
employment category. Job description and technica specificity are given in the annexes of
Employment Agreement.
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Article 5. Discipline and Administrative Sanctions

5.1 Each Employee is required to respect the Employment Policy and observe its terms,

5.2 Vidlation of the rules provided herein, conddering the degree and frequency of violation
shdl be punishable in accordance with the disciplinary sanctions.

5.3 Punishment for violation of work discipline is warning in firs case, reprimand in second
case, drict reprimand in the third case and, findly, firing from the job without any prior
notification.

Article 6. Dismissal

6.1 Decision on the dismissa of an employee is made by the Director of the Association.
6.2 The Director of the Associaion has the rignt to commence immediate dismissal
procedures without any prior notification if an employee:
Discloses confidentid information relating to the Association operaions to the third
parties without prior consent of the Association Director / immediate supervisor;
- Assaults or batters the Association Director or one of the Employees;
- Hasbeen convicted of acrimind cime
- Hassubmitted forged documents when applying to ajob;
- Has committed a misake which has caused mord or materid damage to the
Associaion;

Article 7. Professional Incompatibility

7.1 None of the Employees are entitled to have direct financid interest in any other company
or other gtate or private activity which isrelated to Smilar activities of the Association;

7.2 None of the Employee are entitled to require payment from any other private individua or
legd entity for work done on behdf of the Association;

7.3 An Employee hired on a full time bass under the Labor Agreement shdl not be entitled to
work in another organization, during the work hours determined in the Labor Agreement,
and receive payment. Working part-time on other job shal be agreed with the Association
Director. In case if the Employee works in other organization, the monthly sdary shdl be
calculated based on the timefleve of effort spent by theindividua in the Association.

Article 8. Working Hours

8.1 Ordinary workweek congsts of five days from Monday to Friday;
8.2 The workday starts at 9.00 am. and ends at 6.00 p.m. The Employee can use the lunch
bresk from 1 p.m. to 2 p.m. The lunch bresk time shdl not included in the work hours;
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8.3.During winter months, office hours may be from 9.30 am. until 6.00 p.m., which is
subject to prior written gpproval by the Association Director.

Article 9. Payment Terms

9.1. Sdary
9.1.1 The sday rae for each labor category/employee will be determined by the
Asociation director and  agreed with the financid manager, based on the prior
approved budget;
9.1.2 Sdariesmus be sated in the Employee’'s Labor Agreement;
9.1.3 Sday is normaly negotiated once per year. All changes to sdaries must be in
written form and shall be approved by the Association director;
9.1.4 Sdary shdl be paid once amonth, at the end of every month;
9.15 At the end of the month the employee shdl submit the monthly timesheet
showing days /hours worked. Each time sheet shdl be approved by the Employee's
immediate supervisor and/or the Association Director.
9.1.6 Sday shdl be pad in cash or tranderred to the individud’'s persond bank
account ;
9.1.7 Employee is responsble to open his personad account and submit the account
number to the financia department.
9.1.8 Employees are not required to work after working hours or on Saturday and
Sunday. It needs a prior approval of direct supervisor and/or Director of the
Asociation in case of overtime work or on the weekends. If an employee will work
overtime, without a prior gpprova such additiond hours will not be compensated from
the direct supervisor or the Director of the Association;
9.1.9 Conddering the volume and qudity of work performed by the Employee as
well as other factors, such as work approach, discipline, employee's qudlification, etc.
the Employee may receive a bonus. The bonus is to be paid once a year teking into
congderation the duration of the Employees employment period. The Association
director may take the decison on paying bonuses providing they are considered in
the prior approved budget;
9.1.10 Bonus payments should be based on decree issued by the Association director;

9.2 Reimbursement for Expenses
9.2.1 Employees personal expenses such as transportation, business trip expenses
(hotdl, food, tickets), mobile phone are only to be covered by the Association if the
Employee submits the proper documentation and such costs are within the limits prior
approved by the Association Director;
9.2.2 Usng persond money for other busness purposes is dlowable only in specid
cases when the Employee is out of the office and coming back to the office for cash
collection is not expedient; the Employee shdl be reimbursed for such expense only
after submitting the proper receipt to the financid department;
9.2.3 The Employees shdl be rembursed for the task rdated mobile calls made from
the persona mobile teephones .Use of the persona mobile telephone must be pre-
approved by the Association Director who determines and approves the rembursable
limits for each individud/labor category. In specid cases under the discretion of the
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Asociation Director, the Employee may submit the detailed telephone bill to the
finance and adminigration depatment for identifying task related and non task related
cdls, in this case the Employee shoud be reimbursed for dl task related cdls and cost
of the detailed invoice.
9.24 The Employees can be rembursed for fud in case of usng persond cars for
business purposes, such use must be pre-gpproved by the Association Director, and the
compensation of fud is accomplished in accordance with the kilometer. In specid
cases a Director may establish the limits,

9.3 Advances
931 To cover periodic office expenses an advance can be given to the Employee;
cash advance is settled together with the expense receipts after the purchases has been
fulfilled;
9.3.2 For any purchases for the office needs the Employee has to fill the Purchase
Requistion Form indicating item description, quantity and total amount and get prior
written approva from the Association director and/or financid manager ;
9.3.3 The Employee is required to submit receipts stamped by supplier for the
expenses caried out to the finance department; financid manager should check that
al expenses ae having proper documentation and that the Association policy is
followed.

Article 10. Paid Holidays, Vacation, Sick Days, Days Off

10.1 The Employees have the right to take paid holidays in accordance with Article 64 of the
Labor
Code of Georgia;

10.2 Each Employee has the right to use an annua paid \acation, in accordance to the Labor
Code;

10.3 Employee is entitled to 2 paid days per each employment month or 24 work days per
year;

10.4 If an Employee has not worked for a full yeer, the term of higher pad vacation is
determined in proportion to the length of the employment period; temporary inability to
perform work shall be considered as the absence from work;

10.5 Request for a paid vecetion or a leave without pay shall be submitted to the Associaion
Director in a written form in advance. In order to receive a vacatiion the Employee fills
the Vacation Request Form and obtains a written approva from the immediate supervisor
and the Association Director;

10.6 Except for specia cases, vacation shal be taken in course of one year. After one year of
employment has passed, the vacation of the previous year is invalid. In case of leaving
the job, the Employee has the right to receive compensation for the unused vacation days
he was alowed to according to the terms of his Labor Agreement;

10.7 The Employee will receive a compensation for the paid vacation days at the end of the
relevant month;

10.8 If an Employee does not use the annuad vacation, he/she has the right to work and receive

sdary;
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10.8.5pecid vacation, which is not induded in the anua pad vacation, is given to an

Employee in the following cases.
- Incase of marriage — a 5-day paid vacation;
- Incase of degth of afamily member — a 5-day paid vacation,

10.9Sick days are compensated to each Employee of the Association in accordance with the
current legidation of Georgia.

10.10 The Employee has the right to take unpaid days off with the prior written consent of
the immediate supervisor and the Association Director; the number of unpaid days off is
not limited;

10.11 If the Employee takes a day off without a prior written consent of the immediate
supervisor and/or the Association Director, such action shal be consdered as the
violation of the discipline and is subject to adminigtrative punishment.

Article 11. Business Trips

11.1 The Employee must understand that the scope of work and description of the services
may require an intense travel to different rayons of Georgia Therefore the Employee
must be ready for the business trip any time on short notice from hisher immediate
supervisor and/or the Association Director;

11.2 A manager determines the necessity of Business trips within the territory of Georgia and
asks the Association Director to approve it. The Association Director approves request
for businesstrip.

11.3 Businesstrips outside Georgia shdl be gpproved by the Association director;

11.4 The Employees shdl be reimbursed for the business trip expenses according to their duty
dation, if not otherwise specified in the scope of work for each labor category;

11.5 Business trip expenses are divided into severa points:

11.6 Per-Diem/Medls and Incidental's Expenses

11.6.1 The Asxociaion Director will determine the per-diem rate based on the prior
approved budget. The purpose of the per-diem is to cover the Employee's
incidental expenses during working outside their duty station;

11.6.2 The per-diem rates may be different for different regionsrayons of Georgia
and for trips outsde of Georgia;

11.6.3 Per-diem rae for travdling ingde Georgia must not exceed the amount
anticipated within the contract/project budget;

11.6.4 Per-diem rate for traveling outsde of Georgia is determined by Georgian
Legidation;

11.6.5 Per-diem is pad in case if the Employee is required to stay a night outsde the
duty gation;

11.6.6 After busnes trip the Employee submits the stamped Trip Authentication
Form showing the dedtination place and time/days spent in business trips and
Travel Expense Report;

11.6.7 Expense accounts are approved by the Financid Maneger and Associaion
Director.
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11.7 Travel Expenses
11.7.1 The Employee may use locd public transport (bus, mini-bus and train) when
traveling ingde Georgig;
11.7.2 Travdling expenses shdl be rembursed to the Employees only after
submitting of travel receipts to the financid depatment; if the Employee is undble to
submit the travel receipt to the financid department, reimbursement of cogts shal be
made in accordance with the current legidation of Georgia.
11.8 Hotel Accommodation
11.81 The Employee on trip has the right for hotel accommodation; the prior written
approval of the Association Director is required;
11.8.2 Hotd accommodation expenses shal be rembursed to Employees after
submitting of revant hotd receipts;
11.8.3 Amount of expenses necessary for the hotel accommodation in Georgia must
not exceed the amount envisaged in the budget of the project/contract.

Article 12. Drivers and Transportation

12.1 Use of the Association drivers for personal purposes, not related to the job, is prohibited;

12.2 Drivers are pat of the adminigrative component and are directly subordinated to the
head of the finance and adminigtrative department;

12.3 Drivers may be contracted with or without their own cars, in the latter case such
provision should be envisaged in the Labor Agreement;

12.4 Each driver isresponsible maintain records on trip to regions,

12.5 Additiond driver or a vehicle may be hired only &fter the gpprova of Association
Director. Compensation rate for additional driversivehicle hire must not exceed the fixed
daily ratefprice for such labor category/ current market prices.

Article 13. Training Cessions and Special Courses

13.1 One of the main principles of the Associdion is professond training of its Employees.
The traning shdl be conducted on as needed bass. The training shdl serve one man
purpose: ensure Employees professond progress, increase work interest and assst in
developing caree;

13.2 Decisons on holding the training cessons and specid courses is undertaken by the
Asociation Director;

13.3 Expenses related to the training cessons and specid courses shdl be envisaged in the
prior
Approved budget under the other saff related costs heading.
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Article 14. Responsibilities of the Managers / Immediate
Supervisors.

14.1 Managers are hierarchicaly subordinated to the Association Director. They bear the
respongbility for the work of the Employees that are under ther direct supervison. For
the purpose of diginguishing functions and fadlitating finencdd and management
procedures, each Employee is subordinated to hisher manager/ immediate supervisor;

14.2 Promation, bonus and solving other issues are conducted upon the request of the
Employee's immediate supervisor , which is gpproved by the Association Director ;the
Association Director may initiate the promotion, bonus, etc. on his own consideration;

14.3 Managers prepare monthly, quarterly and annua work plans, determine the necessty of
a specific  labor category/personnd and specify  the responsibilities and obligations of the
subordinate Staff;

14.4 Managers accomplish relevant technical management and correspondence.

Article 15. Use and Maintenance of the Association
Property

15.1 The Employees teke full responshbility for the proper maintenance of the equipment in
use,

15.2 Digplacement of the equipment from the locaion is not dlowed without prior
notification of the finance and adminidtrative department;

15.3 The Employees must immediately notify the finance and adminidraive department in
case of damage of the equipment;

15.4 Upon termination of the Labor Agreement the Employees are obliged to immediady
return to the Association any materids, documents, keys or any other property in the
Employee' s possession which belong to the Association.

15.5 Office copiers, telephones and fax machines shal be used only for job related purposes,

15.6 Any persond use of the office telephones and fax machine must be properly recorded in
the telephone log-sheet; the Employees shdl remburse to the Association for the
persond call/fax according to the detailed telephoneffax hill.

Article 16. Conclusive Provisions

16.1 The Employees ae prohibited to didtribute information and notices related to the
Asociation  activities without prior agreement of the Association Director  and/or
immediate supervisors, immediate supervisors must agree any such digtribution with the
Asociation Director;
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16.2 Diclosure of any information to the generd public, dso keeping of the contracts,
documents of the Asociaion and the Employees persond files is regulated by the
relevant procedure.

16.3 Obsarving the provisons of this Employment Policy is obligatory for dl Employees of
the Association;

16.4 Any disputes arisng from the execution of the Employment Policy provisons shdl be
stled by the mutua agreements or in the last resort by the court of the city of Thilis;

16.5 This provisgon, which supercedes dl previous provisons, is goproved by the Board of
the Association on year
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FINANCIAL ACCOUNTING MANUAL

INTRODUCTION

This manud is intended for the Association for the Protection of Landowners Rights. It
deds, within the limits of possbility, in detail, with al essentid aspects of activity of this
organization.  This manud is to be used in combinaion with the APLR manud on
adminidrative procedures.

Accounting Principles

The manud relies on the IASC (Internationd Accounting Standards Committee) sructurd
bascs for prepaing and submitting financid reports and the internationd  accounting
dandards.  Internationd accounting standard #1 “Submitting financid reports’, Point 4,
defines the following:

“ Non-profit enterprises, public organizations, other enterprises of the state and public sector,
which will attempt to use the indicated standard, may need to add explanatory information
about certain articles of financial reporting or financial reporting itself. Such enterprises can
also submit additional components of financial reporting.”

Due to the above-mentioned, the principles of accounting and financid reporting, used in the
manud, embody the accounting methods generaly used in the world accounting practice for
non-profit enterprises, which do not contradict the above-mentioned dructura basics for
preparing and submitting financid reports and the internationa accounting standards.

Main technologies of accounting

The accounts plan and principle of accounting entries, given in the manud, relies on the

so-cdled technique of accounting of funds. The indicated technique for each accounting
dement will be discussed in detal in respective chapters.  Generdly, accounting of funds
implies organizing the accounting sysem in a manner, which will meke it possble to
maintain separate accounting and, consequently, independent financid reporting for every
Project and, a the same time, to prepare and submit reports on the whole organization's scale.

Using the fund accounting technique has severa strong advantages.

Maintaining Project financial reporting — as a rule, each donor, a certain time
intervals, requires submisson of financd information, which will indicaed a
resume of the funds alocated only by this donor and their expenditure. Technique
of funds accounting ensures mantaining of such information as not only aggregated
but minute detail and its submission without additional accounting work;
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Integration of management accounting elements — funds accounting technique
enables to prepare, a any moment, detailed management information according to
each direction of activity;

Strong internal control environment and low level of risk of preparation of
financial reports — basc principles incorporated into the funds accounting technique
ensure obsarving of dl structurd and man requirements of internationd accounting
dandards. One of the most problematic issues of accounting for non-profit
enterprises is observing the compliance of revenue and expenditures.  Funds
accounting technique minimizes the risk of violation of the compliance principle.

General legal issues

The APLR caries out its activities in accordance with the legidation of Georgia and its
own rules.  Since activities of the Association are mogly reated to administering the
funds recaved through grants, this financid accounting manud devotes appropriate
atention to this sphere of activity, athough it is not limited to it and dso discusses the
accounting and tax issues, related to economic activity.

Organizing of the Association's accounting system is naturdly affected by a whole range
of legidative requirements. These legidative requirements, according to necessty, are
discussed in the respective context chapters.  What is cited beow is the generd
legidative basis for grant operation and adminigtration on territory of Georgia

Grants

In accordance with Article 2 of the Law of Georgia On Grants, a grant is target funds
(monetary or in naturd form), trandferred free-of-charge by the donor to the grantee,
which ae used for goecfic humanitarian, educationd, scientific-research, hedth
protection, cultural, sports, ecologica and socia projects, as well as programs of state or
public importance.

Donor dlocating the grant may be:

Internationd  charity, humanitarian and other public organization, financid
credit inditution, government or representation of a foreign country, as wel as
anon-entrepreneurid legd entity (foundation, program).

Georgian non-entrepreneurial legd  entity (foundation, program), the main god
of which, in accordance with its Charter, is accumulaing property for the
purpose of facilitating charitable, socid, culturd, educationd,

stentific-research or other activity for public benefit.
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Grant recipient may be:

State of Georgia, represented by the body (organization), authorized by the
Georgian President;

Georgian body of sate authority and local sef-governance;

Georgian resdent or nonresdent nonentrepreneurial  legd entity,  its
representation, branch, office;

Citizen of Georgia
Legd bassfor grant dlocation is a written agreement between the grantor and grantee.
Rule for grant taxation is determined by current legidation of Georgia

Snce the Tax Code of Georgia is often subject to numerous amendments, financid
department of the Association must not limit itsdf only to the provisons cited in this manud.

CHART OF ACCOUNTS
Formation principle

The chart of general accounts, given below, is based on the chart of accounts recommended
by the Georgian Federation of Professonal Accountants and Auditors. As to spedfic
formation of separate accounts, the basis for that is the funds accounting technique, included
in the Introduction. Used principles of formation of accounts and sub-accounts do not
contradict the chart of accounts recommended by the Federation of Accountants and Auditors,
athough, proceeding from organizational specifics of the Associdion, it became necessary to
ater the names of some basic accounts and to add certain genera accounts.

Structure of the expenses group is as follows expenses are grouped according to ther
economic content, to each expense is atached the sub-account of the department, in order to
accumulate information by depatments. Such divison will facilitate comparing of the
Association budget with actud informetion, from the point of view of planning and control.
As to preparing reports for donors, it is caried out in the accounting software with each
Project being conducted for a certain donor.



Generd chart of accounts

Assets

1000 Current assets

1100 Cash

1110 Petty cash

1120 Cashin nationd currency

1130 Cashinforeign currency
1200 Bank account money

1210 Current account

1220 Foreign currency account

1230 Foreign currency in non-resident bank
1300 Short-term investments

1310 Short-term investment in bonds

1320 Current part of Long-term investments
1400 Short-term demands

1410 Demands from supply and services

1415 Correction of doubtful demands

1420 Demands towards enterprise staff

1430 Demands towards senior management

1440 Grantsrecevable

1450 Advance payments made to suppliers
1600 Inventory of supplies

1610 Fud
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1612 Office supplies
1700 Expensespaidin advance

1710 Insurance paid in advance

1720 Rent pad inadvance

1730 Sdary pad inadvance

1740 Expenses paid in advance to the supplier
1800 Accrued demands

1810 Interest to bereceived
1900 Other current assets

1910 Demandon VAT

2000 Long-term assets

2100 Fixed assets
2110 Machinery and equipment
2120 Office equipment

2200 Depreciation of fixed assets

2210  Accumulated depreciation of machinery and equipment

2220  Accumulated depreciation of office equipment

2300 Long-term demands
2310 Demands from donors
2400 Long-term investments
2410 Long-term investments in bonds

2500 Intangible assets
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2510

2520

Computer software

Licenses

2600  Depreciation of intangible assats

2610

Depreciation of software

2620 Depreciation of licenses

Liabilities

3000 Short-term liabilities

3100 Short-term lighilities

3110

3120

3130

3140

3150

3160

3170

3180

Lighilities arisng from supply and services
Advance payments received

Sdaiesdue

One-time compensation

Business trip compensation

Vehicle depreciation compensation

Lease liahilities (physica persons)

Honorarium

3300 Tax lidhilities

3310

3320

3330

3350

3360

3370

Income tax

Socid tax

VAT due
Entrepreneurid tax
Property tax ligbilities

Profit tax
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3380 Advertisement tax

3390 Income 10% nonresident
3400  Accrued lighilities

3410 Accruds

3420 Deferred grant

4000 Long-term liabilities

4100 Long-term loan ligbilities
4200 Deferred income
4210 Deferred income from donors

4300 Deferred taxes

5000 _ Net assets
5100  Unlimited own funds
5200  Profit/losses of the period
5300 Reserves

6000 _Revenue
6100  Operationa revenue
6200  Grant revenue

7000 _Expenses

7100 Operationa expenses
7101 Sdaries
7102 Sdary taxes
7103 Office telephone expenses

7104 Mobile telephone expenses
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7105 Office security expenses

7106 Initia regidration of agricultura land parcels
7107 Generator expenses

7109 Care and repairing of equipment

7110 Internet expenses

7110 Fuel and vehicle services

7112 Busnesstripsin Georgia

7113 Business trips abroad

7114 Office supplies

7115 Specid supplies

7116 Transport services

7117 Office rent

7118  Advetisng

7119 Printing expenses and webpage updating
7120 Lega and document trand ation expenses
7121 Logigtics and communa expenses

7122 Insurance

7123 Broker services

7124 Trainings and seminars

7125 Bank services

7126 Auditor and financia services

7127 Amortization and depreciation

7128 Public relations expenses
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7130

7131

7132

7133

7140

7141

7142

7150

7198

7300

7310

7311

7312

7313

7314

8000

8100

8200

8300

8400

Tax on provison of services
Postal expenses

Representative expenses

Teaand coffee for the office
Base data processing

Initid registration expenses
Expenses of obtaining information
Land acquisition procedures

Tax expenses

Nonoperationa expenses

Interest expenses

L osses from exchange rate difference
Correcting maerids

Writing off of fixed assets

Loss from sdes of fixed assets

Noroperationd revenue

Profit from exchange rate difference
Revenue from tenders
Interest revenue

Profit from sdes of fixed assets
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CREDITOR DEBT AND RECORDING OF EXPENSES
Internal control system
Goals of the internal control system

I. Before recognition of the creditor debt, received invoices and related documents are
ingpected for the purpose of determining correctness of the liability;

il. Only proper operations (supplier invoices, credit bank statements, corrections) related
to creditor debts, are timely and accurately recorded on appropriate accountsin the
accounting books,

iii. Control over recorded lighilitiesis carried out for the purpose of timely paying them.

Accounting procedures®
Accrual
Generd sructure of accounting entries for recognition of expensesis the following:
Debit 1910 VAT refundable
Debit 71NN Accrued expenses
Credit 3XXX Creditor debt

There are two exceptions:
a) Purchase of reserve supplies (gasoline coupons, diesd fud, etc.)
Debit 1910 VAT refundable
Debit 16XX Fud

Credit 3XXX Creditor debt

Apat from recording of funds, proceeding from capabilities of the accounting software,
quantitative recording of such reservesis necessary — mantaining an inventory regidry.

b) Purchase of main assts.

3 Here and after in the text, in the accounting entries cited as examples are dways implied the
operations carried out within grant limits, unless otherwise indicated.
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1. Gened:
Debit 1910 VAT refundable
Debit 2XXX Main as¢ts

Credit 3XXX Creditor debt

Smilarly to reserve supplies, in accordance with capabilities of the accounting software,
quantitative recording of main assets must be conducted.

Recognizing of supplies as expenses happens based on the report of spending the fue
coupons, issued by the responsible person; the expense is reflected in the accounting books
under the fallowing entry:

Debit 7110 Fued and vehicle sarvicing
Credit 1610 Fue

Payments to supplier
For any payment, the Association uses the voucher system.
Voucher system is a component part of the Associaion’sinterna control and accounting
systems. In accordance with this system, before actua payment of the expense is processed a
voucher, which unites the documents rel ated to this operation and is practically asanction on
monetary funds flowing out of the organization. Voucher system envisages usage of severd
types of vouchers.
Expense voucher is amulti-copy, serialy numbered document of gtrictly defined format.

Only based on thistype of voucher does recognition of actua expensestake place. Inthe
voucher must be indicated the following:

Code of the Project/contract to which the expense in question belongs;
= Date of the operation;

=  Typeof payment;

= Amount in GEL and, in case of necessity, in rdevant foreign currency;
= Exchange rate used;

= Expense category;

= Agreement number;
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= Operation content, in case of necessity;
Any voucher is gpproved with signature of the Head of the financid department.
First copy of the voucher, to which is attached the package of approva documents (invoice,
rict recording note, notice on good reception, order form, requisition gpplication, payment

order, etc.), isfiled in the accounting documents' binder of the Association.

Second copy of the voucher isfiled in the used vouchers  binder, for the purpose of complete
keeping of vouchers.

Voucher must not be processed if:
a) Package of documentsisincomplete; or
b) All of theinterna control procedures, cited above, have not been carried out on the
documents.
Accounting entries of payment for any goods and services are the same:
a) Payment is made through trandfer:
Debit 3XXX Creditor debt
Credit 12XX Bank
Advances paid to suppliers

If agreement processed with suppliers envisages advance payments, the following
modification of procedures and accounting entries will take place:

Advance payment

While paying advances to suppliers, advance voucher is used.

Debit 1450 Advances paid to suppliers
Credit 12XX Bank

Advance settlement

If supplied goods or services fal to satisfy the norms of agreement with the supplier, advance
must not be settled or can be settled proportionaly (eg. when the amount d goods received is
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less than the amount of goods ordered, advance is sdtled in the same proportion as the
proportion of received goods compared to ordered goods).

Debit 71NN Expenses paid

Expense voucher is processed, based on which:
Debit 1910 VAT refundable

Credit 1450 Advances paid to suppliers

Tax issues

Purchase, transportation and sde of materia assets must be carried out with drict recording
goods invoices.

Vaue Added Tax

According to Article 119 of the Tax Code of Georgia, the grant recipient party, which is
buying goods, envisaged by the grant agreement terms, and is receiving work or services on
the same basis, has the right to compensate the VAT paid for these goods, work or services
after submitting the tax sheet to the tax agency.

VAT compensation occurs only in the case if the statement is submitted to the tax agency
within three months as of the operation subject to taxation.

In case of return of paid VAT or it being counted as another tax, the following entry is made:
Debit  12XX Bank
Credit 1910 VAT refundable
or
Debit 3320 Income tax
Credit 1910 VAT refundable
If the Association cannot manage to submit the tax statement to the tax agency within the

defined time term, paid VAT is entered into expenses, in the relevant category of main
expenses.
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REVENUE
REVENUE RECEIVED AS GRANT
Recognition criteria

In order to recognize revenue received through grants in the accounting books, it is necessary
to stisfy the following two conditions.

a) The Asociaion must have subgantia guarantee that it will be able to satisfy
the conditions related to the grant, and

b) The Associaion will have judtified guarantee thet it will receive the grant.
Proceeding from dructurd basics of the international accounting standards, except for these
two conditions, one other general condition is gpplied: it should be possible to reiably assess
the grant (in terms of the amount).
Time of recognition
Any grant must be recognized as revenue for the period(s), during which were borne those
expenses, for covering which the grant in question is intended (the principle of compliance of
revenue and expenses).
Grant or the portion of the grant, which is related to purchase of depreciable or amortizable
long-term assets, must be recognized as revenue, in accordance with the depreciation or
amortization expense of these assets.
Grant or the portion of the grant, which is reaed to purchase of non-depreciable or non-
amortized long-term assets, must be recognized as revenue in accordance with the expenses
which are related to stisfying of the conditions of this grant.

If non-monetary assets are transferred to the Association as a grant, these assets and related
grant (grants) are recognized a their market or nomind vaue.

Accounting procedures
Recognition of the grant within revenuein generd takes place under the following entry:
Debit 1440 Grantsreceivable

Credit 62xx  Revenuereceived as grant
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If implementation of the above-indicated grants cannot be managed in full or in part due to
time divison, then for the part of the grant left beyond the current accounting period:

Debit 1440 Grants receivable
Credit 3420  Grant postponed revenue

It is clear that during the next accounting period, the remainder of postponed revenue is
recognized within revenue in accordance with expenses

Debit 3420 Grant postponed revenue

Credit 62XX  Revenuereceved as grant
After reception of grant funding
Debit 12XX Bank

Credit 1440  Grantsreceivable
Recognition/non-recognition of receivable grants depends on the specific grant agreement, it
is possble that recognition of grant postponed revenue take place a the moment of money
transfer and not at the moment of writing of request/invoice.

DEBITOR DEBT

Internal control system
Goals of the internal control system
In generd, like for any other internd control system, gods of the interna control system over
revenue and debitor debts is to ensure that only sanctioned operaions are recorded timely,
accurately, on relevant accounts and within relevant accounting periods. In particular,
internal control procedures should ensure the following within the sysem of control over
debitor debts:

Sanctioning of invoices and credit bank daements, before ther entering into
accounting records,

Control and repayment of creditor debt.

Invoices and corrections
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0 Basad on approved sde form and notice of sending the goods, is written a
seridly pre-numbered invoice, which is gpproved with signature of the rdlevant
responsible person;

0 Processed invoices ae entered into the sades registry, which is the initid
recording document;

0 Cancdled invoices should be filed separately;

0 Cancdlation of invoices should be followed by cancdlaion of the reevant
notice of sending of goods;

0 Cancdled invoice should be gpproved with dgnature of the reevant
responsible person.

Debitor debt

o Offidd responsble person should be gppointed, who will maintan the debitor
debt list and reved the debts, term of repayment of which has expired;

0 The Association should be in frequent contact with debtors for the purpose of
returning debt.

0 Dehit remainders should be divided according to their date, for the purpose of
revealing doubtful and hopeless debts.

0 Hopedess debts should be diminated in accordance with determined authority
(after the authorization of officid person).

Cash sdles

0 Persons that are conducting goods saes in accordance with the above method,

should keep:

Invoicefincome order registry.

= Cash book.

0 By the end of each day, if the sdes took place, they are obliged to present the
below mentioned to financia and sales departments.

= [nformetion on saes.

» Recelved amount.

» The Association copies of used invoicesincome orders.

0 Regpongble person desgnaed from the financid depatment verifies the

rdlevance of presented invoices and amounts with the regisry and the
remainder of exising products.
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Accounting Procedures
During processng an invoice

Debit 14XX supply debts
Credit 61XX operationa revenue

In case of money transfer, based on the bank extract:

Debit 12XX Nationa currency in bank
Credit 14XX Operationa revenue

Hopel ess debts

Doubtful and hopeless debts, as a rule, do not represent a necessary eement for non-profit
organizetion accounting. However, if the Associdion reaches high levels of commercid
activities, it will be necessary to comply with internationd standards of accounting in order to
keep financid reports just and correct.

Records of doubtful debts are created based on past trade experience and on the date of debit
remainders.

Debit 71XX Expensesrelated to doubtful requests
Credit 1415 Correcting doubtful requests

Hopeless debts will be considered as expense:

Debit 73XX Hopeless debts
Credit 14XX Supply debts

Tax Issues

Purchase, transportation and sdes of material assets should be conducted by srict recording
invoice.

VAT

IN accordance with Article 92 of the Tax Code, if revenues received from commercid
activities exceed 24 000 Gd in 12 months (100 00 Ge as of January 1), the organization is

subject to mandatory VAT regidration. Besdes, Tax Legidation provides the opportunity for
voluntary regigtration as VAT payer.

Objects to be taxed with VAT are taxable operation and import. Providing goods (work,
sarvice) by person, even if free-of-charge, is the operation to be taxed.
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According to Article 98 of Georgian Tax Code, the amount of the operation to be taxed is
determined based on the compensation amount received by VAT payer from the recipient or
any other person. VAT interest rate (not including Vat) equals 20%.

If the Association will be obliged to undergo regidration and will become VAT payer, it will
have to add VAT on provided product (work, service). In this case the following records will
be added to the records mentioned above:

Debit 14XX Requests from supply
Credit 61X X Sdesrevenues
Credit 3330 VAT

VAT Refundable

According to the requirements of the Code, VAT refundable is tax, which is paid according to
presented invoices or is paid for the import or operaion to be taxed, according to customs
declaration or operation, if product, work or service is used or will be used for the economic
activities of the payer, even if they are not included in the price of the product. VAT pad to
the Georgian budget will be subject VAT refundable.

If, invoices presented by VAT payer, VAT pad according to product import and/or VAT pad
according to the operation to be taxed, partidly concern economic activity of the payer,
refunding is conducted proportionaly.

It needs to be mentioned that VAT refundable does not concern certain types of products and
sarvices, detailed and complete list of which is provided in Article 114 of Georgian Tax Code.

Including VAT, record is asfollows:

Debit 3330 VAT
Credit 1910 VAT Refundable
Profit Tax

If the organization conducts commercid activities, according to Georgian Tax Code, it
becomes equivaent to the entrepreneur and has to pay profit tax. Taxation object for the
above organizations is profit, which is determined based on the difference between the tax
payer’s unified profit and deductions envisaged by Georgian Tax Code. Profit received only
from commercid activities will be consdered as unified profit, also expenses relaed to profit
received from commercid activates will be considered as deductions.

Reporting period equals 1 cdendar year and tax interest rate equals 20%.



APPENDIX B

According to Article 89 of Georgian Tax Code, the organization is obliged to pay the amount
to the budget, according to the annud tax of past year, in amount of:

a) Before May 15— 30%
b) Before August 15— 30%
c) Before November 15 —40%

Besides, Bx payer, which did not have taxable profit last year, should pay current taxes based
on last quarter factual data of reporting period.

Tax on Economic Activities

Organizations, conducting economic activities, are obliged to pay tax on economic activities.
According to Article 209 of Georgian Tax Code, margind amount of economic tax equas not
more than 1% of income (not including materid loss), not including VAT, received through
providing product (work, service). Materid loss should include only the loss that occurred
during commercid activity.

Terms for paying taxes and submitting declarations

VAT

VAT payer is obliged to submit VAT declaration to the tax body, according to the place of
registration, for each reporting period (calendar yeer), by no later than 15 of the next month.

VAT should be paid within the term established for presenting the declaration.
Income Tax

Tax payers are obliged to present the income tax declaration after the end of reporting year.
The above declaration should be presented to the tax bodies before April 1 of next year.

Tax on Economic Activities

Tax edimates for economic activity on Thilig teritory will be presented quarterly no later
than 20" of next month of reporting quarter.

Relevant tax isaso paid no later than the date determined for estimate submisson.
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Cash and Cash Remainders
Internd control system

Ingdead of conventiond cash, the Associaion maintans, the so cdled, smal cash system.
principle for its functioning is the following: materid responghbility is imposed upon certain
daff members (not from financid department) and they ae agppointed as cashier/supplier.
They ae respongble for smal cash, in the form of corporae credit card, which holds a
limited amount of money, for example 1000 Gd. At any given moment, the totd of the
amount and the documents confirming the payment should equd the maximum amount of the
fund i.e. 1000 Gd. Cash is regularly filled, for example in the end of each week (according to
turnover), based on the presented documentation. This system is transparent and smple. The
following entries are made during establishing and filling small cash:

Accounting procedures
Egablishing smdl cash fund

Debit 11XX andl cash
Credit 12 XX bank

Flling the small cash fund

Debit 71XX expense
Credit 12XX bank
Converson:

a) Exchangerate revenue as aresult of converson

Debit 12XX bank (currency received as aresult of conversion)
Credit 12XX bank (converted currency)
Credit 18XX revenue recelved as aresult of difference in exchange rate

b) Financid damage due to converson

Debit 12XX bank (currency recelved as aresult of conversion)
Debit 73XX financid damage due to difference in exchangerate
Credit 12XX bank (converted currency)

Re-evduating foreign currency remainders

a) Exchange rate revenue due to re-evauation
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Debit 12XX bank
Credit 81XX revenue recelved due to difference in exchange rate

b) Exchange rate damage due to re-evauation

Debit 73XX revenue received due to difference in exchange rate
Credit 12XX bank

Busness Trips
Internal control system
Aims of internal control

Advance is issued via money trandfer to the private account of the receiver. The am of
control system is to ensure target spending of funds. Besdes, interna control system
should ensure the protection of relevant legidative requirements, acting in Georgia

Internal control procedures

In terms of procedures, the following objectives are achieved in the following manner:
Member or the head of group, going to the business trip, is filling out the
requigtion for busness trip funds, which is gpproved by officid responsble
person.

Based on gpproved requistion, is processed advance voucher.

Within three days after returning from business trip, person or the group of
persons should present a relevant report, or/and the document confirming their
busness trip, on its bass is will be cancdled advance voucher (processng
spending voucher).

Within the country, personnd is given a determined per diem, additiond
expenses are compensated based on the director's decison, if issued advance
exceeds documented expenses, the loss will be compensated via administrative
procedures determined by the Association.

Accounting procedures
Issuing business trip funds

Debit 1430 personnel requirements
Credit 12XX bank

Recognizing expenses
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Spending voucher will be processed upon presenting rdevant  confirming
documentation, based on which:

Debit 7INN spending category of the relevant project
Credit 1430 personnel requirements

Legidlative requirements related to businesstrips

Business trip funds issued in Georgia are recorded according to April 4, 1998,
Presidentil Decree #220 On Compensating Business Trip Related Expenses to
Employees.

In case of the businesstrip in Georgia, as defined by the above Decree:

During busness trip the employee leaves the inditution, enterprise or organization,
according to the managers indruction, for the purpose of performing hisher busness
tasks at the places other than the permanent work place.

The amount of per diem during business trips within Georgia equas 3 (three) Gdl.

Per diem is cdculated according to the number of days spent in the busness trip,
including week ends and day offs. Going to the business trip and returning on the same
day is considered as one day.

Enterprises, inditutions and organizations should compensaie expenses relaed to

travd and accommodation, in accordance with the factud expenses, after presenting

the vouchers.

In case of not presenting vouchers, with the consent of the head of organization can be

compensated the following:

- Travd expenses, within the limits of lowest ralway and auto transport tariffs
exiging in the country;

- Accommodation expenses. In Thilis and cities subordinate to centra authority — 2
Gd, cities subordinate to rayond authority — 1 Gd, in villages— 50 Tetri.

Persons who returned from business trip should account advance, within the three
work days. Persons reporting will not receive funds for the next business trip before
they account for the previous advance.

Concerning the rule for compensating expenses related to business trips abroad. The
above business trips lasting less than 1 month are conddered as short term business
trips, whereas business trips lasting more than 1 month are consdered as long term
businesstrips.
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Per diem for the employee on the long term business trip abroad is compensated in
accordance with the annex. The amount of per diem shdl equa the amount of per
diem for short term business tripsl within the country, for the employees of Georgian
indtitutions functioning abroad.

If employees are sent to short term business trip and the receiving party is covering dl
the persond expenses, the employees will receive additionad compensation to the daly
norm.

Accommodation expenses abroad will be compensated according to the factua
expensesin middle class hotd.

If the documentation confirming the accommodation at the hotd is not presented
(lost), expenses are compensated in amount of 10$ daily. If the documentation
confirming the transportation are not presented (lost) — issued compensation will equa
the minimum transportation rate.

Amounts exceeding the norms detemined by Georgian Tax Legidation ae
determined as sdlaries and are subject to taxation.

Payments for Hired Employees
Internd control system
Objectives of internal control system
The am of below provided internd control proceduresis to secure the following:

I Sdaies are cdculated only for the Association members based on determined
rates.

I Sday cdculation is precise and is rdevant with the work done (for example,
an hourly wage);

ii. Sdaries should be issued to relevant employees only.

\Y Tax obligations should be recorded correctly, timely and precisdly.

Internal control procedures

Sdaries should be cdculated only by officid responsble person (persons)
based on the hourly execution of authorized activities.
Authorization of direct or concrete supervisors of the activities is necessary for
issuing bonuses.
The Association compensates to hired workers by monthly transfers.
proceeding from this:

0 Payroll sheet is prepared, which contains the following details.

= Theamount of worked hours/days during a month.
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= Sday rate.
= Transferred sdary.
= Taxes
=  Amount to beissued.
o0 An officid person, not reated to caculating sdaries, checks and approves
the payroll sheet with the sgnature.
o After tranderring appropriate funds, transferred funds should be compared
with the payroll sheet.

Accounting entries
Tranderring sdaries

Debit 71NN sdariestransferred
Credit 3130 payable liability

Income tax

Debit 3130 payablelidbility
Credit 3310 incometax

Socid taxes

Debit 3130 payablelidbility
Credit 3320 Mandatory state insurance payment

Settling lighilities

Debit 3130 payableliability
Credit 12XX bank

Debit 3310 incometax
Credit 12XX bank

Debit 3320 socid taxesto be paid

Credit 12XX bank

Tax issues

Sdaries funded by grants are taxed with the following taxes:

Income tax
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paticularly:
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Code,

The amount of income to be taxed during
caendar year

Tax rate

1. Up to 200 Gél

12% of income to be taxed

2. from 201 to 350 G4

24 Gel + 15% of income exceeding 200 Gel

3. From 351 to 600 G€l

46.5 Gd + 15% of income exceeding 350 Gel

4. 601 Gd and more

89 Gd + 20% of income exceeding 600 Gd

The above rates are used in case of main work place. Concerning non-man work place, in
accordance with Article 88 part 4, “Income received from main work place is taxed with the
highest tax rate, envisaged by Article 42”.

During cdculaion of the sdary to be taxed, Georgian Tax Code envisages subtraction of non-
taxed minimum in the amount of 9 Gd. Such subtraction takes place only when the sday is
received on main work place.

Socid Taxes

In accordance with the Article 187 Point ¢) of Georgian Civil Code, sdaries issued by the
organization funded by grants are freed from taxation.

Mandatory State Insurance Payment

In accordance with the Law of Georgia On, insurance payment is determined by 3% of the
sdary amount, sdaries for physical persons are taxed by 1%.

The Exigence of Commercid Segment

If, beddes grants, the organization is conducting commercid activities, then according to
Georgian Tax Legiddaion the organization is conddered as enterprise (in the framework of
conducted commercid activity) and it will be taxed according to acting legidation. Besides,
for the purpose of taxation from the totad amount of expenses should be divided expenses
related to the income received through commercid activities.

Issued sdaries, which are rdated to commercid activity, are taxed with the following taxes:

Tax Income

The principle and rate for taxing is Smilar to the taxation during grant funding.

Socia Taxes
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According to the points “a@ and “c” of Article 185 of Georgian Tax Code, below mentioned
are considered as socid tax payers.

“a Hiring physicd persons, entrepreneurs and legad persons, which are compensating to the
physicd persons hired in Georgia’'.
c) Physcd persons, which are recelving payment according to Points “a and “b’.
Socid tax raes ae envisaged for persons determined by point “d’: In socid
security unified state fund — 27% of taxable amount, in unified state employment
foundation - 1%. Besides, the amount to be paid to the socid security unified dtate
foundation should comprise not less than 16 Gd for each physica person.

For physcad persons envisaged by Point “C’: to the socid security unified date foundetion —
1% of tax amount.

State mandatory insurance paymen.
Principles and rate for taxation are same as during taxing the sdary financed by grant.

Terms for paying taxes and submitting the declaration.

Income Tax
Tax should be paid to the budget upon the issuing of the sdary.

Within 30 days after the end of tax year, certificate on the totd amount of physica persons
income (salary) and tax shal be presented to the tax body.

Besides, it should be mentioned that tax bodies adso require monthly form of income tax,
which should be submitted no later than 20™ of the next accounting month.

Social Taxes and Mandatory Insurance Payments
Socid tax is paid upon the issuance of the Aary.

The form for income tax caculation shal be presented to the socid foundation before the 157
of next month.

Main Material Assets
Interna Control System

Registry of main assets
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0 Any changein main materia assetswill be reflected in the regidry.
0 Regidry of main asstsindicates:

Date of receiving main assts,

Name and code/identification number of main assets,
Sdf-cost of main assats;

Location of main assts;

Depreciation rate;

Accumulated depreciation;

Persons materialy responsible over main assets,

0 Mantaining regidry of main asstsis possible in digital manner, by usng
relevant functions of accounting software of the Association;

Persons materialy responsible over main assets should be gppointed from the
departments using these main assets,
Unique code should be awarded to all main assets.

o Caodification should be daborated in such manner thet it will be possbleto
determine through means of which donor (or Association’s own) was certain
main assats purchased;

0 Code should be attached to al stationary main asset (except for buildings);

At least once ayear inventorization of main assets should be conducted, for the purpose
of re-checking compliance of their completeness and condition with their current vaue;

Inventorization of main assets procedurdly issmilar to physica inventorization of
inventories.

0 Written ingtructions will be issued,;

0 Inventorization registries will be prepared;

0 Regidry for inventorization registries should be maintained;

Rates for depreciation of main assets, aswell as its methods should be determined and
goproved by the management of the Association;
Discard sdles and re-evauation of main assatsis alowable only in case of sanctioning it
by supreme managing body of the Association.

Accounting Procedures

Long-term assets, value of which exceeds 150 GEL are considered to be main assats.

Depreciation:
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Debt 71NN Depreciation

Credit 22X X Accumulated depreciation

Digpatch of Main Assets (Discard or Sales)

In case of discard and sales of main assets, remainders on accounts of rdevant main assats are
cancelled as well asremainders of corresponding accumulated depreciation.

a) Incaseof profit

Credit 21X X Main Assts
Debt 22X X Accumulated Depreciation
Debt 12X X Bank
Credit 84X X Profit from sdes of main assts
b) Incaseof loss
Debt 73XX Other expenses (loss)
Debt 12X X Bank
Credit 21XX Main Assts
Credit 22XX Accumulated Depreciation

The Association uses following service terms for main assets

Type of Assets Year
Provison of Accounting Software 5
Provison of Computer Software 4
Computer Hardware 3
Office Equipment 5
Communication Equipment 2
Furniture 5

Re-evauation of Main Assets,

Snce the Associaion is nongovernmenta, non-profit  organization, requirement of
international accounting standards in regard to re-evauation of man assts is not an essentid
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issue. However, in case of necessty it is dlowable based on the permisson of the
Association’s management.

Re-evduation of cetan assets is prohibited. Re-evduation shdl concern whole group of
assets to be re-evaluated.
a) Increasingvaue
Debt 21XX Main Assets

Credit 53XX Reserve for re-evaduating main assets

b) Diminishing vaue

Debt 53X X Reserve for re-evaduating main assets

Credit 21X X Man Assts

Attachment 1

Registry of Main Assets

Code Name Group Dateof | Vdue | Depreciation | Location | Materidly
Purchase Rate Responsible
Person
01/01/01 | Computer Office 20/03/01 | 583.33 50% Office, | Name, Last
PIl 266 | Equipment GEL Room name
MHZ 24

Besdes this information registry should indicate dates of discard, sdes and capitd repar of
the main assets.

Accounting software “ORIS’ integrates regidry for man asssts which includes but is not
limited with the information indicated above. It must be noted that during the existence of
commercid segment, certain types of differences arise between internationa accounting
dandards and requirements of Georgian legidature from the point of view of depreciation
rates and main assets. It would be expedient to place both types of information in one regidtry,
however this is impossble through ORIS regisry of main assets Due to this reason it will be
necessary to maintain two regidries for main assets, out of which one will be integrated in
accounting software, in order to digitaly maintain one type of reporting (financid or tax).
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Codification

Awarding identification code numbers to main assats should be of systemetic and organized
character. It isrecommended to use following identification code:

Firg two podtions indicate within the scope of which project was the asset
purchased (for example: 01 means Land Markets Development Project);

Second two positions (third and fourth) indicate type (group) of main asst;

Last two pogitions represent sequential number of main assat.

Grouping Main Assets

Grouping of main assets in accordance with the Tax Code is given below, dong with the other
tax issues. Grouping assets in the registry according to internationd accounting standards
implies ther classfication into main categories based on their purpose (for example: building-
congructions, automobiles, office equipment, office furniture and etc.)

Taxation Issues
Property Tax

According to Articde 19 of the Tax Code if the organization is involved in economic
activities, part of its activities and property, which is rdated to its activities it is consdered to
be activities and property of the enterprise. Proceeding from the above mentioned if any of the
property of the Association will be involved in economic activities than this property will be
taxed with property tax. Property tax rate is 1% and it is added to average amount of
remaining vaue of the property during the year. Declaration, according to which annua taxes
are declared, should be submitted to tax bodies on April 1 of the next year of the reporting
year. During the yeer tax is paid in a form of current tax by the 15" of second month of each
quarter. Amount paid afterwards is corrected by the annua tax amount on Aprill. Declaration
of current taxes will be submitted to tax bodies on February 1 and will be cdculaed by
average annua amount of remaining vaue of property to be taxed.

Property tax is not charged for the property used for nature protection and fire security.

Detaled lig of assts that are exempted from property tax is given in Article 143 of the
Georgian Tax Code.

9%



Depreciation of Main Assetsfor Taxation Purposes
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For the purpose of charging depreciation on main assets used for economic activities,
fallowing grouping with depreciation levd is used:

Group | Property Depreciation
number level asaper-
centage
1 Passenger automobiles, automobile and tractor equipment 20%
for use on roads, gspecid ingruments, sundries and
accessories, computers,  peripherds  and equipment for
data processing and storage
2 Automotive trangport rolling stock; trucks, buses, specid 15%
automobiles, and tralers, machines and equipment for dl
sectors of industry and the foundry industry; forging and
pressng equipment; eectronic  equipment; congtruction
equipment; agricultural machines and equipment; office
furniture
3 Ralway, sea, and river trangport vehicles, power machines 8%
and equipment; turbine equipment; eectric motors and
diesd generators, eectricity transmisson and
communication fadilities, pipeines
4 Buildings, structures 7%
5 Assets subject to depreciation not included in other groups 10%

Annual Financial Reporting of the Association

Composition of Annual Financial Reporting

Annua Financid Reporting of the Association conssts of:

1. Reporting on financid condition of the Association;
2. Reporting on revenues, expenses and changesin net assts,
3. Reporting on flow of monetary funds

Down below is provided ssimplified and abbreviated exemplary package of annud financia
reporting of the Association:



The Association for the Protection of Landowners Rights

Reporting on Financial Condition

By December 31, 200X

(in GEL)

Assets
Current Assets:

Money and Monetary Equivadents
Net Recaivables
Lidbilities
Product-Materid Vdues
Other current assets
Total Current Assets

Long-term Assets
Main Assets (Net)

Total Long-term Assets

TOTAL ASSETS
LIABILITIESAND NET ASSETS
Current Liabilities:
Ligbilitiesto be paid
Deferred Grant Income
Other short-term lighilities
Other Current Liabilities
Net assets:
Surplus of accumulated revenue (expenses)

Total net assets;

TOTAL LIABILITIES AND NET ASSETS
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The Association for the Protection of Landowners Rights
Calculating changesin revenues, expenses and net assets
By the end of 12 month period, completed on December 31, 200X
(Gd)
200X-1 200X

Revenue:

Revenues received through grants

Revenues received through commercid activity

Other revenues
Total revenue:
Expenses:

Expensesrelated to commercid activity

Other expenses
Tota expenses.

CHANGESIN NET ASSETS
Net assets in the beginning of the year
NET ASSETSBY THE END OF THE YEAR
The Association for the Protection of Landowners' Rights
Reporting on the flow of monetary funds (direct method)
By the end of 12 month period, completed on December 31, 200X
(Gd)
200X 200X

Cash flows from operational activity:

Revenue recaived through grants

Revenue received through commercid activity

Expenses borne within the frame of grant

Expenses related to commercid activities

Net cash flows from operational activity
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Cash flows from investment activity:
Disposdl of fixed assets
Obtaining fixed assets
Net monetary flows from investment activities:

Monetary funds from financial activity:
Revenues received from long term loans
Paid financid lease lighilities

Net monetary flows from the financial activity.

NET GROWTH (FALL) OF MONETARY FUNDS
Monetary fundsin the end of the year
MONETARY FUNDSBY THE END OF THE YEAR

Preparing financial reports
Reporting on the changesin revenues, expenses and net assets

Reporting on the revenue, expenses and net assets can be prepared and presented in
accordance with the functiond and economic classfication of expenses. In any case
compiling of reports comprises totaing of relevant expense subaccounts. Since existence of
remainders on these subaccounts depends on specifics of the operations carried out during the
reporting period, the manua does not discuss the example of ther totding, in order to avoid
Incorrect interpretation.

By means of the accounting entries, given below, is caculated the net result of the reporting
period (profit/loss, same change in net assets) from operationa and other activity.

a) Closing of expenses

Debit 52000 Reault of the reporting period
Credit TXXX Expenses
Credit 73XX Other expenses

b) Closing of revenues

Debit 6100 Operationa revenue
Debit 6200 Grant revenue
Debit 8000 Other revenue
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Credit 5200 Result of the reporting period

Findly, according to whether the financid year result is positive or negative, we will
consequently have:

Debit 5200 Result of the reporting period
Credit 5100 Unlimited own financid means

or

Debit 5100 Unlimited own financia means
Credit 5200 Resault of the reporting period

It is noteworthy that there arises a difference between profit for tax purposes and financid
profit, entering of which is regulated by Internationa Accounting Standard 12 — “Taxes from
profit’. Due to large extent of the topic, the manua does not discuss provisons and practica
interpretation of this Standard.

Reporting on flow of monetary funds

In accordance with internationd accounting standards, reporting on the flow of monetary
funds must reflect flowing of monetay funds during the reporting period, which will be
grouped into operationd, investment and financid activities.

Submission of flow of monetary fundsrelated to operational activities

Organization must submit flows of monetary funds related to operational activities:

a Through direct method, which shows complete flows of incoming and outgoing monetary
funds, according to main categories, or

b) Through indirect method®, according to which net result of the reporting period are
corrected with results of non-monetary operations, while taking into account postponement or
accrua of revenues or payments of the past or future period, as wel as those revenues and
expenses, which are rdated to investment or financia activity money flow.

39 Reporting on flow of money through indirect method is not given in the manud, since
content of reporting submitted through this method is constantly changing, on a case-by-case
basis.
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Submission of flow of monetary funds related to investment and financial
activities

Organization mus separady submit complete flows of incoming and outgoing monetary
funds, related to investment and financia activities, according to main categories.

P.S. Regularly, once a week, database of the accounting software has to be backed up on CDs
or the Association server.
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Association for Protection of Landowners’ Rights

Health and Safety Manual

2005
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1. Introduction

This manual is intended for the employees of the Association for the Protection of
Landowners’ Rights (hereunder referred to as “APLR” or “Association” and
“Organization”) to ensure that all activities are performed in accordance with the
Health and Safety Policy minimum requirements set forth in this document.

The primary goal of the Manual is to declare Health and Safety management
procedures put in gdace by the APLR, which aims at minimizing any assessed or
potential hazards, risks or injuries associated with the work performance.

The manual focuses on main aspects of health & safety management system
organization, coordination, maintenance and reporting techniques adopted within the
APLR.

Any amendments to the policies, procedures and/or responsibilities included in the
Manual shall be declared and made available in writing as soon as reasonably
practicable to all APLR employees and third parties as appropriate.

All members of staff will receive a copy of this manual and will be required to sign to
state that they have read and understood it. New members of staff will be required to
read and sign a copy of this manual before they start work and their manager will
familiarize, explain and assist them to begin work in a safe manner as applicable.
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2. Organization and Lines of Responsibility

The APLR has a nominated safety manager who has overall group responsibility for
reviewing and making recommendations on all matters relating to health and safety.

The safety manager will ensure through the management organization that:

All persons employed by the organization receive adequate health and safety
training. In addition employees will receive adequate instruction and
supervision to enable them to undertake their work in a safe manner.

All transport and equipment are suitable for their intended purpose and that it
is maintained in a safe condition at all times.

All persons working on site, whether or not employees of the organization, are
adequately notified of all known hazards and protective measures.

That the company risk assessments, along with all other safety
documentation, are brought to the attention of all relevant parties.

All employees are required to comply with their requirements under current
internal organizational procedures. All staff must co-operate with the

management of the Association to allow it to comply with the current manual
for health and safety.

Individual members of daff, who have any concern regarding their own safety,
or that of a third party, are responsible for reporting the matter to their
manager without delay.
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3. Health & Safety Policy

It is the Policy of APLR to take all possible steps to ensure the health, safety and
welfare of all employees and other persons engaged in work for the organization and
any third parties who come into contact with our business.

It is the duty of each employee to comply with the Association’s safety policy and to
co-operate wth the management of the organization to ensure that the work place
remains as safe as possible.

The Association is fully committed to maintaining safe systems of work and fully
recognizes their overall responsibility for safety in the work place.

Any member of staff who does not comply with this safety policy or any other safety
requirement will be liable to disciplinary action or dismissal from work as necessary.
General induction training in health and safety management system of the
Association will be provided for all members of staff. Additional training will be
provided for new and nominated members of staff as required.

The planning of training in health safety is the responsibility of the safety manager. If
any member of staff feels that he/she could benefit from other specific safety training
in addition to that which has been assessed as relevant by the Organization then
they should approach their supervisor.
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4. Alcohol and Drugs Policy

The Association is aware of its responsibilies to provide, as far as is reasonably
practicable, a safe and healthy working environment, and recognizes that this can be
put at risk by those who misuse alcohol or drugs to such an extent that it may affect
their health, performance, conduct, and safety, or the safety of others whilst in the
workplace.

All employees, regardless of status, are expected to adhere to, and observe, current
and future legislation and the Organization policies and rules regarding the
consumption of alcohol and/or drugs whilst on, or reporting for, duty or whilst on
Association or client premises.

The consumption of alcohol on the Association premises is not allowed except at
authorized company functions or with the prior consent of senior management. Any
employees, regardless of status, found consuming either drugs or unauthorized
alcohol on Association premises, or thought unfit to carry out their normal duties
through the unauthorized consumption of such, may be subject to disciplinary action.

The Association reserves the right to remove from site and suspend from work any
employee suspected to be in breach of this policy through misuse of alcohol or drugs,
pending further investigation.

Any employee found to be in breach of legislation and/or the Association policy or
rules may be subject to disciplinary action for gross misconduct that may lead to
summary dismissal.

Anyone taking prescribed or over the counter medication should inform his or her
manager on reporting for duty and before actually commencing work.

The Association would prefer to help staff who might have a problem, not penalize
them. Staff who seek help and declare a belief that they have a problem concerning
either alcohol or drugs will be dealt with sympathetically by the Organization and
support will be given where possible.
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5. Safeguarding Environment

The Association employees must always try to minimize the quantity of waste and
shall observe and comply with all laws and regulations concerning the production,
carrying, keeping, treating and/or disposal of waste and the following specific
environmental considerations where appropriate.
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6. Risk Assessment

It is the policy of the Association to encourage all staff and third parties to work
together to create a healthy and safe working environment.

To fulfill this policy hazards have to be identified and suitable steps taken to prevent
injury or ill health to the Organization staff, or third parties, who may include
contractors or visitors.

The risk assessment should assess the risk that may be present in all work activities,
and may identify particular areas for more detailed 'specific’ assessments.

It is important to note this procedure relates to the long-term health of individuals as
well as the management of the safety of such individuals, which focuses on the
prevention of injuries.

Risk assessments should be done at least once a year provided that no changes
have occurred during this time. If either the working environment or working practices
are amended, however slightly, a new risk assessment must be performed.

Risk assessments need to be done before new procedures are introduced.

In order to perform a satisfactory risk assessment it is important to define the focus
for assessment, to identify activities, to identify hazards, to identify who is at risk, to
evaluate risk, to review controls, to record decisions and review regularly.

Risk assessments must be performed by the safety manager with involvement of
activity managers and supervisors.
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7. Work Site Conditions

7.1 Cleanliness and Waste Materials

Good housekeeping in all areas is an essential feature of safety and the prevention
of accidents.

Staff working in all areas must have regard to the following:-

Ensure all entrances, corridors, walkways and exit doors are kept clear of
obstructions at all times.

Close all cabinets, cupboards and drawers after use.

Never overload shelving or store heavy items above head height except on
load bearing purpose built racking.

Never leave a lit cigarette unattended in the designated smoking area.

Clear away immediately any dangerous substance or spillage. Dangerous
substances are marked and are defined as toxic, harmful, irritant, flammable
or oxidizing.
Waste materials must not be allowed to accumulate except in suitable
receptacles.

7.2 Ventilation

Effective and suitable provision should be made to ensure that every enclosed
workplace is ventilated by a sufficient quantity of fresh or purified air and any site
used for this purpose shall include an effective device to give visible or audible
warning of failure of device.

7.3 Temperature in Indoor Workplaces
Temperature should provide reasonable comfort without the need for special clothing.
Where such temperature is impractical because of hot or cold processes, all

reasonable steps should be taken to achieve a temperature that is as close as
possible to comfort.

7.4 Lighting

Lighting should be sufficient to enable people to work, use facilities and move from
place to place safely without experiencing eye strain.

Where appropriate, local lighting should be provided at workstations etc., or other
places of particular risk.
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7.5 Room Space and Workplace Seating

Rooms should have enough space to allow people to get to and from workplaces and
to move within the room with ease.

Workstations should be arranged so that each task can be carried out safely and

comfortably.

Workstations, including seating and access to the workstations, should be suitable for
any special needs of the individual employee.

7.6  Windows, Floors, Walls and Ceilings

It must be possible to reach, operate and control openable windows in a safe
manner.

Open windows should not project into an area where persons are likely to collide with
them.

All windows must be of a design to enable them to be cleaned safely.

Floors and walls in the workplace should be kept free of obstructions that may
present a hazard or impede access.

Lighting devices in the ceilings should be kept firmly fixed to avoid falling objects that
may present hazard to health and safety of personnel in the workplaces.

7.7 Sanitary Conveniences

There must be suitable and sufficient sanitary conveniences provided at readily
accessible places.

The rooms containing them are adequately ventilated and lit.

The rooms containing them are kept clean and tidy.

The rooms containing them include a supply of clean, hot and cold, or warm water.
The rooms containing them include soap or some other suitable means of cleaning.

The rooms containing them include towels or other suitable means of drying.
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8. Transportation / Vehicles

8.1

Temporary Transportation Use

The employment of one-time transportation means such as mini-buses, buses or any
other types of vehicles for the purpose of small or long-distance traveling, involving
arrangement of conferences, workshops, seminars, trainings outside the workplace,
must meet the minimum requirements provided below:

0

8.2

Vehicle drivers must possess current and valid documentation for the
transportation use in accordance with Georgian legislation;

Vehicle interior and exterior conditions should be free from any defect that
may present a hazard to health and safety of people;

Prior testing of the vehicle must be conducted to ensure safe and
uninterrupted technical operation of transportation;

The safety manager together with the office manager is responsible for

monitoring the above safety checks for the vehicles to be employed for short-
term tasks.

Long-Term Transportation Use

Vehicles employed by the Association for long-terms tasks/projects must meet the
minimum requirements provided below:

0

Vehicle drivers must possess current and valid documentation for the
transportation use in accordance with the Georgian legislation;

Vehicle interior and exterior conditions should be free fom any defect that
may present a hazard to health and safety of people;

Prior testing of the vehicle must be conducted to ensure safe and
uninterrupted technical operation of transportation;

Each vehicle must be equipped with seat belts for each passenger;
Each vehicle must carry First Aid Kit and a Fire Extinguisher;

Each vehicle must have a spare tire, tow strap, set of tools, jack, air pump,
reflective vest or jacket, flashlight and a warning triangle;
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o0 Each vehicle driver must have a cell phone, use of which is allowed only if the
vehicle is parked outside the driving road and engine is shut down.

Speed limits and any other local laws, requirements and legislation must be followed
at all times by all drivers employed in the Organization.

Night driving is not encouraged by the Association unless there is a reasonable
necessity identified by the vehicle driver, in which case it should be reported to the
safety manager and/or office manager prior and after the trip.

The safety manager and the office manager are responsible for maintaining regular
checks of vehicles for their operability and suitability for the work.

Long-distance trips must be coordinated by the safety manager through pre-
departure and arrival contacts with transportation drivers.

Seat belts must be worn by all passengers in the vehicle at all times during driving.

Number of passengers in a vehicle must not exceed quantity of seats provided in
transportation per passenger.
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9. Fire & Electrical Safety

The Association will provide the necessary fire fighting equipment in accordance with the
requirements of this manual. It is the policy of the APLR to over rather than under
provide such facilities. All employees are required to familiarize themselves with the fire
drill before commencing work. Exercises will be arranged at regular intervals. Existing
fire fighting equipment will be inspected by a supervisor appointed by the safety manager
on a regular basis. Fire fighting equipment will be inspected on a quarterly basis.

Fire exits must be kept clear at all times. No fire door to or from an occupied room may
be locked.

No doors are to be wedged or propped open in any way. All personnel will be trained by
their safety manager in the safe use of fire fighting equipment.

You should know which extinguishers are available in your immediate place of work. In
particular you should ensure that combustible materials do not accumulate around your
place of work.

Flammable materials must never be exposed to hot surfaces or direct heat sources.

In the event of a gas leak switch off all equipment and evacuate the premises immediate.
Contact the Emergency Services immediately.

In the event of a fire the premises should be evacuated immediately following the
information provided on the fire notices.

Fire extinguishers should only be removed from their wall brackets in an emergency. The
removal of fire extinguishers in other cases without good reason will be considered as
misconduct.

Ensure that all electrical equipment you use is in good order. Do not use any electrical
equipment that does not appear to be in good order but report it to your supervisor
without delay.

Changes to the electrical system (including new plugs) should only be undertaken by
competent persons who have been trained and all works required should be reported to
the safety manager.

Work on 3 phase electrical systems or live plant must never be undertaken by
ungqualified personnel and live working requires a specific risk assessment to be
undertaken.

General Safety Requirements For Electrical Systems:
Switch off all electrical equipment after use. Do not overload sockets.
Do not allow wires to project into the walkways where they present a tripping
hazard.
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10. First Aid / Emergency Protocol

The Association will provide first aid in accordance with the requirements of this
manual. The nominated first aider(s) will be published on the Association notice
board in all offices and/or verbally explained to all staff as appropriate.

If you suffer an injury, however slight, report it to your manager and the nominated
first aider at once. The injury must be entered in the accident book and you will be
required to provide a full explanation of the events surrounding the accident.

If a serious accident occurs the first aider should be contacted at once. The first aider
will arrange for an ambulance to be summoned immediately.

The first aider is a safety manager duly authorized by the Organization. In case of an
emergency related to health and safety contact the first aider and/or your immediate
supervisor/manager through 24-hour Emergency numbers provided by the
Association.

If by any reason it is not possible to reach the safety manager contact APLR office
manager or your immediate supervisor.
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11. Reporting

All staff members are required to report any hazards and injuries caused in the
course of work performance to the safety manager in the Association.

Accident Book shall be used for recording any relevant hazards or injuries reported to
the safety manager from any staff member.

Accident Book shall provide information on the date, time and place of the hazard or
injury occurrence as well as identify who has been exposed to hazard or injury,
summary of accident and any other comments as deemed necessary.

The safety manager is responsible for keeping records and maintaining Accident
Book accurately updated as required.

Further investigation or action can be initiated by the safety manager as deemed

necessary to assess circumstances in which hazards or injuries occurred and
minimize further similar risks through situation analysis.
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ACCIDENT BOOK

APLR
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Accident Ref. #

Name of Injured Person

Occupation

Age

Length of Service

Incident date

Incident time

Reported to

Location of accident

Details of accident from
witness(es)

Explanation of how
incident occurred

Reported to Enforcement
Authority?

Further steps taken
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Investigation & Action Report

APLR

Accident Reference Number:

Injured Person

Name Age
years

Occupation Length of Service:
years

O Employee [ Trainee
0 Other (please specify)

Incident Details

Date: Time:

Reported Designation
To:

Location of accident:

Details of witnesses to
accident:

Explanation of how incident occurred:
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Recommendation to prevent recurrence

Action recommended

Date of action

Accident Record Details

Recorded in accident book

Verbal notification if required to Enforcement Authority

Written notification if required to Enforcement Authority

Accident investigated by:

Name Position:
(print):
Signature: Date:

Yes No




Employee Name:

Job Title:

APLR

Reference Number :

APPENDIX B

Training Provided

Date of
Training

Employee
Signature

Trainer
Signature

Health & Safety Policy -
Explain

Alcohol & Drugs Policy
- Explain

Safeguarding
Environment

Risk Assessments

Work Site Conditions

Transportation /
Vehicles

Fire & Electrical Safety

First Aid

Accident Book

Accident Reporting

Fire Evacuation

Trainer:
Date:
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DATA HOLDINGS OF THE APLR AS OF

JULY 31, 2005

Description Format Files Records Backup L ocation Responsible Sour ce/ Last
Copies Person Probable Update
Owner of
Copyright
. GeoGraphic
IRS saellite Grayscale CD, Server | Headoffice | ShavaNozadze | (APLR | HU/19/20
orthophoto tif 48 48 . 02
copyright)
Raion property
registration
4CD, , APLR, 1998-
databases, GDB 52 2,500,000 Server Head office | ShdvaNozadze USAID 2004
Interbase
Uncorrected,
norr 4CD APLR 1998-
georeferenced LandCad 1,520,000 | 380,000 Sarver Heed office | ShavaNozadze USAID 2005
parcel blocks
Georeferenced & 2003-
re-edited parcel Shp 280 380,000 CD Head office | ShavaNozadze APLR 2004
blocks
>
:
S,
X
O
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ASSOCIATION FOR PROTECTION OF LANDOWNERS’
RIGHTS

? 8. Gagarini | Lane Thilid. Georaia

To: Jaba Ebanoidze
David Smith

Sergo Gudzuadze
LdaShdtirishvili
From: EkaTsomaa

Dae March 8, 2002

Re  Leaseof state-owned agricultura land and generd review of related problems

Authorization for the Lease of State-owned Agricultural Land. On June 28, 1996, the
Parliament of Georgia passed the Law of Georgia On Lease, according to which b Georgian
citizens was awarded the right to lease agriculturd land for a certain period of time.

On August 2, 1998, according to the Presdent's Decree No. 446, despite abalition of the
above-mentioned Law, lease agreements processed in accordance with requirements of this
Law are not subject to re-processng or cancellation, unless parties of the agreement have
violated agreement terms.

Lease Procedures. In order to conduct the process of leasng out land in an organized
manner, bodies of locd sdf-governance form permanent commissions, which submits to the
public the information on the land parcds exiging in private ownership, subject to leasing
out, and conducts competitions on leasng out land. Commisson includes representatives of
various Minidtries, Departments and bodies of loca governance.

In order for the relevant body of loca governance to process a lease on agriculturd land
exiding in state ownership, it has to carry out one precondition. It has to obtain consent from
the folloning government agencies the Minisry of Agriculture and Food, the Forestry
Department, the Ministry of Environment Protection and Naturd Resources, the Department
of Geology, the Center of acheologica research, the man Depatment of monument
protection, the Minigtry of Property Management.
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Based on the commisson’s request, reevant rayon offices of the SDLM compile plans of the
land parcds subject to leesing out. Twenty days before holding the competition, the
commission publicizes the information on the land parcd, which includes:

Title of the body of local governance (i.e. title of the lessor);

Type and terms of the competition;

Lease payment on land and the method for paying it;

Final deadline for accepting applications on lease of state-owned land parcels,
Time and location of holding the competition;

Areaand description of the land parcdl.

ok wNE

Interested persons have the right to become acquainted with the indicated information
beforehand.

The competition can be “commercid” and “non-commercid”. In case of a “commercid
competition”, the lease is obtained by the gpplicant, which bids payment of the highest lease
amount to the state. In case of a “non-commercid competition”, the lease is obtained by the
gpplicant, which submits the most satisfactory “business-plan”. The commisson determines
whether the “business-plans’ are satisfactory, or not.

The commisson, together with the bodies of loca governance, determines whether the
competition has to be “commercid” or ‘hon-commercid”. In case if there is only one person
who is willing to lease land, the land is leased to this person without competition, in any other
case it ismandatory to hold a competition.

During processng of lease agreements on date-owned agriculturd land, the lessor is
consdered to be the gtate, while the lessee can be represented by the person, group of persons
or thelegd entity which isleasing land.

The commisson identifies the winner by smple mgority of votes  Decison of the
commisson is entered into the protocol, which is sgned by dl the membes of the
commission. After that, the commisson submits the protocol of the achieved decison and the
lease plan to the body of loca governance, the jurisdiction of which extends to this indicated
parcd. The body of loca governance, within two weeks, informs the commisson of its
decison on the competition results, and identifies the winner. The winner has to be informed
of the decison of the commission (both postive and negative) within 10 days. In case of a
negative answer, the gpplicant has the right to address a court.

After this procedure, between the body of locd governance and the competition winner is
processed a lease agreement, which has to be registered a the locad zone regidration office
within 30 days.

According to the Georgian Presdent’s Decree No. 446, the time term of lease of agricultura
land shal not exceed 49 years.
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Preliminary Findings Concerning the Leased Lands. The Land Markets Development
Project of the Association for the Protection of Landowners Rights and the USAID, has
obtained information on leases of agriculturd land exiding in dtate ownership. Meaning that
from December 2001 to March 2002, employees of the Association and the Project were
collecting the indicated information from every rayon's SDLM office, according to the form
compiled by them. The form indudes the following informetion:

Name of the lessee

Location of the leased parcel

Address of the lessee

The date on which the decision was made by the rayon Gamgeoba
The date of processing the lease agreement

The date of regigtration of the lease agreement

Number of regidtration of the agreement in the journa
Term of the lease agreement

Areaof the leased land (total and according to parcels)
L ease payment

Sanctions undertaken during violation of lease terms

Currently the information on lease of state-owned agriculturd land has been obtained in the
following rayons

1. Tetri Tskaro 14. Khobi 27. Tskaltubo
2. Tsdka 15. Abasha 28. Samtredia
3. Badnis 16. Martvili 29. Tavi

4. Dmanis 17. Khoni 30. Gurjaani

5. Khashuri 18. Tkibuli 31. Kobuleti

6. Borjomi 19. Sachkhere 32. Khelvachauri
7. Akhatskhe 20. Tsageri 33. Chiatura

8. Adigeni 21. Vani 34. Chokhatauri
9. Aspindza 22. Bagdati 35. Tsdenjikha
10. Akhakalaki 23. Ozurgeti 36. Kaspi

11. Ninotsminda 24. Lanchkhuti 37. Kardi

12. Zugdidi 25. Zestaponi 38. Akhagori
13. Senaki 26. Terjola 39. Dusheti

There are no cases of leases of state owned agricultura land in the following rayons.

1. Kutais 6. Kharagauli
2. Rudtavi 7. Khulo

3. Poti 8. Shuakhevi
4, Batumi 9. Keda

5. Lentekhi
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Information has yet to be obtained in the following rayons

Mar neuli

Gardabani

Gori

Mtskheta

Tianeti

Kazbegi

Chkhorotsku

Mestia — impossible to reach the rayon
Ambrolauri —impossible to reach the rayon
10 Oni —impossible to reach the rayon
11. Akhmeta

12. Lagodekhi

13. Dedoplistskaro

14. Sgnagi

15. Sagarejo

16. Kvardli

CONOO~WDNEF

According to the information we have obtained, we are informing you tha lease agreements
on state-owned agriculturd land were processed as far back as 1996, after the Georgian
Parliament passed the Law On Lease, while regidration of agreements in the Public Regidiry,
a the SDLM rayon offices, began from August of 1998, after issuance of the Georgian
Presdent’'s Decree N0.446. However, in many rayons, lease agreements are ill not
registered in the Public Registry and the indicated information is recorded only in the specid
journa, intended for leases.

Cadastral works have not been completed in rayons, due to which the agreements registered
and/or not registered in the Public Regidtry, do not have cadastral codes.

The principles of paying the lease rent are very vague. It can be said that lease payments are
pad differently in each rayon; for example, in some rayons the lessees are paying only the
fixed land tax, in some rayons to the fixed land tax is added the so-caled lease rent, i.e. if a
lessee has 10 hectares of arable land, he/she pays 10 X 24 (the annua land tax on one hectare
of land) X 2 a year, since, according to explanations of regigrars, the lease rent cannot be less
than the land tax. In Senaki rayon, to dl of the above is added the so-cdled discounted tax,
which equals 2% of the lease rent to be paid during the term envisaged by the lease agreement
(the property tax related to land lease is determined by Section 8 d the Tax Code of Georgia
(Articles 164-169).

The lessee has to pay discounted tax to the state for using the property, which has to be in his
usage for more then one yesar.

The lessee has to pay lease payment to rayon locd adminigiration body, jurisdiction of which
presumably encompasses this parcel.
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Redevant annud land tax is determined by rayon locd adminigtrative body. Frequently each
agricultural land is divided into categories. Annex Nol represents annul land tax per hectare
in accordance with rayons.

According to the regidrars, lease payment is often very high. In exiging Stuation lessees are
unable to pay this amount and therefore they are forced terminate lease agreement before
expiration of the lease teem.  The tendency for terminatiing leases agreements increased
dradtically.

No Number of terminated
Rayon Number of agreements
agreeme nts
1. Abasha 279 19
2. Baghdati 128 41
3. Lanchkhuti 131 22
4, Samtredia 75 3
5. Khobi 104 7
6. Tsaka 333 90
7. Zugdidi 69 3
8. Martvili 106 4
9. Tetri Tskharo 235 53

In the future, when we will have the digitd verdon of this information, we will be able to
andyze dtuaion of state owned agriculturd land leases in a better manner and provide
problems related with lease agreements in every rayon in a detailed way.
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Annex #1
# Rayon Annual Tax for 1 ha. Land (GEL
Arable Perennial Mowing Pasture
Plants
1 Abasha | -34 | -34 Do not 3
I1—-25 I —25 have
I-18 I-18
2 Bolnis Irrigated —52 | Irrigated — 52 6 3
Nonirrigated — | Nonirrigated —
35 35
3 Martvili 235 235 Do not 2
have 1.6
(Alpine)
4 Senaki | -33 | -33 Do not 3
1 —23.5 1 -23.5 have
" —-17 " —-17
5 Tetritskaro | —38 | - 38 6 3
I-27 I-27
I—20 I —20
6 Tsalka | -34 | -34 6 3
I1-29 I —29
I -19 I -19
7 Ninotsmind 19 19 6 3
a
8 Aspindza 17 17 4 2
9 Adigeni 13 13 4 2
10 | Akhakaaki 22 22 6 3
11 | Akhdtskhe 22 22 4 2
12 Kaspi 28 28 4 2
13 Zestgphoni 20.5 20.5 Do not 15
have
14 Khobi 235 235 6 3
15
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Part 1. Introduction: - Historical Background and the Current Situation

1.1. Georgian economy

Georgia drategicdly is dtuated as a trade and trangit corridor in Transcaucasia, between
Europe and Ada. In 1995 Georgid's totd population was 5,411,000. According to 2000 July
estimates it comprised 5,019,538 people, recent data recorded approximately 4,900,000
people. Country has an area of 69 700 square km. It shares its northern border with Russa, to
the south lies Armenia and to the southreast, Azerbajan. There is dso a short frontier with
Turkey, and awestern coastline on the Black Sea.

In the Soviet period, Georgians enjoyed a rdativey high standard of living. The country
benefited consderably from a supply of chesp energy and raw materids. Industry was
developed. For functioning of the giant enterprises concentrated and corstructed in the
adminigrative centers of the country, people were systemdicdly forced to migrae from
villages to cities The mgority of the large enterprises represented the part of the unified
Soviet economy and today they have no perspective for further operation.

In the Soviet period Georgia was wel known as a supplier of agriculturd products. Georgia
aso produced a wide range of minerds. Principd mineral resources extracted were
manganese ore and cod. Georgia dso produced smdl amounts of petroleum and naturd gas
in the eastern region of the country. The sub-tropicd climate of western Georgia alowed for
the cultivation of tea and citrus fruits, while the dryer dimate in eastern Georgia was ided for
viticulture. However the collective principle of the work was having negative effects on the
agriculture, as employers of the collective farms concentrated on the quantity rather than the
qudity of the harvest.

The sarvice sector particularly tourism, was wel developed. Minerd and thermal springs,
mild climate, fascinating nature, excdlent wines, traditiond Georgian hospitdity, and ancient
historicd dtes were the mgor attractions for travelers to Georgia However in the centrdized
system of adminidration and control it was impossble to edtimate the actuad revenues
generated from this sector for the country's economy.

After ganing independence in 1991, the Georgian economy experienced devastating
deterioration. The termination of trading links with former Soviet republics created
unfavorable conditions for locd and foregn makets Wa and ethnic problems caused
additiond severe difficulties.

In early 1994, the government embarked on a comprehensive reform program to rebuild the
economy, with the support of the World Bank and the Internationa Monetary Fund.
Economic reforms included judicid, tax and regulatory reforms, the liberdization of trade,
and the establishment of free currency exchange rate.
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On May 1994 President Shevardnadze issued a decree to accelerate the process of al kind of
privatization.

On September 1995 the Government introduced a new currency, the lari. The success of the
lai and a Seady decline in the rate of inflaion were the results of a drict government

monetary policy.
At the beginning of 1995, the Parliament passed the country’ s first budget.

As a reault of these economic reforms and dabilization of civil conflicts, Georgias economy
dowly began to recover.

Economic growth became even more tangible in 1996 and 1997. The dtuation agan
deteriorated in 1998 as a result of the Russan financid criss. In 1998 the gross domestic
product increased by only 3 percent. In 1999, the increase in GDP was the same: 3%.

Sow growth continued in 2000, as GDP increased by less than 2%. The drought causng
12,6% decline in agriculture output was a mgor contributing factor underlying this dow
growth rate.

In 2001, GDP comprised 6.51 billion GEL. Service sectors (transport, telecommunications
and financid intermediary busness) enjoyed the highest rates of growth. Tota investments
for the year 2001 comprised 5,9% of GDP. The largest investors were Turkey and the USA.
Industry, however, continued to be hampered by low and unstable growth.

The important indicator of the economic Stuation - the levd of unemployment is high. The
showing indicated in the officd datigtics (11,4 percent) is very unredidic. That is caused by
overesimating the number of sdf-employed people. It is dso noteworthy that amost absolute
magority of the people employed in the public sector receive wages less than the living
minimum.

Civil war and unrest, coupled with the country’s economic and socia collgpse, resulted in an
amogt complete cessation of tourism in the early 1990's. The number of travelers, both
internationa and domestic, decreased dramaticaly. Tourism facilities deteriorated because of
lack of funds for proper maintenance and capital repairs. Nevertheess, Georgia demonstrated
its commitment to devdlopment of its tourism sector by joining the World Touriam
Organizetion (WTO) in 1993. With assgance from internationd organizations, programs
have been initiated to preserve and maintain Georgias culturd and naturd heritage. It is true
that because of Georgias favorable location tourism has the serious potentid, however the
experience of the Soviet period cannot be considered for very optimistic estimates, especidly
if to take into account the fact that the rehabilitation of this sector demands enormous
investments and the stabilization of the economic and political Stuation in the country.

Georgids interndtional reaions have diversfied after the dissolution of Soviet system.
Georgia was the firsd South Caucasan country to become a full member of the Council of
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Europe in April 1999. The World Trade Organization decided to admit it as a member in
October 1999.

By 2001, Georgid s mgor trading partners were Turkey, Russaand Azerbaijan.

The Georgian economy ill continues to experience a trade deficit and a large budget deficit.
Endemic corruption and a falure to collect tax revenues are important contributors to these
problems. By 2001, total tax revenues comprised 14.5 percent of GDP, which is sgnificantly
less than the average indicator in other countries of the region.

Georgia still suffers from acute energy shortages. The country imports the bulk of its energy
needs, including naturd gas and oil products. Its only szable internd energy resource is
hydropower, and this potentid is only partiadly developed. Georgia privatized the dectricity
digtribution network in 1998, and ddiveries are steedily improving.

In the country thereisavery hard crimind stuation, which sgnificantly hinders the
development of the country, the human rights are violated. The reform of law enforcement
agencies has not been carried out.

Because of Georgid's favorable location at the crossroads of Europe and Ada, the country is
pinning its hopes for long-term recovery on the restoration of the “Great Silk Road”, from the
Black Sea across Georgia to the Caspian Sea, and on the development of an internationa
trangportation corridor through the key Black Sea ports of Batumi and Poti.

Country aso hopes to benefit from the condruction and exploitation of the Baku-Thilis-
Jekhan ail pipeine and Baku-Erzrum gas pipdine, which will raise revenues and will support
the devdopment of the infrastructure. In addition the involvement of Georgia in the globd
projects will be the guarantee of country’s secure and stable development. However in the
firg place the resolution of the interna problemsis of vita importance for the country.

1.2. Agriculture

Agricultural lands total 3,02 million ha, which make up about 434% of the totd area of the
country. There are nearly 800 000 ha of arable land (11,5%), and 332 000 of perennid crops
(4,3%), which together comprise only 16 % of land area The rest of the agriculturd land is
devoted to pasture (1,8 million ha, or 25,8%) and meadow-land (0,14 million ha, or 2,01%).
The country dso has subgtantid forest reserves. roughly 43% of the country’s territory (2.75
million ha) is under forest cover.

Agriculture has higoricaly been one of Georgia's most important sectors due to the country’s
diverse climaes and rdatively good soils. The crop and horticulture sector dominates primary
agriculture in Georgia Traditiondly, this sub-sector provided about 2/3 of dl agriculturd
output. Wine, tea, fruit, and vegetable canning, citrus processing, and minera water bottling
represent the mgor products.
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Due in good part to the loss of its export market to other former Soviet Republics, Georgia's
agriculturd production has declined dramaticaly in the ten years since independence. Georgia
has turned into a net importer from being a net exporter of agriculturd products. In recent
years, Georgia has been far from sdf-aufficient in the production of some of the basic food
products (such as bread flour, eggs, milk, and sugar). Exporting industries such as wine, citrus
and tea are operating a no more than 15 % of capacity. There were objective reasons that
have caused the downturn of this branch of economy. In the Soviet period Georgian
agriculture sector produced a large quantity of those products that were necessary only for
closed Soviet sphere. In particular, country began to specidize in the production of citrus and
tea unusua for locad agriculture. As demand on those products was very high (among other
Soviet countries, Georgia had unique climate conditions for the cultivation of these products),
little atention was paid to the qudity of the output. The same gpproach existed toward wine
production.

Although in the post Soviet period land parces were trandferred into private ownership of
Georgian ditizens, the buildings, mechinery and other technicd means of the state-owned
collective farms had been robbed. As a result farmers received land, but they had no technica
meansto tredt it.

The mgor drawback of this period was the absence of drategic program for the development
of agriculture. Disintegrated collective fams had no knowledge of modern management and
principles of market economy, whereas they actudly received the larget aress of land
parcels.

These problems were aggravated by corruption. Trade marks of drategic products - Georgian
wines were sold. Farmers themselves had to seek solutions out of the existing Situation.

During the fird phase of post Soviet period the development of agriculture followed the old
trend. Country continued to produce a large quantity of low-quaity products characteritic for
Soviet period. Former processing enterprises mainly privatized by ex-directors, tried to sl
low-quality products on traditionad old markets, however as a result of competition they went
bankrupt. Farmers concentrated on local markets, but because of corruption and uncontrolled
smuggling of cheap produce, they lost even local markets for the mgjority of their products.

Deriving form the above mentioned, the unfavorable conditions of the agriculture sector were
due to economic downturn and the absence of development Strategy.

Despite the poor social and economic conditions remarkable increases have been recorded in
agriculturd output for the past severa years. Agriculture contributed 19.2 percent to the GDP
in 2001. This growth indicator is largely due to the fact that the layer of famers is dowly
forming. They managed to adgpt to the principles of the maket economy. High qudity
products began to appear on local and foreign markets.

Although, the impeding factors are ill many. Processng industry faces serious problems.
Mogt of the capitd inherited from Soviet days has deteriorated badly in the last ten years, and
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much of it is inoperdble Irrigation systems, which might have rescued Georgia from the
drought of the past severd years, lagdy liein ruins

Ancther problem hampering agriculturd production for the domestic market is the smuggling
of imported farm products from neighboring countries, which drives down the price for loca

competing crops.

At present, 58 percent of employed persons in Georgia are involved in agriculture.  Sustained
economic growth of the country at large cannot occur without achieving a sgnificant incresse
in agricultura production.

To be compstitive in the world agriculture marketplace, Georgia must consstently produce
products that meet international standards for quality and food safety a competitive prices.
Mgor capitd investments are aso needed at al stages of the agricultura production and food
processng system, from better fam equipment, improved seed and plant stocks, modern
processing facilities, to proper storage and transport systems to bring products to market.

Part 2. Land Reform and Privatization

During the Soviet period, Georgian commercia farming was represented by collective and
state-owned large-scde farms both subject to centrdized management and control. In 1988
they encompassed 87 percent of dl agriculturd land while auxiliary family plots accounted
for 55 percent. In the Soviet sysem of faming, a typicd family in a village was dlocaed
0.25 hafor family production. Regardless, dl land was owned by the state.

The process of land reform in Georgia began with Resolution # 48 of the Government of
Georgia, dated January 1992 and was caused by extremely poor socid conditions. Deriving
from the socid and economic hardship experienced after the collapse of the Soviet Union,
government was forced to begin transferring land parcels to each citizen. This was consdered
as the primary measure for dleviating poverty. The resolution of 1992 is generdly known as
“the land privetization decreg’, dthough more properly its objective was land digtribution.
Following this resolution, a “privatization reserve’ of 850 000 ha was edablished. The
privatization reserve encompassed less than 30 % of total agriculturd area. Land from the
privatizetion reserve was distributed free-of-charge to rurd households. 1.25 ha was the
maximum area of agriculturd land to be transferred into ownership in the lowlands, while up
to 5 ha was didributed to digible houscholds in the highlands. Land reform committees
elected by the village managed the digtribution of this land.

The digribution of land in the lowlands was carried out according to three categories.

Citizens who were directly involved in faming had the right to receive 1.25 hectares of
land per household

People who lived in rurd areas but were not involved in farming had the right to 0.75
hectare.

People from urban areas had the right to 0.25 hectare.
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One of the mgor impediments tha have prevented complete didribution of the entire
“privatization resarve’ has been the politicd and civil unrest in Georgia As a result, the
percentage of agricultura land digtributed in different digtrictsis highly irregular.

In Georgia the process of privetization included two forms of land management (and
ownership): the firg being the dlotment of land parcels of up to 1.25 ha per rurd family, the
other is the lease of the remaining dsate-owned agriculturd land by physicd or legd entities.
This process was intended to create two main agricultural sectors: a sdf-subsistence sector for
small farmers, and a market- oriented sector controlled by large leaseholders.

The agriculturd land reform process has involved number of agencies & the nationd and
locd government levels At the nationd leve, a specid committee was edtablished to ded
with dl aspects of land reform and to manage the land reform in the collective and date
fams. This committee was later incorporated into the Minisry of Agriculture and Food
Industry, and was vested with responghility for planning and implementing land reform, and
proposing land legidation to be retified by the Parliament.

The land privatization decree (Resolution # 48) was followed in September 1992 by a
Government resolution on the reorganization of collective and date fams. As a reult, the
Soviet era large-scde fams have largely disntegrated, dthough they gill exig (in some
Ingtances) as joint stock cooperatives leasng ate land.

The dlotment of agriculturd land began somewhat spontaneoudy and lacked the necessary
legd guarantees. To rectify this dtuation, on June 28 1993 Georgian Cabinet of Minigers
adopted Decree #503. This Decree authorizes loca land reform committees the issuance of
the recalve-ddivery Act, which to this date is congdered as the main document for granting
ownership of agricultura land to households.

On March 1996, the Parliament of Georgia legitimized the acts issued by the Government of
Georgia and issued the “Law on Private Ownership of Agriculturd Land’. According to this
law, dl governmentd resolutions granting agriculturd land ownership rights to the dtizens of
Georgiawere conddered legitimate.

By 1996, nearly 4 million land parcels tota of 930 000 hectare were dlotted to 1 400 000
person. However, the mgority of new owners have not obtaned the receive-ddivery act,
because they were unwilling or unable to pay for it (26 GEL per parcel). This has prevented
initid regigration of land and hampered the development of the land market. In addition, the
Government has been unable to finance the preparation of surveys and other legd documents
necessary for the registration of ownership to the land.

The Parliament of Georgia issued the “Law on Land (Immovable Property) Regidration” in
1996. The problem was tha snce 1992, when agriculturd land was firg privatized, the
trandfer of ownership rights on land was not being properly regisered. The exising system
only recorded initid owners, and this was not sufficient for recording subsequent transactions.
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Also, the exiding system faled to meet the requirements of the new laws adopted during
1996-1999.

In order to accderate the process of initid regigration of land ownership rights and the
issuance of regigration certificates to Georgian citizens, and to help create sound system of
land cadastre and regidtration, a number of international organizations provided the necessary
technicd, financid, methodologica and consulting support to the country.

With the support of USAID, on May 16, 1999 Presidentid Decree #327 was issued on
“Urgent Measures for the Initid Regidratiion of Agriculturd Land Ownership Rights and
Issuance of Regidration Certificates to Georgian citizens'.

In order to ensure that the process of initia regidration be trangparent and less time
consuming, the State Depatment of Land Management (SDLM) and USAID agreed to
minimize the number of documents necessxy for land privatization and initid regidration.
Paticularly for the initid regidration, it is sufficient to present one or more of the following
documents:

a  Land Receive-Ddivery act; or

b. Land Didribution Lists of owners approved by the locad land reform committee
created on the basis of 1992 resolution, dong with the plan on the adlotment of
land; or

c. Lig of land possessors exiding in the Tax Inspection Service a the time of
regigration.

As a result of this agreement, the problem accompanying the privatization of agricultura land
in Georgia was resolved in a timdy, smple, inexpensve manne.  This amplified initid
regidration dso expedited the formation of a land maket in Georgia, for conducting
secondary transactions: saes, leases, mortgages, and the like.

From 1999 until December 2001, as a result of the USAID project, 1 325 000 agricultura
land parcels have been registered. This has included:

Carrying out cadastrd planning works on these parcds, which established or verified the
area of land parcels;

Preparing relevant regidtration documentation;

Regigtering the above in locd land regidration offices (Public Registries); and

Granting Regidiration certificates to landowners.

The Decree dlowed the regigration of the ownership of land parcels free of charge even if the
area of land parcels dlocated to each household was 15% more than area set by norms. In
redity, since alocation took place based on prior and often incomplete land survey records,
the area of the alocated land parcels often did not correspond precisdly to the norms set by
Resolution of 1992. The approach adopted by the Decree thus prevented technical and socid
problems with landowners when conducting cadastra works.
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According to the recent data, to this date approximately 1 700 000 agriculturad land parcels
have been initidly registered.

Private ownership did not exist on nonagricultural land prior to November 1997. Land parcels
possessed by private persons were deemed owned by the state.

The initid phase of privatization of nonagricultura land induded land parces with gpartment
buildings and individud houses. The Civil Code edtablished that nonagriculturd land parcds
under individua houses and gpartment buildings were owned by their resdents.

The second phase of privatization covered indudtrid land. Parliament issued a specid law in
1998, “Declaration of Private Ownership of Nonagriculturd Land in Use by Physcd and
Private Legd Persons’, which declared private ownership of nonagriculturd lands possessed
by entrepreneurs. The law did establish a one-time symbolic payment for obtaining ownership
rights thet was equd to the annua land tax.

Initid regidration accompanied the process of privatizing indudria land. Enterprises were
required to submit certain documents to the Regigtrar in order to have land privatized.

The above measures dlowed successful implementation of the land reform throughout large
aress of Georgia. The conditions that dlowed such successful results included effective use of
dready exiding documentation, avoidace of unnecessary bureaucratic steps, and the
edablishment of an affordable fee for initid land regigtration. However maor contributor to
this success was the donor community.

Andyss of the reform reveds number of migtakes that were made during the process. In the
digribution process, land was consdered as means for sdf-subsistence, not as rea edtate.
Land reform didn't congder the didribution of land on equitable bass. Employers of
collective fams were given priority. One argument for the chosen approach is that these
people with long-term experience of farming have logt jobs and it was necessary to
compensate it somehow. But it wasn't taken into account that this part of the population who
received largest share of land parcds, was not flexible to adjust to principles of market
economy. May be it would be more equitable to compensate employers of ex-callective farms
through redlocating property they have created, and to dlocate land on the rest families not
according to categories, but other principle, like according to the number of family members.
As for the mgority of rurd households land represents the mgor source of income regardless
whether the members of these households did or did not work in the collective farms.

As a result d land reform land parcels were accessed by rurd households who knew how to
cultivate it, but were absolutely unprepared to adjust to the market economy principles.

The lease of land was linked with corruption. Influentid State officids received the most
fertile land parcds. They had nether experience nor interest in farming and sub-lease land.
Without adequate irrigation system and technicad means, plus nonrexisence of insurance,
inability to pay taxes, sub-lessees themsalves don't use land efficiently.
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Because of the chosen kind of dlocaion the average area of the land parcd in private
ownership doesn't exceed 0.22 ha, which indicates that the privatized land is very fragmented
and is not a subject of interest for banks.

Deficiencies of the privatization process include that the mgority of agriculturd land parcds
are dill owned by the state and are leased out and mgority of pastures are not privatized.

Part 3. Identification and Characterization of Critical Land Issues in the
Country

3.1. Critical problems

Among reforms implemented for the economic dabilization of Georgia, land reform is
consdered as the most successful of al. Nonetheless, severd problems exist that impede the
creation of a sound system of land management and use.

a) Underdeveloped agribusiness

Agriculture is important sector of the country’s economy. Despite the fact that Georgia has a
srious potentid for locad agriculture demand and export production processng, the
government has faled to recognize it as priority fidld and to embark on measures for the
development of this sector.

There are numerous reasons that underlie this problem:

Low prices on the agricultural produce — because of uncontrolled import of chegp
produce;

The agro-processing indudtry is not functioning;

The packing industry does not exig;

There are not devel oped transport companies for cargo transportation;

Insurance for commercia risks cannot be easly obtained;

Farmers have inadequate access to agriculturad means— seed and plant material,
machinery, water and so on. The market of these materials does not exist in Georgia due
to the high custom duties and other taxes;

Farmers lack technica knowledge of state-of-the-art agricultura techniques,

To receive land by lease one hasto pay bribes;

There are no links and feedback between the government and the farmers;
Unfavorabletax policy — VAT and profit tax do not encourage agricultura productivity;
High interest rates on credits;

Limited information for entrepreneurs wishing to receive credit on how to apply for a
credit efficiently, and which credit inditution is best to approach for their specific needs;
Unwillingness by banks to accept fragmented agriculturd land as collaterd.
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b) Complicated inditutiona structures

There are several governmenta gructures in Georgia deding with land issues. These are the
State Depatment of Land Management, the Ministry of State Property Management, The
Ministry of Agriculture and Food, the Minisry of Urbanization and Congtruction under which
functions the Bureau of Technicd Inventorizetion and the Depatment of Geodesy and

Cartography.

The State Department of Land Management (SDLM) is a mgor agency in land
adminigration matters. It is headed by a charman and sx deputy-charmen. The functions of
the SDLM include:

Land regigration and cadadtre (activities the SDLM is mainly occupied with at present);
Land vauation;

Land reform, land arrangement and disputes over property;

State control over land use and protection, aswell as natural resources,

Land Stetistics,

The centrd office of the SDLM is responsble for developing state land management policies,
desgning and implementing programs, and assging in the preparation of legidation on land
management issues. Decentralized regional and locd offices carry out land regigration and
cadastre operations. The SDLM doesn't currently carry out land use planning.

One of the SDLM’s inditutional srengths at present is that it is responsble for both land
regigration and the cadastre. This combination provides favorable circumstances for
coordinating two informationd sysems on land ownership and ensures that the regidtration
and cadadtrd systlems function effectively and efficiently.

The Minigtry of Agriculture and Food is responsible for agrarian reform. It has to formulate
agrarian reform policies to be implemented by the SDLM as part of itsland reform.

The Ministry of State Property Management auctions out land parcds exiging in dae
ownership.

The Minigtry of Urbanization and Construction shares respongbility with the SDLM for
land use planning and policy formulaion. The Bureau of Technicd Inventorization (BTI) is
subordinate to the Ministry and has records on redl estate.

The State Department of Geodesy and Cartography regulates surveying and mapping
activities conducted by state organizations and the private sector.
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Often it is very hard for the landowner to understand which agency provides which service.
Frequently, the regidtration of red edtate is accomplished not in the Public Regidry (in the
regidration office of State Department of Land Management), but in the Bureau of Technica
Inventorization. The information about land is recorded and registered in regidration offices,
but the informaion on building-construction is recorded and registered in BTIs. This causes
the duplication of the information, in most cases in these agencies take place the existence of
mutudly exclusve information on one and the same property, which is destroying for the
protection of ownership rights and land market. For severd years there is a dispute among
these agencies about their functions, the information is not being exchanged.

There is no independent agency for registering rights on land and red edate. The specific
function for adminisering and disposing of date property and on the other hand red edate
regisration function are not differentiated: locd regidrars are dso consdered to be deputy
heads of SDLM’s land management offices, and as a result they are unable to make decisons
independently, though they are independently respongble for their actions.

Land management agencies themsalves are under double subordination as they are an organic
pat of the SDLM, and at the same time they are subordinated to local government. For past
two years land management regiona offices have been established in the regions. Their
heads are persons appointed and lobbied by the proxies of President, and consequently loca
land management agencies have one more body they must be accountable to. As a result of
this overly complicated bureaucratic sructure, decisons deding with serious problems related
to land management, digpostion and regidration, are often delayed, and made in persondly
favored and non-trangparent manner.

The exiging dtuation creates less posshility for transparency and more chances for
corruption.  Moreover, if we condder low sdaies of regidration office daff that are
frequently not issued for severd months, it will be easy to imagine those obstacles that
citizenswill facein the registration and disposition processes of red estate.

c) Scarcetechnicd and financid capabilities

Since the activation of land reform in 1996, technicd and financia support has darted to
flow. Significant funds have been dlocated by internationa organizations for cedastral as well
as regidration activiies. However, problems related to technicd and financid needs dill
remain unsolved.  Incoming donor grants gill finance only a smdl pat of the technicd
equipment needs of the governmental dructures such as State Depatment of Land
Management. Regiond offices of the State Department of Land Management are poorly
equipped, and dl land and title information is recorded by hand and maintained in written
form, without any computer database. Unfortunately, it is noteworthy that donor assistance is
the only subgtantia source of technicd and financia support received by the country’s land
agencies. The State Department of Land Management does not receive sufficient funds from
the State to repair or maintain regiond offices, to purchase computers and software, or to
create and update comprehensive databases that could provide an accurate picture of land
market development in the country.
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d) Corruption

Corruption is the mogt critical problem hampering the successful implementation of economic
reforms. Limited access to information, as wel as pervasive corruption practices, make it
difficult for landowners, entrepreneurs, farmers and other interested parties to overcome
artificid barriers that are creasted by bureaucratic Sructures.  Such impediments emerge when
someone who is willing to sell a house or acquire a land parce goes to a Sate agency. State
bureaucrats are wel-schooled in corruption and in creating mechaniams that engble them to
extort more money from people.

Transactions such as initid regigtration, sdes, mortgages, and leases of land and red edate
involve severa dtate and private agencies. Red property owners, entrepreneurs, farmers and
regular citizens are usudly misaken by obtaning too many unneeded documents for the
processing of a specific transaction. In some cases, transaction parties register their property
a one place, when it should be registered a another. For instance, a atizen who purchases
red propety may regider it with the Bureau of Technica Inventorying, the sole respongbility
of which is to provide technica data on the property. In accordance to Georgian law,
however, ownership rights to real estate must be registered only at the Public Registry.

Many people do not redize tha there are resources, such as Public Regisry, where
information on every officidly regigered transaction is avalable for every interested person.
Moreover, those who do know of and use such services usudly are improperly subjected to
unofficial fees and taxes, and required to pay severa times more than the officid fee to obtain
desired information.

Georgia is a country of agriculture and its main resource is land. Therefore, development of
agriculture must be a naiond priority. However, massve corruption and abuse of power
block efforts and attempts to develop agrarian sector in Georgia. Because of the lack of
trangparency and politica will on the part of date officids, credits and investments set aside
for the development of agriculture do not reach their god. Lack of information on the terms
for recaiving internationa donor organization grants and favorable credits severdy limits
farmers to access them.

This dtuation is extremey difficult in regions, for the reason that there are no good means for
cireulation of such information in rurd arees. This hdps reinforce a Stuation where farmers
rights can be suppressed.

Unfortunately, there are many ingances of corruption and extortion of money a various
regiond governmentd agencies and dructures, including traffic police and tax service
Farmers are often forced to make unofficid payments of money to tax service officids, traffic
policemen, land regigtrars, and heads of land registration offices.

Corrupt practices result from the limited avareness of farmers as to their rights. This in turn
leads to the emergence of many different obsacles farmers may encounter in the course of
ther activities

Biased and uncooperative attitude towards farmers at |land management agencies,
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Abuse of authority at regiond registrars offices,

Limitation of farmersin the process of development of agriculturd farming;

Deception of farmers at tax ingpection services,

lllegd actions by traffic police and constrained activities of farmersin the course of
product transportation;

Bribery during certification of products at markets;

[llegal treatment and bureaucratic attitude towards farmers at different local governmental
bodies.

€) Quadlity of cadastrd and regidration information

In the modern world, information is a most valuable asset. Rdiable and accurate information
Is essentia for progress in the emerging land market.

Insufficient technicd and financid cgpabilities, and poorly managed datistica data a the
Department of Statigics and the State Department of Land Management have resulted in the
low qudity of avaldble information on the land makel. Responsble daff in these
departments lacks training necessary for developing modern approaches to information
management.

Due to these reasons darting from 1997 seven-donor organizations work in order to bring this
sysem in order, however it is dill far from perfection. Despite the fact that USAID Land
Market Development Project provides relevant bodies with cadadiral information, printed out
on paper, dong with the digita verson, they ill do not process and use them. Often the
information prepared by the Project is kept in a storage area just for a display and nobody
thinks to update it. Such kind of an attitude may place under doubt the judtification of the
spent money. This concerns to updating the printed and not digital information.  In such
conditions it is unclear what is going to be done with the digitd information acquired as a
result of other donors working.

Despite the subgtantid financid support, private companies dill lack financid and technicd
means for producing relidble cadastrd information. As a result of inaccurate cedastrd
activities (in particular, inaccurate measurement of the land) it is not possble to verify actud
land boundaries, which frequently cause neighbor disputes.

To dae the regidration offices of State Department of Land Management do not have
drength to independently prepare the documentation necessary for regidration. Projects of
seveard donor organizations functioning in Georgia are limited by gathering the cadastrd
information and credting the informationd system, but they do not accomplish regidtration
and related works, or if they do it is ddayed in time. Unless relevant regidration works
follows this cadastrd works, the information will outdete after certain period of time.

Another problem is the sdection of daff. To date about 40 percent of regisrars have no

relevant qudification, knowledge and experience. Some are not aware with the land-related
legidation, which hinders owners as well as the development of civilized land market.
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Cregtion of cadastra and regidration systems is dill being accomplished in a fragmentary
way. Progress made in paticular aress (cities, didricts, regions) sgnificantly differs from
cae to case, and it does not refer to effectiveness of the exigting cadasire, which lacks
features of a unique sysem of identifying coordinates. There is no doubt that effectiveness of
the national land cadastre will increase as more and more territories are covered, and as data
are integrated into a unique system. Thisis anticipated to be fulfilled in 4-5 yearstime.

A critical problem hindering donors efforts to establish a unified system of regidration is that
the regidration of rights on redl edate is often carried out Smultaneoudy in two agencies — in
the regidration offices of the SDLM, and in the BTIls in spite of the fact that lawv cdearly
identifies the Public Regigtry asthe exclusive locus for the purpose of land title regigtration.

The lack of unified informational base crestes obstacles to the representatives of banking,
insurance and brokerage spheres to obtain the complete information on a property, which is to
be mortgaged or sold. Banks do not recognize the information about the property ownership
exiging in BTIs, which reduces the number of market transactions.

Thus, further efforts have to be directed toward ensuring the availability of accurate cadastrd
data and dlaification of property regidration procedures, which will gSgnificantly enhance
and support the development of adynamic land market in Georgia

f) Poor urban and agricultural land management

In the Soviet period there existed mixed date and private ownership on urban territories.
Privatizetion of gpartment buildings was caried out without privatization of land underneath
building units. Urban land was mainly date-owned. Law on Declaration of Private Ownership
on Nonagricultura Land in Use of Physcd and Private Legd Entities was determined to
speed up the privatization of land underneath and related to privatized commercid and
indudrid  buildings. Law on Adminigration and Dispogtion of Nonragriculturd  Land
Exiging in State Ownership adopted 1998 determined the privatization of urban land by
means of public competition. Law on Urban Land Privatizetion was the last piece of
legidation regulating ownership on urban territories.

Three date agencies are responsble for the privatization of property and land on urban
territories. These ae the SDLM, the Minidry of Urbanization and Condruction and the
Minigry of State Property Management, whether it would be more efficient in terms of more
trangoarent and smplified indtitutiond dructure to assign the responghility over privatization
process to the State Department of State Property Management. Municipalities do not own
land necessary for the development of public projects, as priveizaion of dtae-owned land
doesn't envisage the trander of land to municipdities, but they are directly involved in the
privatization process of state-owned land located within the territories under their authority.
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As a reault of lack of urban development plan and zoning regulations, urban land privatization
ign't relaed to the potentid use of privatized land parcels in the future. Thus the privatization
price is not linked to the potentid of future commercid profit. Nor the privatization
agreements obligate the buyers to financidly contribute to the development of infrastructure,
which is necessry for supporting future development of privatized land. In this Stuation
urban land privetization doesn't take into account the distribution of economic responsibilities
and interest between private owner (the benefited party) and municipality.

The issue of sdf-governance in Georgia has not been decided yet, which diminishes the role
of municipdities in the active land management and spatid development of urban aress. The
involvement of date agencies in the aspects of land use in the locdity doesn't provide the
efficient and transparent use of land. It is important that municipdities are independent in the
issues of land use within the urban territories, can independently approve and control the
urban development plans and projects. State must keep the authority to provide that locally
approved projects do not oppose the nationa interests.

Nether the legd nor inditutiona frameworks exising in Georgia dlow today the efficient
management of urban land.

The deficiencies of the privaization process included the uneconomic fragmentation of
agriculturd land, as a result of which more than 20 percent of productive agricultura land
was lost, as today they have to be used for the construction of access roads, for the
establishment of boundaries and agricultura fences.

The rurd infragtructure is not taken care of. It was built for the operation of large-scae
callective fams and it's not efficdent for current faming in the smdl-scale structure. The
access roads built during the land reform are in very poor conditions. Irrigation systems are
inoperable. The lack of funds doesn't dlow its rehabilitation. The water management is not
developed. Former Water Usars Association is not functioning. Technical means are out-
dated, and farmers have no financia capabilities to replace them.

As a reault of ignorance of modern land management practice, today 1/3 of the agriculturd
land are subject to soil erosion. 7.3 percent of agriculturd land turned sdty. Because of the
absence of proper drainage system nearly 3.6 percent of the agriculturd land are becoming
bogged up. 5.9 percent of the agriculturd land are turning into desert, as irrigation sysem is
not properly functioning. As a result of the mentioned reasons the productivity of these lands
are decreasing. Teritories of fruit gardens, tea plantations are not cultivated due to the loss of
markets. The land protection demands very high expenditures which farmers cannot provide
without the assistance.

3.2. Thelegal framework of property rights
Private ownership rights on propety ae acknowledged and protected by Georgian
Congtitution. Property is conddered inviolable. Article 21 of the Conditution Sates “The

right to inherit and own property is recognized and guaranteed. The abrogation of the
universal right of property, its acquigition, transfer and inheritance is prohibited.”
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Civil Code dso contains regulations with an impact on ownership and ownership rights.
These regulaions concern legd rights on acquigtion, trandfer and inheritance of red edate.
According to the Civil Code, property is any object and nonmateria asset, physical and legd
entities can own, use, dispose and acquire if it doesn't violate law and doesn't oppose mord
principles. The Civil Code ensures the freedom of trading of property rights with the rule
edtablished by law. Chepter 3 of the Georgian Civil Code envisages inheritance of ownership
rights.

Law on Privatization of State-owned Property of 1997 determines legd, economic,
organizationa and socid principles of privetization of the dtate-owned property, as well as
basc terms of privatization and ensures the purchase of state-owned property by physcd and
legd persons or their unions. The am of the law is to ensure formation of such ownership
relations that will promote the efficient and socidly oriented maket economy. This law
doesn't regulate privatization of land and sate housing funds.

The ownership right on land is further protected by various laws enacted by the Parliament:

Law on Agricultural Land Ownership adopted 1996 regulates relations related to
ownership of agriculturd land. The am of the law is @) to legdly ensure fams organized
based on rationd use of land and improve agrarian dructure, b) to prevent fragmentation and
irrational use of land parcds. The law determines. @ the rule for acquistion and dienation of
agricultural land parcds and locd edtate fams, b) participation of the date in regulaion of
relations regarding agricultural land parcds. The law dates that agriculturd land is trandferred
in ownership only to a dtizen of Georgia A person without Georgian citizenship and citizen
of aforeign country shdl recaive agricultura land only under lease.

Law on Land Regigtration adopted 1996, regulates rules and terms for the regidtration of
origin, trandfer, redriction or sugpenson of rights to a plot of land and the immovable
property associated with land.

Law on Declaration of Private Ownership of Non-agricultural Land in Use of Physical
and Private Legal Persons adopted 1998 recognizes ownership rights of these persons on
nonagricultura land exiding in their use.

In accordance with the exiding legdation, the landowner can dienate, or in other words, sl,
buy, give as a gift, bequeath, mortgage or lease the land parce exigting in his ownership. The
landowners have the right to use the land and related red edtate according to their own
interests. Ownership of red estate also carries with it certain obligations, however, such as the
payment of property taxes, the observance of building and zoning codes and environmenta
protection laws, the avoidance of unreasonable interference with the rights of neghboring
owners, and o forth.
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The Georgian legidation (The Conditution of Georgia, Artide 21 and the Law on
expropriation procedures of ownership for public necessity of 1999) envisages the depriving
of ownership through expropriation for social necessity. Expropriation is accomplished on
the bass of Presdentid Decree and with an accompanying Court decison for the benefit of
date body or private legd entity of the private law, who is correspondingly awarded with the
right of expropriation

The expropriation necessary for the socia necessty is permissble in order to carry out the
following activities

Congruction of road or main highway;

Installment of railway tracks;

Condgtruction of éectricity transmission and digtribution lines;
Ingtallment of telephone networks; and

Other smilar projects and activities.

An agency or person, who is exercigng this right, must ddiver information, which is
published in centra or relevant locd press, to every landowner whose property is subject to
expropriation.  The authorized Expropriator, who has been awarded with the right of
exproprigtion, must agree in advance upon the amount and timing of the compensation to be
paid to the owner of the property.

3.3. Theimpact of current land issues on the poor

Reforms caried out by the Georgian Government — resulting in the trandfer of land into
private ownership — have played a definite pogtive role during the period of crucid economic
criss in the State, and saved the peasantry from darvation. However, the laws passed by the
Paliament, as wedl as the measures teken by the executive authorities, have not been
aufficient: so far, poverty in the country has not been reduced to a sufficient degree. What are
the reasons for this fact, and what should be done in future?

Traditionaly, land has been one of the mgor capita assats for households. Land has especid
importance for rurd households, snce on average it contributes 2/3 of ther income. This
source of income is dso important for households living in smal villages. Nearly Y4 of their
income is received from this source.  Moreover, approximately 90% of the country’s
househol ds have some income from land.

Although wages have begun to contribute a reatively grester proportion of the average
incomes of Georgians, they ill do not represent as important source of income as income
from land. At present, wages provide only 26-30 percent of total incomes for Georgians.
Furthermore wages represent a less important source of income for rura households,
condituting only 10-12 percent of ther income, while being more important for urban
households, where wages condtitute 38-40 percent of their income. One important fact should
adso be mentioned: from sdf-employed in agriculture, 80-85 percent work their own land
plots.
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The above showings indicate the importance of effective land management and
complementary reforms in agriculture for the reduction of poverty in the country. Despite the
fact that more than haf of the population in the date ae involved in agriculture, the
authorities of Georgia have not adequately recognized agriculture or rurd development as
priority fidds for nationd investment and policy development. Hence, there is no date policy
that would be oriented on the needs of the famers. The acting legidation and the executive
sructures are not flexible enough to become a guarantee of land bility.

As a result of privaizaion caried out in Georgia, 70% of agriculturd lands ill remain in the
date ownership. Privatization of only one fourth of the land dso resulted in uneconomic
fragmentation of land. Because leasing of land has been linked with corruption, smdler
farmers were limited in ther ability to gain access to larger areas. As a reault, peasants do
have land, but not enough to engage in truly profitable agriculturad activity, snce he can
hardly manage to feed his own family and doesn't have a surplus of produce for profitable
sde. The leasad land has tended to fdl into the hands of wedthy and/or influertia people. In
this gtuation, needy peasants remain as a chesp source of labor, while they have a grest
potentia of becoming wedthy.

There are practicdly no state subsdies that can be used to “leve the playing fidd”. Peasants
and other smdl famers cannot get the machinery and other devices, fud, minerd fertilizers,
pesticides, good quaity seed and plant materids needed to treat the soil thoroughly and obtain
aprofitable harvest.

Agriculturd  products processing indudtries are not functioning and accordingly there is no
demand on the products of peasants.

The current taxation system cannot be consdered as a mechanism supporting or encouraging
further development of the farming in Georgia VAT on agriculturd products discourages
farmers from getting more land.

The exiding credit system is not appropriate for the deveopment of agriculture one-year
term credits with high interest rates (18% being the lowest in today’'s credit market) are not
atractive to smdl famers. Furthermore, neither the land nor the village house owned by the
farmers is readily accepted by the banks as collaterd. Thus, it becomes imposshble for the
farmersto obtain credit, even on unfavorable terms.

In cases of naurd disssters, the faming business is totdly insecure. One form of insurance
company activity is lacking in the country: insurance of commercid risk.

The low levd of fam management theoreticad knowledge and training dso hampers the
rational use of land by the peasant. There are no consultation services in marketing, planning
for the faamers. The principles of land reform and knowledge about his property rights and
obligations are not aways made clear to the famer. As Poverty Reduction and Economic
Growth Program document reports, “there are nearly one million amdl farmers in the country.
Their work could be much more effective if more atention were pad to ther traning and
education”.
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The unfavorable socid and economic conditions result in psychologicd problems among
farmers, such as Nihilistic gpproaches to solving the problems, expectation of externd hdp, a
common trend in the society that everyday problems will be solved by someone ese i.e, the
date has to solve them.

In order to enable land policy to have positive impacts for the poor, agrarian reform is
required as the problems associated with rationd land use result largdly from unfavorable
conditions of agriculture sector in the country.

Agraian reform—if it leads to effective agriculturd production and income—has great
potentid to reduce poverty. If the greatest possble number of smdl farmers will have an
opportunity to make profit usng ther land, whereas the great number of farmers cannot
currently do, it will have a strong influence on reduction of poverty.

Part 4. Characterizing the Recent Status of the Land Market
4.1. General overview of theland market

The trandfer of land and related red edtate from dtate possession into private ownership, the
legd declaration of the rights and obligations of private ownership, and establishment of a
system of ample and efficient land title regidration has facilitated the process of formation of
Georgid sland/red estate market.

The land market is more activdy developing in urban aress. Genedly its formation varies
across regions or rayons.  The dynamic of land market development is higher in those rayons
where tourism/resort development is underway, as wel as in regions where it is posshble to
establish agriculturd activities that are based on the cultivation (and processng) of high-vaue
agricultura crops.

As of January 25, 2002, land sdes increased by 70% compared to the analogous showings of
the previous year. Transactions on nontagriculturd land have increased from by 68%,
wheress transactions accomplished on agriculturdl land parcels have incressed by 71%. The
table below depicts the growing tendency of land market development.

Table 1. Data on land sales transactions as of January 2001 and 2002

Year Number of land sdes transactions
Tota Non-agriculturd land Agriculturd land
Asof January,2001 | 4,456 1,828 2,628
As of January,2002 | 10,877 4,517 6,357
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As a result of privatization about less than 30 percent of agricultura land have been
transferred into private ownership. About 35 percent of agriculturd land left in dae
ownership are leased. The leased lands are the best qudity land parcels and do not represent
the part of the land market. In most cases privileged persons have gotten hold of these lands
and do not even cultivate them. To date if an entrepreneur is intereted in maintaining the
agribusness and he needs land, it is eader for him to take land in lease through giving the
bribes, than to buy land from private owner. In addition the process of leasing the land and
then monitoring is very nontransparent and corrupted. Similarly, there are state-owned
agriculturd land, which are not even leased left out of the market and legidation doesn't
envisage the posshility to additiondly purchase land from the dtate. The privatization of those
lands will significantly support the development of land market.

The accessibility of the information on real property for sale

The growth of the red estate market will demand access to rdiable information on red edtate
for sde. At presert, the most widespread way of obtaining information about red edtate is to
reed advertisements placed in the newspapers. From this point of view, the activity of
brokerage firms is dso noteworthy. Presently, red edtate brokerage firms can be classfied
into three main groups.

Widl-known agencies, with 8-10 years of working experience, including

- Membersof Red Edtate Association of Georgia

- Independently functioning agencies

Medium gze agencies, which have smdl gdaff (usudly, about 2-3 agents), smal offices,
and only 2-3 years of experience

Officidly unregistered brokers
- Agents, so-cdled “black brokers’ (who work on the street market and have some
experience)

- “Newly baked” brokers, who have decided to work in this field because they have not
been able to find any other profitable job. Ther experience and knowledge is
extremdy limited.

The mogt pregtigious agencies (category one) having certain professona experience tend to
concentrate their work on the sdes of higher-vaue red estate which tends to yied the best
commissons. However, snce the mgority of the population cannot afford to purchase this
kind of property, they are forced to use the services of the non-professiond brokers or street
brokers. Due to the low professondism of mediators and their ignorance of the recent
changes in land legidation, ther information is often inaccurate or not complete, and may

lead to the development of legd disputes among parties involved in a paticular red edtate
transaction.

The relevant locd government body and the reevant territorid organs of the Minigtry of State
Property Management provide information about the disposition of dae property.
Information about any State property which is to be sold through competitive bidding, auction,
lease-buy back, or direct sde is published in the officid publication of the Minisry of State
Property Management, or in the loca press (if privatization is accomplished by the territorid
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body of the Minisry of State Propety Management). At the same time, other means of
information can be used. Information should be published a least one month before the date
st for the privetization of date propety. The published information should include the
address and land area covered by the premises © be privatized, a thorough description of the
buildings located on them, and the terms for sdling the property. In case of necessty,
additiond information is ddivered to the buyer.

The publishing of informaion on Hling of dae land through competition or auction is
organized by the teritorid body of the State Department of Land Management, which in
agreement with loca architectura agencies, obtains and registers gpplications from interested
purchasers. During the two weeks after recaiving an application, the SDLM office informs
the applicant through a written notice that its applications have been receved.  After
publishing the information, the SDLM office dlows dl interesed persons to prdiminarily
acquaint with the land parcel and for thisthey cresate necessary conditions.

4.2. Land Regigtration and cadastre

A land cadadtre is a set of data about a) landowners and users, b) the nature of their interest in
land (eg. owner's title, type and duration of rights, redrictions, and responsibilities), and c)
land parcels (e.g. location, boundaries, sze, and improvements). A cadastre may aso contain
some other data, such as land vaue, land use, soil fertility, etc. Therefore it can be a strong
and effective tool in the hands of government, society and individud landowners to plan,
manage and control land/red estate market.

At present, it is possble to list progress made in recent years towards the cregtion of a
cadastral database:

Aerid surveys of the mgor part of the country have been obtained;

Legd regidration of land and property is proceeding intensvely; and

Application of cedastrd data for the purposes of physcd/town planning, red edate
vauation, and bank mortgages has arted.

Land regidretion is one of the crucid components of Georgid's land cadastre. Public Registry
should possess dl necessary records on the boundaries, as well as the quantitative-quditetive
and legad conditions of the land parcd or related immovable property. In accordance with
current legidation, lega rights pertaining to the land or related red edtate are subject to
obligatory regidration. State regidration in Georgia is accomplished through the unified
system of record maintenance determined by law in the Public Registry.

Due to the lack of a public regidration sysem during the early years of the land privatization
process in Georgia, landowners were not able to fully protect and use their rights, such as
sdes, lease, mortgage and smilar rights.  In 1996 the Parliament of Georgia adopted the Law
“On Land Regidration” and later, in 1997, a new Civil Code, which has made possble the
conduct of various transactions on land.
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To acceerate the regidration process, in May 16, 1999 the Presdent of Georgia issued
Decree No: 327 “On Urgent Measures for the Initid Regidraion of Agriculturd Land
Ownership Rights and Issuance of Regidtration Certificates to Citizens of Georgid'.

On the basis of this Decreg, it was made possible to:

Sgnificantly hasten the process of initid regidration of agriculturd land parcds and to
accomplish the regigtration process throughout the whole territory of Georgia;

Grestly reduce the cogt to of private owners to complete the initia regidration of private
ownership right on land, (snce the Decree mandated that the initid registration of land
parces for the citizens of Georgia should be accomplished free of charge);

More easlly accomplish legd and unimpeded secondary transactions on agriculturd lands
(sdles, lease, hypothec, etc).

The responsible agency for land regigtration, as well asland cadastreis SDLM.

The chief registrar of SDLM administers land cadastre and regigtration. The SDLM has one
central office, 62 rayon and 7 urban offices. These offices are supervised by zone regisrar,
responsble for operations in zone and other regidration activities The digribution of
functions between rayon and regiond officesis not complete.

There is no fee edablished for initid regidration. The regidration fee for secondary
registration has been reduced to 7 GEL from 26 GEL, because the latter was considered to be
high taking into account the average income of Georgian citizens,

The chegp, fad, effective and smple regidration sysem crested in Georgia alows both
physcd persons, as wel as legd entities, to accomplish the unimpeded regidration of
ownership rights on a specific land parcd, after submitting the relevant documents and paying
the fee established by law. However because of corruption and low quaification of regisrars,
dtizens cannot fully benefit from positive outcomes.

4.3. Valuation System

Vduation practices in Georgia are regulated in accordance with the Law on Auditory
Activities of 1998. A Statement of Appraisal becomes a lega document only if the appraiser
(either a company or individud) is officidly licensed by the date. The date licenang body is
Council of Audit under the Paliament of Georgia (paticularly under the Committee of
Budget and Finance). The Council of Audit is the governmentd structure responsible for
issuing licenses for the exercise of vauation activities.

The Council issues three types of licenses 1) Generd Audit; 2) Banking Audit; and 3)
Insurance Audit. The last two licenses involve financid audits of banks and insurance
companies exclusively, therefore, the License for General Audit covers dl other types of
audits, starting from the audit of busnesses financid activities to the gppraisd of red edate

or other property.
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In the Georgian legd system, the term “gppraisd” is identica to the term “audit. In other
words, the entities licensed by the Council are equdly €digible to conduct audits of financid
statements and to appraise property.

The License for Generd Audit covers a wide range of activities. Many auditors clam that the
dructure of licenang is far from being perfect and needs serious reformation.  The problem is
aggravated by the absence of recognized gppraisd standards. Auditors adso note that, since
low qudifications are widespread, the prestige of the professon and trust of clients is
decreasing very rapidly.

There are currently about 400 licensed individuals and about 200 companies that operate
under the Genera Audit License.

Unfortunatdly, the mgority of these license holders have low qudification. These auditors
conduct “pro forma’ audits for smdl businesses tha are required to include the findings of an
independent auditor in their annua financid Satements — otherwise, the State tax ingpection
cannot legdly receive their statements. In such cases, the typica auditor charges $25-$100
and dIgns a dandard concluson without even looking a company’'s financid documents.
Snce many smdl companies exis in Georgia, the demand for such conclusons is large
enough to support a far number of Auditors. Auditors of low qudification make more than
80% of their annua income from this activity.

It is edtimated that only about 10% of al licensed Auditors have appropriate professond
qudifications and are qudified to perform international quality gpprasas. Mogt of them have
ather joined an established auditing company or founded their own. Such auditors serve rich
companies, international organizations, foreign invesors i.e, those clients who can afford to
pay enough to receive professiona services.

Auditing companies note that less than 20% of their income is collected from the fees charged
for read edate gpprasds. Some have mentioned that if modern standards are not introduced
and their personnd are not relevantly tained, that share of income is going to decrease due to
the low demand. Since recognized standards have not been introduced, today’s appraisa
practice is based on the roughest cdculations and in many cases the find figure is far from
being redidic. Such practices have decreased the dient’s trust in auditors and in the
Georgian gppraisd practice in generd.

Many auditors suffer from the pervasive corruption a the Council of Audit. Illega practice
include forcing potentid licensees to pay for traning services provided by the Council;
afterwards, candidates are forced to pay unofficid fees for passing dtate examination (actudly
they have to pay twice — once for written tex and again for the verbd exam). The
management of Council eagerly receives “gifts’ from licensees, and the “privileged” auditors
are more welcomed than regular ones after two years, when alicense expires.

According to the unofficid information, auditors must spend up to 2 000 GEL ($900) in

offidd and unofficid fees to obtain a license. However, for the consumer, the mgor problem
is not the high fees, but the low qudification of licensees who pay for knowing nothing.
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As mentioned above, the Council has its own traning program that potentia licensees are
forced to atend. Auditors note that the low qudity of training is offered only for financid
audit and not for gppraisd practices. Certainly this is naturd, as the Council does not have
any dandards for appraisd, and this is not the problem of the Council only — dl auditors
admit that there are no recognized standards for conducting appraisas.

The Civil Code of Georgia defines and regulates a number of economic and legd transactions
that take place everyday in the country. Today, there are severa @mmon transactions in the
country that necesstate gppraisd service. However, the growing number of red edate and
other transactions in Georgia are rarely accomplished with the use of appraisal services.

Number of problems arises from the absence of an gppraisd, or the provison of unqudified
vaduation servicess Many of the problems identified below are caused by non-exisence of
modern gppraisa sandards in the country.

Prices Understated. Red edate transactions (such as resde, mortgage, lease etc.), when
officidly registered, oblige one of the parties of transaction to pay 2% of the agreement price
to the dtate budget. In order to minimize the amount of tax payable, the parties engage in
unofficid agreement to report reduced agreement prices.  Generdly, if an gppraiser is used,
he mugt participate in this subterfuge.

Market vs. Book Value. Vey often investors and other interested parties want to know the
vadue of a cetan enterprises assets.  There is a very dgnificant difference between market
(red) vdue and the book vaue of assets. In many cases book vadues are dgnificantly
overstated, and such figures become useless for investors.

Collateral Value. Through internationd credit lines and dready with ther own financid
resources, Georgian banks have made credits more readily avalable to entrepreneurs.  All
credit transactions involve collaterd (red edtate is the most common collaterd) that is
gopraised by the credit officers of the banks even though this is an inherent conflict of
interest. Services of independent evauator are rardly, if ever, used.

Other Activities. There are other activities that currently use gppraiser’'s service, but
unfortunately these sarvices are generaly conducted by unquaified personnd. Such activities
are foundation/liquidation of companies, court decisons, heritage, expropriation etc.

Congdering the fact, tha the number of red edate transactions is increasing, the problems
described above are going to become more acute.

4.4. Financial services

The use of non-agriculturd and agriculturd land as security and for credit

As a result of successful implementation of land reform, land and red edtae has increasngly
become part of the market turnover as liquid assets.  As a result, banks and credit associations

154



APPENDIX E

have gotten more activdly involved in the land market. A dgnificant podtion within the
credit portfolios of the leading banks of Georgia is currently occupied by land and related red
edtate, which represent their main guarantee for loans.

Funds received based on a hypothec agreement enable owners to upgrade technical means,
purchase necessary raw materias, and expand their farms or their production process.

Since enactment of the rdevant legidaive bads, in paticular the “Law On Declaration of
Private Ownership of Non-agricultura Land in Use of Physcd and Private Legd Persons
the totd number of the hypothec loans on urban land issued by Georgian banks by the end of
years 1999, 2000 and 2001 isgivenin Table 1.

Table 1. Hypothec loans issued by the end of years 1999, 2000 and 2001

Since By the end of | By the end of | January 2002
enactment of | 2000 2001
the Law — by
the end of 1999
Thilig 435 904 1,745 6,983
Rayons 44 89 728 2,627
Totd 479 993 2,473 9,610

In Table 2 is given the number of hypothec loans for each year from enactment of the
legidative basisto date:

Table 2. Hypothec loans for each year from enactment of the legidative basisto date

Oct. 98 — Oct.99 — Jan. 00 — Jan. 01- Tota
Oct. 99 Jan. 00 Jan. 01 Jan. 02
Thilig 435 469 841 5,238 6,983
Rayons 44 45 639 1,899 2,627
Tota 479 514 1,480 7,137 9,610

By years, the following percentage share of issued hypothec loans is covered by Thilis:

Oct. 98 - Oct. 99 - 90.81%
Oct. 99 - Jan. 00 - 91.25%
Jan. 00 - Jan. 01 - 45.71%
Jan. 01 - Jan. 02 - 73.39%

Dexpite the fact that the larger share of financid capitd issued on the red estate market as
hypothec loans is accumulated in the capitd, Thilis, the regions of the country are aso
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becoming more involved in this process. If in 1999 the totd number of hypothec loans issued
in regions was 44, by January 25 of 2002 this number increased to 1,899.

It is noteworthy that banks are more interested only in non-agriculturd land. Agricultura land
exiging in ownership of famers and village houses are only rardy accepted by banks as
collaterd.

For the past severd years, six branch offices of the ACDI/NVOCA--a private, nonprofit
organizetion offering favorable credits for the devedopment of agriculture—have been
operating throughout Georgiaa However, one-year credits with an 18% annud interest rate
are dill not adequate for the financing needs of most peasants and farmers, since few can
afford them.

Taxation sysem

Taxation legidation has been subject to frequent amendments. As a result it's no longer
systemized lega document. Its unique characteridic is confusing and complex language that
leads to legd disputes between Tax Depatment and taxpayers. The acting taxation system
canot be consdered as a mechanism supporting further development of the farming in
Georgia. Since on the bass of legidaion the farmer, who will decide to process his own
produce, to package it, to labd it and b sl it, will be taxed as an entrepreneur and will have
to pay 20 percent of his produce as VAT tax. Last year minister of Agriculture and Food
managed to lobby that the amount of turnover subject to VAT taxation be increased from
24,000 to 100,000 GEL, which has been a dgnificant rdief for farmers, especidly for smal
famers. Furthermore the famer has to pay another 20 percent of his profit. Such an
environment limits he farmer in increasing the Sze of is fam, on the one hand, and redricts
the owners of small processing ventures, on the other.

The practice of neighbor countries can be used as an example for edtablishing libera tax
policy in Georgia. In Azerbajan farmer has to pay only one fixed land tax. Apart from this,
custom duty on chemicd means is equd to zero. The same taiff rate is edtablished in
Armenia. Farmers in Turkey dso benefit from favorable tax policy and subsides. It is obvious
that agriculturd produce of these farmers is chegper and destroys markets for the Georgian
products. In Georgia custom duty on the import of chemica means equas 34 percent, to
import of fuel gpplies custom duty plus excise tax.

The Tax Code of Georgia establishes land and property taxes. The property tax is related to
possesson of ownership. The tax is cdculated and edtablished by the tax ingpection

department.

The amount of the property tax is different for persons and legd entities.

In case of private (physca) persons, the property tax is caculated based on the
inventorization vaue (not the market value) of the property. Criteria for establishing the
inventorization value are determined by the body of locd sdf-governance. Relevant criteria
include the replacement of the real edtate according to square meters, i.e. the inventorization
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cost of one sgquare meter is determined. Tax ingpection evauates property based on the
criteria eaborated by the body of loca self-governance and then determines the tax.

The annud amount of the property tax is 0.1% of the inventorization vaue of the property.
Payment is made in two equd parts, by June 15 and October 15 of the tax year.

Legd entities pay the propety tax on the baance vaue of the movable and immovable
property, as shown on their accounting baance. The enterprise property tax amounts to 1% of
the total balance value of the property. Payment is done once a quarter, in equa parts.

The property tax does not include the land tax, which is paid separately. The land tax rates
are determined according to the categories of nonagriculturd and agriculturd land and
relevant zoning classfications. Annud land taxes on nonagricultura land vary from 12 to 36
tetris (smdler unit of GEL) per 1 square meter. Base rates of the annud tax on agriculturd
land are differentiated according to adminidrative units and are determined per hectare in
GEL. The land tax is caculated by multiplying the base rate by area of agriculturd land in
hectares and varies according to land function: eg. pasture — 3 laris, mowing land — 6 laris, as
to the annua tax on arable land, it equals the average of 36 laris per hectare.

In accordance with exiging legidation, in order to regiger the ownership right, an owner
needs to fully cover the land tax, including the debt of previous years Exiging legidation
does not envisage any benefits, from the point of view of covering the land tax stage by stage.
In frequent cases, it is hard for the owner to cover the land tax of previous years a once, and
he is obliged to decline to privatize land parcel in use and regigter his ownership rights.

Invesment climate

Attracting investments is the most important pre-condition for the economic revivd of the
country and its further development, preceding from the fact that it is the direct and effective
way of overcoming the crigs.

At the initid dage of politicd and economic reforms, Georgids invesment policy was
oriented to the foreign investors, proceeding from the fact that loca investors had very little
resource posshilities. For this purpose, on June 30, 1995 there was eaborated a “Law On
Foreign Invesments” according to which the favorable tax benefits were extended only on
the foreign investors and enterprisess founded through foreign investments. This
differentiation between foreign and locd investors has resulted in:

Harm to the interests of locd investors, particularly small investors;
Encouraging the flow of domestic capitd to foreign countries,

Sgnificant reduction of competitiveness of those enterprises functioning without the ad
of foreign invetments.

These factors served as pre-condition for the legidative changes, as a result of which foreign

investors have the same rights and protections as “physical persons and legd entities of
Georgid’. All the tax incentives were abolished. The “Law on Support and Guarantees of
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Investment Activities” adopted in 1996 and amended in 1998, protects foreign investments
from discrimination. The foregn invesor independently determines the volume of
invesments and sphere of investing. He is granted with the guaranteed right to accomplish
the repatriation of gained profit, other finances and owned property to the foreign country.

Any investor can open the bank account in GEL, as wdl as in foreign currency, purchase the
assets and securities, and acquire credit from local, as well as foreign banks.

Under the Invesment Law the investment itself includes money, stocks and other securities,
chattd and read edae, the right of usage of the land and other natural resources (including
concessions), patents, licenses, now-how, experience and other intelectud property, as well
as other property or intellectua vauables and rights.

Unlike locd investors, law does not award foreign investors with agriculturd land ownership
right..  Whereas the number of laws having branch specificity, regulate the activity in the
gpheres of agriculture, energy, trangport and tourism.  Also, the legidation determines such
spheres of activity, whereis prohibited the accomplishment of investments.

The rights of foreign investors are protected by international agreements as well. Georgia has
sgned agreements with various countries “On the Protection and Encouragement of Foreign
Investments’. The totd amount of invesment in the agricultura sector has been very low for
the past 10 years. A larger invessment share out of the totd amount comes on transport,
warehousng and communications. The process of red edae privatization without land
hindered attracting locd investments in agricultural sector. Later this Stuation was corrected
and currently remaning objects are being privatized dong with the land parces located
underneath these objects.

There are many potentid aress in the country in terms of attracting investments and credits for
the development of busnesses. Though ungable socid-economic sStuation, non-existence of
politica will and civil tension cannot cregte favorable conditions.

Ancther hindering reason for attracting the invements and maintaining them is the crimind
dtudtion exiding in the country.  Entrepreneurs, busnessmen and investors do not fed
protected by the state. There are frequent cases of physica assaults, kidnapping for the
purpose of money extortion. Police cannot solve any case of kidnapping, which creates a
doubt in the public that police and law enforcement bodies are involved and interested in
those kidnappings.

If the state will not take urgent measures for guaranteeing the safety of individuds, including

dructurd reforming of the law enforcement bodies, even loca investors as wdl as foreign
investors will be discouraged to carry out their activities on the territory of Georgia
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Part 5. Integrating Land Issuesinto the Broader Strategy of Country
Development

5.1. Overall land policy

Land privaization has generdly been conddered as a dgnificant and successful reform of
independent Georgia  Acknowledgement of private ownership rights on land is an important
sep forward towards the congtruction of a free democratic Sate and the development of a
viable market economy.

While many improvements are dill needed, Georgia has neverthdess achieved a dgnificant
auccess in the establishment of a legidative and regulatory environment for the perfection and
protection of poperty rights. Laws have been adopted which acknowledge and protect private
property rights on land and, a the same time, create favorable pre-conditions for the
edtablishment of functioning land market.

Unfortunately, a broader policy vison targeted on the creation of a comprehensive land
management system till does not exigt in the country. In 2001, the State Chamber of Control
of Georgia ingpected the legdity and effectiveness of the use of unified fund of land in 1995
2000. The work of al state agencies has been assessed unsatisfactorily.  As the Chamber of
Control concluded it, the eaboration and implementation of unified Sate policy of land
management has not been achieved.

Often the relevant date agencies ignore the requirements of exising legidation during the
decisons made related to the use of unified fund of land. Frequently, established standards of
land dlocation, function change, or trandference through the law ae ignored or violated.
There are crude violations in leasng of agriculturd land, as wel as in regidration and
collection of the lease payment. The loca bodies disposing of such agricultura land condone
and even encourage the law violations committed by lessees.

In 1995-2000, locad governing bodies, with the consent of the State Department of Land
Management, have transferred tens of thousands of hectares of highly intensive category lands
into comparatively low category lands without carrying out any laboratory or other scientific
researches preliminarily.

The Georgian law “On Adminigration and Dispodtion of State-owned Non-agricultura
Land” has dso been massvey violaled. The locd Commissons on Management and
Digposa of Nonagriculturd Lands do not follow the competition and auction principles. The
above-mentioned environment facilitates the cregtion of cardess, non-economicad, and in
certain caseillegd attitudes towards the land fund.

In the dbsence of a unified state policy of land management, the nationd srategy of Georgias

land reform program is no more than the sum of current and planned international donor
projects functioning in the sohere of land management.
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5.2. Integrating land issues into National Strategy of Poverty Reduction and Economic
Growth

In Soviet times absolute poverty was rare in Georgia. The breakdown of the Soviet system not
only exacerbated the living conditions of poor, but dso crested a Sgnificant number of newly
impoverished households. Disruption  of  production and trade, hyperinflation, massve
unemployment, energy criss, cvil war and forced migration from conflict regions, led to
massve poverty. At present more than 60 percent of the populaion is subssting beow the
living minimum. Benefits of socid security provided by the dae ae too smdl to provide
ass stance compatible with the current needs of the average Georgian citizens.

Poverty has dgnificantly increased in rurd aress. Socid infrastructure has suffered a heavy
blow. In many villages, day care centers, school and hospitals, have been closed. Road
building and repair has been neglected.

The exising poverty rate in country and its severity indicates the necessty to approach this
problem from a long-term perspective, in order to fully and effectively address the issue. This
process is closdy reaed to the joint initiative of the World Bank and Internationd Monetary
Fund cdled “Highly Indebted Poor Countries’ Initistive and the program of the IMF in
Georgia (PRGF). The program began to be implemented on the basis of the Interim Document
of Poverty Reduction and Economic Growth Program of Georgia worked out by the Georgian
Government with the support of the society at large and approved on November 28,2000. On
January 12,2001 the interim document was approved by World Bank and IMF and 3-year
program — PREGF was supported, that alowed country to receive 141 hillion dollars of
favorable credit. The Georgian Government with support of the internationd organizations
and society a large, in line with Interim Document of PRGF, prepared the Poverty Reduction
and Economic Growth Program of Georgia, main god of which is the imination of poverty,
support to economic growth, improvement of socid conditions, raising the living standards of
the population and ensuring the participation of poor citizens in the country’s development
process.

Primary objectives highlighted in the program are;

Rapid and sustainable economic growth,
Cregtion of job opportunitiesin lega sector of the economy;
Effective and fair distribution of resources crested in the country.

This program is Georgids comprehnendve short-teem as wdl as long-term strategy for
overcoming the socid-economic crigs in the country and supporting its further development.

At this point in time, this program is only a discusson document pepared by specid working
group and provided for consderation to society at large. It must now be made operationd,
with specific assgnments of responghility to State authorities, private parties, and
international donors.  In addition to the assgnment (and acceptance) of such respongbility,
clear and measurable targets need to be established, and concrete alocations of budgetary
resources will aso be needed to convert the * paper plan” into aredigtic plan for action.
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Staements from non-governmental  organizations, locd and foreign experts, donor
organizations, and citizens will be conddered in drafting the find draegic document of
Poverty Reduction and Economic Growth Program, the implementation of which will serve to
overcome the exigting socia-economic criss and ensure economic development.

For the purpose of the Poverty Reduction and Economic Growth Program, specid attention
must be paid to the following land management measures:

Underteke further privatization of vacant state-owned agriculturd lands - total area 100.6
thousand hectares, of which: 48.0 thousand are arable land, 20.7 thousand hectares - land
under perennids, and 31.9 thousand hectares - grasdands,

Undeteke privatization through purchasng of rented agriculturd lands, which were
leased by the State - totd area 259.7 thousand hectares, of which: 178 thousand hectares
area arable land, 22.6 thousand hectares land under perennids, and 59.1thousand hectares
- grasdands,

Introduce a relevant cadastre and regigtration system for the country and further improve
the corresponding legidative base;

Elaborate the State's targeted program of soil fertility upgrading and identify sources of
finance;

Develop a vidble land and red edate market through the involvement of banking and
insurance system and establishment of private inditutions of red edate evauators, soil
specidigts, surveyors and lawyers.

Effective land policy can be a foundation for bringing about renewed agriculturd growth.
Deriving from the volume of agriculture and the number of people employed in it, PRGP
recognizes development of this sector as having an important role in the economic growth of
the country. Since agriculture and agricultura business represent one of the magor sources of
income of the populaion, agraian reforms dong with messure for improved land
management are consdered to be important factors for dleviating rurd poverty.

Main directions for development of the agriculture sector, as highlighted in the document, are:

Develop rurd infrastructure and re-equipment and restoration of inputs and materia-
technicd bass Taking into condderation the lack of State financid resources,
practical steps towards attraction of foreign investments should be made in order to
enure rehabilitation of irrigation and drainage nets, man dructures, magigerid and
distribution channds, and pumping stations.

Edablish Water Usars Associaions (WUA) that will privatize smdl famland schemes
on the fird sage. The next step requires privatization of secondary schemes by
WUASs. Hence, the State will preserve its regpongbility on maintaining only the main
schemes that will save significant financid resources.

The materid-technicd basis is in a disressng Studion and it requires provison of
agriculturd machinery and trailers for farmers in the framework of active participation
of donor countries and organizations, it is aso important to edtablish a favorable
busness environment for private invesments and to focus on purchasng of large
amounts of compardively chesp and quditative agriculturd meachinery, tha will give
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posshility to sarvice-centers to renovate deprecigted machinery in severa years.
Egtablishment of private and mixed service-centers in the regions will be useful for
this purpose.

The devdopment of agro-processng enterprises, which represent a link  between
farmers and credit indtitutions, is dso a measure of great importance. Attention should
be paid to the enlargement of the local goods market that can be achieved through a
policy oriented on improving product qudity and safety. It is essentid to drictly
control useful and dangerous materid tolerance in the products.

In order to preserve soil fertility it is necessary to conduct soil research and to develop
appropriate recommendations. It is essentid to use efficiently agriculturd machinery
and technologies, to introduce crop rotation, proper utilization and protection of soil,
and to elaborate a seed rotation system suitable for smal farms.

The formation of a Rurd Credit Policy is a means to promote sugtainable entity
formation, to edablish Guarantee Funds, to raise the interest of Credit Unions
towards the Agriculture Sector, and to introduce insurance mechanisms, etc. This will
reduce the risk factor that is a heavy burden on poor people employed in the Sector.
Stimulation of the process for cregtion of rura savings and re-invesment should be
ensured.

It is reasonable to optimize exiding tax and customs regime in accordance with the
WTO regulations.

It is necessxy to conduct a targeted regiond policy envisaging specificities of the
Sector development within a regiond framework. Establishment of regiond and
digrict conaulting centers for farmers will increase business awareness of micro, smal
and medium enterprise holders (including farmers). Specia attention should be paid to
the daboration of specid program of poverty dimination in highland regions and its
phased implementation.

One of the priority directions of economic reform proceeding in the country is consdered to
be restructuring of the agrarian sector and land reform. Efforts to making the farmer’s labor
easer and making his farm more profitable will be the bas's of poverty reduction.

5.3. The degree of coordination between and support from the donor community

The donor community has made an enormous contribution to the progress Georgia has
achieved in the privatization of land, in creating and developing an infragtructure for the
regidtration of rights on immovable property, and for the emerging land market.

The USAID Land Market Development Project in Georgia commenced in October 1997 as
pat of USAID Caucasus Misson program which promotes a stable, prosperous market-
oriented economy that empowers citizens, is governed by rule of law, and promotes basic
welfare. The initid phase of the project focused on asssing the Georgia SDLM and other
government bodies to form and deveop the legd and regulatory framework for land
privatization and regigtration. The objectives of the project aso included:

Supporting the privatization of land and developing regigtration and titling procedures;
Condtituency building and provison of public education related to land privatization.
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The initid works of the USAID included participation in the process of initid regidration of
agriculturd land parcds previoudy dlocated on the bads of 1992 land reform, funding of
cadastra  surveys, preparation of documentation and issuance of ownership certificate to
owner.

Private companies that cooperate as contractors with USAID Land Management Project
engage in actud activities. Works consdered by Land Market Development Project cover
amod the totd territory of the country, particularly 51 rayons, including highlands.

During the initid phase of work (to the end of 2000), the USAID contractor was Booz-Allen
and Hamilton Inc - Internationa Management and Consulting Company. At present Georgian
Non-governmental  Organization, Association for Protection of Landowners Rights (APLR)
and the US based norprofit organization, Terra Inditute, has replaced the mentioned

company.

Terra Inditute, Ltd. under a Cooperative Agreement with USAID will provide financiad and
project management development in order to podtion the Association for Protection of
Landowner's Rights (APLR) to assume full operational responshbility for; the regisration of
ownership of agricultura resdentid parcds, to continue with public education and land
market policy work, and to develop a pilot effort for services to mediate among conflicting
parties and resolution of legd difficulties of property owners.

Specific responghbilities of Terra Inditute, Ltd. to the APLR will indude 1) financid training;
2) revenue supply, financid monitoring and contracting, 3) APLR capacity building 4) land
privatizetion, legd reform, and land market development support, 5) SRO development
support, 6) development of red edstate and cadastra services associations and 7) resident
advisor support.

APLR is a non-governmental organization, founded on October 1996. The principa objective
of the association is to provide support for the protection of landowners rights in the country.
In addition the association works to gimulate the development of land reform and to
dreamline the legd and regulatory framework. Within the USAID Land Market Development
Project Association expanded its activities through the country by establishing the regiond
offices. The rest of worksinclude completion of Initid Registration of Agricultural Land.

By the end of 2001, with support from AID more than 1 300 000 agricultura land parcels and
9800 enterprise land parcels were registered. Furthermore the sde of 2000 enterprise and
3700 agricultural land parcels was supported.

Along with USAID, Georgia receives support from five internationa donor organizations and
countries:

Cadastre and Land Register Project of Kreditangdt fir Wiederaufbau (KfW) (2000~
2006) . The funding of base mapping, cadastra surveys and the establishment of Six
regiona centres.
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Agricutura Devdopment Project of the World Bank and the Internationd Fund for
Agricultur  Devdopment (IFAD) (1997-2002, possibly extended to 2004). The
funding of base mapping, cadastrd surveying and regidration, and the refurbishment
of officesin two rayons.

Land Management Project (1998-2002) by the United Nations Development
Programme (UNDP) and the European Union (EU). The funding of cedadrd
surveying and regidration in one didrict, software development and the refurbishment
of 11 rayon offices. The EU is covering the Government's contribution under its Food
Security Programme.

German  Technicd  Cooperation  (Deutsche  Gesdischaft  fir  Technische
Zusammenarbeit, GTZ) (2001-2002, possibly extended to 2004). The funding of
cadadtra surveying and regidration in Thilig.

Swedish Internationd Development Cooperation Agency (SIDA) (2000-2002). The
funding of capacity building by establishing a traning centre to provide courses to
SDLM employees on land legidation, land regidration, land information system
(LIS), cadastrd surveys, vduation and taxation, credit maketing, and office
management.

One project that terminated in 2001 was funded by European Commisson and granted
financid support to the State Depatment of Land Management. The tota of about
11,400,000 GEL was provided to the SDLM to support in the implementation of registration
systemn and encouragement of land market devel opment.

The coordination of donors projects is the function of State Depatment of Land
Management. The coordination is caried out on the bass of sysemaic meetings of the
representatives of the projects of donor organizations. Projects have drictly determined the
sphere and fidd of ther activity. Unfortunately, yet there does not exist a unified cadastra
and regidration concept and system and each project of donor organization tries to make
contribution in the congruction of this sysem. To date it is dready achieved that the donors
activities, the soheres and works do not overlap. Unfortunatdly, in spite of the fact that 9x
donors work on the land issues in Georgia, dill there are left certain components of the
regisdration and cadastral system, which cannot be accomplished by the Depatment
independently in the future. The more coordination is necessary, as well as, the change of
projects plans and targets, in order to establish unified cadastral and regidtration system.

Part 6. Conclusions and Recommendations
6.1. The Policy and Regulatory Framework

6.1.1. The legidlative framework of secured property rights

The successful outcomes of the land reform carried out in Georgia included the formation of
relevant legd framework for the exercise of ownership rights on land.
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Ownership rights on property are recognized and guaranteed by the Conditution of Georgia
and the Civil Code of Georgia that ensures freedom of trading of property rights by
individuas or legd entities engaging in sdes or lease transactions. Also it envisages the right
to inherit property rights. However the legidaion (Conditution of Georgia, Article 21 and the
Law on Expropriation Procedures of Ownership for Public Necessty, 1999) consders the
possibility of expropriating property for public necessty. The ownership rights on land ae
protected by laws. on Agriculturd Land Ownership adopted 1996, on Land Regidration of
1996 and Law on Declaration of Private Ownership of Nonragriculturd Land in Use of
Physcad and Private Legd Persons adopted 1998. Recently the Law on the Privatization of
Agriculturd  Land Exiding in Stae Ownership has been drafted for parliamentary
congderation.

The exiding legidative framework alows unimpeded exercise of property rights including
rights on land and creastes favorable pre-conditions for the edtablishment of viable land
market.

Recommendations:

No further action needed to assure badc lega protection of property ownership rights.
Association for the Protection of Landowners Rights has to make efforts to actively lobby the
dreft law in legidature.

6.1.2. Agricultural and urban land management policy

State does not have the unified program of land management. The nationa drategy of
Georgias land reform is just the sum of current and planned internationa projects. The
Poverty Reduction and Economic Growth Program of Georgia incorporates measures for
improved land management as pat of the agrarian reforms prioritised by the program,
however it is more essentid that this broad strategy be transferred into specific programs.

Recommendations;

To assgn the regpongbility of drafting the drategic plan for the implementation of measures
incorporated into Poverty Reduction and Economic Growth Program of Georgia to the State
Department of Land Management with agreement of Ministry of State Property Managemernt,
Minigtry of Urbanization and Construction and Ministry of Food and Agriculture. This can be
achieved by seting the timeframe for the submisson of the plan and organizing the
discussion and coordination mestings of the involved parties.

Drafting the draegic plan for improved land adminigtration will require the broad inter-
minigerid as wel as civil society and citizen support and coordination and accordingly the
interests of the parties have to be satisfied. Significant attention has to be pad to the
involvement of non-governmenta organizationsin the process.

The drategic plan should:

Identify overdl political goals and strategies, and spell out priorities;
Identify needs and priorities for the legd framework;

165



APPENDIX E

Identify an gppropriate digtribution of responghbilities among minidtries, public agencies a
different levels of government and the private sector and propose changes to the
inditutional Structure;

Propose implementation plan with timetable and budget.

State policy has to condder the decentrdization of functions to be carried out for improved
land management policy and the establishment of non-governmentd organizations in cities or
villages that will play important role in the development of locd infrastructure and will assst
local populdion in solving the problems. This process is aready under way and it is necessary
to intengfy it. Nongovernmenta organizations have ganed substantid professiond
experience of working with foreign projects and it is necessary to involve them in reforms and
0NgoiNng processes.

6.1.3. The privatization of the agricultural land remaining in the state ownership

As a result of privatization only about less than 30 percent of the agriculturd land has been
transferred into private ownership. 36 percent are leased out by the state and the rest are
neither leased, nor privatized, they just remain in the state ownership.

Today these land parcels remaining in the state ownership are excluded from the land market
and do not represent the objects of the market transactions. Those 36 percent of the
agriculturdl land are of high quaity and were initidly accessed by the influentid people and
the heads of former collective fams. In most cases they don't cultivate land and sub-lease for
long-term period of 49 years. The excluson of these fertile land parcels from land market will
sgnificantly damage the nationa economy.

Recommendations:

It's essentid to privatize agriculturd land remaining in the dae ownership in the shortest
period, as it will support the further development of farming in the country. Today 80 percent
of the active population in the country are sdlf-employed in the agriculture and the transfer of
land parcels to ther private ownership will greatly facilitate the progress in overcoming the
rurd poverty. Privatization coupled with the liberd tax policy and favorable investment
policy will benefit the population and country's economy.

Other recommended measures include:

Actively lobby the approvd of the draft law on the Privatization of Agriculturd Land
Exiging in the State Ownership.

Initiate public awareness campaign to introduce public with the implications of the new
draft law. However the privatization of land should go beyond transferring ownership
rights to private persons and teke into account the necessty of developing the rurd
infrastructure.

6.1.4. Secured institutional structures
There remans condderable confuson, with ggps and overlep, in the assgnment of

respongbilities among sae and loca agencies responsble for land adminigtration, land
management, and land policy development.
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Some of the principad problems include the conflicts between the Bureau of Technicd
Inventorization (BTI) and the Public Regidries, and the need to make the land registry
independent of political, budgetary, and other pressure or unnecessary congtraints.

The SDLM is presently in the process of redidribution of responsbilities between locd,
rayon and, later on, regiond offices.

Recommendations;

Encourage a nationd policy didogue on the proper organization and coordination of land
cadastre, property title regigtration, land management and related functions, as a precursor to
deveoping an improved inditutiond dructure. Carefully condder and maximize the role of
the private sector and NGOs in an improved inditutional context, in cooperation with relevant
public agencies.

The SDLM has to make find decison in the shortest period of time on redigribution of
responsibilities between locd and regiond offices. Decison should be based on andyss of
the levd that envisages the concept of a “front-office/back-officg” organization (the front
office being amdl locd units for customer services and the back office being bigger regiond
working groups).

6.1.5. Agricultural products processing industry

Although pessants possess some area of land parcels, they can sdl only smal fraction about
10-15 percent of the harvest on loca markets. In order to market, peasant has to go through
many bureaucratic and corruption barriers: tax agencies, traffic police, certification and so on.

In the Soviet period the mgor means for rural population to market their product was
agriculturd  products processing industry. But nowadays these enterprises have ceased ther
operation, only the smdlest pat continue to operate, but with out-dated technique and
mechinery.

Today imported goods dominate locd market, 90 percent of which is more likdy to be
snuggled and fagfied. The price of this produce is so low that locad products cannot be
competitive, for the production of which entrepreneurs pay large amount of taxes and
accordingly the sdlf-value of the products increases.

Recommendations;

Rehabilitation of enterprises and the processing industry  will  Sgnificantly  benefit  rurd
population. This will enable them to supply these enterprises with the surplus of produce and
get profit. Accordingly it is necessary to support the sde of products produced by these
enterprises on both loca and foreign markets.

It is important to introduce internationd sandards and experience of certifying agriculturd
products, so that the export of Georgian produce can be accomplished.

It is necessary to develop transport and packing industry, which will engble the transportation
of agricultura produce to neighbouring countries — especialy to Russa
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It is true that imported goods have to access market, but state must engage in policy to control
the counterfait and smuggling.

6.1.6. Assistanceto thefarmers

Currently farmers and villagers have been left without any attention and assstance by the
state. Instead of assistance sate hinders activities of the farmers.

Rurd population has difficulties to treat the soil properly. The exiding technique is out-dated.
Farmers need to acquire new land cultivating equipment with favorable terms.

Agriculture needs pedticides, fertilizers, seeds and etc. Custom duties on these substances are
very high and accordingly only smuggled goods are imported which are in most cases of very
poor qudity and cause negative externdities for farming.

It is worth mentioning that today Georgian famers are ill trying to continue ther farming
activities based on old Soviet methods and traditions.

In contrary to Georgia, neighboring countries have more liberd policy toward farmers. The
Russan government subsdizes 40 percent of production of seed materid. That is the reason
why the pesticides and fertilizers produced in Russa are chegper than in Georgia

Recommendations:
The dae should find some ways to assst farmers in purchasing new equipment, at least
through the assistance of various internationa donors.

It is necessary to reduce custom duties and create market of pesticides, seed materid, so that
processing and distributing companies can enter Georgian market.

Edablish educationd-consultation centres, which  will asss famers in  planing ther
activities, fam management, and financid management. They should be better informed
about their capabilities, as well as have information on experience of various foreign and loca
farmers.

6.1.7. Land consolidation

The land aea didributed to families during land reform was not exceeding 1.25 ha One
household was dlocated 45 land parcels located in different areas. As these parcels were not
gpt to be contiguous, fragmentation resulted. Large number of smdl inefficent farmers was
formed. Fragmented land is of poor qudity and is not accepted by banks as collateral. Land
conolidation is an effective means to improve agriculturd production and working
conditions.
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Recommendations:

Set up an inter-minigeria task force for land consolidation ;

Draft aLand Consolidation Act ;

Initiate public awareness campaign for the rura population and the decison-makers at
vaious leves to have dear underdanding of the potentid contribution of land
consolidation;

Key players would have to undergo training in land consolidation and spatia planning ;

Pilot projects should be caried out to gan experience with the different approaches and
procedures in land consolidation at community level.

6.1.8. Rural development

An important precondition for dleviging rurd poverty is improvement of the rurd
infragtructure, which has been deteriorated largely for the next ten years. It will serve as a
bass for improving the sandard of living in rurd areas. In this way it will be possible to stop
the migration from rurdl areas and urbanizing of afew cities.

Recommendations:
The development program for rural areas should contain at least the following eements:
Building or maintenance of roads, water supply, power supply ;
Renewd of community facilities, such as school buildings, hospitas, etc. ;
The development of transport infrastructure ;
The development of telecommunication facilities;

6.2. Land Regigration and Cadadtre

There is no independent agency for land and red edtate registration. On one hand the specific
function of adminigering and digposng paticular state property and on the other hand land
registration function are not differentiated from one another.

The unified system of the regigtration of property iights has not been maintained as a result of
conflicting responghilities of SDLM and BTIs Information on land and rdaed building-
congructions is spread among regidration offices and BTI. There are cases of information
duplication, which thregtens the rdiability of this information about the ownership and
endangers owners as well.

The cregtion of cadagtrd systems is held in fragmentary way, as particular aress sgnificantly
differ from each other, and it doesn't refer to the effectiveness of the existing cadadtre, which
lacks features of an unique system.

Recommendations;

Egablish an independent agency of land registration and cadadtre, the regigtrars of which will
not be subject to any pressure and will follow only the rule established by lav and not
bureaucratic directions.
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The issuance of Presdentid Decree requiring BTIs to undertake urgent measures for the
trandferring the data they hold to the SDLM in order to dlow the formation of Public Registry
as the sole source of public information on real edtate.

6.3.Land markets/financial services

6.3.1. Taxation system

Taxation legidation is confusng and complex, as dnce the adoption of Tax Code huge
number of amendments have been incorporated in it each year, o that it's impossible for the
taxpayers to keep pace with constant changes.

Tax implications for people involved in agriculturd activities are not favorable for the
development of farming in the country.

Recommendations;

Involve business associations in cooperation with loca and international experts in drafting
aternative Tax Code. Free the farmers from vaue added tax, introduce the progressive profit
tax dtering the tax brackets.

6.3.2. Credit systems

Credits are hardly accessible for farmerg/peasants and demand very high interest rates. Banks
do not accept agriculturd land as collaterd.

Recommendation:
With the support of Nationd Bank attract the favorable foreign credits at lower interest
rate.
Creste the credit inditution specidizing in funding the agriculturd activities.
Assgn the responghility of managing internationa grants and credits to the non-
governmenta organization acting as contractor to the donor organization.
Promote the development of credit unions.

6.3.4. Valuation system

Council of Audit is a state agency responsible for issuing licenses for vauation activities. One
of the problems identified in performance of auditors is the fact that they accept bribes when
auditing business financid activities or apprasing red edae. lllegd practice dso tekes place
a the Council of Audit, which requires candidates to pay unofficia fees for passing Hate
examination and for training sarvices Generd audit — most common type of license covers
broad range of activities granting license holder too much discretion. Wide range of
economic and legd transactions require gppraisd service, however people avoid to use it,
parties in agreement report reduced property prices in order to minimize the amount of tax
payable.
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Recommendations:

- Specify the ectivities covered by the Genera Audit.
Adopt legidation regulating appraisd activities in separate with audit activities.
Introduce general gpprasd dandards, that will assure that apprasd activities be
conducted on the basis of some broadly accepted principles, and not on the roughest
cdculations.

6.3.5. Investment policy

The complex tax policy of the country and hard crimind dtuation hampers the atraction of
investors. Kidnapping takes place frequently. If businessman doesn't have political patronage,
he has no chances of successful busness. Due to the same reasons internd invesments are
flowing out of the country.

Law on Support and Guarantees of Investment Activities of 1996 protects foreign investors
form discrimination placing foreign and locd investors in equa conditions. However deriving
from nationd interests, legidation doesn't dlow foreign investors to privaize agriculturd
land and define areas in which invesment activities ae redricted. However politica
ingability, dvil unres and poor economic and socid conditions in the country hamper
attraction of investments.

Recommendations:

Sate Government and Parliament has to facilitate efforts toward creating the favorable
invesment environment. Corruption in date agencies has to be diminished or overcome,
bureaucratic sysems have to be reduced and smplified, executive branch of the government
have to be reorganized, donor supported reform programs must be completed, serious police
reforms have to be undertaken. Without the above mentioned, investing capitd in the country
will smply be inexpedient for investors.

Publish materid informing intereted parties about the paticular potentid investment aress,
introduce interested parties with tax implications they may encounter in the course of ther
activities, hold and activdy participate in internationa conferences. The Consulting Council
of Supporting and Encouraging Investments of Georgia can undertake these measures.
Council has to intendfy efforts toward pefecting fiscd and tax policy as important
preconditions for diractive invesment climate, cregiing favorable economic and legd
environment for grants and credits and offering services for interested parties to overcome the
bureaucratic and legal barriers.

It is important to facilitate development of insurance companies in the country, that especiadly

will offer insurance sarvice for naturd disasers and meteorologicd phenomena in agriculture
sector as wdll as insuring production risk.
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Annex |. Quick links about Georgia

Geography
L ocation Southwestern Asia, bordering the Black Sea, between Turkey and Russia
Area 26,911.32 sgmi
69,700.00 sg km
Climate warm and pleasant: Mediterranean-like on Black Sea coast
Terrain largely mountainous with Great Caucasus Mountains in the north and Lesser
Caucasus Mountainsin the south; Kolkhet'is Dablobi (Kolkhida Lowland)
opensto the Black Seain the west; Mtkvari River Basin in the east; good soils
in river vadley flood plains, foothills of Kolkhida Lowland
Natural forests, hydropower, manganese deposits, iron ore, copper, minor coa and oil
resour ces deposits; coagta climate and soils alow for important tea and citrus growth
Land use arableland: 11.5%
permanent crops. 4.3%
permanent pastures. 25.8%
forests and woodland: 43%
other: 15.4%
People
Population 4,900,000 (2002 est.)
Agedructure 0-14 years. 19.59% (male 498,575; female 478,663)
15-64 years. 67.91% (male 1,632,338; femae 1,755,910)
65 years and over: 12.5% (male 241,824; female 381,975) (2001 e<t.)
Population -0.59% (2001 est.)
growth rate
Birth rate 11.18 births/1,000 population (2001 est.)
Death rate 14.58 deaths/1,000 population (2001 est.)
Net migration -2.48 migrant(s)/1,000 population (2001 est.)
rate
Life total population: 64.57 years
expectancy male: 61.04 years
female: 68.28 years (2001 est.)
Total fertility 1.45 children born/woman (2001 est.)
rate
Nationality Georgian
Ethnic groups Georgian 70.1%, Armenian 8.1%, Russian 6.3%, Azeri 5.7%, Ossetian 3%,
Abkhaz 1.8%, other 5%
Religions Georgian Orthodox 65%, Mudim 11%, Russan Orthodox 10%, Armenian
Apostalic 8%, unknown 6%
L anguages Georgian 71% (officid), Russan 9%, Armenian 7%, Azeri 6%, other 7%
99% of the total population (1989 e<t.)
Literacy
Government
Gover nment Republic

type
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Capital Thilig

Administrative | 53 rayons (raionebi, Sngular - raioni), 9 cities® (k'dak'ebi, sngular - k'alak'),

divisons and 2 autonomous republics

Independence | 9 April 1991 ( from Soviet Union)

Constitution adopted 17 October 1995

Executive chief of state: Presdent Eduard Amvrosiyevich SHEVARDNADZE. The

branch president is both the chief of state and head of government
elections: president elected by popular vote for afive-year term; eection last
held 9 April 2000 (next to be held NA 2005)

Legidative Unicamerd Parliament

branch

Judicial Supreme Court (judges elected by the Supreme Council on the president's

branch recommendation); Congtitutional Court

Inter national BSEC, CCC, CE, CIS, EAPC, EBRD, ECE, FAO, IAEA, IBRD, ICAQ,

organization ICFTU, IDA, IFAD, IFC, IFRCS, ILO, IMF, IMO, Inmarsat, Interpol, 10C,

participation IOM (observer), ITU, OPCW, OSCE, PFP, UN, UNCTAD, UNESCO,
UNIDO, UPU, WHO, WIPO, WMO, WTo0O, WtrO

Economy

Overview Georgias economy has traditiondly revolved around Black Seatourism;
cultivation of citrusfruits, tea, and grapes, mining of manganese and coppe;
and output of asmal industria sector producing wine, metas, machinery,
chemicds, and textiles. The country imports the bulk of its energy needs,
including natural gas and ail products. Its only szable internd energy
resource is hydropower. Despite the severe damage the economy has suffered
dueto civil srife, Georgia, with the help of the IMF and World Bank, has
made subgtantial economic gains since 1995, increasing GDP growth and
dashing inflation. The Georgian economy continues to experience large
budget deficits due to afailure to collect tax revenues. Georgia d<o il
auffers from energy shortages; it privatized the distribution network in 1998,
and ddiveries are steadily improving. The country is pinning its hopes for
long-term recovery on the development of an internationa trangportation
corridor through the key Black Sea ports of Poti and Batumi. The growing
trade deficit, continuing problems with tax evasion and corruption, and
politica uncertainties cloud the short-term economic picture.

GDP 6505,2 million GEL (2001est.)

GDP —real 4.3% (2001 est.)

growth rate

GDP - agriculture: 19.2% trade: 12.8% industry: 12.5% transport: 11.0 (2001 est.)

composition by
sector

Population

below poverty | 60% (2001 est.)
line

Labor force 3.08 million (1997)

Labor force by
occupation

industry 20%, agriculture 40%, services 40% (1999 est.)
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Unemployment
rate

11.4% (2001 est.)

Budget revenues. 959,7 million GEL
expenditures. 795,6 million GEL (2001)
Industrial -0.3% (1998 est.)
production
growth rate
Electricity 7.975 billion kWh (1999)
production
Electricity fossil fuel: 20.38%
production by hydro: 79.62% (1999)
sour ce
Agriculture- citrus, grapes, tea, vegetables, potatoes; livestock
products
Exports $320,0 million (2001 est.)
Exports- citrusfruits, tea, wine, other agriculturd products; diverse types of machinery
commodities and metas, chemicals, fud reexports; textiles
Imports $684,1 million (2001 est.)
Imports- fuel, grain and other foods, machinery and parts, transport equipment
commaodities
Major trading | Turkey 17.3%, Russia 16.4%, Azerbaijan 8.3% (2001 ext.)
partners
Debt - external | 2900,5 million GEL (2001)
Currency lari (GEL)
Exchangerates | $1 - 2.235 (March 2001)

SOURCE: 1.World Factbook [On-ling]. Avallable
http://mwww.cia.gov/ciapubli cationsfactbook/geos/gg.html

2. State Department of Statistics. Socia-Economic Indicators of Georgia Thilis, 2001.
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15 October, 2001
APLR Legal Team

L egal Issues Related to Households and Land

This document comments on many interesting issues reated to households. Vague provisons
and term of the exiding legidaion often do not give a clear idea of the effects of the land
reform on households. It is noteworthy that there exised very meeger legd information in
connection with households. Of the exiding legidation, very few legidative Acts concern
households. But despite this, based on generdization of the existing materias and on practice
aready edtablished as precedents, the legd team managed to conduct a thorough study and
cadt light upon many interesting issues.

In the study of issues related to households, information is represented in a form which is
more understandable and acceptable for the population. Also, the answers are postioned in a
way, which dlows the reader to see the tendencies of opinion development, based on what
preconditions, or on materids received from which agencies the indicated answers were
produced. We think that presentation of legd materias in such a way will make it easier for
tem to be perceived by persons interested with households issues in the process of land
reform.

1. Notion of household

To directly address the notion of household, we tried to directly quote from exising
legidation, but we have not been able to find such a normative Act in any legidaive Act or
government agency (Parliament, Ministry of Agriculture and the SDLM). In connection with
this issue, we met a the Parliament of Georgia with the management of the lega department
and the depatment for provison with legidaive information, but they were unable even to
refer us to any normative Act in connection with households, let done to provide a definition
of the household notion. At the Minisry of Agriculture we had a medting with the chairman
of the department of agriculture and hi deputies, the Head of the legad service of the Ministry
and the Head of the department of agrarian reform, who aso did not know anything about
exigance of such a normative Act and who advised us to address the SDLM. Unfortunately,
we could not obtain a reliable answer from the SDLM Chief Regigrar either. Despite the fact
that none of the above-mentioned person knew anything about any legidative Acts that
regulate households, they dl agreed with the following wording, proceeding from the Land
Code and precedent norms, which is given below:

“A household is a family residing in a village, which is registered in the household journd of
the sakrebulo. A household may or may not be involved in farming.”

The difference between a household and afamily resding in acity may be the following:
a) Unlike families resding in dties, a housshold may comprise one or severd families For

example, one household may consist of:
The household, his spouse and their children
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Married sons/daughters, their spouses and children

b) A household may include other persons, who are not family members (E.g. cousns, €ic.).
In such cases, these persons must be regisered in the Sakrebulo household journas as
household members.

2. Household member ship

Unfortunately, while answering the question of who is a member of a household, we could not
quote from any legidaive Act (snce no such Acts could be found). Neverthdess, we 4ill
tried to provide an answer to this question. Firg of dl, we should know, that a household is a
rurd family, which is dightly different. From the structurd point of view, the only difference
between an ordinary family, living in a dty, and a househald, is that the family living in the
cty is cdled a family and the family living in the village is cdled a household. According to
Article 1106 of the Civil Code, a family is a voluntary union of a woman and a man, which is
regisered & a date agency of civil condition. Since a household is a family of specific
charecter, redding in a village, joining it and withdrawing from it takes place in accordance
with gpproximately the same rules, as it happens in case of families living in cities. To make
the answer more clear, a person may become a member of a household through the following
ways

a) naturdization (birth);

b) marriage (to one of the household' s members);

c) consent of the household head, who lives in a village and is registered in the household
journa. Thisruleis accepted and dso functionsin practice.

3. Withdrawal from household

In connection with this issue we found only one legidatlive Act — the Land Code, which
concerns withdrawa from ahousehold. According to Article 72 of the indicated Code:

“During divorce (separation) of a collective farm household, which is registered a the
people's delegates daba, village council executive committees, to the newly created
faming household is given land, by the generd medting of the collective fam's
members, through the rule and within the standard limit envisaged by the collective
farm’s charter”.

Although this aticle mainly concerns the issue of dlocating land to newly formed households
and is less rdated to the procedure (rule) of withdrawa from a household, neverthdess, this
Article is dill one of the standards, which discusses the issue of withdrawd from a household.

In red practice, withdrawd from a household takes place according to the wish of the
household members, who are of age. Such cases are more frequent during marriage of a
household member (mostly a sor/daughter or a grandson/granddaughter), when a new family
is created. In any case, withdrawa of a person from a household has to be recorded in the
household journal. Namdy, the person who has withdrawn from a household has to be
withdrawn from the journa of this household and recorded as a new household.
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4. Household ownership during land privatization

During land reform, land was didtributed both to households and individua persons (citizens
and legd entities):

The Decree No. 128, of February 6, 1992, of the Cabinet of Ministers of the Republic of
Georgia defines, that in accordance with, “2. Allocation of resdentid land parcels shdl be
carried out according to the households recorded by the sSituation of January 1, 1992. New
households established as result of separation after January 1, 1992, shdl be satidfied after
cregtion of the land reserve fund for this purpose. Separation of a household takes place in
cae of exigence in it of two or more song/daughters, who are of age, in this case one of the
songdaughters remains the inheritor of the household and no separate resdentid land parcel
is dlocated to him/her. In case of a household with a single child, no separate resdentid land
parcd isdlocated”.

This Decree clearly confirms that during the process of land reform, which began in 1992,
agriculturd land was dlocated into ownership of households (families resding in villages).
As to the households created after January 1, 1992, they would receive land from the land
reserve fund. According to the Decree No. 48 and other Decrees of the Cabinet of Minigters,
al of the agriculturd land exigting on territory of Georgiawas divided into 3 parts:

a) the fird pat was included in the state land fund, and this land was not alocated in
the reform;

b) the second part was included in the reform fund (this land was alocated) and,

c) thethird part wasincluded in the reserve fund (this land was alocated)).

The fact that land was redly dlocated to households is confirmed dso by Article 3 of the
same Decree, according to which:

“If a household turns out to have more resdentid land parcels compared to the area
registered in the land registration bound book, the land parce which remans after
resdentid land is filled up to the dandard maxima area, edtablished by reevant
commissions, istransferred to the reserve fund.”

This means that the land dlotment regidration journds (“bound books’), exiding in village
sakrebulos, record the names of households and the land parcels dlocated to them. The
excess of parcds regigtered in the journd is trandferred to the reform fund, i.e. given to other
persons.

During the process of land reform, land was dlocated not only to the persons resding in
villages (as households), but dso to the persons resding in cities (or rayon centers). This is
confirmed by Point 6 of the Decree No. 290 of the Cabinet of Minigters, according to which to
the Georgian citizens residing in cities (or rayon centers) were dlocated — in suburban areas —
0.15 hectares, in flatland and low mountainous areas — 0.25, and in mountainous areas — up to
1 hectare.
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The difference between the land dlocated to persons resding in villages and the land
dlocated to persons resding in cities (rayon centers) lies in the following — the land alocated
to the person residing in a village is in ownership of the household of this person (head of the
household), i.e. the land is in co-ownership. This person cannot dispose of the land (sdl,
lease, mortgage, etc.) based only on hisher will. For that it is necessary to obtain consent of
the members of higher household, who are of age. Meanwhile, the land alocated to the
person resding in a city (rayon center) is in persond ownership of this person, i.e. the
landowner is a single person.

5. Household co-owner ship of land

The land dlocated to rurd resdents is in household ownership. This means that this land is
not in ownership of only that person, to whom it was dlocated. Despite the fact tet, through
land digtribution (reform) list and RDA, land was directly dlocated in the name of the head of
the household resding in a village, it ill will not be consdered to be in persond ownership
of this person. The land is consdered to be in @mmon ownership of the persons included in
the household. This means tha land is in co-ownership and consequently the members of the
household who are of age are authorized to dispose of it, by way of common agreement.

Since dl red edate of a household is consdered to be in co-ownership of the household
members, household ownership may be ddimited among the household members, according
to shaes. Such opportunity is provided by Article 173 of the Civil Code, which dSates
“Common (shared) ownership is edtablished based on law or transaction”. This Artide
clearly points out that property, exising in co-ownership, may be divided according to shares,
without violation of the principle of co-ownership (common ownership). Meaning that
household members may have ther own personified share in the land exising in common
ownership of the household. All members of the household, through common agreement,
have the exclusve right to divide the household property existing in co-ownership, into shares
and to didribute them between household members. The issues of volume and quantity of
shares are ds0 decided by the household itsdf. Despite divison of the land, exiging in
common ownership of household, into shares, this land is 4ill in private ownership of the
household.  Consequently, the share are not consdered to be private ownership of the
household members.

6. Head of household

We have not been adle to find a definition of the head of the household in any legidative Act.
As to the definition which is accepted in practice, head of the household is the eldest member
of the household, who has a certain experience in farming, manages the household, organizes
digribution of functions between household members and is regigered in the household
journd as the head of the household.
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7. Inheritancein household

“Inheritance on common property of a household is opened in the household as of the
day of death of the last member of the household” — Article 1323 of the Civil Code.

In case of death of the head of the household, land remains in common ownership of the
remaining members of the household. The indicated Article specifies the right of ownership
in connection with households. According to Article 1323, in case of death of the head of the
household, the issue of inheritance is not raised (in case if the deceased person has household
members). The issue of inheritance, in connection with households, is raised after death of
the last member of the household. For example, land is alocated to a 3-member household,
which includes father, mother and child. In case of death of the father (head of the
household), inheritance | not opened. Father’s right of ownership on land will be transferred
to the mother (wife) and child, i.e. the ownership right will be consolidated. Stuation will
aso be the same in case of death of the wife (mother). Mother's right of ownership on land
will be transferred to the child and the child will become the sole owner of the land parcdl.
Meanwhile, in case of desth of the child, there will be raised the issue of trandfer of land
through inheritance and land will be tranderred into ownership of inheritors of the child,
based on the law or the will — cousins, etc.

According to Article 14 of the Condtitution, “ dl humans are free by birth and equa before
the law, notwithstanding their race, color of skin, language, sex, religion, politicd or other
views, nationd, ethnic or socid affiliaion, origin, property or rank, place of resdence’. This
means that in Georgia men and women re equal. Proceeding from here, a head of a household
may be a man or a woman. There does not exis any other legidative Act, which establishes
any necessty of a head of a household being a man or a woman. Head of a household is
traditiondly a man. If the mae head of a household is nat dive anymore or if he is dive, but
due to physicd or mental date, canot manage the household and carry out the actions
necessary for functioning of the household, then his place may be occupied by his spouse

(i.e. awoman).

There have exiged and 4ill exis many examples, when women are heads of households as
well (if they do not have husbands). Apart from the above, there are also many cases, when a
womean is the only member of a household. During land reform, land was alocated exactly in
their name. Their names were included in the land digtribution (reform) lists and RDAS.
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The Other Agricultural Land Reform in Georgiaz State Leasng of Land to Private
Farmers

1. Two Land Reforms

Totd agriculturd land in Georgia amounts to about 3 million hectares.  There ae
approximately 795,000 hectares of arable land and nearly 268,000 hectares under perennia
crops. Land dassfied as “mowing’ comprises 142,500 hectares™ while pasturedland
occupies dmogt 1.8 million hectares.

The land tenure situation in 1991 was approximately as follows*?

Nearly 1,300 large collective and date farms cultivated about 3 million ha of agriculturd
land. About 1 million hectares were arable or perennid land; the rest were mostly pasture
and mowing lands.

About 700,000 farm households cultivated about 15,400 hectares as household gardens
plots.

A two-pronged agricultura land reform was devised in Georgia to move toward a market-
oriented economy, one prong being the digribution of land parces of up to 1.25 hectares in
ownership to rurd families, and the second being the leesng of the remaning date-owned
land to physca and legd entities. The land reform program was intended to create a sdf-
mantaining sector of subsSgence-oriented small famers and a market-oriented  sector
controlled by larger leaseholders.®®

In countries moving from the socidis modd to a maket-oriented mode based on
private enterprise, the privatization programs affecting agriculturd land have involved various
land tenure arrangements. In Albania, for example, the initid idea was the digtribution of
land in ownership to the resdent families on the cooperdives, which were disolving in any
case, and the retention of land in date farms, which were managed in the interim by the
remaning date fam managers, for aitracting foreign investors (Bruce etad., 1993). Some
leasing to these managers was aso done.  In the Moldovan example, the kolkhoz and sovkhoz
land was given in ownership to fam families and to ex-collectives trandformed into joint
sock companies and other legd “persons’ to facilitate this trandfer into private ownership of
land and ill preserve the perceived economies of scale of the ex-kolkhoz and ex-sovkhoz
(Czaki and Lerman, 2002; and Dumitrasko, 2002).

In Georgia, ds0, the leasng of date-owned agricultura land to private farmers was
done to preserve the economies of scde embodied in the land and water management systems
of the former socidist enterprises and to encourage private initigtive for market-oriented
agriculturad  production. In the proportion of the tota agriculturd land area involved, the
Georgian land-leesing program provides a ggnificant example for other trandtion countries.
The purpose of this article is to describe the Georgian program for leesng of State-owned

4! The term “mowing lands” refersto land that cannot be plowed but is more commonly used for uncultivated
?rasses, which typically are mowed and stored for livestock feed.

2 From Strubenhoff, 2002, p. 48.
43 Ebanoidze, 2002, p. 6.

183



APPENDIX G

agriculturd land to private faamers and to identify some of the achievements and difficulties
of that land reform component.

1.1 Privatization into Ownership

The “smdl parcd” reform under Resolution 48 of January 1992 was planned to transfer
ownership of the affected land from the dtate to households. Under this first reform, about
744,000 ha of agricultural land were distributed in ownership to 1,055,200 families** The
average Sze of these privatized agriculturd landholdings varied from 0.3 ha in didricts with a
low land-man ratio to 1.25 hain digtricts with more available land.

1.2 ThelLeasing Option

In 1996, the second prong of the land reform—the leasing of state-owned agriculturd land to
private fames as ether physca persons (individuds) or legd persons (limited ligbility
companies and other types of corporate ownership)—officidly began. However, the legd
authority for leesng sate-owned agriculturd land has undergone severd modifications since
the Law on Agricultural Land Leasng was gpproved. The Civil Code repeded this law in the
following year, on 26 June 1997. Subsequently, Presidentid Order No. 446 (2 August 1998),
“On the Rules for Leasing State-Owned Agriculturd Land,” in effect brought the 1996 Law
on Agriculturd Land Leasing back into force.

Table 1 shows that in 2002, 25% of total agriculturad land (including pasturdand) had been
privatized into ownership and 30% remained in state ownership but had been leased to private
famers.  About 36% of the country’s agriculturd land is classfied as pasturdand, and it
remans in dae owneship. Almost 10% of the tota agriculturd land is locaied in
Samachablo and Abkhazia, two regions where state land adminigtration has been limited, and
where political conflicts have been problematic.

About 13% the country’s arable, mowing, and perennidly cropped land that remains in date
ownership is not leased, as is 52% of the pastured land (excluding Samachablo and
Abkhazia). Some of the unalocated cropland and a smdl percentage of the undlocated
pasurdland lie in border aress, particulaly dong the boundaries with Abkhazia, and
Samachablo/South Ossetia

Most of the unadlocated state-owned land (neither privatized nor leassed) is dasdfied as
pasture—over 1.1 million hectares, including Samachablo and Abkhazia Such land is often
used by communities or groups of families for the paduring of ther livestock and is
composed of mountain summer pastures and some winter pastures.  An unknown portion of
this type of land is smply abandoned and not used for agriculturad purposes, largdy because
it is not suitable for agriculture under present conditions (for example, swampy, un-drained,
or degraded land).

44 strubenhoff, 2002, p. 20. Due mostly to the civil disturbances that have since affected some parts of the
country, not as much land was actually privatized in this program as had been estimated to be in the privatization
fund when distribution began.
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2. Leasing of State-owned Agricultural Land

Information from the rayon offices of the State Department of Land Management (SDLM),*
which assged in the preparaion of date agriculturd land-lease agreements, indicates that
there are an edimated 42,000 leases to physical persons for 464,400 hectares, and an
estimated 6,000 leases to legal persons for 438,600 hectares of cultivated agricultura land and
pasturdland. Adding these two types of leases yidds an edtimate of 48,000 leases involving
903,000 hectares of state-owned agricuturad land, including cultivated land and pastured land.

21 LeaseProcedures®

In order to conduct the process of leasing land in an organized manner, bodies of locd sdf-
govenance form permanent commissons, which publicize the informaion on the lad
parcels subject to being leased and conduct competitions on leasng out the land.
Commissons include representatives of various minidries, depatments, and locd
government bodies.

In order to process a lease on state-owned agricultura land, the relevant locad government unit
mugst obtan consent from the following nationd government agencies the Minigry of
Agriculture and Food, the Forestry Department, the Ministry of Environment Protection and
Natural Resources, the Department of Geology, the Center of Archeologicd Research, the
Department of Monument Protection, and the Ministry of State Property Management.

Based on a commisson’'s request, relevant rayon offices of the SDLM compile plans of the
land parcels subject to being leased. Twenty days before holding the competition, the
commission broadcasts information on the land parcd. Interested persons have the right to
become acquainted with the details indicated including:

1) title of the body of locd governance (i.e, title of the lessor);

2) typeand terms of the compstition;

3) lease payment on the land and method for paying it;

4) find deadline for accepting gpplications on leases of sate-owned land parcels,
5) timeand location of holding the competition; and

6) areaand description of the land parcd.

The competition can be both “commercid” and “noncommercid.” In case of a commercid
competition, the lease is awarded to the gpplicant who offers the highest financid bid. In case
of a noncommercid competition, the lease is obtained by the gpplicant who submits the most
satisfactory “busness plan.” (The commission determines which business plans are suitable))

The commisson, together with the bodies of locd governance, determines whether the
compstition has to be commercid or noncommercid. If there is only one person who is

> The SDLM isacentral government entity with officesinrayons, which assisted with the privatization and
|easing programs and which continue to provide technical assistanceto local self-governing units pertaining to
land matters. The SDLM national office publishes periodic statistics concerning agricultural land uses.

46 See Tsomaia, 2002, for more information on lease procedures.
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willing to lease land, the land is leased to that person. In dl other cases it is mandatory to
hold a competition.

During processing of lease agreements on state-owned agricultura land, the lessor, considered
to be the date, is represented by the body of locad government, while the lessee can be
represented by a person, group of persons, or alega entity.

The Presdentid Order regulating leases of State-owned agriculturd land mandates that no
lease agreement may have a lease term longer than 49 years. The length of term of a
paticular lease is edablished during the negotiations between the commisson and the
potential lessee.

The commisson picks the winner of the bidding for a lease by a Smple mgority of votes. Its
choice is recorded in a formad protocol, which is dgned by al the membes of the
commisson. The commisson submits the protocol and the lease plan to the body of locd
governance whose jurisdiction covers the leased parcd. Within two weeks, that body informs
the commission of its decison and identifies the winner. The gpplicant must be told of the
decison of the commisson (whether postive or negative) within 10 days. In case of a
negative answer, the gpplicant has the right to apped the decision to aloca court.

After this procedure, a lease agreement between the body of loca governance and the
competition winner is processed; it is to be registered a the Rayon Public Registry—a unit of
the SDLM—within 30 days.

These leasng procedures have been subject to the frequent criticism tha ther improper
application has led to corrupt practices and widespread abuse (see below).

2.2 Priceof ALEASE

The lease price should be a least equal to the land tax rate and could be higher. This tax rate,
st locdly by the sakrebulo®’ adminigtration, can range (according to the tax code of 13 June
1997) from 8 to 51 gel*® per hectare of cropland per year. (By way of comparison, in the
outer digricts of the city of Thilig, the tax rate is .06 gd per square meter, or 600 g per
hectare.) Pasturdand istaxed at the rate of 3 gel per hectare.

The principles of caculating and paying the lease rent are vague in practice. Lease payments
ae pad differently in each rayon. For example, in some rayons the lessees are paying only
the fixed land tax as rent. In other rayons the lease rent is added to the fixed land tax; that is,
if alessee has 10 hectares of arable land, he/she pays 10 x 24 (the annud land tax on 1 hectare
of land) x 2 per year. According to explanations of regisrars, the lease rent cannot be less
than the land tax, but how much higher than the land tax seems to be up to the locd
government entity.

47 A “sakrebulo” isthe smallest land administrative unit. Several sakrebuloscomprisearayon. Several rayons
comprise aregion.
8 US$1.00 = 2.15 GEL (Lari).
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Other complications exis. In the Senaki Rayon, for example, in addition to the land rent and
land tax, there is the “discounted tax,” which equas 2% of the lease rent to be paid during the
term set by the lease agreement (the property tax related to land lease is determined by
Section 8 of the Tax Code of Georgia, Articles 164-169).

The lesee must give the lease payment to the locd adminidtration body of the rayon whose
jurisdiction encompasses the leased parcd. The annua land tax is dso determined by that
adminisrative body. Typicaly agriculturd land is divided into categories. Table 2*° shows
the annud land tax per hectare in sdlected rayons.

When the lease price is dose to the tax rate, which in theory is around 1% of the “vadue’ of
the land, the amount paid to lease the land is in most cases well below the productive potentia
of the land. If we use the leasing of private land to private lessees as a reference, the rule of
thumb is that the price of the lease on a yearly basis should be at least 10% of the vaue of the
land (under conditions of an gproximate 7% rate of interest on depodts). This rule of thumb
for esimating the value of land comes from the notion that commercidly minded landowners
will want to recover ther investment in buying land within 10 years, or dse they can make
more money by <dling the land and leaving money recaived from the sde in savings
accounts. In the case of establishing an approximate price for state-owned land leasing, the
“10% of market vaue' figure is illudrative, in that the state does not function with the same
logic as a private owner of land, and the profitability of agriculturd production may not be
aufficient to pay high lease rates. But even with this caveat, the Georgian practice of
establishing the lease fee to be about equa to the tax rate, which is a best 1% of the market
vaue, even with low agriculturd profitability, probably represents a subgtantid subsidy to the
lessees.

One tegt of this hypothesis of overly low lease prices is to verify whether the lessees of date-
owned land can find sublessees who are willing to pay higher rents than what the origind
lessees pay the state.  Such arrangements would be attractive to the origina lessees, since they
could generate profits without investment in time or money in the farming operation.
However, such subleases are illegd without the consent of the SDLM. In no case has such
consent been given. Nonetheless, some evidence exists that subleases are common.®® It is
likely, then, that in many lease rates sakrebulos, are lower than what people are willing to pay
to access land, leading to a loss of revenues for the state and a specid subsidy for those
fortunate enough to have obtained lease agreements.

3. Sources of I nformation about Leasing Arrangements

In order to be vaid from a legd perspective, dl leases are to be registered a the Rayon Public
Regidry, an adminigrative unit of the SDLM. In fact, only some of the lease agreements are
registered, with the originad copies kept in many cases only in the office of the Gamgeobdi as
well as with the lessees. The Public Regidry archives do provide a systemdtic information
source for legdly valid lease agreements.

49 From Tsomaia, 2002.
%0 Strubenhoff, 2002, p. 18.
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In 2002, the Association for the Protection of Landowners Rights (APLR) organized field
teams to vigt each public registry and gather data on dl registered leases. From this
information the APLR developed a database pertaining to 13,975 registered leases of date
owned agricultural land that had been registered a the public regidtries as of mid-2002. This
database included 644 registered lease agreements that had been terminated. Of the registered
lease agreements, another 36 did not have the total area leased noted in the agreement or did
not adequately identify the lessee.  Eliminating the 644 terminated leases and the 36 without
minima information leaves 13295 active, regidered lease agreements with goplicable
minima information noted.

Using various comparisons between the sample of leases that were registered and the generd
information from the SDLM, we atempted to estimate how close the APLR sample estimates
are to those of the SDLM data on dl leases. With the exception of the APLR's finding that
21% of the lease agreements do not specify a term and the SDLM’s data not showing such
agreements, the two sources of information are farly cose in terms of the percentages of
leesed land in the three main categories of lease terms across the various regions of the
country.

4, Leasing of Cropped Land

There has been a debate about the dedrability of continuing the leesng of Sate-owned
agricultura  land. Mogt observers, however, agree that the present system of leasehold
adminigration is not working wel. One st of critiques argues for improving the leasehold
administratior™  while another set argues for the converson of leased land into privaely
owned land. Although various draft legidative ideas have been prepared for the privatization
of the leasehold lands, most agree that any such effort should ded only with cropped land—
that is land used for mowing, arable crops, or perenniad crops—and should exclude
pasturdland from privatization. The implementation of a lawv would probably dso involve
some redtructuring of leases of pasturdand, if not actua privaization to individuad owners.
The following analyss of leased, state-owned agricultural land focuses firsg on the cropped
land and then on the pastureland.

The APLR database of registered leases dlows us to focus on areas of leased cropped land
and andyze the type of lessee, the period of the leases, and the numbers of leases with
different areas of cropped land. There are 10,513 leases in the APLR database that have
information about the areas of leased mowing, arable, and/or perennidly cropped land. There
are 1,667 active, registered leases that are only for pastureland and do not have any cropped
land included in the leases (see below for a discussion of leasing of pasturdland). There are
another 71 lease agreements only for the “other” type of land use category, including in most
cases access roads, cands, and other uncultivated land (and in other cases dso lakes or
ponds), that do not have cropped or pastured land included. Some lease agreements indicate
only the total arealeased, without showing the type of land involved.

®1 This debate has occurred in several countries, as summarized by Hong and Bourassa (2003) for leasing of state
land in urban contexts, and in Stanfield (2000) for leasing of state-owned agricultural land in Trinidad and
Tobago.
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4.1  Typesof Lessees

In broad legd terms, there are two types of lessees. legd persons, and physicad persons.
Within the “legd person” category are numerous subtypes. Table 3 shows the average
amount of cropped land, the actua amount of cropped land, and the number of leases for each
type of lessee for different amounts of leased land.

Over 90% of the leasess ae hdd by physcd persons (including individuds, individud
entrepreneurs, and groups of individuas). Some of thee leases are rdatively large, with
nearly 5% held by individuds involving 50 hectares or more and controlling nearly 24% of dl
cropped land. On the other hand, nearly 62% of dl leases are held by individuds in
relatively smal parcds, controlling less than 10 hectares of cropped land. About 30% of dl
leases are held by individuas in holdings of less than 3 hectares of cropped land, but these
leaseholds control less than 2% of al of the cropped land.

A second type of leasehold is the leasing of public land by some form of public aency, such
as Gambeobas, minidtries, or education and research centers. These entities represent less
than 1% of the leaseholds and control less than 3% of the cropped land. These agencies
typicdly do not have the resources to purchase the land, but they may provide localy
important public sarvices  Privatization commissons should have the flexibility to ether
continue the leasehold arrangements or to transfer the ownership of the land to these entities
at low or no cost.

The third type of lessee includes the limited ligbility companies, stock companies, firms,
farms, cooperatives, and other types of “legd persons” These types of lessees tend to control
much larger areas of cropped land but are rdatively few in number. Those that control more
than 50 hectares of land represent only 3% of al lessees but hold over 32% of al cropped
land. Due to the amount of cropped land controlled, specid attention must be paid to how
these types of organizations are trested in the privatization process. Some of them may be
inheritors of kolkhoz and sovkhoz lands, though such examples are rumored to be few. Other
legal persons ae corporate entities, which may be controlled by powerful people and
companies that have decided to take control of large areas of cropped land. In some instances
it is dleged that these lessees have made sgnificant invesments in agriculturd  enterprises,
but in others it seems that they have not used ther holdings effectivdly. There is little
systemétic evidence on these points, however.

Taken together, the holders of large leases (50 hectares or more of cropped land) represent 8%
of the total number of lessees but control 56% of the leased cropped land. This concentration
of leased land in the hands of a rdatively few lessees could cregte difficulties for the other
households in rurd communities. Families that recaved land in ownership in smdl parcds
during the firsd phase of the land reform may be redricted in acquiring sufficient land to
generate adequate household income,

4.2 Periodsof Leasesof Cropped Land

An important issue in the privaizaion of the ownership of state-owned agricultura land held
in legd leases is the length of the lease. The longer leases may be difficult to convert into
ownership before the end of the prescribed period. The holders of leases with low rentd
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levels may be generating windfal profits for the lessees, who would be rductant to terminate
the leases and buy the land.

Nearly 70% of the leases are for 10 years or less, and nearly 66% of the cropped land is held
in such leases. Those 10-year leases arranged in 1996 and 1997 will be expiring by 2006 or
2007.

Almost 18% of the active leases with land use specified have no period defined, and these
leases control about 17% of the total land leased by the State.

As seen in Table 4, the number of leases prepared has been at about the same levd every
year’ snce the lessing progran began in 1996. The number prepared in 2002 is
underestimated, since the data were collected in the firs sx months of that year. About 20%
of the land in these leases with year noted is tied up for periods longer than 11 years, mostly
for 49 years. On the postive sde for the planned privatization program, nearly 80% of the
land isleased for periods of 10 yearsor less.

There are many lease agreements, however, for which there is no date of execution—2,491 in
the sample and about 24% of cropped land leases. About 60% of such lease agreements do
not define the period of the lease. Lease agreements could be better drawn up.

5. Leasing of Pastureland

While pasturdland is presently excluded from discussons about the privetizetion of State-
owned agricultural land, there are an estimated 600,000 hectares of pasturdland presently
leased and another 1.2 million hectares that have not been dlocated under lease agreements.

For leases involving cropped land, about 10% also involve pasturdand. Peasturdland leases
are for large extensons of land, averaging 112 hectares per lease; 20% of such leases are for
200 hectares or more. On the other hand, about 35% of the leases involving pasturdand are
for less than 10 hectares of pasture.

Pasturdland is frequently the subject of locd disputes, snce the tradition has been for
communities to organize access to and use of pasturdand while leases or other forms of
private appropriation of these lands exclude some traditiona users.

Pagturdand that is managed by individuds or by communities without rules of access and
management can deteriorate from overuse, leading to eroson and loss of important land and
water resources.

The leases that involve padurdand are found predominantly in Kakheti and Samtskhe-
Javakheti regions, which contain over 76% of dl leased pasturdand. There are both very
amdl and very large areas leased for pasture, as shown in Table 5.

The amount of land leased for pasture varies consderably from lease to lesse, with many
leases for smal amounts of pasurdand. Table 6 shows these data. Nearly 80% of the lease
agreements do not include any pastureland. However, for those leases that do include pasture,

%2 Thevalid date of the lease was taken to be the earliest of the three dates, any or all of which were recorded in
each |ease agreement.
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with about one-third involving 100 hectares or more of leased pastures, control nearly 90% of
al the leased pastureland.

Lease agreements for the most part ded with cropland, though some of the agreements are for
only pastureland and some are for both cropped and pastured land. Table 7 shows that over
74% of pasturdand is held in leases with no cropped land. About 10% of total leases,
however, involve both cropland and pastureland.

6. Conclusions

The leasng of dtae-owned agriculturd land to private physicd and legd persons was begun
formaly in 1996 and has affected about 30% of the totd agriculturd land area in about
48,000 leases. The digtribution of about 25% of dl agiculturd land area in ownership to over
1 million families was begun in 1992 to provide emergency access to land for subsistence
purposes in times of grest turmoil. Retaining agriculturd land in date ownership for leasing
origindly intended to get agiculturd land into the hands of market-oriented producers as
distinct from the more subs stence-oriented holders of the land given in ownership.

The leasing of date-owned agriculturd land has been administered by locd sdf-government
entities, with technica support from locd employees of the State Depatment of Land
Management. Forma procedures provide for the auctioning of land for lesse under the
supervison of locd commissons, though there are criticisms of the procedures actudly used
and concern that some privileged people acquired leases in nonttransparent ways. The lease
rents in most cases are probably set below the price that loca producers would be willing to
pay, dthough the criss in agriculture (low prices, limited markets, difficult transportation) has
limited the abilities of people to pay for leesng of land.

Until other data are available, the APLR’'s database concerning the 13,975 lease agreements
registered a the Rayon Public Registries can be consdered as representative of the
goproximately 48,000 leases that the SDLM information shows as exiging in 2002.  The
proportion of leased land in different regions, the proportion leased to physca and legd
persons, and the terms of the leases are quite Smilar in the two sources (the APLR database
and the SDLM information). The APLR daabase dlows the following summary description
of the achievements and difficulties involved in the program for lessng dSae-owned
agriculturd land to private farmersin Georgia

1. Small and large holders of leased, cropped land
Smdler leases, less than 50 hectares of cropped land, represent 92% of al leases.
However, the holders of large leases (50 hectares or more of cropped land) represent 8%
of the number of lessees, but control 56% of the leased cropped land. This concentration
of leased land in the hands of a relaively few lessees could creste difficulties for other
households in rurd communities, since the land digributed in ownership resulted in very
smdl holdings

2. Leaseperiodsfor leasesof cropped land
Nearly 70% of the leases are for 10 years or less, and nearly 66% of the cropped land is
held in such leases. Those 10-year leases arranged in 1996 and 1997 will be expiring by
2006 or 2007. Almost 18% of the active leases with land use specified have no period
defined, and these leases control about 17% of the tota land leased by the Sate.
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3. State-owned pastureand.
There are an estimated 600,000 hectares of pastureland presently leased and another 1.2
million hectares that have not been dlocated under lease agreements. For leases
involving cropped land, about 10% dso involve pasturdand. Pasturdand lesses are for
large extensons of land, averaging 112 hectares per lease; 20% of such leases are for 200
hectares or more. On the other hand, about 35% of the leases involving pasturdland are
for less than 10 hectares of pasture.
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Table 7: Privatized, leased, and other state-owned agricultural land in Georgia

Total Total Privatized into L eased Other ag lands Agricultural
Classes of land 1985 ownership (excluding remainingin landsin
2002 (excluding Samachablo  stateownership  Samachablo and
Samachablo  and Abkhazia) (excluding Abkhazia
and Abkhazia 2002 Samachablo and 2002
2002 Abkhazia)
2002
(000s (000sha) % (000sha) % (000sha) % (000sha) %  (000sha) %
ha)
Total ag. land 2,991.0 3,022.7 100 743.7 24.6 903 299 1,100.8 36.4 275.2 9.1
Ardble 783.2 7953 100 427.3 53.7 230.5 29 89.8 11.3 47.7 6
Perennid 347 267.9 100 1714 64 26.7 10 256 96 44.2 16.5
Mowing 173 142.5 100 41.9 29.4 458 32.1 448 315 10 7
Subtotal, cropped  1,303.2 1,205.7 100 640.6 53.1 303 25.1 160.2 13.3 1019 8.5
Pasture 16724 1,797.2 100 833 4.6 600 33.4 940.6 524 1733 9.6
House parcels 15.4 19.8 100 19.8 100 O 0 0 0 0 0

Source: State Department of Land Management (SDLM), Thilis, Georgia, April 2002.
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Table8: Examplesof annual land taxesin selected rayons

APPENDIX G

# Rayon Annual tax for 1 haland (GEL)
Arable Perennial plants Mowing Pasture
1 | Abasha 1-34 1 -34 Information 3
I-25 I-25 not avalable
I -18 11 -18
2 | Bolnis Irrigated — 52 Irrigated — 52 6 3
Non irrigated — | Nonirrigated — 35
35
3 Martvili 235 235 Information 2
not avalable 1.6 (Alpine)
4 | Senaki | -33 | -33 Information 3
I1-235 [1-235 not avalable
I —-17 I —-17
5 | Teritskaro | -38 | -38 6 3
I—-27 I—-27
[ —20 [ —-20
6 | Tsdka | -34 | -34 6 3
I1—-29 I1—-29
I -19 I -19
7 | Ninotsminda | 19 19 6 3
8 | Aspindza 17 17 4 2
9 | Adigeni 13 13 4 2
10 | Akhakalaki 22 22 6 3
11 | Akhdtskhe | 22 22 4 2
12 | Kaspi 28 28 4 2
13 | Zestgphoni 20.5 20.5 Not available | 1.5
14 | Khobi 235 235 6 3

Source: APLR study of agricultura land taxes.
Note: US$1.00 = 2.15 GEL (Lari).
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Table 9: Cropped area by type of lessee and size category (areasin hectares)

Type of lessee Areacropped, re-|Average| Number| Area | % Total | % Total
grouped area |of leases leased | areaof |number of
cropped for cropped | leases of
cropland |land leases| cropped
land
Ltd, stock, coops, .01 —2.99 hectares |1.4 60 86 0.0 0.6
assns, other
3—9.99 hectares |5.8 82 471 0.2 0.8
10-49.99 26.3 253 6647 34 24
hectares
50 + hectares 1789 [331 59204 |30.6 3.2
Tota 91.5 726 66408 |34.3 6.9
Gambeoba, minidries, |.01 —2.99 hectares|1.6 3 5 0.0 0.0
educ., research
3—-9.99 hectares |5.4 26 141 0.1 0.3
10-49.99 26.7 36 961 05 0.3
hectares
50 + hectares 1344 |30 4033 2.1 0.3
Tota 54.1 95 5140 2.7 0.9
Individuas, .01 —2.99 hectares |1.1 3168 (3382 1.8 30.2
entrepreneurs, groups
of individuds
3—9.99 hectares |5.5 3281 18100 (9.4 31.2
10-49.99 19.8 2758 |54552 |28.2 26.3
hectares
50 + hectares 96.3 478 46034 (23.8 4.6
Tota 12.6 9685 122069 |63.1 92.2
Totd, al types of .01 —2.99 hectares |1.1 3231 (3473 1.8 30.8
lessees
3-9.99 hectares |5.5 3389 18712 |9.7 32.3
10-49.99 20.4 3047 (62160 |32.1 29.0
hectares
50 + hectares 130.2 |839 109272 |56.4 8.0
Tota 18.43 [10506 (193617 |100.0 100.0

Source: APLR 2002 database.
Note: This table includes only leases that indicated one or more of the three uses of land
(mowing, arable, and perennial), which are subject to the draft privatization law.
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Table 10: Cropped area by year of lease and period of lease (areasin hectares)

APPENDIX G

Year of Periods of leases Average | Number | Areain | % Total % Total
initiation of cropped land | of leases| cropped areain number of
lease leased land cropped |eases of
land leases| cropped
land
1996 55.3 172 9,512 6.5 2.2
1997 19.5 1515 | 29,577 20.1 18.9
1998 15.5 1731 | 26,829 18.2 21.6
1999 20. 5 1328 | 27,159 18.5 16.6
2000 19.2 1570 | 30,117 20.5 19.6
2001 13.6 1429 19,471 13.2 17.8
2002 16.6 266 4,415 3.0 3.3
Total of all leases with year
noted
1-9 years 18.1 1803 | 32,691 22.2 22.5
10 years 18.7 4382 | 81,731 55.6 54.7
11-49 years 22.5 1365 | 30,690 20.9 17.0
No period identified 4.3 461 1,966 1.3 5.8
Tota—dl years 18.4 8011 | 147,078 100.0 100.0

Source: APLR database of registered |eases.
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Table 11: Pastureland leases by region (areasin hectares)
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[
Average| Number | Area | Minimu | Maximu | % total | % total
Regions area |of leases|leased for| marea | marea area | number of
leased with pasiure |leased for |leased for | leased |leasesfor
for pasture pasure | pasure for pasture
pasture pasture
Adjara 127.5 11 1,4025 |3.6 740 0.5 0.4
Guria 21.1 229 4831.7 |0.1 850 1.6 8.3
Imereti 22.3 193 4,297.7 |0.1 708 14 7.0
Smegrdlo . Zemo-{31.0 125 3,868.5 |0.2 560.7 1.3 4.6
Svaneti
Kakheti 118.6 1232 146,130.8 (0.1 2500 47.6 449
Samtskhe- 276.6 324 89,606.1 |0.1 3345 29.2 11.8
Javakheti
Mtskheta-Mtianeti |{109.4 144 15,7479 (0.3 932.8 5.1 5.2
Racha-Lechkhumi  {26.0 2 52.0 2 50 0.0 0.1
Kvemo Kartli 89.6 374 33,502.1 |0.1 2667 10.9 13.6
ShidaKartli 69.8 113 7,888.6 (0.1 911.32 2.6 41
Total 111.9 2747 307,328 |0.1 3345 100 100

Source: APLR registered |ease database, 2002.
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Table 12: Pastureland leased by different size categories (areasin hectares)

Pastureland leased Average| Number | Area | % total | % total
areaof |of leases|leasedfor | area | number
land pasture | leased |of leases
leased for
for pasture
pasture
No hectaresin pasture  [0.0 9658 0 0.0% 77.9%
Some hectaresin pasture 22.1%
.01 — 2.99 hectares 1.2 530 621 0.2% 19.3%
3 —9.99 hectares 54 436 2,362 0.8% 15.9%
10 — 29.99 hectares 17.6 422 7,419 2.4% 15.4%
30 —99.99 hectares 56.2 488 27,399 8.9% 17.8%
100 — 199.99 hectares 133.2 335 44,622 145% [12.2%
200 + hectares 419.6 536 224905 |73.2% |19.5%
Subtotal 111.9 2747 307,328 |100.0% |100.1%
24.8 12405 (307,328 |100.0% [100.0%
Total

Source: APLR registered |ease database, 2002.
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Table 13: Area of leased pastureland in hectares for different categories of cropped

land leases
Areacropped Average | Number of Total % total % total
(categories) areaheld | leaseswith | areain | areain | number of
in pastureland |pastures| pastures leases
pastures

No land Cropped  [{136.5 1667 227,552 |74.0 60.7

.01 - 2.99 hectares |14.0 195 2,730 |09 7.1

3-9.99 hectares  |31.0 245 7598 |25 8.9

10 - 19.99 hectares [56.3 195 10,984 |3.6 7.1

20 - 29.99 hectares |42.2 86 3,632 1.2 3.1

30 - 49.99 hectares |100.4 104 10,446 |3.4 3.8

50 + hectares 174.1 255 44,387 (144 9.3

Tota 111.9 2747 307,328 |100.00 100.00

Source: APLR registered |ease database, 2002
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ASSOCIATION FOR THE PROTECTION OF LANDOWNERS RIGHTS

PROCEDURAL MANUAL
OF

CADASTRAL AND REGISTRATION INFORMATION QUALITY
ASSURANCE®

%3 This document has been provided by the APLR. Itisadirect translation of the original document which was

produced in Georgian. Terralnstitute, Ltd. acknowledges that to change the wording after translation to correct
grammar, the possibility of misinterpretation is present. Terralnstitute, Ltd. has chosen to leave the translation

asis. Only formatting changes have been made from the original document.
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INTRODUCTION

Since 1999, the USAID Land Maket Development Project has been carrying out initid
sysemic regidration of agriculturd land parcels. To date, in 51 rayons of Georgia have been
conducted cadastral and regigiration works on more than 2,4 million land parces.

Determining and assuring the qudity of systemic cadastra works in the process of systemic
cadadra activities is very dgnificant. Proceeding from the amount and scde of the work
done, specid attention is pad to making use of contemporary equipment and participation of
locd sakrebulo resdents in the process. Cooperation with landowners reveds as many
mistakes as possble and increases their awareness regarding legal procedures and protection
of therr rights Locd sdf-governance and SDLM regiond offices were activdy involved in
conducting cadastral works.

At the initid dage of the Project, Regidration Cards were didtributed to owners upon
regidration, in order to identify mistakes in the regidration documentation, caused by
inaccurate information gathered during cadastrd works. Upon recelving the Regidration
Cads, ownes were adle to check the information existing in them and to address
subcontractor companies of the Project in order to make corresponding changes.

Indicated method of identifying and correcting mistakes and inaccuracies has to some extent
worked, but aong with increese of the quantity of registered parcels, it is necessary to
sysematize this information and inform the owners about the importance of conducted
activitiess, make them acquainted with the prepared materids and publicly discuss the
information once again, dong with the owner. Besdes, only Regisration Cards does not
provide owners with the complete information regarding adjacent parcels, their owners,
location of the parcd within the block and location of the block itsdf. The indicated
information can be obtaned only through public disdlay and preparation of corresponding
technical documentation.

Qudity assurance of cadastrd and regidiration information is conducted in two stages.

| — Checking of technical information by means Of contemporary technologies.
I1 — Conducting public display with direct participation of sakrebulo residents.

The main god of these displays is to dlow loca resdents and owners to once again become
acquainted with the information collected about their (and not only ther) land parcds,
compare it to the actud Stuation and, in case of reveding migtekes, to demand dimination of
inaccuracies.

Cadadrd and regidration information for public display is exhibited in the adminigration
building of sakrebulo and representatives of loca sdf-governments are actively involved in
this process. The activities will be carried out in 805 sakrebulos of 51 rayons — in dl those
places where regidration activities were implemented by the Project. Public display of
cadadtral activities will adso be hed in 22 sakrebulos of Gori rayon. Totd number of
sakrebulosis 827.
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STEPS FOR CONDUCTING QUALITY ASSURANCE OF CADASTRAL AND

REGISTRATION INFORMATION

|. Checking Technical Data by M eans of Contemporary Technologies:

Lo

N

>

Providing satellite maps to contractor companies and plotting blocks on them.
Checking and digitdizing of plotted blocks.
Correcting errors.

Correcting data bases.

. Process of Public Display is Divided Into Following Steps:

Organizing of public displays incdudes two options — sandad and specific.

Implementation of both versons envisages the following steps:

1.

2.

Preparing materids for public displays,

Sdecting technica team (technicd expert, secretary), training, displaying materids to
be discussed, informing sakrebulo population about public display and organizing the
process of public display. Didribution of Regigration Certificates that were not issued
during the public display process,

Monitoring of public display process, andyzing and sysemdtizing reveded mistakes,
aswdl as processing clam journds;

Correcting cadegtrd and regidration information: informing regidration offices about
reveded/recorded mistakes, correcting data bases in accordance with the corrections
made by registrars,

Printing out corrected cadastra and regidration documentation and transferring it to
regidration offices;

Digtributing corrected Regigtration Certificates to the owners.
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1. Checking technical data by means of contemporary technologies.
1.1 Providing Satellite Maps to Contractor Companies

Project provides sadlite (if avalable ortho-photos) maps to sub-contractor. Contractor
companies are required to identify boundaries on the above maps. Paticularly, they are
outlining block configurations on the maps or gicking corresponding images on them. The
above work is conducted according to especially elaborated timetable. Corresponding written
notice is sent to them concerning the above timetable. Time term ranging from 2 weeks to 1
month was set for the works. Term is determined by taking into consderation sakrebulos and
parcels.

1.2. Checking and digitalizing plotted blocks.

Blocks are identified by GIS team based on maps presented. Each staff member is assigned to
certain amount of rayons, aso preparation of digita versons of block boundaries in Arcview
GIS software. Additiond software will be developed which will provide the opportunity to fit
the blocks accurately on the map. Software will enable identification of the block. (determines
shape and exact location. In case of orthophotos are determined internd situation of the block,
location of parcels and external boundaries). This gpproach is used to check the quality and
accuracy of work carried out by the contractor company, aso to check whether or not the
block actualy exists. Work is conducted jointly by project specidist and representative of the
contractor company. Thus, it isimpossible for one party to unilaterally change the Situation.

1.3.Correcting Errors

Blocks that can not be made out on the map or identified are sent back for verification and
processing.

14 cdendar days are st for this activity.

Blocks that can not be plotted on the map are annulled based on the agreement with the
contractor company. Afterwards is prepared a Corresponding Act. Act is approved with the
signatures of Project and company representatives. As a result blocks are annulled in the date
base.

1.4. Correcting Date Bases

Based on the number of blocks remaining, lists and Cad files are corrected in the data base
and printed out. Materials necessary for index maps and public display process are prepared.

2.1. Organizing public displays
Sandard version
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For organizing the dandard verson public display, the following technicd and information
meaterids should be prepared :

Sakrebulo index maps,

Land parce block cadastra plans;

Landowners lids;

Land parcd ligts;

Clam journd,;

Regigration certificates and respectively, owners li;
Landowners applications;

Information booklets;

Agreements to be signed with technical experts and secretaries;
Public display procedure;

Association’ s newspaper;

Legd information;

TV commercid to inform the public.

Blank papers for recording notes and data;

2.1.1 Sakrebulo cadastre index map

The project has collected detailed information for each sskrebulo on location of blocks
surveyed by project subcontractors. Subcontractor companies have provided the topographic
or land arranger maps that companies used as ingructions.

Through land arrangers maps and orthophotos the cadadire information shdl be systemized,
viz. sskrebulo index maps will be produced. All blocks surveyed in sakrebulo territories by
subcontractors will be plotted on index maps. Blocks will be qudified according to colors,
numbers and adminigtrative blocks.

Regigration sector (sakrebulo) borders and respective sector codes, adminidtrative block
borders with respective numbers will be plotted and indicated on index maps (if possble). If
subcontracts have dready determines sector and adminigtrative block borders, information
prepared by them shdl be used. (In regard to sakrebulos and adminidirative blocks,
negotiations shal be launched with KfW and WB projects) In sakrebulos where borders could
not be determined, index maps will be prepared only blocks indicated.

Cadastral index maps are printed on AO format paper. Scde of maps will be sdected in
accordance with legibility of block numbering from 1:2000 up to 1:10 000.

The following information will be depicted on index maps.

Name of rayon and sakrebulo;
Scale;

Complete code of sector;
Other necessary information;
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Date of printing out the map;
Duration of conducting filed survey works; and
Note “Draft Verson” is made on the maps assigned to sakrebul os.

Note: Initial registration sector is responsible for receiving information on cadastral
activities implemented by subcontractor companies in sakrebulos, as well as obtaining
information on number and location of blocks. They have prepared plan for gathering the
information on blocks in sakrebulos (on monthly basis, in plan it is indicated in detailed
manner on which and how many sakrebulos is the each employee of the Association
responsible for. Reports are prepared constantly about on going activities and their results).

Control and monitoring sector is responsible for preparing and printing final versions of
index maps based on the information collected on blocks. The plan for printing the index
maps of sakrebulos is elaborated, that describes on which and how many sakrebulos is the
each employee of the Association responsible for.

2.1.2 Cadastral Plan of Block

Cadadtra plan of block is printed for each block, which shows each parcel and its number that
areincluded in the block.

Also on the block plan (bottom right-hand corner) number of parcels of indicated block will
be shown, as well as date of printing, scae of plan and complete code of block. Based on
cadagrd plan of the block, the owners will be able to become familiar with the information
about their own as well as adjacent parcels.

Blocks containing 1 through 3 parcels are not printed due to the reason that contours of the
blocks, shown on paper, are smdl and unprofitable from the visud point of view. Meanwhile,
the area and owner of neighboring parcels can easly be determined by means of the lids,
printed according to parcd codes. Also, the indicated information (with description of the
neighboring parcels) is dready shown on the land (redl edtate) regidtration certificate and the
Regidration Cards, filed a the rayon regidration office. Proceeding from the above, cadastra
block plans are not printed for the blocks including 1 through 3 parcds. More so, as in the
eastern and centrd regions of the country, such cases are dmost excluded, while in the west,
in a whole range of sakrebulos, the numbers of blocks exceed thousands and it is difficult and
usdessfor the public display technicad staff to use and identify information.

2.1.3 Lists of ownersand land parcels
Two types of lisswill be printed out for public displays.

1. Lig of owners, in which cadagtrd information will be presented in adphabeticad order,
which will make it easier for them to find information about relevant parcels.
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In the indicated ligt is recorded the following information:

Numbering

First and last name of the owner
Area

Block and parcel number
Address

2. Ligt of land parcels, in which cadastrd information will be arranged according to
numbering (incrementd) of land parcds. The indicated method will Smplify
the process of finding specific land parcels and its relevant registration
information.

In the indicated ligt is recorded the following information:
Numbering
Block and parcel number
Area
First and last name of the owner

2.1.4 Claim journal

For dam digplays will be prepared specid so-cdled dam journds, by means of which will
be recorded any clams and remarks expressed by the owners. During the clam period,
atention will be emphaszed on those cdams, which will be rdaed to cadastrd information,
produced by the Association. In the journds s recorded the following information:

Numbering

First and last name of owner

Owner address

Parcel code

Information about reception (non-reception) of the regidiration certificate

Detailed description of the claim, expressed by the owner

Owner signature and date

Detailed description of the result of re-ingpection of the cdam, expressed by the

owner

Title and number of the submitted document

Sgnature and date of the re-inspector

Clams are recorded a the end of every workday, which is confirmed by dgnatures of the
technical expert and secretary. Similar recording and confirmation takes place after expiry of
the public display term.

2.1.5 Addressto landowners

The address is printed on A3 and A4 format paper. By means of it, to the population will be
supplied the information about the time term, date and locatiion of organizing the public
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display. Also, about the implementing organization, necessty of the regidration process and
its being free-of-charge. On the address are indicated the addresses and phone numbers of the
centra and relevant loca offices of the Association.

2.1.6 I nformation booklets

In the booklet (folded sheet of A4 format peper) is printed detailed information about the
procedure of public digolays  About its dgnificance, dages, responshilities of technicd
personnd and owner rights.

2.1.7 Procedure of public displays

On A3 format paper is printed detailed information about the procedure of public displays. Its
sgnificance, stages, responsbilities of technica personnd and owner rights.

The procedure is posted a the adminidrative building of the sakrebulo, together with the
index map and address, so that the population is informed about significance of the process
and itsrights.

2.1.8 The Association newspaper

Last issue of the Associaion’'s newspaper Mitds Messkutre (30 copies), where is
sysemdicdly printed updated information about the public display process. Also other
information, related to land possession and ownership, interesting for farmers.

2.1.9 Legal Information

Legd information is dso disolayed during public display process. Paticularly, A 3 paper that
includes procedures and the following information:

How to bequeathe aland parcd;

How to mortgage aland parcd in order to obtain a bank loan;

How to obtain the servitude right;

Divison of a parcd into severd parcels or merging of adjacent parcels into
one parcel;

How to resolve a neighbor dispute related to parcel boundaries,

Procedure for regidration of theright to build;

How to lease a state-owned agriculturd land parcd; and

How to purchase an agricultura land parcd.

2.1.10 TV advertising clip, necessary for informing the public
The Association has prepared a specia TV advertisement clip, which is prepared for regiond

TV companies, while teking into account their technica cgpabilities. The advertissment dip
(with shots, reflecting progress of the process) is accompanied with relevant text. The
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advertisng dip is used only in those rayons, where the public display process is proceeding in
most of the sakrebulos and locd TV is functioning.

2.1.11 Agreementsto be processed with technical expert and secretary

Specid labour agreements, which are processed between the Association and members of the
technicadl team. The agreement reflects the rights and obligations of both parties and is
confirmed with signature. Are recorded the passport numbers and addresses of the technicd
team members.

2.2. Timeterm and organizing of public displays
The time term for conduction of public displaysis determined to be 15-20 calendar days.

Before organizing of public displays is caried out informing of the sskrebulo population
about the public display. For that purpose, in specific sskrebulos is disseminated the
Associgtion’'s newspaper, in which, as an inlay, is provided detailed information about the
public displays and its necessity, procedures. Also on territory of the sskrebulo, in places of
public gathering (bust stops, dectric power posts, windows of shops and booths, markets,
fagcade of the adminidrative building itself) are posted specid informative addresses.  Before
beginning of public displays, the Project employees will get in touch with the sskrebulo land
aranger and secretary. They will be informed and rdevant agreements will be processed. At
the same time will take place informing of the sakrebulo adminigtration about the diplay.

Together with the land arranger and sskrebulo secretary, public display materids will be
posted a the specialy designated room of the locad sakrebulo adminidrative building and the
population will be able to become acquainted with the information about their land parcels,
collected by the Association.

The Project employees conduct training and consulting of the technica expert and secretary,
as to how they should lead the public display. It will be explained to them in detail, how they
are supposed to recelve owners, assigt them in darifying the information, recording the daims
and necessary information. To the technica expert and secretary will be transferred a copy of
the public display procedures, where their duties and the work to be carried out are described
in detall.

2.2.1. Obligations of the public display secretary
Public disdlay secretary, together with the technica expert, must ensure organizing
of public digplays of cadestra and regidratiion information and reception and

sarvices of owners,

During the period of cadastrd and regidration public display, the secretary must
attend the display of registration materids every day, from 10 am. to 4 p.m.;
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Within the limits of hisgher cgpability, inform the population in the sskrebulo and
invite them to the display;

Provide consultation to arrived landowners about current messures and their
purpose;

The secretary must enter into the clam journd the clams expressed by the owners,
who attend the public display. Also, detailed information about &l the documents,
confirming the cdams submitted by owners, - the type, number, issuance date of
the document, the agency issuing it and other detalls,

Issue regidration certificates to the owners and obtain relevant signatures of the
owners confirming that they have received certificates,

Together with the technicad expert, andyze the results of work at the end of each
day and bring order into the records in the clam journd. Determine the number
and relevant recording of the claims, received during the day;

Together with the land aranger, reflect in the dam journd the information
received as result of re-ingpection of the cdlam on location, by the land aranger.
Attach to the clam the plans, compiled during re-inspection on location (if the land
arranger will need compilation of such plans);

Ensure goring of the clam journds;

At the end of the disgdlay, conduct a complete revison of the cam journd.
Correction and darification of vague entries.  Inspecting the numbering and totd
number of the cdams and recording them & the end of the journd. Fndly,
confirming the journa with higher Sgnature.

2.2.2 Responsihilities of the technical expert of public displays

Technica expert, together with the public display secretary, must ensure reception
of owners a the exhibit, their services, recording and re-ingpection of the clams,

Technicad expet must atend the public display of cedastrd and regidration
information every day. From 10 am. to 2 p.m. conduct reception of owners and
recording of clams, ad after 2 p.m. conduct re-ingpection of recorded clams — aso
induding re-ingpection of land parcels on location;

Provide consultation to arived owners regarding current messures and ther
puUrpose;

Provide assgance to owners in finding ther own land parces and related

information in the digolay materids (parce location, parce aea, owners of
neighboring parcds, etc.);
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In case of servitudes (or other encumbrances) existing on the land parcd, explain the
meaning of its encumbrance;

Ligen to cdams of the owners. During conversaion with them, outline the man
content of the cdlam and conduct its find formulaion, together with the owner.
Make the secretary enter the latter into the clam journd;

In accordance with the content of expressed clam, in case of necessty, carry out
ingpection of the land parcd on location and more detalled clarification of the cdam
or its find dimination. For that purpose, in case of necessty, prepare during re-
ingpection a sketch of the land parcd and its surrounding Stuation, which will then
be attached to the clam in the claim journd;

Issue regidration certificates to owners and obtain relevant sgnatures of the owners
confirming that they have received certificaes,

Together with the secretary, a the end of each day conduct andyss of the results of
work and bring entries in the dam journd in order. Defining the number of
complaints, submitted during the day, and relevantly recording them;

At the end of the digplay, conduct complete revision of the dam journd. Claify
vague entries.  Inspect the numbering and total number of clams and indicate it a
the end of the journa. Findly, confirming the journd with hisher own sgnature.

2.2.3 Claims, on which attention should be emphasi zed

Unrealigtic location of the land parce on block cadastral plan or index map.
(Technicd expet mus make a dealed entry in the dam journad about such
mistakes);

Incorrect indication of the owners of neighboring parces in displayed
materials. (Technicd experts must described such mistakes in detal in the dam
journd and dso prepare the protocol of re-ingpection on location, with sgnatures of
owners of adjacent parcels);

When land parcd measurements differ consderably from the real
measurements.  (Technica experts must described such midakes in detall in the
cdam journd and adso prepare the protocol of re-ingection on location, with
signatures of owners of adjacent parcels);

Mistake, discovered in the first or last name of the owner. (Sakrebulo secretary
must make a detalled entry in the daim journd, while indicating those documents by
means of which he/she became convinced of the accurate first and last name of the
owner — household book, ID, RDA, &tc.);
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Mistake, committed in the owner address. (Sakrebulo secretary must make a
detaled entry in the dam journd, while indicaiing the documents, by means of
which he/she became convinced of the accurate address of the owner — household
book, ID, RDA, €tc.);

In case of a dispute between neighboring owners, related to a boundary. (In
case of exigence of such a dispute, the technicd expert should describe it in detal in
the clam journd and aso prepare a protocol of re-inspection and agreement on
location, with sgnatures of the neighboring parce owners);

2.2.4. Monitoring the process of public displays

During 15-20 days period of public display, Project staff will inspect the process of Public
Display on the spot. Should be inspected how the process is conducted, whether or not
landowners are active, if secretary and technical expert are fulfilling their duties properly and
whether or not clams and therr inspections are recorded completdy in clam journd.
Additiond ingructions will be given to technica personnd, if shortcomings are detected.

2.2.5. Delivery of public display materials

After completion of the public display time term, representatives of the Project go to the
sakrebulo, tak to the technicd team and andyze received results. Namedy: dudying and
ingpecting of the claim journd, the claims, determining of the level of activeness of citizens.

Finaly the technicd team is compensated on the amount of work they have performed and
relevant invoices are processed.  Technical document, delivered to the sakrebulo, are listed
and returned to the centrd office.

2.2.6. Timerequired for organizing public display process

It will be very hard for one person to organize the process of public display. He/she will need
transport, long training process, thus we will need ateam made up of two persons.

Organizing the process.

Vigting Leaving Sdecting Traning Didributing
sakrebulo sakrebulo technicd  expert addresses
and secretary
0.5 hours 0.5 hours 0.5 hours 0.5 hours 0.5 hours
Total: 4 hours

Note: The above period is counted as of visiting an according rayon.
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Ddivering maerid:
Vigting Leaving Andyzing
sakrebulo sakrebulo condition,
payment of
amount
0,5 hours 0,5 hours 2 hours
Total: 3hours

2.2.7. Financial expenses of public display

Expenses bornein two rayons are presented here as examples.

1. Businesstrip fee not included — Bolnis (65km)
2. Including businesstrip fee — Akhmeta (180km). Expenses include organizing

processes in two sakrebul os.

APPENDIX H

1. Bolnis
Transportation, Saff sdary Sdary of Busnesstripfee | Totd
patrol technica expert
and secretary
80 GEL 220 GEL 150 GEL 0 450 GEL
(average of 25
USD daily)
2. Akhmeta
Transportation, Steff sdary Sdary of Busnesstripfee | Totd
patrol technica expert
and secretary
150 GEL 220 GEL 150 GEL 60 580 GEL
(average of 25
USD daily)

Note: Petrol expense (for 10 litres) covers 100 kms: two visits, initiation of process, and
delivering materid.
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Specific version

Sakrebulo index maps, produced for high-mountainous regions, are of quite low qudity, due
to various reasons (due to low-qudity satelite orthophotos). Proceeding from the above, it is
difficult to understand the exising Stuation and to depict blocks on them, for the purpose of
controlling performed work, loses sense. It becomes impossible for landowners, who come to
attend the display process, to read the Situation on the map and locate their own parcels.

Certan dtuations may aise, in paticular the vague maps, printed dmost in a sngle color,
may cause the population to doubt reliability and accuracy of prepared materiads and create an
incorrect impression regarding their quaity, which may negetively affect the Project’simage.

That is exactly why, insead of printing sskrebulo index maps in the indicated rayons (due to
ther low qudity) we limit oursdves to a smplified method. In paticular, the number of
blocks, depicted on the sakrebulo index (satellite) map, is recorded, compared to the data
exiging in the database, while sskrebulo index maps are not posted at the public display
processes in the indicated rayons.

Specific verson of public digdlays is envisaged for high-mountainous rayons, namdy: Oni,
Ambrolauri, Tsageri, Lentekhi and Mestia

During organization of the gpecific verson of public displays, technicd and information
materids are prepared in accordance with the standard version, namely:

Land parcel block cadastral plans,

Landowners ligs,

Land parcd lidts,

Clam journd,;

Regidration certificates and respectively, owners' lig;
Landowners applications;

Information booklets;

Agreements to be signed with technica experts and secretaries;
Public display procedure;

Association’ s newspaper;

Legd information;

TV commercid to inform the public.

Blank papers for recording notes and data;

The exception is the following two circumstances:
1. Sakrebulo index maps are not printed and not posted.

2. Duties of technicd experts do not include counting of the blocks, ingpecting their red
existence and accurate location on the index map.
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3. Correcting Registration Documentation
Analyzing public display results (claim journal)

Process of processng/andyzing darts after public display materids are ddivered. Recorded
clams are grouped/brought into system by specid teams according to their contents and type.
In particular:

Inaccuracy in area.

Errorsin the name or last name.

Owner recorded in certificate isincorrect.

Parcd number isindicated incorrectly in certificate.
Parcd is missing in the block.

Addressisindicated incorrectly.

Other.

Groundless clams.

Number of each clam recorded in clam journd is put in specific group, its table is summed
up and is atached to journa. The above procedure is required for conducting correction
process correctly and providing find picture.

Reaults of each sakrebulo's public display and especidly clam journds are transferred to
corresponding rayond regidration office, afterwards consultation process is conducted,
concerning the conduction of needed changes. Heads of subcontractor companies together
with project personnel will participate in the meeting with the regidrar.

3.1. Correction

Based on the indruction of rayond registrar, subcontractor company is initiating the process
of correction, as a result, updated base will le presented to central base. Coordinator of initia
registration sector will discuss compliance and rightness of corrected work.

Marika Gabuniais respongble for regidration documentation.

4. Making changes to data base and transferring full registration
information on sakrebulosto registration offices

As changes are made to regidration documentetion, Smilar amendments are made to data
base at the Association heed office,

Beddes, regidration and cadastra work done in sakrebulos are summed up and are
transferred to rayond regidration offices. Also, the Specid Act of Transfer is prepared (see
atachment #14), it will describe type of materids and documentation trandferred to
registration by the Project.
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5. Distribution of registration certificates

As of September 2002, regidration cerificates are not distributed by Association sub-
contractors. Regidration certificates are printed by sub-contractors and sent to Association
centra office.

Regidration certificates and ligs of those owners that should receive certificates (together
with other materid) will be provided to sakrebulo experts sdected by us. Signature of owner
will be recorded in the list upon the issuance of certificates.

Regidration cetificates, printed by sub-contractors recently should be gathered in the head
office of the Association by the initid regisration sector. Certificates should be grouped
according to rayons and sakrebulos. Besides, should be prepared the list of those owners, who
should receive these certificates.

Together with initistion of public display, every certificate in our possesson will be issued to
technica expert and secretary who conduct the process of public display. They should secure
the didribution of certificates during public disolay process. Members of Associaion's
regiond offices with facilitation of expertswill overlook this activity.

Regiond offices of Association should make sure that no certificates are stored in sakrebulo
or regidration offices and that their distribution process is not staled. If such fact is reveded,
certificateswill be obtained and distributed to owners during public display process.

After completion of public display, corrected certificates of those parcels that were affected
by correction process, will be printed out and distributed to landowners by regiond offices.

Regional offices of the Association will be responsible for this process

Informing SDLM Chief and Rayond Regidrars on Public Display

Corresponding agencies of SDLM should be informed on planned activities prior to initiation
of public display processin the rayon.

Letter of SDLM chief will be provided to rayon registrars and heads of SDLM loca offices.
This letter will assgn according agencies to cooperate with representatives of the Project for
the purpose of properly conducting activities.

Time spent on organizing public display:

Organizing the process:
Traveling torayon 1 h.

Traveing to sakrebulo — 30 min.
Sdecting technica team — 30 min.
Traning— 2 h.
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Digtributing addresses — 30 min.
Traveling back — 1,5 h.
Totd —6 h.

Delivering material:
Travelingtorayon 1 h.
Traveing to sakrebulo — 30 min.
Initid analyses of journad — 2 h.
Traveling back — 1 min.

Tota — 3,5.

Correction
Travelingtorayon — 1 h.
meeting regidrar — 2 h.
Traveling back — 1 h.
Totd —4h.

Note: Prepared on Bolnis example.
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Time needed for public display process (every stage) on the example of ten sakrebulos of

Kvareli rayon.

For each sakrebulo:

Preparation of materias— 1 day
Organizing the process — 2 day
Ddivering materid — %2 day
Totd — 2 days

Time needed for correction of whole rayon — 20 days

Organizing the process— 20 days
Correction — 20 days
Totd — 40 days
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Structure of the Team:
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Coordinator
S Takaridhwili
Coordinator of Coordinator .
material preparation: responsiblefor quro!mator of
|. Tsartsidze correction: gglc rL‘ SJ;?SH}GJ
M. Gabunia :
M. Shatirishwili
Public display
organizing team: Jourr_lal
analzing
1. Rusaishvili team: .
2. lzoria N.Tsiklauri
E. Tsomaia
1. Geliashvili
1. Abulashvili
2. Devdariani
1.Elbakidze
2. Modebadze

1. Sarjveladze
2. Ambokadze

1. Ninikashvili
2. Meluava

3. Makharadze
4.Chipashvili
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ASSOCIATION FOR PROTECTION OF LANDOWNERSRIGHTS
USAID LAND MARKET DEVELOPMENT PROJECT

LAND PRIVATIZATION PILOT PROJECT
ACTIVITY REPORT—July 31, 2004

Within the USAID Land Maket Development Project, Association for Protection of
Landowners Rights drafted the Law of Georgia on Privatization of State-Owned Agricultura
Lands The purpose of the Law is to privatize the agriculturd lands remaning is State
ownership.

Pursuant to the draft Law, privatization process had to be preceded with a number of
preliminary ectivitties of technicd naure These activities included preparaion of
privetizetion plans for specific sskrebulos or identification of leased land parcels and their
lessees, determination of accurate boundaries for leased parcels, identification of uncultivated
though fertile land parcels and pastures, processing of documentation and paperwork, etc.

The APLR has created draft procedures for implementation of above described preliminary
activities that would help the privatization process run smoothly.

The objective of the APLR was to test the procedures prior to sending its fina draft to
respective Minigtries for their comments. To achieve our objective, APLR has sdected nine
(9) sakrebulos throughout the country, where together with locd governances and <df-
governances we tested al stages of the procedures envisioned by the draft Law.

1. Criteriafor Selecting Sakrebulos

Number of leased parcels. The most important criterion n identification of sakrebulos was
the number of leased land parcels located in sakrebulo. For this purpose, project’s target
became the lowlands, where the number of leased lands is higher than in mountainous regions
of Georgia

Diversity of Regions. APLR has sdected sakrebulos in different regions so that the pilot
project would cover the wide variety of regions. Using this criterion the project tested the
draft Lav and the procedures in regions different not only in geographicd locations, but in
agriculturd  practices, climate, ethnic compostion, population densty and other factors as
well.

Availability of Quality GIS. APLR has sdected sskrebulos for which reaively high quaity
aerid imegery (orthophotos) was available, snce the project involved identification of the
exact locations of leased lands and their aress.
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Completely Surveyed Areas. LMDP has conducted initid regidration of resdentid and
privady-owned land parcels and has not surveyed or registered the parcels that are leased.
Leased parcels and other state-owned lands are being surveyed by KfW Land Cadaster and
Regidration Project. To obtain the full picture of the pilot project areas, while sdecting the
pilot sakrebulos, APLR has focused on those areas where KfW activities had aready been
implemented. This way, it was possble to integrate the data avalable from both sources
enabling to have a dear understanding of dl land parcds located in sakrebulos including
residential and leased lands™,

2. List of Selected Pilot Areas

Based on abovementioned criteria, the following 9 pilot Sakrebul os were selected:

1) Manavi, Sagarejo Rayon Eastern Georgialowlands, predominantly ethnic
Georgian population, very fertile lands

i) Ninotsminda, Sagarejo Rayon Eastern Georgialowlands, predominantly ethnic
Georgian population, very fertile lands

iif) Tamaris, Bolnis Rayon South- East Georgia lowlands, predominantly ethnic
Azeri population, fertile lands

iv) Koda, Tetritskaro Rayon South-East Georgialowlands, ethnic Azeris and
Georgians, fertile lands

v) Berbuki, Gori Rayon Centrd Georgialowlands, predominantly ethnic
Georgian population, fertile lands

vi) Karaleti, Gori Rayon Centrd Georgialowlands, predominantly ethnic
Georgian population, near South Ossetia conflict
zone, fertile lands

vi) Atskuri, Akhatskhe Rayon South-West Georgia semi-mountainous region,
Georgiant Armenian population, lands of mediocre
fertility

viii) Bardubani, Terjola Rayon West Georgialowlands, predominantly ethnic

Georgian population, lands of mediocre fertility

iX) Kvemo Simoneti, Terjola Rayon West Georgialowlands, predominantly ethnic
Georgian population, lands of mediocre fertility

% Tamarisi (Bolnisi rayon) and Koda (Tetritskaro rayon) - these two sakrebul os are the only exceptions for this
criterion.
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3. Preliminary Activities

Preliminary activities of the pilot projects included obtaining the information about land users,
identification of parcels on Site, and digital processing of available maps.

Information Gathered. For each sakrebulo cadastra maps of 1:2000 and 1:500 scae have
been prepared. These maps included sakrebulo adminigtrative boundaries, as well as blocks
depicted by KfW project and LMDP. Land parcels have been marked in different colors
pursuant to the 3 usage types (State-owned, leased, private).

4. CoreActivities

Activity Plan. One APLR regiona coordinators was assgned for each rayon. Regiond
coordinators had meetings with the managers of rayon land management and agriculturd
offices, sakrebulo heads, and land arangers informing them of the purpose of ther activities.
With their help, the regiond coordinators filled out the following two types of information
sheets:

1) Information sheet for sakrebulos, including:
Tota land baance in the sakrebulo (both privately owned and State owned land
parcels).
Types of landsin tota land fund in sakrebulo:
» Regdentid aress
= Landreform parcels
» Areaof Pastures
» Areaof Meadows
= Areaof other landsissued in use
» Areaof leased lands
»  Number of leased lands
= Number of lessees

||) Information sheet for each lessee and leased land parcd, including:
Name of alessee (requidites for alegd person)
Existence of alease agreement
Exigence of regigration (number if such exists)
Term of the lease
Date of |lease agreement
Date of lease expiry
Whether the lease rent was paid (if not paid, whether any rent is paid)
Exigence of sublease, and its data
Areaof leased land
Land category
Tax per ha
Purpose of land parcel
Sketch of land parcd indicating the Szes of asde
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Exigence of premises (tharr lit)

Each coordinator checked the accuracy of information of the maps and compared this
information with the red dgtuation in villages They maked the inaccuracies and identified
un-surveyed territories, so-called ‘white spots .

APLR andyzed the obtained information and digitaly corrected cadastra maps. As a result,
electronic copies of the cadastrd maps for nine sakrebulos were produced. In addition,
electronic database was crested pursuant to the obtained information. (See finad results in
Annex A).

Information Collected on Lessees. APLR identified 533 lessees and 692 leased land parcels
on fild. However, the information about the specific owners, aress, terms of lease and its
duration was not essly avalable  While some information has been kept a the Public
Regidries, the information on Szesble amount of parcds has not been recorded there.
Instead, APLR regiona teams had to vist rayon administrations, sskrebulo offices and other
dtate entities to find the scattered pieces of information tored at different places.

The concluson from this component of the pilot project is tha a the moment, Public
Regidries done ae not the rdevant body to find out dl information necessay for
privatization. At the same time, APLR teams have gained experience about the ways this
information can be procured. Notably, this experience formed transferable skills that provide
the opportunity for APLR coordinators to train the loca Sakrebulo and other officids to
procure these data once it becomes necessary.

The table below lists the lessees and number of leased parcels per pilot sakrebulo:

Berbuki [ Karaleti [ Koda | Tamaris | Manavi | Ninotsminda Si r(r?c\)/n i Badubani | Atskuri
Number of
L essees 27 4 107 53 104 86 55 23 34 | 533
Number of leased
land parcels 30 5| 107 122 112 9% 102 25 44 | 692

Problems Encountered. During the course of the activity, the pilot project teams have
identified the following deficiencies, most of them resulting from the disorganized manner of
keeping the documentation and Rayon level land management (Public Regidtry) offices:

Part of |lease agreements are not registered in Public Registries

Land parcels are leased out to new lessees and the old |ease agreements are not
annulled.

Land parcels are leased out but there are no lease agreements processed while the
lessees are paying the rent.

Area of lease land parcels does not coincide to actua aress.
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L ease agreements indicate one area of lease parcd, while it conssts of different
purpose parcels located in sakrebulos. Areas of separate parcels are not indicated.
Sometimesiit is difficult to obtain information on payment of lease rent.

Preparation of Privatization “Tools’. Based on the procured data, APLR prepared and
printed the information that would act as a necessary planning, management and decision
maki ng tool for privatization process. Thisincludes:
Orthophoto maps, which includes the total amount of land disaggregated in the
following categories.

Amount of resdentia areas
Amount of reform land areas
Amount of pastures

Amount of meadows

Amount of leased land parces
Other sakrebulo-specific data

Lig of the lessees, including the following lessee-related informetion:

Area of the land parcel

Existence of regidration and the date
Existence of agreement and the number
Purpose of the land parce

Duration of the lease

Beginning of lease term

L ease expiration date

This information, printed out on paper, has been granted to the sakrebulos for their use. A
copy of the draft law and its explanatory note has adso been digtributed, which included
procedures necessary for privatization.

Meetings with Sakrebulo Officials. A criticad component of the pilot project was to provide
the loca governance with the knowledge and information regarding possble upcoming
privatizetion. With this purpose, APLR has organized sakrebulo-levdl mestings with local
officids and other interested persons.

The purpose of the meetings was to introduce them with the prepared information, draft Law
and its procedures, and aso hear their comments and idess. (See Annex B).
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Number of lease Land Number of Meadow Arable Pastures Perennial plants Other
Parcels Number of Non- Total
Number Registered registered | areaof [ Number Number Number Number Number
Sakrebulo of Physical | Lega Lease lease lease of Area of Area of Area of Area of Area
Name Lessees | Person | Persons| Total | Agreeements | agreements | lands | parcels | (ha) | parcels | (ha) | parcels | (ha) | parcels | (ha) | parcels | (ha)
karal eti 31 37 20 57 52 5 358 1 1,08 42 263,2 5 14,01 1 25,2 8 54,54
Berbuki 32 28 6 34 9 25 78,39 0 0 30 65,3 1 0,96 0 0 3 12,13
Manavi 104 103 3 106 71 35 1110,9 0 0 104 883,9 1 93,5 1 133,55 0 0
Ninotsminda 77 86 1 87 25 62 24471 3 31,5 67 1053 15 1231 0 0 2 132
Qv. Aimoneti 50 98 0 98 97 1 51,21 0 0 95 46,41 3 4,8 0 0 0 0
Bardubani 24 24 1 25 19 6 32,343 0 0 22 29,24 2 1,7 0 0 1 1,4
Koda 106 118 0 118 1 117 714,7 1 1 110 703,1 6 10,3 0 0 1 0,3
Tamarisi 53 101 6 107 7 100 531,65 0 0 106 522,7 1 9 0 0 0 0
Atskuri 34 42 2 44 25 19 713,49 15 130,3 14 24,13 8 536,5 0 0 7 22,58
Total 511 637 39 676 306 370 6037,8 20 163,9 590 3591 42 1902 2 158,7 22 223
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Annex B

MEETINGSHELD TO INTRODUCE THE DRAFT LAW ON PRIVATIZATION
OF STATE-OWNED AGRICULTURAL LANDS

Pursuant to the draft Law, privatization process had to precede with a number of preiminary
activities of technica naure. These attivities included preparation of privatization plans for
specific sakrebulos or identification of leased land parcels and their lessees, determination of
accurate boundaries for leased parcels, identification of uncultivated though fertile land
parcels and pastures, processing of documentation and paperwork, etc.

The objective of the APLR was to test the procedures prior sending its find draft to respective
Minidries for their comments. To achieve our objective, we sdected nine (9) sakrebulos
throughout the country:

Pursuant to the draft Law, to privatize agriculturd lands, privatization commissons should be
cregted in sakrebulos of every village, lowland, and community. Privatization commissons
have three members representing the sakrebulo, two persons representing a community-based
organization of a village, lowland, city, or community and the members representing loca
offices of the Minidries of Economy, Agriculture, Infrastructure, and Environmenta
Protection. Pursuant to the work plan, we had to choose an area of leased lands in Kveda
Simoneti sakrebulo of Kerjola rayon, which would be prepared for arbitrary privatization and
divided in parcds. Theefore, in Terjola rayon he hed meetings with representatives of
offices of abovementioned Minidries who, in compliance with the draft Law, may become
members of the privatization commisson. In the remaning rayons, we held medtings with
local sakrebulo members.

Terjola Rayon, April 28, 2004
We had ameting in Terjolarayon on April 28, 2004. Participants of the mestings.

Guram Kupatadze — Heed of Agriculturd office of Terjolarayon

Shukuri Verulashvili — Deputy Head of Agricultura office of Terjolarayon

Lamzira Partladze — Head of Land Management office of Terjolarayon

Almeri Verulaghvili — Head of Infrastructura office of Terjolarayon

Amiran Japaridze — Head of Environmental Protection and Natural Resources office of
Terjolarayon

Zurab Rijimadze — Head of Economic office of Terjolarayon

Association for Protection of Landowners Rights:
Soso Tskarishvili — Head of Regionad Projects Management Department
Temur Zumbadze — Coordinator of Regional Projects Management Department

Gda Samukaghvili — Coordinator of Regiond Projects Management Department
Aleko Gvaramia— Head of APLR’s Legal Research Department
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Severian Turkia— Lawyer of the APLR

Persons invited to the meetings received a copy of the draft Law and its provison.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadadtre information and maps. The second hdf of the meeting was
dedicated to the discussion, and the following comments were made:

1. Prior privatization, the privatization teritories should be researched to find out
whether there are some vauable naturd resources underneath it and if they are
discovered, how shdl be the rights over them determined. (Amiran Jeparidze - Head
of Environmental Protection and Naturad Resources office of Terjolarayon)

2. Land reform shal sort out the categories of population and the areas of lands tha they
should receive shdl be determined respectively. How shdl be the areas of lands with
15 percent discrepancy sold? (Lamzira Partladze — Head of Land Management office
of Terjolarayon)

3. Pursuant to the draft Law, pastures are not subject to privatization. It would be good to
indicate that “pastures of common use’ are not subject to privatization. This will dlow
the villagers to purchase the smal areas of lands adjacent to their parces that are now
consdered as pastures. (Guram Kupatadze — Head of Agriculturd office of Terjola

rayon)

The persons invited to the meeting evduaied the draft Law pogtively. They think thet if the
Law becomes effective, it will hep to increese effective management of land on locd leve
and overd| development of agriculture.

Kveda Simoneti Sakrebulo, April 29, 2004

On April 29, 2004 there was a meeting held in Kveda Smoneti sakrebulo of Terjolarayon.
Participants of the meeting were:

Kakha Khokhiashvili — Sakrebulo Chairman
David Buiglishwili — Sakrebulo member
David Tsertsvadze — Sakrebulo member
Gigla Sardidze — Sakrebulo member

Tarid Khokhiashvili — Sakrebulo member
Rezo Buiglidwili — Lessee

luza Kashakishvili — Lessee

Association for Protection of Landowners Rights:

Soso Tskarishili — Head of Regiond Projects Management Department

Temur Zumbadze — Coordinator of Regiona Projects Management Department
Gela Samukaghwili — Coordinator of Regiond Projects Management Department
Aleko Gvaramia— Head of APLR’s Legal Research Department

Severian Turkia— Lawyer of the APLR
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Persons invited to the meetings received a copy of the draft Law and its provison.
Associdtion lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Depatment staff presented to the guests the visud
information, such as cadadtre information and maps. The second hdf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no comments.

With their indication and consent, we sdlected 73,5 ha of land in the sakrebulo territory, that
currently is qudified as arable, dthough due to some problems is not cultivated now. The
guests declared that it would be appropriate to privatize the territory. This would help
effective use of thisland in future.

Bardubani Sakrebulo, May 18, 2004

There was a meeting held in Bardubani sakrebulo of Terjola rayon on May 18, 2004. The
participants of the meeting were:

Pridon Gvenetadze — Sakrebulo Chairman
GiaBardavdidze — Sakrebulo member
Ramaz Bardavdidze — Sakrebulo member
Zaza Sapanadze — Sakrebulo member
Murtaz Kldiashvili — Sakrebulo member

Association for Protection of Landowners Rights:

Soso Takarishili — Head of Regiond Projects Management Department
Temur Zumbadze — Coordinator of Regiona Projects Management Departmert
Gda Samukadhwili — Coordinator of Regiond Projects Management Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadadre information and maps. The second hdf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no comments.

Koda Sakrebulo, May 17, 2004

There was a meeting held in Koda sakrebulo of Tetritskaro rayon on May 17, 2004. The
participants of the meeting were:
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Nukri Chanuri — Sakrebulo Chairman

Giorgi Gigolaghvili — Sakrebulo member

Makhaz Khabuliani — Sakrebulo member, land arranger
Guram Ddakishvili — Sakrebulo member

Association for Protection of Landowners Rights:

Soso Tskarishvili — Head of Regiona Projects Management Department
Karlo Oniani — Coordinator of Regiona Projects Management Department
Vano Tsartsdze — Coordinator of Regiona Projects Management Department
Aleko Gvaramia— Head of APLR’s Lega Research Department

Persons invited to the meetings received a copy of the draft Law and its provision.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department dtaff presented to the guests the visud
information, such as cadastre information and maps. The second hdf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no comments but there is one important Stuation.
According to Makhaz Chabuliani, Sakrebulo member and land arranger, because issuance of
sndl land parces into lease was not dlowed, they have frequent group-lease cases in this
sakrebulo, when 10 persons have jointly leased out 10 ha of land and then each person
cultivates 1 ha of land. All persons involved in lease consent to regider the entire area of lease
land in one person’s name. Sometimes it happens that one of the lessees (rather sub-lessee)
cannot pay higher portion of lease rent and the case is trandferred to the court. Consequently,
only the lessee, legdly bound suffers the damage. The draft Law does not and cannot envision
gmilar gtuaions

Tamaris Sakrebulo, May 18, 2004

There was a medting held in Tamaris Sakrebulo of Bolnis rayon on May 18, 2004. The
participants of the meeting were:

Temur Mamedov — Sakrebulo Chairman

Kamandar Mamedov — Sakrebulo secretary

Gumrakh Aliev — Sakrebulo member

Gulumkher 1amailov — Sakrebulo member
MuraTaviverdievi — Head of Water Supply Department
Bariskhan Mamedov — Lessee

Mukhragin Bairamov — Lessee

Locd villagers attending the meeting:

Ramiz Mamedov
Mamed Gureinov
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Entizar Aliev
Maior Amirakhov
|sakhan Namazov
Marglen Garanov
Ikendar Mamedov
Addiat Garanov
Jaa Muraev

Association for Protection of Landowners Rights:

Soso Tskarishvili — Head of Regiond Projects Management Department

Karlo Oniani — Coordinator of Regiond Projects Management Department
Vano Tsartsdze — Coordinator of Regiona Projects Management Department
Geda Samukashvili - Coordinator of Regiona Projects Management Department
Aleko Gvaramia— Head of APLR’s Lega Research Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Asocidion lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadastre information and maps. The second hdf of the meeting was
dedicated to the discussion.

In should be noted that local villagers and the sakrebulo expressed a vast interest in the draft
Law and the number of persons attending the meeting aso indicates this interest. Principles
and procedures of the draft Law turned out to be acceptable for the sakrebulo members,
lessees and villagers. They made no specific comments but they especidly liked that the draft
Law envisons revisting and review of legdity of lease agreements and leased land aress. The
guests expressed their concern and doubts about the legdity of leased lands and requested

their ingpection.
Berbuki Sakrebulo, May 25, 2004

There was amesting held in Berbuki Sakrebulo of Gori rayon on May 25, 2004. The
participants of the meeting were:

Ketevan Markozashwili — Sakrebulo Chairman
V epkhiaGolgashvili — Sakrebulo member
loseb Bejanishvili — Sakrebulo member
Solomon Bganishvili — Sakrebulo member
Makhaz Mashinjakeli — Sakrebulo member

Asociation for Protection of Landowners' Rights:
Soso Tskarishili — Head of Regional Projects Management Department

Vano Tsartsdze — Coordinator of Regiona Projects Management Department
Geda Samukadhwili - Coordinator of Regiona Projects Management Department
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Aleko Gvaramia— Head of APLR’s Legal Research Department

Persons invited to the meetings received a copy of the draft Law of its provison. Association
lawyers briefed on the privatization principles and procedures contained in the draft Law.
Regional Projects Management Depatment daff presented to the guests the visud
information, such as cadadre information and maps. The second hdf of the meetings was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees and villagers. They made no specific comments.

Like in Tamaris Sekrebulo, in Berbuki, they dso expressed specid content with the provison
of the draft Law, which envisons revisting and review of legdity of lease agreements and
leased land areas. The guests expressed their dissatisfaction with the lessees and noted that the
parcels are not being cultivated. They dso expressed their concern and doubts about the
legdlity of leased lands and requested their checking.

Karaleti Sakrebulo, May 25, 2005

On May 25, 2004 there was amesting held in Karaeti Sakrebulo of Gori rayon. The
participants of the meeting were:

Zviad Berianidze — Sakrebulo Chairman
ZuraGoligagdhvili — Sakrebulo member
Emzar Chdauri — Sakrebulo member
Tamaz Chdauri — Sakrebulo member
Korndi Mezvrishvili — Sakrebulo member
Mzia Tertiashvili

Ketevan Aduashvili

Nona K haribegashvili

Tamaz Makhokhashvili

Association for Protection of Landowners' Rights:

Soso Tskarishvili — Head of Regiond Projects Management Department

Vano Tsartsdze — Coordinator of Regiona Projects Management Department
GdaSamukadhwili - Coordinator of Regiona Projects Management Department
Aleko Gvaramia— Head of APLR’s Legal Research Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department dtaff presented to the guests the visud
information, such as cadastre information and maps. The second hdf of the medting was
dedicated to the discussion.
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Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no specific comments.

Ninotsminda Sakrebulo, May 25, 2004

On May 25, 2004 there was a meeting held in Ninotsminda Sakrebulo of Sagargjo rayon. The
participants of the meeting were:

Shio Shioghvili — Sakrebulo Chairman

David Bakuradze — Depeuty Head of Sagargjo Rayon

Givi Kharatadze — Sakrebulo member

Shota Keratishvili — Sakrebulo member

Robizon Mgebrishvili — Sakrebulo Head of Staff

Paata Asratashvili — Chief Specidist of Land Management Office

Association for Protection of Landowners Rights:

Soso Tskarishvili — Head of Regiond Projects Management Department

Vano Tsartsdze — Coordinator of Regional Projects Management Department
Gda Samukadhwili - Coordinator of Regional Projects Management Department
Aleko Gvaramia— Head of APLR’s Lega Research Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Association lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadagtre information and maps. The second hdf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no specific comments.

Manavi Sakrebulo, May 25, 2004

On May 25, 2004 there was ameeting held in Manavi Sakrebulo of Sagargjo rayon. The
participants of the meeting were:

VagaBazierashili — Sakrebulo Chairman
ZuraPeakrighili — Sakrebulo member

Givi Khevkhighwili — Sakrebulo member
Makhaz Dabakhishvili — Sakrebul o secratery

Association for Protection of Landowners Rights:
Soso Tskarishvili — Head of Regiond Projects Management Department

Vano Tsartsdze — Coordinator of Regiona Projects Management Department
Gda Samukaghwili - Coordinator of Regiond Projects Management Department
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Aleko Gvaramia— Head of APLR’s Legal Research Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadadtre information and maps. The second hdf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and lessees. They made no specific comments.

Atskuri Sakrebulo, May 25, 2005

On May 25, 2004 there was a mesting held in Atskuri Sakrebulo of Akhdtsikhe rayon. The
participants of the meeting were:

GdaMumladze — Sakrebulo Chairman
Jano Mumladze Pakridhwili — Sakrebulo member
Ramino Gvaramadze — Sakrebulo member

Association for Protection of Landowners' Rights:

Soso Tskarishvili — Head of Regiond Projects Management Department

Vano Tsartsdze — Coordinator of Regiona Projects Management Department
Gela Samukadhwili - Coordinator of Regional Projects Management Department
Aleko Gvaramia— Head of APLR’s Legal Research Department

Persons invited to the meetings received a copy of the draft Law and its provison.
Asociation lawyers briefed on the privatization principles and procedures contained in the
draft Law. Regiond Projects Management Department staff presented to the guests the visud
information, such as cadadre information and maps. The second haf of the meeting was
dedicated to the discussion.

Principles and procedures of the draft Law turned out to be acceptable for the sakrebulo
members and |lessees. They made no specific comments.
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17 June, 2002
Jaba Ebanoidze

IDEASON THE MAIN GOALSAND PRINCIPLES OF THE DRAFT
LAW ON ADDITIONAL PRIVATIZATION OF STATE OWNED
AGRICULTURAL LANDS.

l. The Main Goals of the Draft Law

1. Main goal — complete cultivation and effective usage of the agricultural lands
existing in the country

Currently the main pat of the sate owned agriculturd lands are not effectivdly used and
cultivated in Georgia. It is truth that great part of these areas, that are presented as leased
parcels, are cultivated, but a this stage it can be said that the state can not achieve dedrable
effect.

Some part of state owned lands are not used a dl. It is not managed to put them into the legd
frameworks. Coming out from the mentioned some pat of the date owned lands is left
outside the budget i.e. taxation of these landsis not managed.

The man god of the Draft Lav on Additiona Privatization of State Owned Agriculturd
Landsis effective cultivation and usage of the land.

In order to achieve the god some objectives presented below should be implemented:

1.1  Involvement of the agricultural lands remained in the ownership of the
state in land market.

Currently only those privatdy owned agriculturd lands are involved in the land market,
privatization of which was conducted through the land reform. Privatized agricultura lands
equa only to 27-30% of the total agricultura land.

All other lands like leased lands or non-leased state owned lands are not the part of the land
market. They are left outsde the market that reduces the posshbility of ther effective usage:
cultivators are not motivated and the lands are used inefficiently. No arrangements are made
on the mentioned parcds. The Stae loses fisca posshbilities and the land remains in the
ownership of inefficient cultivator.

Coming out from the mentioned, one of the gods of the Draft Law is involvement of date

owned lands in land market tha will greetly promote submisson of lands to the effective
cultivators in ownership and the agricultura lands will be a last used effectivdly over the
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whole country. Incluson of these lands in the land maket will dgnificantly increese the
number of arrangements and promote further development of land market.

1.2 Effective usage of the leased land parcels

The agriculturd land areas privatized through the land reform ae very fragmented, the
average parced equads to 0, 22 h. During the implementation of the reform it was Supposed
that exactly on leased large land parcds drong farming activities should be established.
Andyss of today’'s dtuation darifies tha the pat of leased territories is not cultivated and in
the best occason has minimal effect.

How to use leased lands effectively:

One of the vaid ways for effective usage of leased land parcels is privatization of lands.
Namely submisson of these lands in te ownership to private entities by the state. How to
implement this privatization process is presented hereunder in the next chapter.

The second method for effective usage of leased lands is the devdopment of “lease
market”. In some cases the lessee has not posshility to cultivate fully the land parcd. As
the lease tax rate is comparably minima the lessee not leaves the parcd, but currently
exiding legidation not dlows the lessee to make changes to the ownership right except
leaving the parcd. The fear of losng dready undertaken expenses forces the user to
proceed again ineffective usage of the land. In such case it would be better to dlow the
user to dienate hisher obligations. In case of dienaion/sdling of the lease right, the new
lessee will be automatically accountable before the date under the same terms as the
previous lessee. Though this way after some period the land will be submitted in the
ownership to the effective cultivator.

Through current legidation implementation of this process is so difficult that the cases of
lease right dienation do not even exis. The man reason of the mentioned is that it is
impossible to submit the rights to the new lessee without interference of the date. This
legidation should be smplified that would promote lease market devel opment.

1.3. Elimination of the corruption in the sphere of state owned agricultural
land management through privatization

Legidation regulating the process of agriculturd land leesng exids in Georgia At one glance
this legidation ensures publicity, trangparency and legdity of this process, but in red life we
meet with different cases that points to the inefficency of this legidation. The commissons,
which make decisons on leasing, create additional bureaucratic and corruption mechanisms
in many cases. Control over the lessee (preserves or not the lessee the conditions of
agreement) is not exercised. In some cases the conditions of the agreement are violated, the
leese payment is not pad, land is not cultivated, but effective mechanism to control the
mentioned is not working, which points to the wesknesses of this process. Confiscation of the
land in case of violation of obligations is dmost unknown for land leasing practice. The land
Is returned back to the date by the initiative of lessee.
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There are two ways to come out of this Stuation:

Firde — To drengthen and improve the legidation regulaing land leasing processes. Through
active co-paticipation of the locd sdf-government the process should become more
trangparent and public and effective mechanisms of control should be worked out. If we will
teke into the condderation exiding dStudion, how the government fights agangt the
corruption, it can be said that the mentioned will not be implemented in nearest decade.

The second way for excluson of bureaucracy and corruption from land leasing processes is
privatization of lands, ther submisson in the private ownership. The dae through
cooperation with the sdf-government should leave management and control functions of
mentioned lands, which should be implemented through maket principles — taking into
consderation private interests.

1.4. Development of lease market

The lease market is not yet developed in Georgia Lease arraignments on agriculturd lands
areminima. What is the reason of the mentioned? What obstructs lease arrangements?

The answer to this question is quite smple. Today the person who desires to acquire the land
for agrarian activity hastwo ways.

The person should purchase or lease land parcels from private entities, consolidate and
broaden them, which are connected to quite difficult and specific arrangements and may
not have a success.

The person should address the date, land leasing commission, and lease lend for the term
of 49 yearsthrough very little lease payment and without any control.

From these two dternatives, of course, the person chooses the second one. Exactly the lessee
right used improperly by the state is obstacle for lease market development in the country.

The dsate should leave the function of lease market's mediator, smplify the procedures and
make possible to aienate lessee right.

1.5 Access to the land. Supporting the farmers to purchase additional lands

According to the reform implemented in 1992-98 each household received maximum 1,25 h
of land parcd. Such pacds ae vey smdl for peforming and developing family and
epecidly farming activities. In the report of Euro Commisson it is dated that such parces
are too smdl for agriculturd activities and too large for usage as resdentid parcds. Coming
out from the mentioned, it can be sad tha the reform could not saisfy any level of village
habitants, land didribution was implemented inefficently. The famers and village habitants
have a will to purchase additional lands. The goa of this Draft Law is to make possible for
famers and pessants to purchase lands from the date. This will promote releesing land
management from corruption and adlow the farmers to receive necessary land parcels without
additiond difficulties
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1.6. Making possible for the village habitants to manage lands for common use

Some of agricultura land parcels, namely pastures, are the lands of common usage for the
habitants of sakrebulo. But today these lands are leased out free of charge to sakreulos and
the management of sakrebulo collects pasture taxes. The loca sdf-governing bodies
sakrebulos coming out from the subjective reasons do not and can not control usage and
protection of these lands.

It is time to grant the population with broader rights for managing these lands. These lands
should be submitted in common usage to the population of sakrebulo (and not to the locd

sdf-governing body). The main god of this Draft Law is exactly to make possble for
habitants to manage these lands, establish payment rates, control usage of these lands and etc.

[1. Which lands are subject or are not subject to privatization through this Draft Law

1. Generd Information on Agricultura Land Statigtics
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1.1 State-owned land that is not leased

Table No.1
Total Privatized L eases Remaining Lands Agricultural Landsin
Agricultura Lands (Excluding (Excluding Samachablo and
Samachablo and Samachablo and Abkhazia
Abkhazia Abkhazia)
Y ear 1985 2000 2001 2001 % 2000 % 2000 % 2000
Total
Agricultural 2,981,400 3018500 3,019,700 | 762100 252% 957,500 31L.7% 1,048,000 3A7% 252,100 8.4%
Lands
Including:
Arable 783,200 790400 792900 |434,800 14.4% 270,400 8.9% 48,000 1.6% 39,700 1.3%
Perennial
Plants 357,000 270,100 269300 | 181,800 6.0% 32,800 1.1% 20,700 0.7% 34,000 1.1%
Mowing 173000 142500 142300 41300 14% 59100 1.9% 31,900 1.0% 10,000 0.3%
Pastures 1652500 1,796,100 1,795800 | 84,800 2.8% 595,200 19.7% 947,400 314% 168,400 5.6%
Residential 15400 19,400 19,400 19400 0.6%
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1.2 Leased state lands

APPENDIX J

Table No.2
Data of year 2000 Lands that can be| Lands that will not
privatized be privatized
Total Sate-
owned
lands that are| 1048 000
not leasd
(except for
Samachablo and
Abkhazia)
Induding:
Arable 48 000 48 000
Perennid Plants | 20 700 20700
Mowing 31900 31 900
Pastures 947 400
Induding:
Pastures in| 919 000 919 000
dpine zone
Pastures for | 28 400 m? 28 400 (?77?)
common  usage, (Pestures  exiding | (Except for
for tourism and within the | pastures exising on
etc. boundaries of | the teritory  of
sakrebulos  will  be| sakrebulo)
transferred to
common ownership
of the population)
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1.3  Information on remaining farms (that are subject to privatization)

Table No.3
Data of year 2000 Lands that can be
privatized
Total leased lands 957 500
Including:
Arable 270400
Consisting of:
land leased to private persons 178 000 178 000
leased to educational-scientific 92 400 ?7?7?
and force structures
Perennial plants 32 800
Including:
land leased to private persons 22 600 22 600
leased to educational-scientific 10 200 ?7?7?
and force structures
Mowing 59100 59 100
Pastures 595 200 277?
(Pastures on the
territories of sakrebulos
will be transferred into
common ownership of
sakrebul o residents)

[11. Privatization of <ate-owned lands that are not leased and are subject to
privatization.

According to what — chargeable or free of charge- principle should these lands be privatized?

In 1992-98 the reform of the agriculturd lands was implemented. This reform was mainly
socidly oriented, after which the Georgian citizens had the posshility to receive in private
ownership some land parcds (maximum 1, 25h) free of charge and produce agriculturd
products hat on one hand would have given them the posshility of family susenance and on
the other hand would have asssted the country to overcome complex socid problems and
food deficit.
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The reform has some podtive results, especidly from the socid viewpoint, but this reform
was aso accompanied by some flaws. For example land fragmentation was named as one of
the man flavs — that is the serious problem for further development of agriculture and aso
farming and family activities. In other words we have some flaws from economic viewpoint.

At the fird stage of reform it can be sad that free-of-charge privatization was, to a certan
extent, judtified. We can cal this sage the stage of socid orientation reform.

At the current stage on the agenda is the issue of privatization of remaning agricultura land,
we dso have a certain experience of the first sage of land reform — 10 years have passed and
thisis a sufficient period of time for andyss

If we continue reform from the socid point of view — i.e if we dill fragment the remaining
land and digtribute it to rurd resdents, this will not make a dgnificant change in the socid or
economic dtuation of the family or person that recelves this land parcd. This will not cause
any socid or economic effect — neither for the state, nor for recipient families.

Land is one of the most important assets of the state, which needs to be utilized. It is probably
time for the date to get certain economic results through privetizetion of such land. The
effect, which is patly expressed by the funds gained through privatizetion, must not be
understood literdlly. The approach that the dtate budget should receive a large amount of
money through privatization will be incorrect. Mainly, this economic result will be that land
will be cultivated efficiently, it will become an dement of transactions and the market,
owners will pay the tax and findly, these land parces will exig in the date as vauable
property. All potentia land parcels will become part of the taxation space, i.e. will be taxed.

At this dage it is expedient for privatization of remaining land to be chargegble, i.e. for land
to be given to those, who want to cultivate it, who want to expand their farms, receive income
from thelr activities, etc.

Proceeding from the above, this draft Law has to be oriented only towards chargesble
privatization and economic effect.

How will this land be privatized — through smple open competition

When we are taking about economic results of additional privatization of remaning land, it is
important to distinguish well the following severd types

Revenue received directly from purchase amounts during privetization;

There gppears a private owner of land, who annuadly pays the land tax and this
aso becomes a source of stabile income for the Sate;

Through privatization, the date receives vauable property, this property

becomes an object of transactions, an element of the market and is also a source
of income for the state, through transaction fees,
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The date receives land, which is being cultivated and owners, who are trying to
usethisland as effectively as possible.

Of the economic effects listed above, | would like to separately single out the first one and
congder the rest of them together and thus compare them to one another. The state should be
more oriented towards later effects. It is important not to burden the privatization process
with high purchase amounts. We are saying not to burden, since, whether we want it or not,
this process will, to a certain extent, be loaded with the difficult social and economic Situation
of the population.

Proceeding from the above, the draft Law must not be oriented towards a united effect
achieved through privatization of remaning land (meaning reception of one-time purchase
payment). Exactly proceeding from here, it is dedrable for as many citizens as possble to
have the opportunity of taking part in privatization and buying land parcels.

It would be dedrable, for privatization of this category of land to be caried out through the
rue of smple open competitions (not auction). What we mean under smple and open
competition is the following:

Before the competition, those willing to participate in it, submit applications,
that they want to take part in the competition and undergo registration;

The competition itsef is held openly, in the presence of the village population
and a specid commisson. Compstition participants, a a specid separady
placed table, write on competition gpplication sheets, prepared for them, the
prices and leave these sheets on the table, with the front page facing the table.

A commisson member looks at each of the applicatiions and takes note of
who had the highest bidding price.  The person with the highest bidding price
is consdered to be the winner.

On the spat, in the presence of those in attendance, there publicly takes place
ggning of the specia Act between the buyer and the commisson, which later
becomes the basis for regigtration of the ownership right.

Why a competition and not an auction?

Firg of dl, we have to become wdl aware tha those willing to purchase land, are rurd
resdents and farmers. Persons of this category do not possess serious financid savings —
their capabilities are limited.

If privatization is caried out through auction (i.e if there begins a process of bargaining
between those willing to purchase), loca resdents, due to ther limited means, will turn out to
be a a disadvantage. Separate individuals a an auction can dways manipulate funds, which
ordinary peasants and farmers do not possess the means to do.
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As to competitions, competition participants fix their money amounts once. In this case there
functions quite a normd psychologicd tendency — not to write a too smal amount of money
and not to lose, and aso not to write a too high amount of money and not to waste your
money sensdesdy.  In such case, this psychologica tendency has an effect both on an
ordinary peasant and on interested persons. During a competition, there is a higher chance
that a person, proceeding from hisher interests, will take a one-time decison on the money
amount. Thisway, the possibility of ordinary peasants dso buying land is higher.

Who will have the right to take part in this competition — restrictions

As is noted above, ordinary rura resdents have a great desre to purchase land. Proceeding
from this, it is important to create an adequate competitive environment for rura population.
For that purposeit is necessary to establish the following specific restrictions:

Compstitions in severd stages have to be announced on particular parces — if there will be no
persons willing to purchase at the first competition, after a certain period of time there will be
announced the second competition and so on.

The right to take part in the fird competition will beong only to resdents of the village or
sakrebulo. At the firg stage, persons not residing in the village should be banned from taking
part in the competition.

At the second stage of the competition, any Georgian citizen will have the right to participate.
Also legd entities.

Who carries out privatization — commissions

Privatization process needs unified coordination. It would be desrable if this function is not
assigned to one agency. It dso should not be assgned to severad agencies a the same time.
For example, only the SDLM or the Ministry of Agriculture, both of them, etc. It would be
desrable to form a specid centrd commisson, members of which will be representatives of
various agencies and aso representatives of NGOs.  For example, a representative of the
Minigry of Agriculture, a representative of the SDLM, a representative of the Minigry of
State Property Management, a representative of the Ministry of Environment Protection, a
representative of our Association, a representative of “Elkana’, a representative of the
appraisers.

This commisson will be goproved and will assume the responshility for conduction of the
process in accordance with the law. This concerns the central commission.

It would be desrable for locd specid commissons to be dso formed on location, in each
sakrebulo. In these commissons will be represented loca reddents (5 persons),
representatives of the sakrebulo (2 persons), a representative of the SDLM (1 person) and a
representetive of the Minisry of Agriculture (1 person).  This commisson should be
gpproved by the locad sakrebulo, meaning that direct personification, selection and approva
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of members, should be carried out by locad sdf-governance. (The sakrebulo itsdf must not be
this commission).

Representatives of the population will control the process, so that private persons do not
privatize any common use land. The sakrebulo will have its two representatives in the
commisson. Also, rayon SDLM offices will make sure that no land, which is draegicdly
necessary for the state, is privatized.

Locd commissons oversee preparaiory activities, identification of parcels to be privatized,
their segmentation into optima areas and submission of entire documentation with sakrebulo
for approval. After gpprova by sskrebulos, the commission organizes tender competitions and
prepares agreements (special acts) and provides signatures (as representing the sate).

Who provides tenders and other organizational matters — private companies or Association

Above ae presented good work principles for the commissons, neverthdess, there is a
question — how should these activities be implemented and funded. There are two possble
ways to solve this question:

Frg — Let's say that the donors refuse to asss and finance this process Than the
Commisson hires private companies through tenders to conduct preliminary works. They will
prepare written information and provide awareness by the public in separate Sakrebulos. They
will survey aess subject to privdization and will divide them into paceds through
consultations with the commissons. They will prepae al sorts of documentation, written
information, sketches and organize tender competitions. For financing these companies,
paticipants will make advanced payments to participate in tenders. This money will not
return back to participants.

Second — If the USAID or other donor finances these activities, donors cover overdl
preparatory codts that predetermines high quality work products. If USAID agrees, our
Asociation can implement these activities pretty effectively. That is to say that well prepare
information for village population, work with the Commissons, and become responsble for
the overdl preparatory activities. Also, we shal supervise the entire process and etc.

How will the privatization funds be paid

The State should not expect to obtain fiscd effect a once from agricultura lands privatization
process. The State should be oriented on long-teem fiscd effect, which will dlow the
population to gradually redeem their lands. In addition, through such privatization, the State
will have better fiscd benefit at the following stages, such as land taxation, transaction fees,
property tax, increased Gross Domestic Product and etc.

Based on these suppostions, the vaues of parcels identified through tenders may be covered
by buyers gradudly, over some period of time. E.g. the State may dlow the villagers to pay
the prices of the lands during 5-10 years, i.e. to purchase lands through ingtdlments, with no
interest rate paid to the State.
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What will be the effect of this principle — if villagers and famers are dlowed to make
payments over severd years, this will enable them to mobilize their savings sep by dep
without using therr present capitd and decapitdization of their properties — that is on the
expense of the profit gained from their activities.

On the other hand, if participants know that they will be able to make payments gradudly
over yeas they will be motivated to make the prize higher. After this the date will
ggnificantly profit — the prize of land parcels will be higher than when redeeming them a
once.

Registration of rights over lands purchased through tender competitions

There will be a soecid act dgned by buyers and sdles of parcds through tender
competitions. This act will verify that some person won in the competition and the price will
be recorded.

After 9gning this act and after making the first payment to the bank, the receipt is submitted
with the regisrar and he/she regigers ownership rights over the parcds as the initid
regigration. Ownership rights will be registered but with redrictions if the owners refuse to
pay remaning amount of money, the land remainsin the state ownership.

Also, there is one issue to be emphasized. A landowner who purchased land through tender
compstition is authorized to trade with its ownership rights, that is that regardless complete or
partiad coverage of the price he/she should be able to dispose ownership right with existing
encumbrances and a new buyer should be able to cover the amount of money to be paid in the
same principle.

Also, a each new dtage, after paying following parts of moneys to be paid, after the owner
submits with the registrar the receipt, the record card should be amended indicating new
amounts of moneysto be paid and this should be chargegble just like a transaction.

Through such privatization process, results will be highly effective. These lands will be
involved in the land maket immediatdy after regidration, they will become subject of
transactions, and they will go into the hands of someone who will farm them well and etc.

Land Bank — Our Ideas

There is an idea about cregtion of the land bank by the dsate and the public will have the
benefit to take credits and buy lands through tender competitions using these crediits.

This seems to be a god idea a a glance. Someone desiring to purchase land will take credits
from these banks, will buy lands and will gradudly repay the credit. This way the dtate will
have a benefit to gain fiscd effect at once.

But if welook a it cdlosdly, this principle has a number of disadvantages.
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Currently, the state cannot afford to establish such a bank or fund. Some donor organizations
may take care of funding. Generdly, a bank or a fund has interest to generate some profit.
There should be some interest rate set for the credits complying with overdl credit policy of
the country that is a least 18%. Otherwise, this fund will deteriorate credit policy of private
banks. This interest rate is too high for peasants and farmers living in villages. They will be
afrad to take this responghility and this will dgnificantly discourage their chances to
participate in the privatization process.

Lands that will be privatized will have low market prices. If banks issue moneys as credits for
purchases and take these lands as mortgages, results for banks will be poor and they may go
bankrupt and may fal. Why? If landowners refuse to pay a the next sage, banks will remain
with parcds through sdling of which they will not be able to remburse the loss. Landowners
will use it as an advantage; the prices will be high a tender compstitions and they will leave
these parcds for banks later. This method will beillega way of making money.

Based on this gpproach, we believe that creation of land banks is not appropriate.

How will the funds gained from tender competition be used and distributed in central and
local budgets?

Moneys gained from tender competitions should be trandferred to specid banking accounts
from where the moneys shdl be distributed to loca and central budgets.

Essentid part of this income should be transferred to local — sakrebulo budget and used on
development of sakrebulo infrastructure.

The principle of money digtribution may be the following: 70/30 i.e. 70% to the locd budgets
and 30% to the central budget.

V. Privatization of Leased L and

General statistical information on leased lands
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Table No.4
Data of year 2000 Lands that can be
privatized
Total leased lands 957 500
Including:
Arable 270400
Consigting of:
land leased to private persons 178 000 178 000
leased to educational-scientific 92 400 7?
and force structures
Perennia plants 32800
Including:
land leased to private persons 22 600 22 600
leased to educational-scientific 10 200 7?
and force structures
Mowing 59100 59 100
Pastures 505 200 277

(Pastures on the
territories of sakrebulos
will be transferred into
common ownership of
sakrebulo residents)

I nformation on number of lessees and areas

In totd, there are 42 900 physica and lega persons leasing parcels, out of them, 36 600 are

physica persons and 6300 - legd persons.

v 341500 ha of lands are issued to 36 600 physica persons.
v" 616 000 haof lands are issued to 6 300 lega persons.

Information about dates of lease agreementsis the following:
v’ 4.8% of dl leased areas are issued for 1 year
v’ 4.4% of al leased areas are issued for 5 years

v' 67.5% of al leased areas are issued for 10 years
v’ 23.3% of al leased areas are issued for over 10 years
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2.1 Why are we considering privatization of leased lands?

There are severa reasons that make us think about privatization of leased lands:

2.2

Maority of leased lands are not farmed effectively. ®me lessees consider these lands
as dead capitd, which after a while may generate them profit. Also, some particular
part of lessees has no high hopes about investments in date lands. In addition, one
important factor, making lessees be concerned and discouraging them from serious
investments, is negdive atitude tha the villagers have towards the lessees. Population
dill remembers communist times, when private ownership was abolished. The smilar
threat is fet even today especidly among lessees. That's why, only usage right, even
if it's for 49 years, does not dlow the persons to have the confidence of owners. All
these patidly predetermines ineffective usage of these lands and if the Stuation
remans the same, the State will continue ending up with bad results Generdly, in
developed and developing countries, they prefer to lease lands rather than own them.
Respectively, there is only one sngle effective way to solve this problem and that's
privaizing these lands;

Currently, leased land parcds are off the land market that sgnificantly discourages
land market development in Georgia. The first best choice would be to privatize these
lands and that's how they will become pat of the overdl land market. In the worst
case, the lessee should be gven the right to trade these lands with lessee right that will
also make those lands part of the market.

The State cannot effectively manage and control the leased land parcels. The process
of leasng is not trangparent and the date officids create numerous bureaucratic and
corruption tools. Therefore, through privatization of these lands, the state should lose
the function of managing and controlling these lands.

Should privatization be chargeable of free of charge?

Leased lands are the best quality agriculturd land parcels. Lessees are holding these land
parcels for a long time and they were supposed to receive some profit through well-planned
activities.

Leased land parceds are serious capita for the date. It's time that through privatization of
these lands, dgnificant amounts of funds were mobilized in the dtae budget. Therefore,
privatization of these lands should be chargegble.

It's time that these lands go into the hands of someone who desres to fam them and can
make profit from these activities. Under such circumstances, interested persons should pay
money to purchase/redeem lands.

The State should not dlow the transfer of these lands to lessees free of charge. This will cause
anumber of negetive results:
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Bad fiscd effect;

These parces will be involved in the land market with much less garting vaue than
their red market price. Only after further transactions, their price will come close to
market prices that will once again dday the land market development for some time.

Village population will teke this fact negetively as mgor pat of these lands went into
the hands of old bureaucrats and oligarchs and the population expects the date to
make a fair decison: these lands need to be taken away from lessees or should be sold
to them in high — market prices. This will force some of these people to refuse their
redemption.

Note: The fact tha today we are discussing privatization of leased lands, and the fair
decisons made by the State, indicates that lessees fears about losng lands have some
grounds. After developing and establishing land market, when actua potentia of each ha will
be determined, managing of processes will be significantly smplified.

2.3 Should the lessee be granted with the right of first purchase?

Firg of dl it should be mentioned that according to the Georgian legidation the lessees of the
various state property have some privileges concerning the right of first purchase.

The lessees cultivate leased land parcels over the years and have spent some amount on
agriculturd ectivities. In many cases the lessees plant perennid plants, which provides output
for the lessees after the severd years. Coming out from the mentioned, it is gppropriate to
grand the lessees with the right of first purchase and to spread this principle over dl type of
lessees.

In order to conduct effectively the privatization of leased lands they should be sold to the
lessees according to the market price. We may motivate the lessees through granting them the
right of first purchase and they can decide to purchase these lands before expiration of lease
term. Otherwise the lessees will refuse to purchase the land and the state will not be able to
make any arrangements on these parcels before the expiration of lease term (the state can not
abolish lease agreements).

According to this Law that lessee is granted with the right of firg purchase, which has
registered lease agreement at Public Regidtry.

If the lease agreement is not registered due to some subjective or objective reasons (such
cases ae many), the lessee can regiger it any time and than purchase the parcd. In such cases
the registrar should indicate clearly that the registration was conducted according to the
previoudy entered agreement.

If the lessee has not entered the lease agreement and it is not registered, this land will be
considered as the ownership of the state and is subject to the direct privatization.
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2.4. How isthe registration conducted in case of lessee’ swill?

If the lessee has the right to purchase the land from the dtate, in this case the market price of
the leased land will be identified and the lessee will have to pay this amount.

The gate might (it is degrable) grant such lessees with some privileges, to pay the purchase
amount cyclicaly over the severd years.

After the lessee has pad the firsd pat of the amount the limited ownership (incomplete
ownership) right on the land parcd is registered - i.e. this land will be trandferred in complete
ownership to the lessee only after paying of the remained amount and in case of non-paying
of the amount the state can return the land. The secondary regidtration of the right should be
conducted after each new phase of amount payment and the record of the accounting card
concerning the amount to be paid to the state should be updated. Through this way, leased
lands (even though they are not purchased completely) will be involved in the land market
and the owner would have the possibility to sdll its right with exigting limitations.

2.5. How isthe purchase price -market value of the land — identified?

One of the problematica issues of this Draft law is identification of market vdue of land
parcel or to be more precise, identification of land price enclosed to the market price.

Currently the value of the land parcd is identified during the secondary transaction or through
the auctions.  In case of purchasing by the lessee the land parcel according to the direct sde
rue, none of the mentioned methods will be appropriate. It is needed to choose other
directions.

From my viewpoint, in such case, one of the outcomes is to be identified the market vaue of
land parcel by the private appraisal companies.

In Georgia red edate gppraisd companies dready exis (mainly audit companies). Also the
asocidion of gpprasers exids that tries to improve the qudification of appraisers and
implement international standards. Also it should be mentioned that very soon, probably this
year, the Parliament would pass the Lav on Apprasd Activity, that is oriented on
international standards of gppraisement. Coming out from the mentioned we can say that for
that time, when the privaizaion process will be commenced we will have qudified
appraisers.

One issue should be taken into the consderation: the leased parcels should be divided into the
three categories:

Smdl-gze- 15-20h

Average-gze— 20-50h
Large-9ze— over 50h
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Smdl pacds are cultivated by the faming activities daffed by the famers and their family
members. Ther technicd ad materid abilities are little. They have not leased more land
pacd, as they have no funds for its cultivation and usage. Even though this layer is
conddered as the richest population of the village it is accepteble to smplify amount
payment and establish some privileges for them.

Comparably large land parcds ae cultivated in a different way. Also legd entities are
interested with such parces. Except of the rare exceptions, it can be sad that the largest
parcels are leased out to the former bureaucrats. In many cases they cultivate the land parcels
through the sub-lessees (at a high price) or wait for the land privatization and condder the
land privetization as prospective investment. Exactly this layer of lessees causes antagonistic
approach from the population and lessees of the smdl parces Exactly for this reason
purchase of the average and large size parcels should be conducted in different way through
the payment of redl price.

Through such an approach, these persons will be forced to pay a redlistic purchase amount or,
otherwise, revise ther busness plan. The mechanism of paying the amount in inddlments
should be retained here as well, but interested persons should know that without funds and a
well-caculated busness plan, merdly taking a parce is unprofitable for them. Through such
an attitude will, to a certain extent, be restored hitorica justice and the chance of land being
used effectively will incresse. More so as paying a high rate of the purchase payment through
ingtallment mechanism will not be a problem for interested lega entities.

2.6. Whether the lessee should pay the established market price in full or be given a
certain privilege to pay only a part of this price — 50%

To be discussed and considered.
2.7. Whnat will happen in caseif the lessee does not have the desire?

The lessee should have the right to use the right of firg purchase before expiry of the lease
term. Meanwhile, if before expiry of the lease term the lessee does not use such right, then,
after expiry of the lease term, land is sold through rule of auction to any willing person.

The state does not have the right to terminate the lease agreement before expiry. Lesse is one
of the forms of ownership. The date acts as the protector and guarantee of rights of the
lessees and it is inexpedient to violae this condition so radicdly. Thus, it would not be
judified to tak &bout termination of lease agreements before their expiry and further
privatization through auction.

Despite the lessee's refusal to purchase, leased land must become an dement of the market, it
must become possible to trade the lessee’'s right.  This will Sgnificantly assst the process and
increase the likdihood of this land fdling into the hands of the person who will use it
effectively and a so the person who wants to purchase it.
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It is necessary for the date to activate certain levers (but not adminigtretive ones), which will
push the lessees to ether purchase land parcels early or dienate the lease right or to cultivate
the land parcd effectively. One of such levers is to increase the lease payment up to a
redidic rate. The date dways has the right to revise the lease payment and make it closer to
the redidic rent vdue. This way the date itsdlf will aso recelve serious profit, while those
lessees who will not be ale to use the land effectivdy and pay the lease payment, will
terminate their agreements themsdves or will buy the land early, for the purpose of later
Hlingiit.

2.8. Whether the lessees should be given the right to purchase part of leased land and not the
whole land parcel or not?

Specific land parcels, especidly if they are large (leese), have a part, where either buildings
and congructions are concentrated or the land is of comparatively higher qudity, or there are
highly productive plants, etc. As result, this part of the land parcd has a higher or, in some
cases, main value rather than other part of the parcd.

If we look a the leased parcd from this point of view and assume, that the lessee can
purchase part of the leased land parcd and refuse the rest of the land, this will have a negative
result. Specificdly: in case of such a right, the lessee will want to purchase that part on which
the main assets are concentrated. Through purchase of just this parcd and separeting it from
the other remaning pat, we will get the Stuation where the vaue of the other pat will
ggnificantly diminish or it will completdy lose vaue and there will be no persons willing to
buy it.

A specific example: a 100 hectare leased parcd. In one corner of this parce — near a road,
the lessee has built a farm and other condtructions and next to the farm he has planted some
crops. Let us imagine that the farmer is not able to purchase dl of the 100 hectares and has
decided to buy only 20 hectares. Those 20 hectares that are located in the corner near the
road, with buildings. The famer has refused to buy the remaning land and this land is
subject to privaization through auction. The price of the remaning 80 hectares will
ggnificantly diminish without these 20 hectares. It is possble that they will completely lose
value (if the access is not good, this land is locked, the new owner will not be able to compete
with the owner of the 20 hectares through analogous activities, etc.)

Proceeding from the above idess, the way out would be the following: the commisson should
determine and decide whether to give to the lessee the right to purchase part of the parcd.
The commisson will dther not give consent, or if it does, the commisson will itsdf dlocate
this part, so that the remaining part does not loseits vaue.

2.9. Qublease

According to current legidation, registration of a sublease is not obligatory. This fact creates
an extremdy non-transparent and non-public environment.  Often there is verbd agreement
between the lessee and the sublessee, according to which the sublessee pays 45 times more
lease payment than the lessee himsdlf.
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It is necessry to make sublease subject to mandatory regidration, in accordance with this
Law. This regidratiion will be based on a sublease agreement. This way, we will have the
opportunity of incompletely, but gill determining the red profit received from a land parce
and the minimd limit of the lease payment in generd.

2.10.The state must stop leasing out the land subject to privatization

As of adoption of this Law, the state must stop leasing out the land, which is subject to
privatization in accordance with this Law. Prolonging of the lease terms after expiry should
aso be banned.

A cetan aea of agriculturd land, which will not be subject to privatization, will ill remain
in gate ownership. Lands, such as land for development of tourism, recreationad Zzones,
catan sdentific-research fams, etc.  This land may be leased under certain conditions.
Thus, the sate will have the right to be the lessor of this land.

2.11.Which leased land must not be privatized

To be consdered.
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D. Stanfield and L. Rolfes
Terralnstitute and the Rural Development Institute
September 25, 2004

Privatization of L eases

In Georgia, a dgnificant portion of the country’s cultivated agriculturd land remains owned
by the state. Much of this sate land was leased to private parties during the 1990's, and these
parties by-and-large ill hold these lease rights. Most experts acknowledge that the current
leese regime is unsatisfactory, and that the leased land should be trandferred to private
ownership. How this land should be transferred, and who should become its owner, are
questions under debate. This paper examines this debate, and offers an opinion about the
preferred course of action.

1. OVERVIEW OF THE KEY | SSUES

The preset system of lessing dae-owned cultivated agriculturd land has proven
unsatisfactory. A GTZ sudy in 2001 concluded that low lease prices and favoritism in the
granting of |ease agreements has produced:

a) frequent sub-leasing of land;

b) uneven income digtribution in the villages because of sub-leasing practices,

c) welfare losses for the Georgian economy because of sub-optimd dlocation of land
and water resources, due in part to the insecurity of leasehold arrangements (people
may hedtate to make investments in leased land because of uncertainty as to the
recovery of these invesmentsin future production);

d) ggnificant losses for the dae budget because of un-registered sub-leasing
arrangements and artificialy low rents negotiated by the original lessees™.

Ebanoidze (June, 2002, p.1) has argued that “leased lands or non-leased state owned lands are
not the part of the land market. They are left outsde the market, which reduces the posshbility
of ther effective usage. Cultivators are not motivated and the lands are used inefficiently.
The State loses fiscd possbiliies and the land remans in the control of inefficent
cultivetors”

Three facts about the current date land lease regime are of crucid importance when
conddering different courses of action. Frd is that the land under lease is heavily
concentrated. Approximately 8% of the lessees lease 50 or more hectares, and they control
nearly 60% of the cultivated state owned land held under lease agreements™>® By comparison,
gpproximately 63% of the lessees hold 10 hectares or less, which amounts to only about 11%
of the cultivated state owned land held under |ease agreements.

%5 From Strubenhoff, 2002, and Ebanoidze, 2002.

%6 From APLR lease data base, 2002, see Stanfield et. al, 2003. This data come from atabulation of information
from registered leases. The proportion of land held by the large lessees is probably higher than the dataindicate,
since some |essees hold more than one |ease.
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Second, the large lessees generdly did not come to control the land through ether an open
equitable process or an open competitive process, but gained control through connections and
influence.

Third, while some large lessees are using the land productively, there is no evidence tha they
are as a group making the best productive use of the land. In fact, The GTZ study cited above
points to favoritiam in the granting of lease agreements as a prime factor in the problems that
aose with the date land lease regime.  And the frequent sub-leesing of land suggests that
many large lessees are smply turning the land around to primary producers, extracting rent in
the process, and adding no productive vaue.

A wide vaiety of approaches to privetizing the Sate cultivated agriculturd land under lease
are posshle. At the current time, though, two approaches have emerged as those most likely
to be adopted into law and implemented. The first gpproach would give current lessees an
exclugve right to purchase the land from the dtate for a low price. This is the approach taken
in the current verson of the draft law. The second approach would give current lessees an
exclusve right to purchase the land for a low price up to a certain amount, and above that
amount the right to purchase for a much higher price.  These approaches are explored in more
detal below.

2. TheCurrent Draft Law: Land totheLargeL essees

The current draft law provides that dl lessees will have the exclusive right to buy the leased
land for a low rate of 10 times the land tax. This gpproach is not controversd as it relates to
the 92% of al lessees, who together lease 40% of the land. The controversy arises regarding
the remaining 8% of lessees, who lease 60% of the land. Supporters of this gpproach contend
that larger land holders, who are serioudy interested in agriculture, will be able to provide
their own capital and technical expertise to improve the productivity of the land. They would
not be dependent on getting credit in a Stuation where credit and access to inputs for
agriculture are very limited. At the same time they argue tha smdl producers do not have the
persona resources to get needed operationd capita, and have difficulties getting access to
markets for products and inputs, thus will be less cgpable of improving the productivity of the
land. Therefore, the larger lease holders should be encouraged to acquire the leased land in
ownership.

Cetanly this argument will hold true from some large lessees. But as described above, many
(probably most) large lessees are subleasing the land to the red producers, rather than
cultivating it themsdves. They add no productive vadue, and are unlikdy to do so if they
become owners of the land.
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In addition, this argument implicitly presumes that large-scae agriculture is more productive
and efficient. World experience suggests that this is not the case®’ Moreover, the prevalence
of sub-leesing suggests that the smaler, family producers are more interested in making the
land produce and more able to do so than the lessees. The efficiency of input use of smdl
farmers may dso be greater than the large lessees. According to one study in Georgia, under
equa conditions of credit and market access, smdler operations are more efficient users of
land and capitd than are larger fams®® In another study, it was found that entrepreneurid
andl scde fam opeaions have the abdility and willingness to buy land under favorable
conditions>®

Findly, dlowing large lessees to acquire ownership over dl the land they lease is highly
inequitable.  Since these lessees acquired ther leases primarily through cronyism, granting
them ownership dlows them to cement ther ill-gotten gains, as it were.  This will not go
unnoticed by the rurd population. Meanwhile, access to land is a key ingredient to the
economic survival of rura Georgian households. While most households dready own some
land through prior privatization efforts, more would be hdpful snce land ownership is
strongly associated with incressed food security.®®

3. An Alternative: Requiring Large Lessees to Pay Meaningful Pricesto Buy the Land
They Lease

Some of the large lessees are using te land productively. Some of the smaller lessees are not
able to fam the land productively. The policy chdlenge is to encourage the entrepreneurs,
and avoid privaizing land into ownership of speculative holders rather than of entrepreneurid
farmers.

A promisng way to meet this policy chdlenge is to provide lesses an exclusve right to
purchase the land they lease from the state for a low price up to a set amount, and to pay a
much higher price for land in excess of tha st amount. Large lessees who are serious
farmers would be able to pay the higher price, while large lessees who are not serious farmers
would not pay the higher price, and the land would then become avalable to purchase by
others. For example, the lessee could have an exclusive right to purchase the first 30 hectares
of leased land at a rate of 10 times the land tax (as with the current draft law), but would have
to pay 25 times the land tax to purchase any land in excess of 30 hectares.

%" See,, e.g., Hans Binswanger, Klaus Deininger, & Gershon Feder, Power, Distortions, Revolt and Reformin
Agricultural Land Relations,” in Srivavasan & Behrman (eds.) Handbook of Development Economics, Val. lll,
ch. 42, 2659-2772 (1995); Nancy L. Johnson & Vernon Ruttan, Why Are Farms So Small?, 22 World
Development 691 (1994); and W. Peterson & Y. Kislev, Economies of Scalein Agriculture: A Re-Examination
of the Evidence, Staff Paper P91-43, Department of Agricultural and Applied Economics, University of
Minnesota.

%8 See K oechlin, Jean and Jegat Mariannick, 1999, and Thiesenhusen, William, 2002. Many studies
internationally have shown there to be an inverse correlation between farm size and productivity of theland, i.e.,
the smaller farms show higher land productivity, while the larger farms show lower land productivity.

59 See Thiesenhusen, 2002.
60 National Centers for Disease Control, 2002.
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This gpproach would mitigate many of the problems with the current version of the draft law
as described above. Large lessees who are serious farmers will retain their land, while the rest
will find it harder to privatize the land they lease, thus making it avalable to red
entrepreneurs.  More land should transfer to the hands of smal and medium size famers, who
ae generdly more productive and efficient. And the serious equity issue in the draft law is
mitigated to a large degree, since large lessees will at least have to pay red money for the land
they origindly leased through favoriism and connections, and some of this land should
become available to the rurd people at large.

But what about those large lessees who are more interested in peculating in land and not in
making it produce? Will the draft law inhibit such people from acquiring ownership of the
land? The draft law presently has no limitations on how much land can be acquired by the
large lessees. However, one argument is that the law would dlow the serious large lessee to
acquire the land in ownership, and should discourage the less serious. Assuming that the tax
rate is sgnificant, this god would be achieved by fixing the price of the land a 10 times the
tax rate. Since the lessees are obliged to purchase al of the land leased at that price, those not
interested in making the land produce will not be motivated to invest in the land. However, if
the speculator foresees profits from that speculation, such a provison will probably not
discourage bidding for the land for speculative and not productive purposes.

Position 2. Land To The Tillers

Many large lessees are not themsdves cultivating the land they lease, but rather are sub-
lessing the land to villagers, smdl scale producers’.  The lessees profit from being charged a
low rent by the State, and by charging a higher rent to the sub-lessees. In some cases the
lessees may provide the sub-lessees with machinery and other inputs, but the temptation is for
the lessees to refrain from providing labor or investing capitd in the farming enterprise, and
amply profit from their control of the land.

The prevaence of sub-leasing suggests that the smadler, family producers are more interested
in making the land produce and more able to do so0 than the lessees.  The efficiency of input
use of smdl famers may adso be grester than the large lessees.  According to one study in
Georgia, under equa conditions of credit and market access, smdler operations are more
efficient users of land and capitd than are larger fams®2.  In another study, it was found that
entrepreneurid amdl scde farm operations have the ability and willingness to buy land under
favorable conditions.®®

The Wdfare Argument

Some of the large lessees are using the land productively. Some of the smaller lessees are not
able to fam the land productively. The policy chdlenge is to encourage the entrepreneurs,

®1 Strubenhoff (2002), Ebanoidze (2002), Thiesenhusen (2002).

62 See K oechlin, Jean and Jegat Mariannick, 1999, and Thiesenhusen, William, 2002. Many studies
internationally have shown there to be an inverse correl ation between farm size and productivity of theland, i.e.,
the smaller farms show higher land productivity, while the larger farms show lower land productivity.

63 See Thiesenhusen, 2002.
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and avoid privatizing land into ownership of speculative holders rather than of entrepreneuria
farmers.

Another important policy objective is the wefare of the population. A large portion of the
population is rurd. The State Depatment of Statistics shows tha outsde of Thilis and
Adjara, 66% of the population of Georgia is rurd. In some regions where leasng of date
owned agriculturd land is most extensve (Kakheti, in particular), the population is over 75%
rurdl.

For such a predominantly rurd population dependent on agriculture, access to land is
important both from a family survivd and production point of view. In gened, land has
specid importance for rurd households, since farming it contributes 2/3 of their income®.
This source of income is dso important for the resdents of smdl cities whose mode of life
does not sgnificantly differ from that of rurd resdents. Nearly %4 of their income is received
from agricultura production, dbet on a smal scde. Moreover, gpproximately 90 percent of
the country's households have some income from land. Among the most important predictors
of household food insecurity is lack of land ownership. Households owning relatively more
land were more food secure than households owning little or no land for cultivation.

By encouraging rura families to acquire leased land in ownership, we might expect that over
the long term these new landowners will make the decisions to make the land produce and
meet their family and income needs. Being owners dso enables them to make the decison
whether to keep the land and work in agriculture or to shift to other occupations. Having the
land in their hands enables them to make that decison themsdlves in the future, rather than
being forced to migrate in the very short term because of lack of land access.

The Law and the Lessees

In summary, there are arguments in favor of the large lessees becoming owners of the land
they presently lease, and there are arguments in favor of the smaler producers becoming
owners of more land than they presently lease. There are arguments that the well connected
dite will mobilize resources for farming, and opposng arguments that they will smply
speculate with the land and use their land contral to exploit the loca land poor.

Rurd welfare arguments as wdl as the notion that widespread and equitable land ownership is
the basis of politicd democracy®™ would &nd to support efforts to limit the amount of land the
large lessees could acquire in ownership, particularly the large lessees who are not involved in
the efficent and sugtainable cultivation of the land, and to encourage the amount of land the
gndler producers resdent in villages could acquire in ownership.  Following privatization,
the entrepreneuria owners can use market transactions, including leasing in of land, to add
land to their holdings to fit each specid case.

64 National Centers for Disease Control, 2002.
®5 Thomas Jefferson and his followers used this argument successfully to launch the land distribution program in
much of the colonial United States.
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The present draft law does encourage the large lessees who are not serious about cultivating
the land, to give up ther leases by edtablishing a “high” price for the land per hectare, which
when applies to large aress of leased land, would require subgtantia financid outlays. The
law aso requires the large lessees, as dl lessees, to offer to purchase the entire leased land
aea, and not pats of it, which ensures the substantial financid outlays necessary for the
purchase of the larger parcels of land.

The law dso favors the village farmers in ingtances of gpecid auctions, by specifying a lower
asking price (two times the land tax) and by limiting the participants in such auctions to
resdents in the community where the land is located. Such auctions are gpplicable to land not
leased, including land for which any previous leases have expired or have been cancelled.

The law favors both the large and smdl lessees by giving them five years to pay of the land
that they buy, which is probably more important to the small lessees than the large ones.

On badance, the land to the tiller option is favored in the law. But if one accepts this
concluson, the question is whether these measures in the law are sufficient to favor the
sndler producers capacities to acquire the leased land and to actudly become the
predominant owners of the privatized land under the provisons of the law.

An andyss of the feashility and likely effects of severa measures for improving the chances
of the small holdersto acquire land in ownership shoud be introduced:

Outside of the law

- Incresse the renta price for leased land, with an exemption for leased land of less than
10 hectares. Such a measure might encourage the large lessees to abandon at least
some of thelr leases.
Allow the sub-leasing of land but improve the security of tenants (sub-1essees).
Improve the management of exiding leases to be sure that the smal and medium
lessees have vdid lease agreements, and to enforce the collection of rents and the
monitoring of the uses of the leased land.
Clearly decree that no more leases of date land should be concluded, a least for
parces larger than 10 hectares, and that no extensions of leases can be granted, at least
for parcels larger than 10 hectares.
Other ideas should adso be explored to encourage the entrepreneuriad smal holder
option

Inside the law

- Respect the lessees privileged right of purchase, but limited to some maximum amount
of land, eg., 30 hectares. All land in excess of that limit is to be put up for specid
auction, and then open auction.
Eliminate the requirement that lessees must have registered leases in order to have
direct purchase rights. A dgned lease contract should be enough to exercise such
rights. Requiring a regigered lease agreement will favor the larger lessees, who will
find away to register the agreement, while the villager lessees may be prejudiced.
Require lessees to exercise ther direct purchase rights within a reasonable period of
time, such as 5 years. After this time the rights to buy the leased land expire, even if
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the lease has not expired. This would be a way to hep speed privatizaion, while ill
respecting lease contracts.

Reduce the price pad by smal and medium lessees s0 that direct purchase will be
more affordable to them, thus more of them will become owners

Reduce the required payment for auction participation from GEL 20 to GEL 10, to
make the participation in auctions less onerous for the people with low incomes.

The date should exercise its Civil Code rights to cancd dl leases at the ten-year mark
(this does not need to be done in the law, though it would be helpful)

Exempt the smdler producers from having to produce a down payment.

Encourage lessees of parcels under 10 ha to purchase the land without alowing the
lease to expire and forcing the land into auction. The price could be twice the land
tax, or the current lessee payment, or some other amount that is reasonable. Payment
should be spread over severd years with no down payment required. Going this route
could potentidly save the dtate the expenses of thousands of auctions of smadl parces.

That done might make this arrangement aitractive to government. It adso should be
politicaly attractive.

Under the present version of the law, other modifications may be warranted.

What is the Situation?

Many of the above dtated opinions concerning the draft law are based on the May, 2003
verson of the law, and should be checked againgt the latest verdon. The involvement of the
Minidry of the Economy in the lesse converson decisons versus such decisons being made
by locad privatization commissons, as goparently is the intention presently, should be
described and evaluated.

From a practicd point of view, the arguments made above are based on persona knowledge
or shared convictions which are not well grounded in fact. The APLR has conducted a pilot
dudy of the land leasng dStuation in nine Sekrebulos, and is able to use that information in
order to guide policies concerning the privatization of leased land. That information could be
used to answer the following questions:

1. Lesseesand Sub-lessees

- Who has current legd rights to the State owned agriculturd land, and who is currently
usng the land? Many of the lessees have dlegedly sub-leased the land to others.
How extensve isthis practice?
What has been the higory of leasng of land in the Sakrebulos—have people leased
and then abandoned the |eases?
Where are the lease agreements kept (Public Registry? Sakrebulo Office?) Who
knows which |lease agreements are currently valid and in force?
Do the lessees provide significant services to workers or sub-lessees? If so, which of
these services could be lost if the lessees do not become owners.
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2. ledltyofleeseagreeﬂerﬁs

How many lease agreements are registered and how many not registered, according to
Sgze category? It may be the case that the smaler lessees could be injured by a
provision to consider unregistered lease agreements as invalid.

How many lease agreements are not valid (expired, rot properly prepared) according
to Sze category? It may be the case that many large leases are not vaid, as could aso
be the case for many smdl leases. What could be done to improve the proportion of
valid leases for the small lessees?

3. Comparison of large, medium and smdll leases, and owned land.

How does leascholder family income (including consumption of food produced on the
land), production for sale, labor use, input use on leased land compare for different sze
categories of leased land and with land that is owned? We could compare leased land use
with owned land use for the same people. Also we could compare leased land use in
generd with owned land use. There is a common perception that much of the leased land,
especidly in the large leases, are not used productively. Is this the case on average? Are
there ingtances of large lessees using the land productively? Are there smaler lessees
who do not use the land productively? How can the productive producers of any scae be
encouraged?

4. |mpact

How many families will acquire land in ownership under the lease privileged purchase as
well as under the auction provisons of the draft law?

261



APPENDIX K

References

Ebanoidze, Jaba, June, 2002, “Ideas on the Main Goals and Principles of the Draft Law on
Additiond Privatization of State Owned Agriculturd Lands.”, APLR Paper, Thilig, Georgia

Koechlin, Jeean and Jegat Mariannick, Survey on Land Privaisation in Georgia, Typescript,
European Commission for the EU, financed by the FSP and SDLM in Georgia, April-August
1999

Nationd Centers for Disease Control, Thilis-Georgia and Save the Children—US, Georgia
FHdd

Office, “Nutritional Status of Children Lessthan Five Years of Agein Six Drought-Affected

Regions of Georgias 2000-2001", with technicd assstance provided by Irwin Shorr and the
Centers for Disease Control and Prevention-Atlanta, Georgia, with funding by USAID, Find
Report, 2002

Stanfidd, J. David, Eka Tsomaa Jaba Ebanoidze, “Privatization of Remaining State Owned
Agricultural Land in Georgid’, APLR/Terra Indtitute, January 25, 2003

Strubenhoff, Heinz (team leader), “THE STRUCTURE OF AGRICULTURE IN GEORGIA”,
A Report prepared by a team headed by Heinz Strubenhoff, composed of Wolfram Kneib,
Bernd Schemschat, Jasper Lauert, Christiane Ortenburg, Jasper Lauert, Bernhard Voss, in
collaboration with the Indtitute for Soil Science, Prof Charksdiani and Prof. Uruchadze, and
Georghe Chumburidze, Sophie Kemkladze, and Jeko Mchedlishvili, 15 February, 2002, GFA
Terra Systems GmbH, Hamburg, Germany

Thiesenhusen, William, “Discusson of the Draft Law Prepared for the Second Phase of Land
Reform and Privatization in Georgid’, Terra Indtitute, 2002.

262



APPENDIX L

4 April, 2002
Manana Amonadwili and David Stanfidd

The Development of a Non-Gover nment Or ganization
for Re-Defining Property Rightsin Georgia

USAID support to the development of land markets in Georgia began in 1977 following a
vist by a USAID ddegatiion to Georgian officids in the fird part of the same year. During
that vigt, the existing Stuation was assessed and by the end of September of the same year the
Project had started. Experience of analogous works carried out by USAID in former soviet
republics served as bass for the Project works. The US government financed the first project
attivities in the form of humanitariartechnica assgance through grant funding, via a
contract with Booz-Allan & Hamilton company.

At the beginning of the Project there was no unified legidative framework, which would
directly regulate land-related issues. Land reform itsdf (which dated in 1992 by
“privatization” of agriculturd land and free of charge dlocatiion of certain area of land to
people) was caried out without such legidative framework being in place. This was the
reason for leaving non-agricultura or urban land without consderation.

Laws and normdive acts a that time were contradictory and insufficient. No unified legd
andyss of exiging legidative framework had been made. A complete reference book of
land-related laws and normative acts was prepared by the Association for the Protection of
Landowners Rights (APLR) through the grant obtained from Eurasa Foundation. However,
the reference book did not include legd andyss of those laws but only assembled them in
one publication—a very useful step, but only afirst one.

The BAH Proect daff and specidists from the APLR darted ther activities by researching
and andyzing exiging legiddive framework. The improvement of the legidaive framework
for agriculturd as wdl as nonagriculturd land was the prerequiste of land market
development in Georgia

Due to the successful law drafting activity, the Paliament of Georgia has adopted the draft
laws prepared by the Land Market Development Project and the Associatiion for the
Protection of Landowners Rights:

» Law on Declaration of Private Ownership of Non-agriculturd Land in Use of Physcd
and Private Lega Persons

Law on Land Parcel and Related Immovable Property State Registration Fees

Lav on Amendments to the Law on Land Parcd and Related Immovable Property
State Regidtration Fees

Law on Amendments to the Law Agricultura Land Ownership

Lawv on Amendments to the Law on Adminidration and Digpostion of State-owned
Non-agriculturd Land

YV VYV
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» Order of the Presdent of Georgia No. 327 “On Urgent Measures for the Initid
Regidration of Agriculturd Land Ownership Rights and Issuance of Regidration
Certificates to Citizens of Georgid’

The Project initidly focussed on the issues of nonagriculturd land, specificaly land under
and aound enterprises which were being privatized. This direction, in itsdf, was more
unexamined compared to agriculturd land and therefore, due to the Project interests were
consdered as potentid part of land market. It was necessary to carry out work in various
directions, namey; studying of public opinion, getting familiar with the opinion of owners or
entrepreneurs (who owned the property of enterprises, but the land under the enterprises was
in their use) and preparing legidative initiatives.

As we have mentioned before, Project lawyers prepared numerous recommendations for
legidative body of Georgia in order to edtablish a legidative framework related to non
agriculturd  land more beneficid or effective for the date as wdl a land users
(entrepreneurs).  As a result of productive cooperation of the BAH daff and the APLR with
the nationa legidaiure as wdl as with other relevant agencies, on October 28, 1998 the
Parliament adopted the Law on Declaration of Private Ownership to Non-agriculturd Land in
Use of Physicd and Private Lega Persons.

Privatization envisaged in the above-mentioned law included privileges for owners and a the
same time turned out to be beneficid for the state. In pardld with asssing in privaization
process the Project also worked on improving the procedures for registering rights to the
privatized land parces. Initid regidration, which was supposed to be officid confirmation of
privaization, should have been transgparent and free of bureaucratic impediments, but instead
often served as the source of corruption. Upon the initiative of the Project the lig of
documents required for privatization and regidration was decreased to minimum. It is
important to mention that under the assistance of the Project certificates have been prepared
for nonragricultura land parcds and issued to owners.  In this activity the principle was
edablished of pushing the privatization of land through to the initid regidration of such
parcels, the lega requirement for the exercising rights of private ownership.

In the beginning of the same year, 1998, research on issue of agriculturd land parcels was
aso done.  Although dlocation of land to the population (privatization) was mogdly
completed, ownership certificates had not been issued. The new “owners’ received the so-
cdled Recave-Ddivery Acts from the State Depatment for Land Management, but for a
certain price, which was rather high. Recelve-Ddivery Acts confirmed the right of usage, not
that of ownership. The price itsef, which was being pad by the populaion, was envisaged
for preparation of the Receve-Ddivery Acts. The price was the reason why 70% of the
population had not received the Acts. It was necessary to carry out unified cadastre works
and based on them to cary out initid registration and preparation of certificates. However,
the state and the relevant body (SDLM) could not afford these works and planned the works
in the hope of assstance from donor organizations for the near future. It should be noted that
this find certification by the state was dso planned to be charged to the new owners. At the
same time a World Bank Project had dready started a pilot program of land cadastral works
in Georgia, which was conducting work on the basis of two rayons.

The Land Markets Development Project undertook studies concerning the privatization of
agriculturdl land.  In August 1998, smultaneoudy with work on privatization of norn-
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agricultura land, the project darted a pilot effort in two sakrebulos of Zestaponi rayon, for
producing survey plans of the privaized pacds of agriculturd land and ther initid
regisration in a ragpid and effective way. The project envisoned the actual issuance of
Certificates of Ownership, and the provision to the Regigration Offices of Property Cards and
Maps.

At this time, the Project in association with the APLR had opened its offices a the Georgian
Paliament and State Chancedllery.  While udng these offices and, again, in cooperation with
the APLR, the Proect was rasng the initigive of implementing free-of-charge initid
regisration and smple requirements towards preparing parcel maps. The reason for such an
gpproach was the difficult socia—economic dtuation and the necessty of rapid development
of theland market in such conditions.

Upon recommendations of the USAID, the Project and the APLR, the Presdent of Georgia
approved the Decree No. 327 on May 16, 1999. Based on this Decreg, initid regidration was
declared free-of-charge and, at the same time, the conduct of parcd mapping began to be
caried out usng smplified methods for the purpose of acceeration of initid regidration.
With the fidld work completed in the Zestgponi Rayon, a ceremony was held in Zestgponi on
May 26, 1999, based on conducted work, in Zestaponi rayon was held where the President of
Georgia persondly presented ownership certificates to the new land owners. This was the
firg time a public event had been held for such a purpose. The presentation was attended by
the US Ambassador and other officids, both from the Georgian and the US Governments.

Success of the pilot project in Zestaponi rayon initiated expansion of project activities into 20
rayons during 1999, and another 20 rayons were added in 2000. The fidd work and
preparation of regidration materials and certificates were done for each rayon in the project.
This work was carried out by private companies which, with the Project’'s assistance, had
been supplied with office computer equipment and, where necessary, dso with fidd geodesic
tools As result of this methodology, assistance to formation and development of private
companies was adso caried out. Office processing of completed fidld cadastra work was
conducted by these companies through use of computer equipment and unified software,
based on which the produced and printed registration documentation was submitted to the
SDLM land regidration offices in rayons, for ingpection and registration.

In the beginning of Project activities, public opinion negatively evduaed the transfer of land
into private ownership, snce this process was naturdly followed by sdes of land parcds.
Dozens of seminars, meetings with landowners, topographers, surveyors, farmers, brokers,
representatives of banks, state agencies, the NGO sector and mass media were held.  Dozens
of ceremonies of issuance of certificates confirming ownership on land were held throughout
al of Georgia These events were attended by representatives of internationa projects and the
US government, Presdent of Georgia, Charman of Paliament, MPs, Charman and
employees of the SDLM, landowners. The ceremonies were widdy covered by the press and
TV. Public opinion had changed drasticdly. In a 1995 poll of members of Parliament, 75%
were agand “privatization” and four years later in 1999, paliament leadership tried to
organize a pro and con debate about the dedrability of privatization. Not one member of
Parliament would take the con position.

265



APPENDIX L

As reault of conducted work, by the year 1999 in Georgia dready existed a wide stratum of
landowners of both agricultura and nontagricultural parcels. It became necessary to provide
support to them for the purpose of conducting secondary transactions, i.e. the land market
itself needed to be activated. The Project played the role of a catalyst in this process as well.
With assgtance of the Project were formed private companies, which provided brokerage
activities to agriculturd landowners.  The service which they provided to landowners was
free-of-charge. These companies provided free-of-charge assstance to both purchasers and
slers of land, as wdl as to persons interested in mortgages or hypothecation of land. They
practicaly conducted mediation between the SDLM regidration offices, banks and other
credit organizations on one hand and landowners on the other. This mediation dso partly
ensured transparency of the registration process.

In May, 2001, the APLR began its collaboration with Terra Inditute with whom USAID had
developed a Cooperative Agreement, whose objectives are;

® Complete Registration of Title to 2.4 million Agricultural Reform Land Parcels

® Help Energize Secondary Land Market

® Srengthen and Formalize Professional Groups Involved in Real Estate Market

® Communicate Real Property Registration Information to a Wide Public Audience

® Prepare New Legidative Initiatives

® Develop Active Policy Dialogue around Land Policy Issues

Terra and the APLR have an agreement to work together to achieve these gods, and to work
toward the sustainability of the APLR once the agreement with Terra is completed in June,
2003.

What has been achieved to date?
Land Markets:

By the end of the year 2001, there had been registered a the Regidration Offices the
following number of secondary transactions:
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Cumulative Totalsby Year:

1998 1999 2000 2001 % Increase
over 2000
Sdes
Totd No. of Saes 1,686 2,244 4,456 10,874  144%
Aglad N.A. 1,485 2,628 6,357  142%
Non Ag land N.A. 759 1,828 4517  147%
Mortgages
Tota N.A. 993 2,473 5571  125%
Tota of secondary transactions 3,237 7,287 16,445
126%

The land market has started to function. By the end of 2001, there were a totd of admost
11,000 sdes registered, and over 5500 mortgages. There had accumulated 6,357 sales of
agricultural land by the end of 2001, with an increese of 144% during that year. The
accumulation of agricultural land sdes represented about 60% of dl accumulated land sales
by the end of 2001.

By the end of 2000, there were approximately 1 million registered agricultura land parcels,
whose owners had ownership certificates in their hands. The 3,729 ag land sdes in 2001
represented only 0.4% of al registered ag land parcels, however, so the market is only
beginning.

The nontag land transactions include many types of properties. Estimating that there are 4.9
million people in Georgia, there are approximady 800,000 housng units in the country.
Mog of these housing units had been regisered in the Bureau of Technicd Inventory, but
none had been initidly registered in the new Regidration Offices. So, any transactions
involving these properties required specid initid regidtration procedures. If al of the non ag
property saes in 2001 involved housing units, the 2,689 sdes would represent just 0.4% of al
such propeties. Clealy the urban land maket is only just beginning dso. But it is

beginning.

It is necessary to support the grester dynamism of land markets. In 2000, one of its
hampering factors was consdered to be the high rate of regidration fees, which were
unaffordable to landowners. In accordance with the Law of Georgia on Land Parcd and
Related Immovable Property State Regidration Fees, the fee for secondary registration was
GEL 26. This amount in light of the bad economic dtuation of Georgia, was unprofitable
both to the state and the landowners. Because of severe socid conditions, landowners were
unable to pay this amount and were conducting secondary transactions unofficidly, without
secondary regidration.  Such conditions were not only impeding the development of land
market, but might have become the reason of devaluation of privatization results  As a result
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of APLR's and the Project's cooperaion with the Parliament regarding this issue, on
November 8 of 2000, amendments on decreasing the fees were made to the Law on Land and
Rdated Immovable Property Regidration Fees. Based on which the fee of 26 GEL was
reduced to 7 GEL. Besdes that, there was envisoned a number of other privileges, which
were necessary for unimpeded development of land market.

Initial Registration:

The APLR's sector of initid regigtration engages subcontractor companies to conduct fied
activities. These adtivities include the surveying and mapping of privatized agriculturd land
parcels, the preparation of parce index maps, the preparation of Regigtration Cards for each
parcd indicating who the owners are, and the preparation of Regidtration Journals and Base
Maps. These materids are turned over to the Rayon Regidrars a the end of the initid
registration process for their use in recording transactions as they occur.

Ownership certificates are aso prepared and distributed to the new owners as part of the
initid regidration process.  With the regidration cards and index maps in the Public
Regidries, and with their ownership certificates, the beneficiaies of the agriculturd land
reform become owners of land without bureaucratic bariers and payments They can
bequeath, buy or sdl land parcels, mortgage them for the purpose of receiving a credit from a
bank and developing farming.

By 31 March, 2002, the TerralAPLR project had issued 655,790 parcel ownership Certificates
to approximately 171,000 farmers, for a total since 1998 of 1,655,790 certificates issued (the
BAH project had issued 1 million such certificates by October, 2000). Farmers ownership
rights to land have been officdly legdized through the efforts of the APLR and the
Regidrars with the sgnificant cooperation and asssance of the Land Arrangers of the State
Department of Land Management.

Land Market Support:

The Land Market Support Sector of the APLR works with the development of Broker and
Vaduer Asociations as wdl as other land market professonds (notaries, regigrars in
particular) to improve their professond capabilities. This sector dso obtains datistical data
and andyzes land market tendencies as support to efforts to improve the policy and legd
environment of the new market based economy. This sector also provides information to
landowners during the process of initid registration and subsequent secondary transactions.

Public Education:

The public education sector conducts a campaign of increasing public awareness, based on
active work with landowners, famers, various layers of the population, government agencies,
NGOs and representatives of the mass media The sector also manages preparation of
quarterly TV programs, which ae ared on the Frg Channd of Georgian Teevison.
Beginning this year, the sector began publishing a 12-page newspaper, which will reflect the
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work carried out by the Project and problems of the land market, dready formed in Georgia
Other public education activities include:

Seminars, workshops, and public meetings to discuss and debate land registration
and policy issues

Surveys to gain citizen input

Preparation of a series of TV programs and press releases

Organization of a Citizens Information Center at APLR headquarters and in the
APLR regional offices to handle problems and complaints (Kutaisi, Telavi, Gori and
Akhaltsikhe have regional APLR offices, proposed offices are to be opened in Zugdidi
and Ozurgeti.

Legidation and Poalicy:

The Legd and Policy Research Sector of the APLR prepares the projects of legidative
Initiatives and amendments, which will be submitted to the Parliament of Georgia, and
coordinates policy sudies. Dutiesinclude:

1

Prepare legidation addressing privatization of remaining large agricultural parcels,
and other land policy issues

The Project has helped prepare draft laws “On the Privatization of the Agricultura
Land Exiding in the State Ownership”, changes and amendments to the Law “On
Land Regidration:, changes and amendments to the Law “On Regidration Fees’.
After the discusson and correspondingly adoption of these draft laws by the
Paliament the Project plans to teke an dggnificant pat in implementing the
privatization of agriculturd land existing in the ate ownership.

I dentify institutional and procedural problemswith land registration system, &
propose appropriate solutions through meetings and discussions with the Registrars,
Notaries and officialsfrom BTI.

Develop national (and South Caucasus regional) dialogue on land policy issues:

- Land adminigration system

- Land management and planning

- Property market development

- Sudainable agriculture and rurd devel opment

- Environmenta resource management & protection
— Economic growth and poverty dleviation

- Sudanable housing and urban devel opment
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Quality Contral:

The Sector of Quaity Control and Audit controls the information obtaned by the sub-
contractors in regions. With this mechanism the control is accomplished according to the
hierarchy and the mistakes and inaccuracies are completely excluded.

Compared to the previous years of the work of the APLR and BAH, this sector is an
innovation. The reason is that the initid regidration work results must be of the highest
accuracy, and this monitoring will catch errors before the cards and maps are given to the
Regidrars, and will encourage the sub- contractors to conduct their work with care.

It should be noted that from the beginning of the Land Market program in 1998 until October
2000, the financid and adminidrative responsbility was caried out by the American
company BoozAllen & Hamilton on the basis of the Agreement that BAH had with USAID.
That agreement expired at the end of October 2000 and the Project in fact temporarily stopped
functioning. With the encouragement of USAID, the implementation of the Project
management had been transferred to the Association for the Protection of Landowners Rights
together with the American nonprofit organization Teralnditute. Teras role has three
man aspects, 1) dsrengthen the APLR in organizationd terms to become sdf sustaining;, 2)
asg the APLR with defining and modifying the methods of initid regidgraion, the
drengthening of land maket inditutions, paticulaly the Public Regidries and the
professona sdf regulating organizations involved in the operations of land markets, and 3)
encourage linkages between the APLR and internationd organizations and other NGO's with
gmilar mandates.

The cooperation and facilitation which has been established between the APLR and the State
inditutions, as well as with donor organizations, are noteworthy. These reationships which
the APLR has cultivated, are of criticd importance for achieving the immediate gods of the
project, as wdl as for the long term sudanability and effectiveness of the APLR.  For
example, the APLR has devel oped the following agreements:

With the UNDP for the implementation of a comprehensve initid regidration
program in the Gori Rayon, for al properties, urban and rurd, publidly and privatey
owned.

With KfW for sharing orthophotos and integrating the initid regidration efforts of the
two projects.

With the World Bank Land Regidraion Unit for deding with the property rights
conflicts in the peri-urban community of Dighomi where the World Bank team has
had difficulties with the SDLM representative.  In this Stuation the APLR has worked
with community leaders to provide the Bank’s contractors with access to loca records
about land rights and transactions, and to control the improper actions of a locd
SDLM officd.

With BP for a public education program explaining to property owners the process of
acquistion of land for the use of the pipeline, and for representing the property owners
in cases of disputes.
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The APLR is deveoping other posshle collaborations with the Swedish Internationa
Development Agency for a program of traning for Regidrars, with GTZ for improving the
operations of the Thilis Regidration Office, and with DFID for an arbitration/mediation
program for resolving property disputes.

There are dso opportunities for cooperation and synergies with other USAID projects which
have been initiated or will be sought with:

Oil / Gas Pipeline Corridor (PA Consulting)

Ministry of Agricultural and Food Restructuring for the further privatization of
agricultural land and the restructuring of SDLM and the Ministry (DAI)
Ministry of Revenue Tax Administration Reform (Barents)

Dispute Mediation Services (CARE)

Local Governance (Urban Institute)

Rule of Law / Training of Judges (ABA/ IRIS

Regional Land Policy Dialogue (Eurasia Foundation)

Others (e.g., Proposed Agri-business Project)

Directly related to the APLR long term sugtainability, the following work has been done or is
underway:

® New Charter adopted, and Board of Directors elected

® Administrative and financial Procedures Manual devel oped

® Professional Development training for staff members underway

® Member services and products to be increased and improved

® Membership to beincreased, and financial sustainability to be achieved

The APLR's future vison and focus is moving from a primary focus on regidration of
privatized land, and amsto:

® Address a broader agenda of rural development issues (e.g, land consolidation; agri-
business devel opment; information dissemination; support of farmers' legal & economic
interests generally)

® Provide national leadership for other professional organizations involved in the real
estate mar ket

® Participate as a national-level NGO in a variety of issues (e.g., local elections and
governance; corruption fighting, etc.)

® Develop land policy dialogue and conduct land policy research at national & regional
(South Caucasus) levels
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1. BACKGROUND

The Land Maket Development Project (LMDP, based on the Cooperative Agreement
between Teara Inditute and USAID) origindly envisoned the following land market
organizationd development activities:

1.1 APLR

The APLR financid management and organizationad capacities will be strengthened, and a
professona development (training and related activities) program will be ingtituted.

1.2 SRO’'sfor Land Market Professionals

Land market professond associations which group key professonds, such as cadastra
surveyors, notaries, brokers, auctioneers, and appraisers, will be srengthened where they
aready exist (as is the case with brokers, appraisers and notaries, at least on paper for the
former two groups), or created where the do not exist and where there is sufficient interest and
judtification (surveyors and auctioneers).  In addition, the creation of an association of
Regigrars will dso be encouraged, athough the public employment status of such persons
will require specid attention to avoid any conflict with public employment laws and practices.

These associations are referred to in the LMDP as Sdf Regulating Organizations, which
means that the professona members of the various associations will regulate the professond
activities of ther own members. By the term “regulate’ is meant develop a professond code
of ethics, edablish requirements for being a recognized professond, monitor the qudity of
the work done within the professon, improve the exercise of the professond duties through
training programs.

1.3 Umbrdla SRO

The origina concept was for there to be a codition of these professona associations and the
APLR in an umbrella SRO, which would coordinate policy and professonad development to
ensure the further development of a viable land market in Georgia. This umbrella SRO would
dlow a synergidic rdationship among the various associations to develop, such that the
professond associations would benefit from APLR lobbying, legd/policy advice and public
education support.  Similaly, APLR would benefit from the financid asigance the
professond associations will render to it. This unified network gpproach was based partly on
the assumption that the Sze of the Georgian economy does not support the emergence and
sustainability of severa independent real estate SROs.

2. ACHIEVEMENTS OF THE LMDP CONCERNING THE SRO
THEME, IN THE FIRST FIVE MONTHS
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2.1 Assessmentg/studies of land market professions:

The following sudies have been done on the SRO theme: Giorgadze report on appraisers (18
August 2001), Songulia Report on red estate market firms (7 September 2001), Arsenashvili
Report on Registrars (6 September 2001), FHynn report on Red Estate Assessment (27
September 2001, trip report and executive summary), and Shatirishvili report on brokers (15
October 2001).

211 Real Estate Brokers

Businesses engaged in red edate transactions include the following activities repair and sade
of red edtate, sdes of private red edtate, leasng of private red edate, red edtate transactions
based on agreement or commissons, activities of red edate agencies and red edate
management based on agreement or commission.

Thus, there are 429 organizations officadly regisered in Georgia (firm, company, bureau),
which conduct their activities in accordance with the above definitions.

Approximately 100 of these firms operate as brokers in Thilis, which is obvioudy the man
red estate market in Georgia There are about 10 brokerage firms outsde of Thilis. In totd
there appears to be between 400-500 people working as brokers in Thilig. This community is
relaivey unsophisicated with many smal organizations tha ae rdatively unprofiteble.
There are no dominant players in the market athough severd of the companies have branched
and appear to be more active in the “upper end” of the busness. The soft economic
conditions have contributed to the deterioration of property values, which has dowed down
the busness and made it even more difficult for some sruggling companies to prosper. It
gppears that the real edate companies are assding in less than 20% of the market as
individuas will go direct and sdl direct and generdly have a moderae to low opinion of the
red estate professond.

The Georgian Red Edtate Association does exig since 1999 with a reported 100 individua
members from 22 companies, dthough these numbers are disputed by outsders saying that
that number is subgtantidly inflated. The current dues ae $2 per member per month of which
it is report 60% are paying. There are no dgnificant programs, products or services, however.
The GREA needs condderable redructuring and business planning.  There are sufficient
numbers of qudity brokers in the marketplace to provide the leadership and drive for the
asociation to grow and be successful. Past efforts to asss in the devdopment of his
asociation have lagely been ineffective. The Eurasa Foundation which had provided
financid support to he GREA consdersit to have been a*“failed project.”

It is important to note that according to some ingghtful informants, one of the fundamental
problems with the brokers association was that it was “mandated by USAID that you
will have a real estate association” and that it wasn’'t built from the bottom up. If
correct, it indicates tha we need to carefully plan the role we take in the forefront of
developing the activities of the association.
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One important activity of the Land Makets Development Project has been assstance to
landowners in conduction of read edtate transactions in rayons. For this purpose the Project
has processed contracts with the firms that are asssing landowners in various rayons of
Georgia in conduction of secondary transactions. Curently with the Project are cooperating 6
such subcontractors, who work on dl of the territory of Georgia (except for Thilig). These
companies have been asked them to provide information on land markets in rayons, in order
to determine, how developed & the red estate market outsde Thilis. It is dso possble to
organize a medting with the above-mentioned subcontractor firms, where we would have a
chance to discuss more widdy and in detaill various issues rdaed to the Stuation exidting in
rayons from the point of view of the real estate market development.

2.1.2 Appraiss
By law, red edtate gppraisa in Georgiais a prerogative of audit companies.

The audit firms officddly regigdered in Georgia include firms which regiger commercid
operaions for busness and other enterprises, prepare financia reports and andyze these
reports and confirm thelr accuracy, prepare income tax datements for individuds or
enterprises, provide consulting services and representation on client's behaf (except for legd
representation) before tax agencies.

Udng thee definitions, currently in Georgia there are officidly regisered 327 audit firms
which conduct activities in accordance with the above-mentioned definitions.

There is a Georgian Federation of Professonal Asset Vduators formation, with a charter and
busness plan. It was chatered and registered in 1999 and has on paper 50 individua
members (none have paid any dues). It has aboard of directors of 5 people.

The gppraisa indudtry is dow in Georgia, largdy because the initid transfer of assets were
done far below red vaues, and it was not in the agencies involved in privaization interest to
require any professond and independent appraisal. As a consequence, there are no appraisa
dandards and very few individuds are involved init.

The Federation’'s main purpose is to edtablish the professon, separate gppraisd from the
auditing function and to provide traning and background so that effective gppraisa can be
done. The asociation has trandated the International Vauers Councils Standards into
Georgian and is making copies available to dected officids and minisgers to demondrate the
importance of having separate internationd standards for the gppraisal industry.

Although the GFPAV’s busness plan shows an daborate organizationd chat, this
organizetion exists basicaly on paper. There are no dues, no gaff and only one committee is
functioning that one being the Standards Committee. They hope to start the Federation by the
funds from a Eurasa grant that they have prepared and will submit in the next two weeks.

There are aout 150 people who effectively work in the gppraisd industry in Georgia (even
though there are 327 licensed). There ae not many assignments avalable for each
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practitioner, there being less than 1,000 appraisads being ordered in a year in dl of Georgia
Deloitte and Touche does 45 gppraisds per aonum. Banks have ther own in-house appraisa
gpecidists and do not necessarily go to outside third party individuas for confirmation.

In a proposed new bankruptcy law, there would be requirements to vaue fixed assets in the
reorganization when and if companies filed a type “Chapter 11" Bankruptcy, which may
generate more demand for appraisa experts.

There is in place throughout the country guidelines for the “mass gppraisd” of red edate to
put “taxation valug’ on properties throughout the country.

2.1.3 Developers

In Fynn's trip report, according to one informant there are 6 or 7 companies or individuas in
the maket that do involve themsdves in propety deveopment, but that there were no
subgtantia developers outsde of the work that they were doing. Many of the smdl buildings
(i.e, hotes) that are being built are from ether retired date officids or wedthy individuds
that were just building a busness. According to Kote, many construction companies look a
bit like developers, but were redly being hired by ether individuds or the exiding
development community to congtruct the housing or commercid buildings in the market.

2.1.4 Notaries

There are 218 notaries in Georgia, about haf of them in the Thilis area, that are organized
under the “Chamber of Notaries” This chamber functions as an “offidd” organization
mandated by law. Each notary must contribute 10% of their fees to support the chamber and
it had 15-20 gaff members.  One difficulty with the notaries is that in the event that if anyone
makes a mistake, there is no redress or insurance. Also there is not enough data compared
between the notaries and their qudity control is questionable.

The Chamber of Notaries is planing to undeteke a series of traning and information
dissemination workshops throughout the country for member Notaries. A primary purpose of
these workshops will be to communicate to Notaries the policies and procedures of both
initid and secondary red edtate regidration activities. The Head of the Notary Chamber has
requested APLR and LMDP to provide speakers and organizationd assgtance for such
workshops, and APLR has agreed in principle.

215 Land Surveyors

The assessment of this professon has not yet been caried out. But due to the various
cadaster and regidration projects underway in Georgia (USAID, GTZ, World Bank, KfW,
UNDP mainly), there has been a subgtantid development of companies capable of carrying
out farly sophisticated land surveys and preparation of parcd index maps, the basc work of
cadastral surveyors. Land surveyors aso carry out other activities, such as pipdine, road, and
other infrastructure surveying and mapping, surveys for locating of buildings, etc.
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APLR has asked for expressons of interest from subcontractor firms who are working with
the LMDP regarding the cregtion of a nationa Land Surveyors Association. To date, no
expressons of interest have been receved. Additional work will be needed to explain the
purpose and benefits of such an Association.

2.1.6 Auctioneers

The assessment of this professon has not been completed. There are reldively few people
who work as auctioneers, and they serve primarily in the privatization of public properties, as
public employees.

2.1.7 Real Estate Managers

According to the Department of Statidics, there are only 14 firms that declare red edtate
management to be one of thar functionsin al of Georgia

2.1.8 Registrars

In the initid dages of the LMDP, the involvement of the Regidrars in an SRO was not
consdered. However, due to the importance of this professon in the development of active
land marketsin Georgia, we have done a partia assessment of this profession.

The Property Regidration sysem in Georgia is a department in the State Department of Land
Management. Consequently, registrars who register real estate transactions, are ®nsidered to
be officids of the SDLM.

In accordance with this Law, Georgia is divided into regidration zones, which largdy
correspond to rayons. Jurisdiction of one regisrar extends to one regidration zone.
Regisrars are managed by the Chief (federdl) Regisirar, who issues ingructions and orders,
execution of which is mandatory for dl the zone registrars.

In accordance with the legidation, the Chief Regidrar is automaticaly consdered to be a
Deputy Chairman of the State (federd) Department of Land Management, zone registrars are
smilarly automaticaly consdered to be deputy Heads of locd SDLM offices. An exception
Is the city of Thilig, where the Charman of the SDLM for Thilis is ds0 the regisrar of the
city of Thilig.

Due to the exiding meager budget in Georgia it can be sad that regidraion offices in
Georgia are not being financed a al adequately. The State does not manage to finance the
SDLM  offices minimdly, which, in itsdf, affects the income of regidration offices.
Regidration offices are not provided with office supplies and speciad equipment, which would
enable them to conduct regidration of red edtate without obstacles. Moreover, smdl financia
capabilities and dependency upon the doate bureaucratic sysem creates a threat of
development of corruption.
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In light of this Stuation, one possble solution would be if regidrars became hierarchicaly
and economicaly independent from the date. It is noteworthy that there has dready been
prepared a draft Law wrth this objective in mind, which awards some economic independence
to regidration offices a the fird stage. For example, dl fees established by law would be
directly transferred to the accounts of regigtration offices. In other words, registration dfices
are proposed to become dependent on the number of transactions.

The more transactions are carried out a the regidtration offices, the more will increase the
income, which will be spent on regisrars sdaies and maintenance of ther offices  This
measure will, on one hand, make regidrars interested in registering as many transactions as
possible and, on the other hand, will support development of the land market in Georgia.

The next dage is awarding full independence to registrars. For that purpose it would be
expedient to edtablish a sdf-regulatory association of regigtrars, which would support the
traning and cetification of regisras. This means that the pogtion of a registrar would be
nonstate. As result of obtaining a license or certificate, private persons would have the right
to carry out regigration of red estate, within the limits established by law.

One option would be to provide assstance to regidrars for the purpose of formation of their
professonal union, 0 that in the future it may turn into a <df-regulatory non-state
organizaion.

2.2 TheAPLR

The Association for the Protection of Landowner's Rights was registered in accordance with
Decison No. 2705 of the Ministry of Justice of Georgia, October 28, 1996, as a public
asociation of citizens.  Its former director, Vano Merabishvili (from 1996-1999) is currently
amember of the Parliament and Chairman of the Economic Reforms Committee.

The APLR had an initid misson of getting information to the farmers about rights regarding
ther land. In 1997, the Eurasa Foundation dtarted funding some of their activities, which
then dsated growing exponentidly. They provide landowners with free consultation and
information about protecting ther rights. The land development project run by Boos Allen
provided even a greater opportunity for growth. APLR was one of the early indigenous
organizations to provide data and services directly to USAID funded projects. They served as
a provider of information on land development and on locd laws and regulations as well as
creeting a bridge to governments.

As policies were developed, there was a need for lega framework, and the APLR helped draft
some of those legidative initiatives. They dso assged in digributing the best data on land
privatization in the market place that they found a lot eader to do with American assstance
especidly from USAID.

They dso worked on privatizing commercid land, and they lobbied a plan that land could be

purchased br one year's taxes (which is now 2 years). They aso asssted entrepreneurs in the
eedy purchase of land from the government. They developed the smplified regidration of
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land process with the certificates, and their future misson is to watch that rew barriers to the
acquisition and exercise of property rights are not created and to be sure to avoid corruption.

Other activities of the Association have included:

Lobbying to sugpend a Thilis municipaity proposd to award monopoly powers for
property development to a couple of companies,

The campaign to diminate the results of corrupt practices in the digtribution of property
rights in a village on the border of Thilig, incuding the sugpenson of the land aranger
involved;

The acquistion of a plot in land by an environmenta organization for the encouragement
of household garden plots to supplement families' food supplies.

The production of numerous radio and televison programs and newspaper aticles
publicizing obgructionist practices of government employees opposing the digtribution of
land to farmers,

This year the Asociation entered into an agreement with Terra Inditute to implement the
Land Market Development Project, being responsble for the administration of $4.75
million provided by USAID.

In generd policy terms, the achievements of the APLR are numerous, and the extent of public
opinion change in reaion to the ownership of land is impressve. In a 1995 poll of members
of Parliament, 75% were againg “privatization” and three years later in 1998, they held a pro
and con debate about the dedrability of privatization, and not one member of Parliament
could take the con position.

In organizationd terms, the APLR has

--edtablished a drong financid management capacity, by creating a financid department
with wdl traned dgaff, usng the ORIS financid management software adgpted for
producing timely and accurate reports on the financid status of its projects.

--defined an adminigrative sructure, hired and trained gaff, for the implementation of its
projects,

--prepared an adminidrative procedures manud for guiding the ways decisons are made
for the implementing projects and for assuring the interna controls on financia operations
according to generaly accepted standards;

--prepared and approved an amended charter for the present and future development of the
association.

--held afull membership meeting to adopt the amended charter and select a new Board.
-- There are 69 members of the Association from various rayons and representing various

professons (see table), having had ther las membership meeting in July, 2001. At
present the members do not pay dues, dthough in the charter dues payment by members is
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foreseen. The five member Board does determine the generd overdl direction of the
association

3. NEXT STEPS: RE-THINKING THE SRO UMBRELLA STRATEGY
3.1 Two Paths

For encouraging the development of the land market inditutions, the Georgian LMDP is
based on the efforts of the APLR, an NGO which was born out of the struggle to create
widdly didgributed property rights The APLR is administering that project for the initid
regidration of 1.4 million parcds of agriculturd land, the simulation of land markets in rurd
aress, the education of the public abou the rights and responghilities of property ownership,
and the deviang of options for laws, regulations and policies for the encouragement of
dynamic and properly functioning land markets. This project has a life of only two years but
alarge budget and ambitious gods.

The SRO umbrdla grategy origindly envisaged:

1) therapid creation and strengthening of land market professiona associations, and
2) ther linking into an umbrela organization dong with the APLR

to asaure the viability and effectiveness of the professona associations and the APLR in the
future.

The origina drategy aso wanted to avoid the earlier broker association development modd,
where USAID and Eurasia funds were offered to some people working as brokers to form and
build an association  People took the money, and there is an association, but it is largely
sagnant, poorly viewed by many brokers, and labedled as a “failed project” by one of the
donors.

In the LMDP, the idea is to take a more “grassroots’ agpproach, building the professond
asociations and the APLR step by step, using a “two-path” modd!:

Path 1. Development of the APLR

Along this path would be to develop the capacities and scope of the APLR, through
diverdfication of funding, management training, membership mobilization, and provison of
sarvices to the landowning public and to the professonds who aso provide services to the
landowning public.

Following this path, the APLR will dructure its membership to include landowners, public

savants, and land market professonds as wel as bankers and insurance companies.  In
essence the APLR becomes the “ SRO Umbrdld’ organization.
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Path 2: Development of Land Market Professional Associations.

Where there is a demondgrated commitment by professonad groups to the formation of
professond associations, and through extensve conaultation and testing of their resolve,
provide training and advice on the drengthening of the association, and only where a clear
and short term need exigts, provide financid support from the LMDP.

Bridging these two paths are the members of the APLR and the members of the professona
associations who shape coditions on specific issues.

3.2 Path 1. Development of the APLR

According to the Charter of the Association, as amended in July, 2001, its ambitious gods
are:

Protection of the ownership right on land and red edate, guaranteed by the
Condtitution of Georgia;

Increasing civil and legd awareness among landowners,

Solid protection of landowners' rights;

Assgtlance to the populaion in redization of the ownership right on land (red
edtate);

Supporting formation and development of the land market;

Creation of the information base in the sphere of land ownership, necessary for the
population;

Fedlitation of formation of such regulatory environment, which ensures
transparency and implementation of public principles in the sphere of protection of
land ownership;

Devdopment of activities of the Associaion through implementation of various
projects,

In a generd sense the Associaion’s misson includes providing consultancy and to be an
ombudsman for smal landowners as well as larger land entrepreneurs with the government
bodies and agencies.

In the consultancy sphere, in addition to the Land Market Development Project, the APLR
successfully competed for an initia registration project funded by the UNDP.

The Association has dso prepared a project proposa for the Eurasia Fund to expand its
operations to include al government contacts with the farmer.

Anacther initidtive is for the provison of legd services to the smdl farmer and urban property
owners, and another in the legd arena is the provison of mediation services for land related
conflicts.

These initigtives indicate that the APLR is looking a diversfying its funding sources for
expanding the servicesit offersto the generd public.
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The APLR is looking carefully a what condtituents it is serving and build an organization that
would provide programs, products and services to those condituents. Some congtituents that
gppear to be within their mandate would be as follows:.

. Farmers

. Landownersin generd

. Sae agenciesinvolved in land adminigration

. Public utilities

. Entrepreneurs/devel opers or occasiona builders
. Bankers interested in mortgage finandng

. Property insurance companies

. Land market professionas (see above)

. The World Land Panning community (World Bank, United Nations, Eurasa
Foundation, etc.)

In terms of financid sugtainability, there should dso be dues for dl members. At least some
dues payment by its members would demondrate more serious commitment to the
organization, aswell as provide financing for organizationd development.

In addition, the association should expand its membership to involve and embrace al the
condituencies they hope to serve. Revenue modeds should be developed with each of these
condituencies to generate income for the future sdf-sudanability of the organization. It
appears that the best sources of income would be membership dues, service fees (from various
publications and information bulleting, reports, programs and products), and lastly grants from
grantor organizations throughout the world, including a reasonable “indirect cost” rate for
helping to finance the costs of maintaining the organization.

A good posshility would be to build a grassoots organization under APLR not unlike the
“Farm Bureau” in the United States which has chapters throughout al of rurd America tha
ded with agribusiness issues, legd issues and legidative process. The U.S. Farm Bureau dso
has developed a substantia source of non-dues income through insurance programs and the
like.

In terms of its drategic and business planning assstance, the LMDP (through the IRPF and
Tera as wedl as with the assgance of the specidigs of the APLR and other Georgian
professonds) should hep APLR carefully define its condituents, develop programs, products
and sarvices that the condtituents find of vadue and develop revenue sources to underwrite the
cogs of future ALPR activities (i.e. membership dues, service fees and grants/contracts).

3.3 Path 2: Land Market Professional Development

3.3.1 Brokers

The LMDP progran of red edate association deveopment, with the participation of
ecidiss from the IRPF and APLR's Secondary Transactions Sector, should begin with
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basc assgance in such areas as mission definition, leadership development and mobilization
and consensus building. As an extension of these activities and as a consensus is forged, each
association will develop strategic and business plans.

The APLR could creste a “brokers chapter” in its membership structure, for those brokers in
Thilis and throughout the country who have worked with the APLR, who demondrate an
interest in collaboration with other professonds in the proper functioning of land markets,
and who the APLR could recommend to others as competent and reliable brokers.

3.3.2 Appraises
The Appraiser Association that has been formed appears to have adequate support from the

Eurasa Foundation. However, the LMDP will maintain contacts with this association to be
able to provide support that the Eurasia grant does not cover.

3.3.3 Property Developers

This is too smdl a group a present to condder for a separate association development, but
they can be incorporated into the redtor’ s association if there is sufficient interest.

3.34 Property Managers

This is too smal a group at present to consder for a separate association development, but
they can be incorporated into the realtor’ s association if there is sufficient interet.

3.35 Auctionegrs

Due to the amdl number of these professonds, and ther specidized functions, there will be
no capacity for developing a separate association. To assst with the privetizetion programs
that are ongoing, the APLR will develop a training program to be offered to these individuas
in order for them to acquire a professond cetification of ther having passed that training
program. The cogt of preparing the training materias will be paid by the LMDP, but the cost
of conducting the training will be covered by fees paid by the participants.

3.3.6 Notaries

A traning program in conjunction with the Chamber of Notaries will be developed. The
financing of that training program has yet to be findized.

3.3.7 Land Surveyors
A lig of dl cadagsrd land surveying companies and their technicaly qudified saff will be
compiled from the lists of subcontractors having performed adequately in the conduct of

cadastral surveys for the USAID, GTZ, UNDP, KfW, World Bank, and SDLM. An
assessment of the identified individuds will be conducted to determine the interest in and
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need for a land surveyor association, and what services that association would provide to its
members.

In the meantime the APLR could open a “land surveyors chapter” in its membership structure,
for those individuas and companies who the APLR certifies as having peformed wel as
cadadiral surveyors, and who could be recommended to perform smilar services for others,
and who would have access to APLR training programs in cadastrd surveying and related
techniques.

3.3.8 Regidrars

Since regidrars presently are under the control of the SDLM offices, a the firs stage it would
be necessary to hold severd seminar conferences with regisirars, where there would be raised
the issue regarding economic independence for them while guaranteeing that they would carry
out the public service of regidration of transactions in a professond way.  Such gatherings
should be hed, until the Parliament introduces amendments and additions to the budget Law,
as result of which regigtrars shall obtain economic and political independence.

It would be desrable to advise to regisrars, a mesetings, to form a professona union, which
will teke care of protection of ther rights and independence. Through establishment of such
an organization, the druggle againgt sate bureaucracy regarding granting of independence to
registrars will be much esser.

A “Regidrars Section” could dso be crested within the APLR membership structure for those
Regigrars who are interested in developing linkages with other land market professonals.
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1. INTRODUCTION

Land is the mgor resource of a country and its rationd management is the priority
precondition for socia judice and the country’s economy srengthening. The effective use of
land and other red edate in a country is possble through red-estate market mechanisms.
Only amarket can secure the transfer of land in ownership of its effective user.

Given the above, together with other market economy ingitutions, the red-estate market
formation/development shal be regarded as one of the priority directions of a country’s
economic palicy.

The present work ams a anayzing the land market development process and outlining the
market devel opment prospects in Georgia.

2. DEFINITION OF FACTORS INFLUENCING THE FORMATION AND
DEVELOPMENT OF LAND MARKET IN GEORGIA

2.1.  Privatization of State-owned Agricultural/Nonagricultural Land and other Resal
Estate

The land market andyss in Georgia should naturdly gart with the consderation of the land
privatization process. If not for the legdization of the private property right to the mgor
resource of the country — land, to speak of the land market development would be sensdess.

The foundation for land reform and respectively for the land market development in Georgia
was laid after the state-owned agricultural and nonagricultura land has been privetized.

Agricultural land reform

The process of agriculturd land reform in Georgia began in 1992 when a “privatization tind’
of 0.8 million ha of land was established covering roughly 30 percent of al agricultura lands.
Out of this Fund lands were disgtributed to rurad households free of charge. Up to 1.25 ha of
land area was didributed to the farmer households that resded in villages and towns and up to
5 haof pasturdlands were received by the farmers engaged in caitle breeding in the highlands.

This dage of land privatization in Georgia was devoid of a dable legd bass. In order to
rectify this Stuation in 1993 the Georgian Cabinet of Ministers passed Decree # 503. This
Decree edtablished the form of an acceptance act/certificate that to this date is consdered as
the main lega document for granting ownership of agricultura land to households.

In 1996, the Parliament of Georgia passed a Law “On Private Ownership of Agricultura

Land” According to this Law, dl governmentd resolutions granting agriculturd land
ownership rights to the citizens of Georgia were consdered legitimate.
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By 199, nearly 4 million land parcels totaling 930,000 ha had been alocated to 1,040,000
persons. However, the mgority of new owners did not obtain acceptance certificates because
they were unwilling or unable to pay for their completion cost (GEL 26 per parcd a leest).
This crcumstance impeded the process of initid land regisration and interfered with the land
market formation/development. In addition, the government was unable to finance the survey
activities and preparation of other legal documents necessary for registration of ownership to
the land. The initid regidtration process of land ownership was implemented with the help of
anumber of internationd organizations operaing in Georgia

In consequence of the aforementioned process, the average area of land parcels being in
private ownership makes 0.22 ha As a result, land parcds are highly fragmented, with low
productivity and therefore does not encourage acceptance by banks as collaterd.

Dexpite privatization, nearly 75 percent of arable agricultura land remains in state ownership,
which may be regarded as the privatization process shortcoming. 30 percent of the date-
owned land isleased out (Agricultural Land Baance seein Annex 5.1).

Nonagricultural land privatization

Private ownership of nonagriculturd land did not exist prior to November 1997. Land parcels
possessed by private persons were deemed to be the state property. In the course of the firgt
dage of privatization of nonagriculturd land, housing privatization was caried out without
privatizing the land on which the property stood neither the land adjacent to the property. The
Civil Code declared that nonagriculturd land parcels under individua houses and gpartment
buildings were under private ownership.

The second phase of privatization covered indudrid lands. In 1998 the Parliament of Georgia
pased a Law “On Declaration of Private Ownership of Nonagriculturd Land in Use by
Natura and Private Legd Persons’. Under it natural and private lega persons were granted
the right of ownership to the agriculturd land parcels that were alocated to them prior to the
enactment of this Law under a land ownership certificate. The Law did establish a one-off
symbolic payment to obtain ownership rights which was equd to the annua land tax.

2.2.  Creation/Development of a Unified Land Cadastre and Registration System

Based on the principles of a market economy, the perfect market functioning requires the
availability of rdiable and correct information. The red-estate market, being one of the
condituent mechanisms of a market economy, is subject to Smilar laws. Its successful and
proper functioning requires that the subjects operating on the market be provided with the
necessary for them information. The process of land regigration and land cadastre ams a
legdizing land ownership and providing the subjects operating on the red-estate market with
religble information.

In order that the land regidtration and cadadtre system functioned perfectly and facilitated the
real-estate market development it should meet the requirements as follows:
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a) Information reliability and completeness,
b) Information publicity;

¢) Information accesshility;

d) Effective services,

e) Effective adminigration.

In 1996 a Law “On Land Regidration” was passed. Under it the regidration offices being
subordinate to the State Department for Land Management®® — the Public Registries — werein
charge of regidration of the origination, transfer, redtriction and suspenson of any rights to a
land parce and the property immovably attached thereto. Any right to a land parcd and red
edae becomes legdly vdid only &after its date regidraion. Informaion avalable in the
registration offices and the Public Register is open to public.

In order to accderae the initid land regidration and cadastre process, a whole number of
international organizations provided technicd and financiad assstance On May 16, 1999
Presdentid Edict # 327 “On Urgent Messures for the Initid Regidration of Agricultura Land
Ownership Rights and Issuance of Regidration Certificates to Georgian Citizens’ was issued.
This Edict has been implemented with the hdp of the United States Agency for Internationa
Development (USAID).

In order to ensure that the process of initid regidration was transparent and less time-
consuming, a decison was made, under the Presdentid Edict # 327, to minimize the number
of documents required for land privatizetion and initid regidration. The land regidration
process smplification was a dgnificant fact because it accderated the land market
devdopment in Georgia According to the latest daa, nearly 25 million agriculturd land
parcels have been registered as private.

The indudrid land privetization process was aso accompanied with initid regidration.
Enterprises were indructed to produce the registrationrelated documents for privatization
pUrposes.

It may be said that the ownership right regidtration to the land in Georgia has been carried out
successfully. The success was conditioned by the factors as follows:

Simplification of red-tape processes;
Minimizing the number of documents necessary for registration;
Egtablishing minimum and redl regidration fees

2.3. Land Tax, Property Transfer Tax, and Notarization Fees

Thelevd of red-estate tax rates, land tax, aswdl as atax on redl-estate transactions effects
the land market development and its activity.

®® Following the reorganization, the State Department for Land Management continues functioning as
the Land Management Department under the Ministry of Justice of Georgia.
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Property tax — the Tax Code of Georgia establishes property tax which is caculated based on
the property vaue. In generd, the high level of tax on red edate facilitates the consolidation
of property and its transfer from a less effective user/entrepreneur to a more effective one.

Agricultural land taxis primarily determined based on the quality of land parcels.

In accordance with amendments of March 1, 2004 made to the Tax Code, owners of
agriculturd land possessing up to 5 ha of a land parcd are exempt from land tax. This factor
may serioudy affect an increase in the number of land transactions, for the less effective
landowner, who possesses a smdl land parcd, it no longer be effective to keegp such a land
parcel in ownership.

Property trandfer tax — it may be confidently stated that againgt the property tax the property
trandfer/transaction tax exerts naturdly more impact on the number of transactions. The
property transfer tax rate conditutes 2 percent of the property vdue. The high rate of the
exiding propety trandfer tax interferes with the legdization of property trandfer transactions.
Because of the above, there is a great number of unregistered transactions or fictitious
reductions of the transaction’s value.

Notarization fee — notarization fees in Georgia are not high and thus cannot be considered as a
factor impeding the regidration of transactions. Although a low leved of tax payment culture
in society pushes the contracting parties to understate the actual vaue of the property.

2.4.  Execution of Purchasesthrough a Bank Credit with a Real Estate as Collateral

The bank sysem development level is one of the factors directly affecting the red-estate
market development and the number of transactions on this market.

The inability of the banking sysem to provide the potentid buyers of land with necessary
bank credits under the property mortgage collateral presents a serious impediment for the
growth of transactions on the market. The world practice of land purchase and sale operations
implies a ded when the buyer pays the cogt of land to the sdler by means of a bank credit.
Theresfter, the buyer would cover the credit within a 10 to 30-year period where the land
parcel appearsto be collateral.

The banking sysem in Georgia is more inclined to accept nonagriculturd land parcels as
collatera than agriculturd lands when providing credits. It can be explained by low prices of
agriculturd land parcels.

In the course of red-edtate transactions the atraction of bank credits was further complicated
by peculiarities of the land privatization process as mentioned above. The average land parcel
area transferred into private ownership makes 0.22 ha Because of it, land resources are highly
fragmented and cannot serve as the bank credit collateral because of low prices on them.
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The undeveloped insurance system is another factor hampering the provison of credits on
mortgage to farmer households. In particular, the nonrinsurance of households from
contingencies/critica Stuations affects their solvency.

Also, one of the factors interfering with transactions is the high interest rate on credits on
mortgage. The high interest rate on such credits in Georgia can be explained by the factors as
follows

1) The gap of credit resources in the banking system (caused generally by the lack of
trust on the part of the population in banks as the mechanism for saving their
monetary assets);

The deficit of credit resources preconditions a low supply of resources to the credit market,
and upon such demand for credit resources the market will fix a high interest rate (based on
the market law of supply and demand);

2) Thelack in Georgia of a system for indexing the interest charged to a bank-provided
credit

Such indexation sysems operate in western countries insuring banks from the actud interest
depreciation caused by inflation. In the countries where such systems are not operable banks
are compelled to edablish high interest rates and thus secure themsdves from a possble
inflationary depreciation of the interest on credits.

3) The inexistence in Georgia of credit bureaus (autonomous bureaus which study and
evaluate the customer solvency);

As a resut, bank credits are associated with a high risk. It leads to the necessty of
indemnification of the credit-caused damage at the expense of the credits provided under a
high interest rete.

4) The existence of high interest rate on credits provided through foreign credit lines (to
be also explained by a diminished reliability of the Georgian banking system);

Since the attraction of credit resources to the country is complicated (the population distrusts

the banking system); Georgian banks have to obtain necessary for ther activity resources
from doroad. The Georgian banking sysem will naturdly increase the enough high interest
rate on credits obtained from abroad in order to gain profit.

5) The chronic political and economic instability in the country;

The politicdl and economic ingability is directly associaed with the leve of trust in the
Georgian banking sysem on the pat of both the locd cdlientde and foreign banking
inditutions. The damage caused to the populaion by bank pyramids (through the assistance of
oligarchs being in collison with the corrupt politicians) in the previous years perSss in the
memory of the local customers and conditions their distrust. In the previous years, foreign
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credit inditutions that had dlocated credit resources to some Georgian banks under the dtate
guarantee have likewise suffered damage.

6) Thelow liquidity of definite real property (e.g. agricultural land parcels);

The circumstance that agriculturd land parcels in Georgia are fragmented and their market
vaue is low preconditions their low liquidity. As a result, in case the debtors fall to return the
credit, a bank finds it difficult to cover the damage incurred through the sadle of the pledged
asts. In order to be insured againgt such risks, the bank will again gpply to the establishment
of high interest rates.

7) The legal and administrative shortcomings complicating the disposal by banks of the
pledged assets against the unpaid credits. (Vagueness is caused by: according to the
Civil Code, the bank is declared owner of the assets, however the former holder will
have the right to make use of the property lease; also, the administrative imperfection
of the process of property seizure under a court ruling);

These circumstances appear as an impediment in the course of compensation for the damage
upon nortreturn of a bank credit and again as the additiona factor urging the interest rate for
increasing.

2.5. Insurance System Development L evel

The undeveloped insurance system dffects the red-edate market functioning. Undgeble
incomes of petty farmer households and the lack of insurance againg critical Stuations lead to
the consolidation of land into large households.

Smilaly, the undeveloped insurance sysem impedes the obtaining of bank credits by fams,
snce the nonrinsurance of the farms againgt critical Situations makes their solvency doubtful.

It is impossible to assess properly how the undeveloped insurance system would affect the
number of market transactions. Presumably, in the fird sage of privatization, when land is
fragmented, the undevdoped insurance sysem will further an increese in the number of
transactions because of the transfer of land from smdl to large landholders.

2.6. Migration of the Population

The population migratory processes both within and beyond the country in the past years had
undoubtedly affected the number of transactions on the land market. Naturaly, the migration
and the emigration processes are the factor increasng the number of purchase and sde
transactions on the market because the population involved in the processes ether acquires
(migration) or sells (emigration) own red property.

According to the 1992 population census, the population of Georgia is etimated to be 4.4
million. Thisis about 857,600 inhabitants less than in 1989 (the previous census period).
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As regards the migratory processes, a sgnificant change in the share of the urban and rurd
population should be mentioned. A share of the urban population fdl from 55.4 percent in
1989 to 52.3 percent in 2002, while the rura population’s share increased from 44.6 percent
in 1989 to 47.7 percent recorded in 2002.

In the past years, the emigration trends in Georgia were inggnificant and therefore will not be
discussed in detall.

The aforessid migratory processes, both within and beyond the country, have naturaly
exerted a dgnificant impact during 1989-2000 (these are the years when the population census
was carried out) on the number of red-edtate transactions in Georgia.

3. LAND MARKET DEVELOPMENT ANALYSIS
3.1. Land Market Transactions

The trangtion of land and land-related property from the date into private ownership, the
legdizetion of private landowners rights and obligations and the establishment of the land
ownership right regidration system contributed to the formation of a land/red-estate market
in Georgia.

Snce the edablishment of land management adminigrationsagencies and regidration
officesregidries in Georgia and until April 2004, 92437 transactions were recorded in the
Public Regigter (for additiona information refer to Annex 5.2).

As of April 2004, the number of transactions carried out and recorded in the Public Register
(cases of purchase and sdle, hypothecation, succession, donation, lease, servitude, usufruct
and the right to build in total) exceed sixteenfold the number of transactions handled in 1999.
The growing trend is dso characteristic of the period from 1999 to April 2004 (see Figure 1,
Figure 2).
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Figure 1. Number of Transactions
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transactionsimplemented in Thilig isindicated in the present report by a zero.

Figure 2: Transactions Growth Percentage against the Previous 'Y ear
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The only exceptions are the lease and sarvitude cases, the regidration of which the population
uses to avoid, and the like matters are normdly settled by ora negotiations. The same is true
with regard to the cases of sublease and |lease of the privately owned land.

Taking into account the number of transactions, it may be concluded that the most popular
forms of transactions in Georgia are purchase and sale, hypothecation, inheritance and lease.

Purchase and sde is the most popular form of transactions in Georgia From 1999 (upon
putting into operation of the Public Regigter) and until April 2004, 36 580 purchase-and-sde
transactions were registered in Georgia (See Annex 5.3). Out of them 53 percent of purchase
and sde cases (19 085 cases) were implemented with regard to agriculturd lands and 47
percent (7% in Thilis and 40% in the rest of regions, 17 495 cases in tota) with regard to
nonagriculturd land (See Figure 3).

Figure 3: Percentage of Purchase and Sale Cases
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1-Thilig; 2-Nonagricultura land, 40%; 3-Agriculturd land, 53%

A tendency of interest in land is sharply different in regions (See Figure 4).
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Figure 4. Numbers of Purchase and Sale Casesin Regionsand Thilis
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From 1999 to April 2004 33 050 hypothecation/mortgage registration cases were recorded in
Georgia. 55 percent of the hypothecation/mortgage cases have been recorded in Thilig,
whereas 32 percent of the remaining 45 percent — in the regions with regard to nonagricultura
land. It is indicative of the preference given by the banking sysem of Georgia to
nonagriculturd land and the red edae atached thereto in providing loans and of its less
interest in agriculturd lands (See Figure 5 and Figure 6).

Figure5: Percentage of Hypothecation/M ortgage Cases
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Figure 6: Numbers of Hypothecation/M ortgage in Regionsand in Thilis
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Notwithstanding the above, interest in both the agriculturd and nonagricultural lands and the
provison of credits as collaterd for them have an annua growth tendency. (See Annex 5.4)

The number of purchase and sde and hypothecation cases each year uses to increase (See
Table 1, Figure 7). The growth from 14 percent in 2000 to 286 percent in 2004 is ascribed to
the putting in order of the land regigration sysem. Such spasmodic growth may be explained
by the circumgtance that before 2000 the transactions regidration sysem was just not
arranged and these drawbacks have been rdatively diminated in the following years.

In addition to other factors, the processes of land privatization, esablishment of its
registration and cadastre are naturaly the key factor determining these tendencies.
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Table 1. Number of purchase and sale and hypothecation cases
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Number of Transactions 1999 | 2000 | 2001 | 2002 | 2003 | 2004, 1%
quarter
_ 1500 | 1249 | 4296 | 7795 | 7374 1332
Agricultural land
_ 1737 | 2443 | 9947 | 11914 | 18206 | 1837
Nonagricultural land
TOTAL 3237 | 3692 | 14243 | 19709 | 15580 | 3169
% growth againgt previous Basc 14% 286% 39% 30% -

year

Figure 7: Purchase and Sale and Hypothecation Transactionson Agricultural and
Nonagricultural Lands
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As compared to the purchase and sdle and hypothecation cases, the donation and inheritance
are less active types of transactions. The cases of ther regidration, like other transactions, are
characterized with a tendency to grow (See Annex 5.5). These types of transaction imply the
trander of landiredl estate from one holder into the ownership of another holder free of
charge, for which reason it is less dependent on the land market.
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3.2. Agricultural Land Market Development Trends

The land market development leve in Georgia differs according to digtricts and regions. Its
dynamicsis high in the regions with the developed tourism, as well asin the regionsthat are
auitable for high-yield agriculturd production. In generd, the leve of the agriculturd land
market islow, dthough a certain progress in observable in terms of the growth of the number
of agricultural land transactions (See Table 2, Figure 8).

Table 2: Purchase and sale and hypothecation transactions on agricultural land

1999 2000 2001 2002 2003 | 2004, 1%
Type of Transaction quarter

1485 1143 3729 6471 5158 1099
Pur chase and sale

_ 15 106 567 1324 | 2216 233
Hypothecation
TOTAL 1500 1249 4296 7795 7374 1332
% growth againgt previous Basc 17% 244% 81% 5% -

year

Figure 8: Purchase and sale and hypothecation transactions on agricultural land
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3.3. Agricultural Land Market Development Trends
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Land market is more actively developed in the urban area. The most active the land market is
in Thilis where the country’s economic activity is concentrated. The transactions growth

trend on the nonagricultura land market isgivenin Table 3 and Figure 9.

Table 3: Purchase and sale and hypothecation transactions on nonagricultural land

1999 2000 2001 2002 2003 | 2004, 1%
Type of Transaction quarter
759 1069 2689 4531 7022 1425
Purchase and sale
_ 978 1374 7258 7383 11184 412
Hypothecation
TOTAL 1737 2443 9947 11914 18206 1837
% growth againgt previous Basc 41% 307% 20% 53% -
year

Figure 9: Purchase and sale and hypothecation transactions on nonagricultural land
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4. LAND MARKET DEVELOPMENT PROSPECTS
4.1. Reforms Necessary for Land Market Perfection/Development

Sate property privatization - privatization of agriculturd land remaning in date ownership
would be a step ahead in the land market development. State-owned agriculturd land parcels
totaling about 360.6 thousand ha shdl be subject to privatization. The new privaization stage
will naturaly lead to the growth of transactions on the land market.

Land cadastre and registration system — for the purpose of rasng information reiability and
completeness it is necessary that a system of cadastre and regidtration be elaborated. The
process of regigration should become more rgpid and effective. To this will undoubtedly
contribute:

Improvement of logidics of regidration services (especidly the wide introduction of
adata storage and processing computer system);

Further amplification of the red-tape/bureavcratic processes,

Minimizing the number of documents necessary for registration.

Of specid importance are the rdiability, completeness, and correctness of the information
avalable a the regidration services. However before that, the issue of consolidating in the
Public Regiger of the information concerning seizure of property should be seitled. The
information related to seizure of property fals to be timey provided to the Public Regigter
either by courts or by enforcement or tax services. Owing to the above, potentid red-estate
purchasers are frequently faced with problems.

Especidly sgnificant is that the regidration services be equipped with modern technologies
to provide them with access to the regigtration data and to ensure transparency of the process
of regidration. For example, the wide employment of such communication means as the
Internet.

Taxation system - an amendment of March 1, 2004 to the Tax Code abalishing the land tax
with respect to the holders of agriculturd land parcels with the area of up to 5 ha might
become one of the factors impeding the growth of transactions on the land market. The tax on
property is the factor, which directs red estate from the less effective producer/farmer to the
more effective one. Owing to the above reason, even if caused by hard economic conditions,
the complete abolishment of tax on smdl-sze agriculturd land parcds may be consdered
unreasonable.

For exact recording of the number of transactions and the value thereof, it would be expedient
that the exising property transfer tax is reduced rather than completely abolished. The
effective property tax at the rate of 2 percent of the value of property israther high.

Banking system — drengthening of the Georgian banking sector together with the market
inditutions in the country, which is unavoidable, will undoubtedly contribute to the red-estate
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market development and will enable to finance red-estate transactions by bank credits and
increese the number of hypothecation transactions. Low market value of agriculturd lands
and their fragmentation (land average area being 0.22 ha) is the circumstance that hampers the
obtaining of a bank credit accepting land as collaterd. This problem shdl be naturaly handled
together with the consolidation of land parcels and the market vaue raising.

Also, for a full-vaue activation of the sysem of bank credits it is important to update existing
legidation, paticulaly the pat of the Civil Code concerning the hypothecation of red

property.

Also, for further development of the banking sysem of much importance is the establishment
of private credit bureaus in Georgia, which will dso essentidly promote and encourage
hypothecation transactions and the land market in generd.

Insurance system — it is hard to clear out how and in what direction the insurance system
affects the number of red-edtate transactions, dthough it may be confidently sated that the
proper operation of the sysem is essentid for the rationd land management policy and
predictable land market functioning. The proper operation of the insurance system will
prevent the crises caused by contingencies and make consequently the red-estate market more
sustainable and predictable.

Population migration/emigration processes — the population migration/emigration processes
affect the market and the number of transactions implemented thereon. Exact prediction of the
population migraion/emigration processes within the next years is difficult, however it may
be confidently stated that these processes will go on. In the trangtion and ungtable countries
such processes dways proceed actively, and it may be presumed that with the stabilization of
a country’s politicd and economic dtudion, the emigration processes will be enhanced.
Otherwise the outflow of migrant will continue.

4.2. Prediction of Hypothetical Growth of Transactions on Land Market

Prediction of the growth in the number of transaction on the land market of Georgiain the
near future shal be based on the available land market trends and with account of the
expected changesin the factors that influence the market functioning.

The previous growth of transactions on the red-estate market is not subject to any regularity.
The only thing that can be confidently stated isthat beginning from 1999 to 2003 inclusive

the number of transactions was definitely growing

Supposedly, the above-andyzed factors will effect the red-estate market development and the
number of transactions in the direction as follows:

The land privatization process is expected to continue, positively affecting the market.

The cadagtre and regidration system will be improved and smplified, postivey
affecting the market.

The recent amendment to the Tax Code (abolishment of property tax on smdl-sze land
parcels) will adversdy affect the number of transactions. The high property tax rate
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will again operate in the direction of the growth of transactions — therefore, it is
expected that the taxation sysem will affect the market and the number of transactions
thereon in the old (previoudy available) direction.

The banking system will naturaly be srengthened together with the development the
market inditutions, pogtively effecting the market; supposedly, the number of credits
on mortgage will especidly grow in the future. This can be predicted following the
example of other countries.

The insurance sysem will develop together with the market inditutions, postively
affecting the market.

The population migration/emigration processes will continue and their intengfication
in any direction will increase the number of transactions on the market.

Agriculturd  development should dso be mentioned; together with the growth of
production exports and putting into operation of processng industries the consolidation
of lands will be taking place, which shdl dgnificantly increese the number of
transactions.

At the same time it should be noted that together with the completion of economic reforms
and the drengthening of market inditutions, this criterion might be reconsdered. Evidence of
it is the fact tha generdly the red-edtate market of the countries under trandtion is
diginguished with more activity agang the countries with developed economy. According to
datistics (see Table 4), the number of land parcd transactions in west-European countries lags
behind the same figures in the countries of Eastern Europe.

Table 4. Number of transactions on land parcelsin west- and east-European countries

Western Europe
Number of Parcels Number of Transactions
Germany 50,2 million 1,5 million
Netherlands 7,5 million 450 thousand
Eastern Europe
Number of Parcels Number of Transactions
Hungary 9,2 million 2,4 million
Poland 25 million 1,4 million

Source: A.Ossko, K.Sonnenberg. Functioning of land markets in the Centrd and Western
Europe”

A ift of the above-liged factors towards the said direction will undoubtedly fecilitate the
land market development and the presarvation of the growth rate of the number of
transactions. Yet no sporadic growth is expected. In the next years, the predictable trend for
growth of transactions on the land market will be within 20 to 25 percent.
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ANNEX 5.1. AGRICULTURAL LAND BALANCE

Table5.1.1. Agricultural land balance by proprietary rights and types

(thousand hectares)
state property
total | private property leased non-leased
area area % area % area %

arablelands 798.7 | 436.3 | 54.6% |222.7|27.9% | 139.7 | 17.5%

perennid plants 2649 | 1814 | 685% | 30.3 [ 11.4% | 53.2 | 20.1%

hay-lands 1432 | 419 | 29.3% | 46.1 | 32.2% | 55.2 | 385%
pastures 1796.9| 83.6 4.7% | 606 |33.7% | 1107.3 | 61.6%

dwelling houses 19.8 19.8 100% 0 - 0 -
and yards

agricultural land | 3023.5| 76.3 25.2% | 905.1| 30% | 1355.4| 44.8%
plots, total
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Table5.1.2. Balance of agricultural lands by owner ship and regions

(thousand hectares)
Regions total Including
state property
# private property leasehold leasehold
area area % area | % area %
1 | Imereti 216.2 | 1096 | 50.7% | 175 |81% | 89.1 | 41.2%
2 | Samegreo- 282.7 | 1068 | 37.8% | 448 | 158 | 131.1 | 46.4%
Zemo Svaneti %
3 | Guria 73.1 424 58% 116 | 159 | 191 26.1%
%
4 | Racha- 154.1 35.3 22.9% 01 |01% | 1187 | 77%
Lechkhumi and
Kvemo Svaneti
5 | Shida Kartli 226.6 80.6 356% | 419 | 185 | 1041 | 45.9%
%
6 | Mtskheta- 291.1 54.8 188% | 321 | 11% | 204.2 | 70.2%
Tianeti
7 | Kakheti 629.9 154.1 245% | 3245 | 515 | 151.3 24%
%
8 | Kvemo Kartli 400.7 67.7 16.9% | 201.7 | 50.3 | 131.3 | 32.8%
%
9 | Samtskhe- 400.2 704 176% | 1905 | 47.6 | 139.3 | 34.8%
Javakheti %
10 | Achara 73.7 22 29.9% 404 | 548 | 11.3 15.3%
%
11 | Apkhazeti 217.3 18.4 8.5% 0 - 198.9 | 91.5%
12 | Samachablo 57.9 0.9 1.6% 0 - 57 98.4%
Total 30235 | 763 25.2% | 905.1 | 30% | 1355. | 44.8%
4
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ANNEX 5.2. NUMBER OF TRANSACTIONS CARRIED OUT ON LAND MARKET
(ASOF APRIL 2004)

Figureb5.2.1 Transaction percentage indices
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Table5.2.1. Number of transactions (as of April 2004)

transaction type transaction number area (thousand
hectar es)
purchase and sde 36 580 7667.45
mortgege 33050 4095.17
gft 2461 300.43
inheritance 8 548 1109.92
lease™’ 1441 556.23
renting 1 0.14
congruction 238 473.014
usufruct 118 781.94
sarvitude 0 0
Total 82 437
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ANNEX 5.3. LAND/REAL ESTATE PURCHASE AND SALE CASES
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Figure5.3.1. Annual purchase and saleindices
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Figure5.3.2. Purchase and sale case activity by quarters
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Figure 5.3.3. Percentage increase of purchase and sale against the previous year
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ANNEX 54. CASES OF LAND/REAL ESTATE HYPOTHEC (MORTGAGE)

Figure5.4.1. Annual hypothec indicators
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Figure 5.4.3. Hypothec (mortgage) case per centage increase against the previous year
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ANNEX 5.5. LAND/REAL ESTATE GIFT AND INHERITANCE CASES

Figure 5.5.1. Number of land gift cases (annual indicator)
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Figure5.5.2. Land inheritance cases (growth amount)
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ANNEX 5.6. NON-AGRICULTURAL LAND LEASE

Figure 5.6.1. Number of lesseesin regionsand Thilisi
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Figure5.6.2. Leased non-agricultural land plots
(in thousand hectares)

Thilisi, 66.56,
12%

regionebi,
489.67, 88%

1. Thilis 2. Regions

Table5.6.3. Leased non-agricultural land areas
and number of lesseesin regionsand Thilis

Regions number of lessees area (thousand hectar es)
1 Imereti 207 236.82
2 Samegrelo-Zemo Svaneti 117 101.16
3 Guria 14 6.84
4 Racha-L echkhumi 8 0.07
5 Kvemo Kartli 141 116.12
6 Kakheti 11 1155
7 Shida Kartli 7 213
8 Mtskheta-Tianeti 2 084
9 Samtskhe-Javakheti 12 5.66
10 Achara 27 848
11 Thilisi 835 66.56

Total 1441 465.83
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Figure5.6.4. Number of cases of non-agricultural land lease
(annud indicator)
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Figure5.6.5. Indices of percentage increase of cases of non-agricultural land lease
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ANNEX 5.7.NUMBER OF PURCHASE AND SALE IN GEORGIA, BY YEARS (ASOF APRIL 2004)

o £ including = % including
88 |, 2= 5
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' 568l So o o o | o o | <25 8% » | o ol o | o | =8
# Regions 5451928 o S o o Q |98 |€S8 @ S o o O | ok
52z (838 9 S| | | |Qz2kS71 2| || | & |2
5 |°Es o E :
&} ?3 5 T
1 °cc
1 | Town Thilid 2696 | 2696 413| 416| 337| 773| 757 0 0 0 0 0 0 0 0
2 | Imereti 5554 | 4327 44| 106| 630| 1437 | 1540 570 1227 57 64| 343| 245| 417 101
Samegerelo-Zemo
3 | Svaneti 2704 | 2165 83| 182| 583| 540| 622 150 539 41| 106| 100| 126| 133 33
4 | Guria 2015 633 5 14| 120| 218 276 0| 1382 84 42 80| 239| 937 0
Racha-Lechkhumi
and
5 | Kvemo Svaneti 40 32 0 0 0 2 0 0 8 1 0 0 7 0 0
6 | Kvemo Kartli 3723 937 28 55| 158| 184 | 369 143 | 2786 70| 329| 317| $49| 843 678
7 | Kakheti 9331 820 1 45 93| 373| 221 87| 8511 214 | 345 | 2137 | 3441 | 2358 16
8 | ShidaKartli 3347 | 1936 5 41| 241 595 | 666 388| 1411| 419 -161| 217| 373| 331 232
9 | Mtskheta-Mtianeti 1393 215 1 13 95 22 A 0| 1178 424| 294 | 359| -267| 368 0
10 | Samtskhe-Javakhei 3064 | 1589 179| 190| 362| 353| 418 87| 1475| 148 94| 133| 225| 836 39
11 | Acharian AR 2713 | 2145 0 7 65 4| 2069 0 568 27 30 43| 1533 | 1065 0
Total 36580 | 17495 759 | 1069 | 2689 | 4531 | 7022 | 1425 | 19085 | 1485 | 1143 | 3729 | 6471 | 5158 | 1099
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ANNEX 5.8. NUMBER OF MORTGAGESIN GEORGIA, BY YEARS (ASOF APRIL 2004)

including B R incdluding
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11 | Achaian AR 2767 | 2326 0 12| 497 | -172| 1989 O 441 O 1| 18 31| 391 0
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ANNEX 5.9. CASES OF LAND (REAL ESTATE) INHERITANCE IN GEORGIA, BY YEARS (AS OF APRIL 2004)
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ANNEX 5.10. CASESOF LAND (REAL ESTATE) GIFT IN GEORGIA, BY YEARS (AS OF APRIL 2004)
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Law on Administration and Disposition
of State-owned Non-agricultural Land

CHAPTER |
Generd Provisons

Article 1. Definitionsof TermsUsed in the Law:

The terms used in the law have the fallowing meaning:

a)

b)

c)

d)
€)

f)

Non-agricultural Land Parcd — land parcds which ae not used for agriculturd
purposes;

Zones of Perspective Development and Reconstruction — Territories selected on the
bass of the generd plan of perspective development of city and other settled areas
approved in compliance with rules®,;

Urban Congruction Documentation — Rayona planning schemes and projects approved
by adminigrative regulations with the purpose of teritorid and functiona organization,
generd plans of cties and other settlements, programs for development of urban
congiruction;

Normative Pricefor Land — price of aland parcd of particular qudity and location;
Territorial Zoning — deimitation of a city or rayon teritory by zone teking into
condderation infrastructurd, locational, environmental and other parameters (criteria);

Level of Prestige — synthetic quaity indicating the vaudion of a territory with regard to
other territories.

Article 2. Scope of Regulation of the Law

This law regulates the adminidration and disposition of date-owned, non-agriculturd land
(hereefter "gtate land™) and defines the competence of date agencies which represent the dtate
inissuesrelating to land use and land digposition of sate land.

Article 3. Rule on Decision-M aking on Issues Relating to State Land Transfer for Use or
Ownership

1.

2.

Decisons on the transfer of dtate land in use or in ownership are made by corresponding
bodies of locd government.

A sate-owned land parcel within a zone of perspective development and reconstruction of
the cities and other settlements shdl be trandferred into use or ownership on the basis of
generd plans (which are gpproved according to exigting rules of cities and other settled
areas), devdlopmentd projects and other city congtruction documentation.

®8 Trandator note - the Georgian word for “rule’ or “rules’ is used in the text of the law to
refer to both adminidrative regulations of city, rayon and locad governmenta bodies and to
various provisons of the law, the Civil Code and other legidative Statutes.
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Locd offices of the State Department for Land Management of Georgia, in agreement
with locd agencies of architecture, organize the publication of information about Sate
land to be transferred in ownership or use, accept and register applications, inform
gpplicants on receipt in written form within two weeks after the receipt of an application.
Upon the publication of the informationa announcements, local offices of the State
Depatment for Land Management provide the opportunity and create the necessary
conditions for dl interested physcd and legd persons to examine ahead of time land
parcels.
A date land parce shdl be transferred in ownership or use viaauction or tender.

The criteria for the determination of the winner in the tender for the trandfer of date land
in use or ownership are the full satisfaction of conditions of tender and the proposd of the
most advantageous conditions to the state;

The criteria for determination of the winner in an auction for the trandfer of date land in
use or owneship are the full satifaction of conditions of the auction among which an
offer of the highest price is the most important.
Public legd persons financed through the state budget are transferred State land for use
based on individua vauation without auction/tender.
Applicants shdl be informed in writing about the decison within 10 days.
Disputable issues are decided by a court of law.

.Based on a decison made by locad governmenta bodies, locd offices of the State

Department for Land Management register and issue land use or ownership certificates in
compliance with the rule provided by the"Law on Land Regidration'.

CHAPTER I
Lease of State Land

Article4. Ruleon the Lease of State Land

A

decison on the lesse of the dae land located within the administrative-territoria

boundaries of cities and rayons is made according to the rule provided by Article 3 of this
law.

Article 5. Agreement on the Lease of State Land and the Rule on its Preparation
and Registration

1.
2.

A lesseeis conferred land use rights based upon an agreement.

A lease agreement is concluded according to the form endorsed by the State Department
for Land Management.

A lease agreement defines the area of date land, compostion and vaue of leased
property, lease term, lease rate for the use of land and property, payment procedures,
duties rights and responghilities of the parties, conditions on use and mantenance of
leased objects, and conditions for returning leased property after the expiration of the
lease term.
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Prior to the entering into and after the termination of lease rdations, the parties shall
jointly describe the quartity and condition of the leased land and property and document
their findingsin a Protocol of Description of Property.

The date represented by a locad agency of the State Department for Land Management
acts as a land parcd lessor in the lease agreement to be concluded on the basis of a
decison of aloca governmental body.

A city or rayon office of the State Depatment for Land Management conducts the
regigration of a land lease agreement and regiders it a the Public Regiger. A lease
agreement isvalid as of its regidration date, unless otherwise stipulated in the agreement.

The lease term is determined by the agreement of the lessor and the lessee in accordance
with the requirements of this law and should not exceed 99 years. The lease term should
be fixed in the lease agreement.

A Protocol of Description of Property and sketch of a leased land parcel prepared by the
State Department for Land Management are integra parts of alease agreement.

Article 6. Rent Amount for State L and and Rule of Payment

1. A lesseefor the benefit of alessor pays rent for the use of state land and property.
2.

The rent amount includes rent for leased land and its associated property. The rent
amount of the leased property islisted in a separate line of the |lease agreement.

3. Therent amount should be defined by alease agreement.
4,

The rent amount for land can be changed upon the agreement of the parties. Either of the
parties has the right to request a change of the rent amount in the cases of changes in the
tax for land use, depreciation norms, Sate-regulated prices and tariffs and in other cases
provided by Georgian legidation. If after the concluson of a land lease agreement, there
arise circumsances which obstruct the execution of the lease conditions, an interested
party hasthe right to request that changes be made to the agreement.

The payment of rent does not exempt a lessee from taxes for land use established by the
Tax Code of Georgia and from any other taxes envisaged by Georgian legidation.

A lesee is responsible for the codts of the evauation of leased property, the drafting a
land parcel sketch and the regigtration of alease agreement.

Article 7. The Transfer of Leased Property in Sub-lease

1.

2.

Upon the consent of the lessor, a lessee has a right to fully dienate a lease right to a third
party

A lessee has the right to sub-lease leased land and leased property with the consent of the
lessor, unless otherwise sipulated in the land lease agreement and in Georgian legidation;
meanwhile the responsibilities of the lessee to the lessor from the lease agreement remain
unchanged. A lessee has the right to lease buildings and dtructures in his ownership that
are located on aleased land parcel.

Article 8. Renewal, Amendment, Cessation and Cancellation of a Land L ease Agreement

1.

Upon the expiration of a land lease agreement term, the parties have the right to extend the
term of the lease agreement. Upon the agreement of the parties, the conditions of te lease
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agreement may be changed during the renewa of the agreement. Either of the parties can
request changes to the agreement conditions in cases provided by legidation or the
agreement.

If after the expiration of the agreement term, neither of the parties files an application on
the cessation or amendment of the agreement, then rules provided in Article 589 of the
Civil Code are used.
The parties can agree to terminate the lease agreement before the expiration of the lease
term. One party can request the termination of the lease agreement before the expiraion
of the leese teem only in compliance with legidaion or if this is envisoned in the
agreement.

Lessor has a right to request the cancellation of the agreement before the expiration of the
lease term if alessee
does not use the leased property appropriately and violates the conditions of the
agreemern;
does not pay the rentd payment established in the lease agreement within three months
from the payment deadline.
The lessee has a right to request the cancellation of the agreement before the expiration of
the lease term if:
alessor does not comply with the conditions provided in the agreement;
a leased land parced and lease property become unusable due to circumstances beyond the
lessee’ srespongibility.

Renewd, amendment, cessation and cancdlation of a land lease agreement are conducted
according to rules established in the Civil Code.

Article 9. Privileges and Limitations on the L ease of State L and

1.

The lease of state land located on territories with beneficid minerds and protected aress,
on the land dlocated for the use of beneficid minerds, within the boundaries of location
of rare and unique archeologicd, culturd and higoricd monuments, within the boundaries
of the perspective deveopment of motor roads, within the zones of resorts and ther
environmentd  zones, is conducted only upon the agreement of the Minigry of
Environment and Naturd Resource Protection, the Minisry of Culture, the State
Depatment of Geology, the State Depatment of Tourism and Resorts and the
Archeological Research Center at the Georgian Academy of Science.

The lease of land parces (or a part thereof), where state-owned fadilities (buildings and
congructions) are located gl be agreed to with the Minisry of State Property
Management and corresponding agencies.

The owner or the lessee of buildings located on a leased land parcel has a priority right to
lease thisland parcdl.

CHAPTER 111
Transfer of State Land into the Forms of Lease, Usufruct and Building Rights
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Article 10. The Rule on the Transfer of State Land into the Forms of Lease, Usufruct
and Building Rights

1. A decison on trandfering date land into the forms of lease, usufruct and building rights is
made in accordance with the rule provided in Article 3 of this law.

2. The trandfer of date land into the forms of lease, usufruct and building rights is conducted
in accordance with the Civil Code and Chapter 11 of thislaw.

3. Public legd persons financed through the state budget are dlocated state land for use in
the form of usufruct.

CHAPTER IV
Alienation of State Land

Article11. Ruleon the Alienation of State Land

1. A decison on the dienation of date land is made in accordance with the rule provided in
Article 3 of thislaw.

2. Stae land parcels located in zones of recongtruction and perspective development of cities
and other sattlements shdl be sold to citizens of Georgia and private legd persons
regigered in compliance with Georgian legidation on the bass of auction or tender
consdering general plans of cities (settled areas), developmenta projects, and other city
congruction documentation. The above-mentioned land parcels shal be regisered in the
Public Register (Saedguilmamulo Tsigni)”.

3. In accordance with the rule provided in the Civil Code, a sdes agreement is drawvn up
between Georgian citizens or private legd persons purchasng a land parcd (registered in
compliance with Georgian legidation) and the date (represented by State Department for
Land Management) as the owner of the land parcel.

4. Public-legd redrictions on certain land categories established by the Civil Code reman
unchanged irrespective of a change of the owner.

Article 12. Rule on Setting the Price, Payment and Revenue Distribution for State Land

1. Corresponding bodies of loca government, in accordance with the methodology endorsed
by the Minisry of Economics and the Minidry of Finance, determine the macro-location
indexes and zoning of Georgian cities and rayons and the normative price for non
agriculturdl land (set once a year, not later than February). Normative price for land is
used as an initid price a the auction or tender arranged for transferring a state land parce
into ownership.

2. Macro-location indexes of the cities and rayons of Georgia are established on the bass of
the following parameters of socia-economic and natural characteristics of settled areas:

a) Population;

b) Adminigrative status,

C) Economic and functiond profile
d) Elevation above sealeve;

" Loca Records on Land. No English equivaent (trandator).
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e) Provision with transportation infrastructure;
f) Pacement within the settlement system.

3. Zone deimitation within acity or rayon is based on the following parameters.

a) Engineering infragtructure;

b) Transportation infrastructure;

C) Socid infragtructure;

d) Provison with public services and amenities;
e) Natural-ecologica conditions,

f) Levd of prestige.

4. The price for a land parcd shdl be paid within two months after dlocation. In the case of
non-payment of the land parcd price before the deadline, measures defined by the law
shall be enforced.

5. A purchaser becomes an owner of the purchased land only after the full payment of land
price and regigration as an owner in the Public Register (Saadgilomamulo Tsigni).

CHAPTER YV
Cancdllation of the Rights to Use and Purchase State
Land and other Redl Estate for State and Public Needs

Article 13. Cancdlation of the Rights to Use and Purchase State Land and Immovable
Property for State and Public Needs

Because of date and public interest, in cases of necessty, the dtate has a priority right to
purchase a land parcd and its connected immovable property or to cance land use rights in
compliance with Georgian legidation.

CHAPTER VI
Trangtiond Providons

Article 14. Trandtional Provisons

1. The Minigry of Economy and the Minigry of Finance in agreement with the State
Depatment for Land Management shdl endorse the methodology for determining the
normative price of non-agricultural land within one month &fter the coming into force of
this law.

2. Within one month &fter the coming into force of this law, the State Department for Land
Management, in agreement with the Minisry of Urbanization and Condruction, the
Ministry of State Property Management and other interested indtitutions, shal approve the
rules for auction and tender for transferring state land into use or ownership.

3. Alienation of land located in the border zone shdl be determined by Georgian legidation.

4. The law does not extend to those land parcels that were transferred into private ownership
on the basis of the Law of Georgia “On Declaration of Private Ownership of Non
agriculturd Land in Use of Physicadl and Private Legd Persons’.
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CHAPTER VII
Conclusons

Article 15. Conclusions

1. Thislaw shdl come into force upon its publication.

2. With regard to the coming into force of this law:

a) Legd and physcd persons which ae usng land, shdl draw up land use certifying
documents within 1 year after the adoption of this law.

b) Resolution No. 31 (January 21, 1991) of the Council of Minigers "On Edtablishing the
Normatives for Cultivating New Lands in Subdttution for Land Allocated for Non-
Agriculturd Purposes and On Reimbursement of Damages to Agriculturd Output” is
voided due to the enactment of the Law of Georgia "On Reimbursng Costs and
Damages Incurred while Cultivating New Land in Subditution for Agriculturd Land
Allocated for Nonagriculturd Purposes'.

3. Laws on the legd datus of land adopted by separatist structures temporarily controlling a
part of the territory of Georgia, are null and void.

The President of Georgia
Eduard Shevardnadze

Thilid
October 28, 1998
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Comments on the Law On Ownership of Agricultural Land

1. The indicated Law concerns solely agriculturd land.  As you know, if a land parcd is
regigered in the Public Regisry as an agriculturd land parcd, it is consdered to be
agriculturad land. Meanwhile, in Point 2 of Article 2 it is noted that: “the Law adso extends
to...” It is noteworthy that parcels located in settlements and construction zones and those
forest fund lands, which have been added to the population’s parcels, are agriculturd, i.e. they
ae not forex fund lands. Also, notwithstanding whether these lands are located within
congtruction zones or settlements, if these parces are agriculturd and are registered as such,
then this issue need not be specified, it is probably better to note that the Law regulates and
extends to agriculturd land parceds and it is unnecessary to indicate that they are located in
Settlements or congtruction zones, and whether a one time they were forest land or not. More
90, asthe next Article gives a definition of the notion of agriculturd land.

Proceeding from the above mentioned, Article 2 should have the following wording:
“Article 2. Scope of functioning of the Law
This Land extends to agriculturd land parcels”

2. Point 2 of Article 3 of the Law should be withdrawn. Point 1 of this Article gives a
dfinition of agriculturd land, while Point 2 indicates that “agriculturd land parcds ae dso
conddered to be the following:

a) Ownership share of the household (family) in the territory of pastures, meadows, forests
belonging to village, community, legal entity;

b) Those agricultural land parcels, which may be objects of separate rights.”

As to Subpoint “d’, it is noteworthy that “dso” forest territories can in no case be consdered
as agriculturd land parcels. It should dso be noted that it is unclear, what object of separate
right can a land parcd be. In generd, agriculturd land parcels have one use — they are used
for agriculturd purposes. as padtures, meadows, arable land, for perennid plants and in,
generd, for producing agriculturd products and these lands are registered in the Public
Regidry as agriculturd land parcds. It is inexpedient to over-specify this in the Law and it
can aso be added that these definitions are incomplete and unclear.

Proceeding from dl of the above-mentioned, Point 2 of Article 3 should be withdrawn and
have the following wording:

“2. Agricultura land may be located both within settlements, and beyond their boundaries”

3. In Point 1 of Artice 4 it is noted tha a legd entity has the right of ownership on
agriculturd land if “it is carying out its man activity in the sphere of agriculture’.  The
indicated words limit employment in agriculture of those legd entities the main activity of
which is not producing of agriculturd products. The Law adso does not clarify, based on
which criteria shdl the volume of activity of specific legd entities be determined.  The
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indicated redriction will hinder activity of these legd entities, as wdl as invesment of capitd
into agriculture and may aso cause corrupt transactions.

Proceeding from this, we consider it expedient to withdraw the above words from the Law
and for this Article to have the following wording:

“l The right on ownership of agriculturd land beongs to the date, Georgan citizens
households, bodies of loca sdf-governance of village and community and private legd
entities registered in Georgia.”

4. In point 3 of Article 4 it is noted that in high-mountainous regions the land may be in
private, community and state ownership. Firg of dl, it needsto be darified, why only in
high-mountainous regions, since in flatland areas and on plateaus the land can dso be in Sate
and private ownership. As to community ownership — it needs to be specified, what does this
mean. Does community ownership imply village ownership, i.e. common ownership of the
village populaion or owneship of sdf-governance? In our opinion, here is implied
ownership of the sdf-governance unit.  Except for the land dlocated into ownership, the
remaning land at this stage is conddered to be dsate ownership and dlocation of these lands
into use is carried out a the rayon governance level. As you know, a draft Law on property of
the sdf governing-unit has been prepared, which has not been adopted yet, but it is better to
dso incdude and specify in this Law the fact that the common use lands, which are within
territorid borders of the sdf-governance unit and the village should be defined as in ther
ownership. In this case it will be possble for community organizations, exiding in villages,
to take the indicated parcels under the right of management and use them proceeding from
village interests. It is dso important to indicate that this concerns not only high-mountainous
regions but adso flatland and plateau regions. As to those sakrebulos, in which severd
villages are united, the lands exiding within ther teritorid boundaries will be in ther
ownership, only the territory of authority of each village will be indicated according to village
territories and the exising didricts  This will contribute to active involvement of the village
populaion in management of its own territory and development of farming.

Proceeding from the above this Point should have the following wording:

“3. Padures exiding in date ownership (except for dpine, subdpine, winter and summer
pastures) and meadows are transferred into ownership of the bodies of loca self-governance’.

5. As you dready know, the concept of household is provided nather in this Law nor in the
Georgian Civil Code, whereas the concept of household farming is provided in this Law. In
the Public Regidry, the property, including the land, is never registered on the household
farming, because the latter does not fit in any legd framework. It is possble that one family in
the village pursues household farming. It means that farmer pursues farming with the whole
family and that it is family faming. It is ds0 possble that the farmer might be pursuing
farming for the purpose of ganing financid benefit. In this case, according to the acting
legidature, he mugt be taxed as a private person or a legd subject, for example individud
entrepreneur or Ltd but not as household farming.
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Proceeding from the above mentioned, every part of the Law related to household farmer or
household farming should be withdrawn, because it complicates the Law and makes it vague,
besdesit does not fit in any legd framework.

Same can be said concerning the regigration of household farming in the Public Regigtry. The
legidation does not dlow the regidration of household farming. In accordance with the Civil
Code and the Lav On Land Regidration, in the Public Registry can be regigered the
following: physca person, legd person or the ownership right on property. In case of co-
ownership, owners are marked in accordance with the data on the share. In case of household,
only one family member can be the owner, other members will be entered in the column of
users (co-owners).

Point 6 of the same Article daes that, one of the co-owners is entitled to act on behdf of
household farming while relatiing with the third paties The procedure on awarding the right
is vague. Beddes, he should be registered as the head of household farming in the Public
Regidry.

Taking into condderation dl the above mentioned, Points 4, 5, 6 should be withdrawvn from
the Article 4.

6. Article 6 of the Law is vague It dates that, agriculturd land in Georgia is sold by the
common rule, however with generd limitations. Title of this Artide is the following: the right
on sling agriculturd land. Fird, the title is not rdevant with the contents. Second, it is
vague, which rule permits the sdlling of the land and what is meant by generd limitations.

Proceeding from dl the above mentioned, it is expedient to 