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Introduction

The present study was prepared by the NGO Legal Research, Training and
Assistance Center with the financial support of Open Society Georgia Foundation
within the framework of the Project “Legal aid/advocacy for individuals left
without income/employment and/or with drastically reduced income due to novel
Covid-19 pandemic as a result of unfulfilled obligations to microfinance

organizations and online credit institutions.

A non-governmental organization - The Center for Legal Research, Training and
Assistance, was established on the basis of the Pause for Free Movement, which
since its inception, has been actively fighting to assist the part of the society left
unemployed and without income since Covid-19 being declared a global pandemic,

in solving the resulting financial problems.

The research is based on the information obtained from the projects implemented
by the organization and relevant written documentation. At the same time, in
accordance with the personal data protection regulations, the research presents
data without any identifying information. The research is also based on the
information provided by the beneficiaries, as well as publicly available information
obtained though written inquiries by the organization to various lending entities

and existing legal regulations during the pandemic.

The information presented in the research is authentic and relevant to the legal

regulations in force at the time of its publication.
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Loans/credits during the pandemic

On February 26, 2020, the first case of the novel coronavirus was reported in
Georgia. A state of emergency!® was followed by a series of measures taken under
the government ordinance!’, among them were closure of borders, ceasing of
operation of various agencies/institutions and introduction of online services. At
the same time, both indoor and outdoor shops, cafes, bars and restaurants were
shut down. Moreover, the operation of the hotels was partially banned. The
government agencies continued to operate in a restricted and remote mode, the
activities related to direct communication of citizens was banned and the country
was facing issues with the supply of face masks. The strict regulations imposed on
public transport and mobility created problems for private individuals. The
mobility and movement was fully banned in some regions, which in turn created
severe financial problems across the country. As a result, the country gradually
moved to a different lifestyle, while entrepreneurs, contracted employees, and self-
employed individuals faced the risk of reduced or completely lost income, which

in turn posed a risk of default on their overdue obligations.

Given the existing situation, the organization considered that a force majeure
situation was emerging in the country and began to inform the public about legal
aspects of force majeure, how it affected contractual obligations and how one could

pause overdue obligations based on it.

However, shortly after the start of the pandemic, commercial banks operating in
Georgia announced that for a three months period, borrowers would be able to
exercise a Grace Period and preferential terms. It is noteworthy that at the time,

when the preferential terms were announced, the banks had not yet established

16 Decree of the President of Georgia March 21, 2020 N1
17 Ordinance N181 of the Government of Georgia of March 23, 2020
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the form and terms under which the Grace Period would be available.

Nevertheless, the process went almost automatically, which resulted in:

- Application of Grace Period without clear understanding of what the
preferential terms covered; and
- A Grace Period applied to loans/credits of those borrowers, who did not wish

to apply for it.

The announcement of Grace Period by commercial banks can be seen, on the one
hand, as a manifestation of social corporate responsibility aimed at deferment of
overdue obligations without breach of contract, but on the other hand, this
alternative offer can be interpreted as an attempt by the banks to avoid application
of force majeure deferment. As on the basis of force majeure, loans/credits may

have been deferred based on individual applications without accrual of interest.

With the benefits enacted under the speeded up regime, commercial banks
operating in Georgia announced a grace period twice, first in March 2020, and then
in June 2020, which was an extension of the first period by three months. From
September 2020, the banks announced that the application of a Grace Period would
continue only on the basis of individual applications and compliance with the

specific criteria set by the banks.

During the grace period, the monthly installments on loans/credits were

suspended. However, a monthly interest accrued during a deferral period, which

the borrower had to:

- either pay as a whole amount together with the first payment on loan/credit
after the completion of a grace period;

- or as installments for the remaining period of the loan/credit.

The analysis of the cases showed that in practice:
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It was difficult and in some cases impossible to accurately calculate the amount
of interest accrual during a deferral period;

In some cases, at the end of the grace period, new agreements were concluded,
on the basis of which interest accrued during a deferral period was added to
the principal amount of the loans/credits (which had not been previously
agreed with the borrowers);

The so called second grace period was applied to almost all borrowers and they
were unable to withdraw from it. In this regard, there were cases when the
borrowers did not wish to continue the grace period and they renewed the
payment of monthly installments, however, the loans/credits were
programmatically deferred and the interest accrual was deducted from the
monthly installments. This was caused by two factors: Firstly, the SMS
messages did not turn out to be a sufficient form of communication with the
clients, as borrowers did not/could not control the information received via
SMS; and, secondly, many have replied to the SMS and have refused
application of the second grace period; however, this information has not been
reflected programmatically. The programmatic flaw could not be corrected

either by telephone or on-site communication with the banks.

Special problems were identified with the so-called “pension loans”. This category

of loans was already characterized by high interest rates and lack of awareness of

pensioners. However, in a number of cases the extension of the grace period led to

the increase of the remaining principal amount of loans, without informing the

borrowers. Despite the payments made, the principal amount of the loan was not

reduced and the term of the loan agreement was increased. Numerous borrowers

contacted the organization with the mentioned problems. In several cases with the

involvement of the organization, amount of the loan has been adjusted to its actual

figure, while the loan term returned to the term agreed before.

It should be noted that loans/credits in Georgia are issued not only by commercial

banks, but also by other entities, such as:
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- Microfinance organizations;
- Online credit institutions;

- Pawnshops;

- Lending entities;

- Private individuals.

All the above-mentioned entities were issuing loans in the pre-pandemic period as
well with higher interest rates compared to commercial banks. However, such
loans are used by relatively vulnerable groups, most of which were left without
income or with sharply reduced income during the pandemic. In addition, most of
these lending entities did not declare a grace period, while their clients/borrowers
were the ones facing special necessity to defer their obligations. It should also be
noted that during the pandemic, some microfinance organizations considered
individual borrowers’ applications and deferred loans on an individual basis. This
non-uniform approach and the lack of a unified system have further aggravated

the financial situation of the borrowers.

As of today, despite complicated epidemic situation and recurrent obstacles,
lending entities, including commercial banks and microfinance organizations, are
initiating litigation and/or enforcement proceedings against persons left without
income. Circumstances such as pandemic-induced unemployment are not taken

into account by these types of entities in disputes.
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Legislative regulations established during pandemic, state subsidy programs,

measures taken by the Government of Georgia

By January 2020, the share of loans/credits of natural and legal entities in the
banking and microfinance sector was quite large. Thus, the majority of citizens
found themselves in a particularly difficult situation, as they were left without
income or with a sharply reduced income due to the pandemic situation, and at the
same time had to fulfill their monthly loan/credit obligations. The situation was
especially aggravated when under the so-called lock-down, people had to provide
for food and utilities. Considering all the above mentioned, the majority was

unable to continue fulfilling their bank/credit obligations.

It should be noted that simultaneously with the restrictions aimed to managing the
Covid-19 Pandemic, given the fact that large number of natural persons in the
country were left without any income, the Government of Georgia launched an
assistance program that envisaged provision of monetary assistance to individuals
left without income!8. The amount of allowance was set to 200 GEL per month (for
not more than six-month period) or issued as a one-time 300 GEL allowance.
Utility bill breaks have also been introduced. However, the state-approved plan
did not include any mandatory or regulatory recommendations for the banking

sector.

The state has called for the deferral of loans, but only for the banking sector and in
the form of recommendation without establishing any mandatory rules. This can
be considered an insufficient action by the state, as on the one hand, the deferral
of loans and the introduction of grace period became dependent on banking
institutions, while on the other hand, all other lending entities (e.g. microfinance
institutions, online credit institutions, etc.) were left out of the recommendatory

note. Therefore, it is clear that the financial assistance/relief offered by the state

18 Ordinance N286 of the Government of Georgia of May 4, 2020
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was not aimed at alleviating the burden of loans/credits to borrowers in the
pandemic and post-pandemic period. The state has not taken any effective

measures in this regard.

In terms of loans/credits, the state developed three programs: subsidies for event
organizers, subsidies for supporting sports facilities and kindergartens, and
subsidies for mortgages. However, these programs failed to cover the problem
loans/credits of individuals, under the conditions, when the borrowers could no
longer fulfill their credit/loan obligations due to unexpected emergence of Covid-

19 pandemic that did not depend on them. As for the above-mentioned programs:

- Event Organizer Subsidy Program!®

According to the decree, due to the economic difficulties caused by the pandemic,
the purpose of the program was to subsidize bank loans of entrepreneurs operating
in the field of event organization, whose activities and correspondingly income
have been restricted due to the pandemic. The program subsidized only the loans
issued to legal entities before March 1, 2020, 80% of which was used to purchase
fixed assets required for primary business activity. Another eligibility requirement
was provision of relevant documentation proving the purchase. Up to 12 months

interest rate could have been subsidized under the program.

- Subsidies for supporting sports facilities and kindergartens?
According to the decree, the purpose of the program was to subsidize loans/micro-
loans/leasing projects at the commercial banks/microfinance organizations/lessor
entities issued to/agreed with entrepreneurial entities (sports facilities and
kindergartens), who due to the economic hardship caused by the pandemic were
unable to operate and thus, whose income was reduced. The governmental
ordinance stated that the beneficiary of the program could be both an individual

entrepreneur and a legal entity. Only if 80% of the loan amount was spent on the

19 Ordinance N678 of the Government of Georgia of November 12, 2020
2 Ordinance N50 of the Government of Georgia of February 4, 2021
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documented acquisition of fixed assets necessary for primary activities, the loan
was subject to subsidy. Loans issued before March 1, 2020 were subject to subsidy,
in the range of 70-80% of the interest on the remaining principal amount for the

next 6 months.

- Mortgage Loan Subsidy Program?!
According to the ordinance, the goal of the program was to overcome the economic
difficulties of the development sector caused by the pandemic of novel coronavirus
(COVID-19), to improve access to real estate for individuals, who were unable to
meet the requirements for securing a loan (fully or partially), to promote economic

recovery and stimulate demand for real estate through various components.

The program consisted of two components: a subsidy component, namely co-
financing of interest accrued on a mortgage loan for a period not exceeding 60
months, and a guarantee component. The program would apply to loans of natural
persons, who purchased a new apartment from a development company after the
ordinance came into force. It is noteworthy that in the conditions when the
pandemic caused problems with many existing loans/credits, it is doubtfull
whether promotion of new loans and spending of public funds in this direction has

been a reasonable approach.

It is true that support of the businesses by the state and the banking sector is
important, but financial support of natural persons is less pronounced, except of
isolated cases. The interest rate was neither lowered nor suspended by the banking
sector. However, it should be taken into account that upon expiration of the
deferral period, people had to pay with increased interest rates. Many of them are
still unemployed or left without income due to pandemic, the property of majority
of them is being mortgaged with their accounts seized to secure their loan

obligations, and they are being threatened by the sale of their real estate.

2 Ordinance N387 of the Government of Georgia of June 25, 2020
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During the Covid-19 Pandemic, some enforcement actions were suspended by the
state, in particular Article 12 of Government Ordinance #181 of March 23, 2020,
initially restricted the following activities of the National Bureau of Enforcement
(including, but not limited to): Enforcement actions determined for cases of
dispossession of immovable property from another’s possession and/or use.
Enforcing payment of the debt by the debtor: by seizing and sale of property etc.
On March 30, the resolution was amended? and Article 12 was completely
removed, and the power to define the scope of the National Bureau of Enforcement
was given to the Minister of Justice. On April 6, 2020, the Order of the Minister of
Justice® was issued by which the enforcement became a remotely conducted
activity thus restoring the most of the activities suspended by the government
decree, however, the activities related to the so-called eviction remained

suspended. The eviction process is still pending?.

One of the aims of the present research was to examine the actions taken by
microfinance organizations towards clients/borrowers during pandemic. For this
purpose, in September, 2021 we addressed several microfinance organizations
operating in Georgia (Mogo, Microfinance Organization Swiss Capital and

Microfinance Organization Micro Business Capital).

The following questions were asked to the mentioned organizations:

From March 21, 2020 to date:

- How many natural persons have received automatic deferment of monthly
payable interest together with principal amount due to pandemic related

financial crisis and for how long?

22 Ordinance N204 of the Government of Georgia of March 30, 2020

2 Order N515 of the Minister of Justice of Georgia of April 6, 2020

24 Order N582 of the Minister of Justice of Georgia of July 15, 2020. Ordinance N322 of the
Government of Georgia of May 23, 2020
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- How many natural persons have benefited from deferral of monthly payments
due to the pandemic, and how many of them have deferred interest along with
the principal amount?

- During the 6-month grace period how many natural and legal entities have
received deduction of the interest accrued during the grace period?

- How many persons did the bank start proceedings against due to problem loans
in court or within the framework of simplified proceedings in the National
Bureau of Enforcement of Georgia?

- How many real estate/movable property /vehicles/accounts were seized due to
unpaid liabilities?

- How many movable property/vehicles were confiscated due to unpaid

liabilities?

Despite receiving confirmation during the telephone conversation from the above-
mentioned organizations that our inquiry would be responded to, unfortunately,
the organizations showed irresponsible attitude and some of them refused to

provide information, while others did not respond at all.

Together with microfinance organizations, the research aimed at studying the
actions taken by the commercial banks against the borrowers during the Covid-19
pandemic. Accordingly, in order to examine their actions, we addressed JSC Bank
of Georgia, JSC TBC Bank and JSC Liberty Bank.

It should be noted that JSC Bank of Georgia and JSC TBC Bank received identical
set of questions on the problematic issues identified based on information provided
by beneficiaries within the project implemented by the organization. As for
Liberty Bank, the actions taken by the bank during the pandemic turned out to be
harsher for the borrowers. One needs to take into account that Liberty Bank’s
borrowers mainly are members of the vulnerable group i.e. pensioners and socially
vulnerable people, therefore, for the accuracy of the research, it was considered

necessary to create a different set of questions for JSC Liberty Bank.
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In the case of JSC Bank of Georgia and JSC TBC Bank, the following questions were
asked:

From March 21, 2020 to date:

- How many individuals have had their loans/credits deferred using a 6-month
grace period during a pandemic?

- During the pandemic 6-month grace period how many individuals were
deducted the interest accrued during the grace period?

- After the completion of the grace period, in order to fulfill the existing
obligation, how many new loan agreements were concluded, which increased
the loan amount and the repayment period taking into account the material
condition of the borrower?

- From March 2020 to date, against how many persons have the Bank of
Georgia/TBC Bank initiated court proceedings or summary proceedings at the

National Bureau of Enforcement due a problem loan?

In response to the above inquires, on September 14, 2021, we were informed by
JSC Bank of Georgia that the Bank had no obligation to provide the information
requested in the letter. As for JSC TBC Bank, unfortunately, JSC TBC Bank has not
yet responded to the inquiry.

In the case of Liberty Bank, as it has been already mentioned, the majority of the
project beneficiaries were pensioners and socially vulnerable people. Examination
of the existing factual circumstances and documentation proved that the bank had
in some cases deferred the liability (using a grace period) without informing the
borrowers. Also, under the 3-6 months grace period, the term of GEL 2,000 - 3,000
loans has been extended by the bank from two to four years. Within the project,
there were numerous cases of the increase of the loan’s principal amount by the
bank. However, the bank did not answer the question on what were the legal

grounds for increasing the principal.
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It is also important to note that the interest accrued on the loan/credit by the bank
using the grace period was in some cases almost equal to the principal amount of
the loan/credit. Consequently, most borrowers actually have to repay double the
amount. Here, it should be underscored once again that in this case we are dealing
with pensioners and socially vulnerable people. In case of pensioners, it is
noteworthy that the issuance of pensions has not been delayed during the
pandemic, therefore for this category of loans there was less or no need to defer

loans/credits.

It is clear that the parties to a private legal agreement determine the terms of the
contract themselves, but when it comes to the most vulnerable groups of the
society, in our opinion, the actions of the bank during the pandemic period most

likely go beyond the principle of good faith and generosity.

In order to obtain more detailed and statistical information on this approach, we
made an additional inquiry to Liberty Bank and requested the following

information:

From March 2020 to date:

- Due to the Covid-19 Pandemic in Georgia, how many pensioners have
benefited from the grace period initiated by the Government of Georgia since
February 20207 Please, provide statistical data on the application of the so-
called first and the second grace periods;

- Within the grace period, has any additional interest been accrued on pension
loans/credits? If so, please provide the accrued interest calculation formula.

- How was the interest accrued as a result of grace period distributed over the
remaining period of the loan/credit?

- Using the grace period, have any additional funds been credited to the
principal amount of the pension loans? If so, please provide information for

how many people has the principal amount been increased? In addition,
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please, indicate the specific legal grounds for increase of the principal amount
of a loan/credit.

- Using the grace period, in addition to the interest accrued on the loan/credit
and the principal amount, has the repayment period for the pension loans been
increased? If so, please indicate approximately how long the loan repayment

period has been extended?

Despite the fact that no information on specific individuals was requested,
unfortunately, the bank refused to provide the information under the pretense of
danger of disclosing personal information. On September 16, 2021, we again
contacted JSC Liberty Bank explaining that the requested information did not
contain personal data and therefore, was subject to a provision by the Bank.

However, a repeated inquiry remained unanswered by the bank.

In majority of cases microfinance/credit institutions and commercial banks leave
such inquiries without response and avoid answering questions, therefore, we are
deprived of the opportunity to provide information on the actions taken by
microfinance organizations and commercial banks since the beginning of the
pandemic and whether the actions taken comply with applicable law, the

principles of fairness, diligence and good faith.

Despite the negative expectations over the year, the banking sector ended 2020
with a profit of GEL 99.26 million. This indicates that the damage to the banking
sector as a result of the coronavirus was not as severe as it was for individual
citizens who lost their jobs or had a significant reduction in income?. It is
noteworthy that by 2021, more than half a million people in Georgia had overdue

loans to banks/microfinance organizations.

% https://bm.ge/ka/article/sabanko-seqtoris-2020-weli---luka-miminoshvilis-blogi/75402
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The National Bank of Georgia

The National Bank of Georgia has a certain supervisory function over the financial
sector operating in Georgia. Based on the information provided by the National
Bank of Georgia, it can be assumed that during the pandemic, the NBG supported
the banking sector and to some extent non-banking institutions to avoid losses as
much as possible and take into account the financial situation of consumers, who
have lost income or whose income has been significantly reduced. A temporary
moratorium has been announced on the elaboration and imposition of new
supervisory requirements to enable banks to maximally mobilize resources in
response to existing challenges. The National Bank suspended on-site inspections
of supervised entities. Lending procedures have been simplified and the
requirement to appraise a real estate on site has been suspended. Requirement for
renewal of financial statements has been eased. The National Bank of Georgia has
significantly eased its supervisory requirements for the banks to have maximum

flexibility in the process of deferral of liabilities to citizens?.

Despite this, it should be noted that the National Bank of Georgia has not called
for the financial sector to take into consideration the current difficult financial
situation of borrowers directly affected by the pandemic. It is also noteworthy that
the citizens' written appeals to the National Bank of Georgia were also ineffective.
Basically, the National Bank of Georgia could not help the citizens and limited itself

to recommendatory letters.

With the start of the pandemic to the present day, borrowers have been actively
applying our organization (Legal Research, Training and Assistance Center) for
legal assistance. For majority of beneficiaries we have documented that they were
unable to fulfill their financial obligations and became the recipients of state
allowance due to Covid-19 pandemic in Georgia and the ban/restrictions

introduced by the government. Despite this, the banks/microfinance organizations

26 https://nbg.gov.ge/page/covid-19
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often imposed sanctions, accrued interest for the deferral period, which was

voluntarily implemented by banking institutions and microfinance organizations.

Based on our assessment, at the beginning of the Covid-19 Pandemic, under the
state emergency, had the Government and the National Bank of Georgia
cooperated it would have been feasible to introduce actually supportive benefits:
for instance, temporary suspension of fines/penalties for overdue loans/credits due
to a pandemic for the period of state of emergency; temporary suspension of
interest accrual for the grace period. The mentioned regulation would have been
an efficient way to support borrowers who became victims of pandemic and enable
them to continue payment with the pre-pandemic schedule without penalties and
interest accrued on principal amount of a loan/credit, which eventually increased
the amount and term of individual loans and in many cases made repayment

impossible.

One of the important tasks of the National Bank of Georgia is protection of the
rights of consumers in the financial sector. Based on this, the Consumer Protection
Department was established in 2011. The department’s scope of work includes
monitoring the implementation of the existing legislative requirements for the
financial sector in this direction. As well as, improvement of consumer protection
practices in the financial sector. In addition, one of the functions of the department
is receipt, review and response to complaints from consumers in accordance with
the current legislation of Georgia. Thus, it was essential for the National Bank of
Georgia to be more proactive in protecting the rights of consumers, as in various
cases the deferral of the loan was carried out arbitrarily by specific banks and it
was never properly explained what the deferral included, whether interest would
be accrued or not, whether principal amount and monthly installment of the loan
would increase etc. Appeals related to these issues were particularly prevalent in
case of the commercial bank with the consumers of elderly age who find it difficult

to properly analyze the sent SMS messages.
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Especially considering the recommendation of the Georgian government during
the pandemic period and the state of emergency, a mandatory recommendation
was to restrict the mobility of the elderly people. Operation of public transport was
also restricted and there were a number of external factors that forced the given
category of borrowers to stay home. Thus, the role of the National Bank should
have been more proactive in order to avoid similar cases and ensure clear provision
of consumers by the commercial banks with the information on grace period and

deferral terms.

Due to the fact that the main subjects of the research were banks/credit institutions

and their actions against borrowers during the pandemic period, we considered it

important to request the following information from the National Bank of Georgia:

- Since the outbreak of the Covid-19 Pandemic in Georgia, what measures and
recommendations have been issued by the National Bank of Georgia to banks
and online credit/microfinance organizations in terms of fulfilling loan/credit
obligations; in addition to the above, specifically to which lending
organizations the relevant recommendations were issued by the National
Bank;

- Since the outbreak of the Covid-19 Pandemic in Georgia, how many people
have applied to the National Bank of Georgia with the petition on deferral of
existing loan/credit obligations with banks or microfinance/online credit
organizations? How many petitions did the National Bank of Georgia

responded to and what was the specific outcome of the existing issue?

According to the response of the National Bank of Georgia of September 14, 2021:
- Since the outbreak of novel corona virus pandemic, commercial banks have
actively offered to defer/restructure loans/credits to borrowers who had
problems with debt servicing. This process was supported by the National
Bank of Georgia, which involved the creation of additional reserves for

possible losses on these loans/credits in a different manner;
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- During the first grace period (March-June, 2020), In the case of the micro-loan
portfolio, deferral was made on 119,199 loans, of which the total loan amount
was GEL 1,989,080,211, and the interest share in the respective portfolio -
53%. In the case of retail products, the total number of deferred loans was —
1,670,160, the volume of deferred loans was 9,691,948,408 GEL, and the share
of interest in the respective portfolio - 74%;

- During the second (July-November 2020) and third (December 2020 - June
2021) phases, loans/credit deferrals were mostly done on an individual basis
based on assessment of the borrowers' ability to pay. Accordingly, the volume
of the deferred portfolio during the second and third phases is relatively
smaller than in the case of the first phase;

- Based on the data of August 30, 2021, in 2021, in the case of micro-loan
portfolio 1,830 loans were deferred, of which the total loan amount was
118,484,534 GEL, and the share of interest in the respective portfolio - 3%. In
the case of retail products, the total number of deferred loans was 14,562, while
the volume of deferred loans - 454,372,074 GEL, and the share of interest in
the respective portfolio - 3%;

In its response, the National Bank also clarified that since the dynamics of Covid-
19 Pandemic is unknown, the National Bank does not rule out the need to use a
further phase of loan deferral program. At the same time, it clarifies that according
to the information provided to it, in case of the above-mentioned need, commercial
banks express their readiness to continue deferring loans/credits, while the
National Bank expresses its readiness to support commercial banks in the process
of deferral.

According to the information provided by the National Bank, since the beginning
of the pandemic, many people have appealed to the National Bank of Georgia with
the petition to restructure loans and/or change the terms of the contract. In 2020,
the National Bank of Georgia received 3,034 petitions regarding the above-

mentioned issues, which is about 123.4% more than the same data of 2019. As of

51



August 2021, a total of 845 applications were registered with the National Bank of
Georgia regarding the restructuring of loans/credits and/or changes in the terms of

the contract.
Notwithstanding the above information, it is unknown to us whether the National

Bank of Georgia has acted on the appeals in any way and, if so, whether any

positive results have been achieved for the Borrowers.
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Outcomes and Statistics on the Project “Legal aid/advocacy for individuals left
without income/employment and/or with drastically reduced income due to novel
Covid-19 pandemic as a result of unfulfilled obligations to microfinance
organizations and online credit institutions”.

At the initial stage, the Project “Legal aid/advocacy for individuals left without
income/employment and/or with drastically reduced income due to novel Covid-
19 pandemic as a result of unfulfilled obligations to microfinance organizations and
online credit institutions” was implemented by the initiative group “Pause for free”
with the financial support of the Open Society Georgia Foundation. The project
started specifically within the very first wave of the pandemic from May 2020 and
lasted until November 2020.

From March 2020, with the spread of the pandemic, natural and legal persons were
facing problems with banking institutions and microfinance organizations. Credit
organizations were actively trying to clear overdue liabilities, taking cases to the
court. Citizens were actively requesting assistance from us due to inability to fulfill
their overdue obligations with banking/microfinance organizations as a result of
unemployment or reduced income.

A total of 162 legal letters were prepared by the initiative group in the framework
of legal advice from May to November 2020. Of these letters, 65 were addressed to
microfinance and other credit organizations, and 97 to the banks. 635 persons were
consulted, including 416 women and 219 men. There were 535 telephone and 100
online consultations conducted. 22 cases known to us were successfully completed,
5 of which dealt with microfinance or other lending organizations, and the

remaining 17 with the banks.

From April 2021 to September 2021, the N(N)LE Legal Research, Training and
Assistance Center provided a total of 487 legal consultations (278 women and 209
men) during the project “Legal aid/advocacy for individuals left without

income/employment and/or with drastically reduced income due to novel Covid-

53



19 pandemic as a result of unfulfilled obligations to microfinance organizations and
online credit institutions” with the financial support of the Open Society Georgia
Foundation. The Legal group provided 260 in-person, 225 telephone and 2 online
consultations. During the project, 12 field visits were made, during which a total
of 120 personal consultations were conducted in Thbilisi, Gori and Rustavi. 43
documents were prepared during the project, of which 6 documents were for court
proceedings. 35 letters were addressed to the bank and 8 to microfinance
organizations. From the mentioned letters, 9 cases have been successfully resolved
at this stage, where the following requirements of the project beneficiaries have
been met:

- A payment schedule acceptable to the citizen was offered;

- The amount to be paid has been adjusted;

- Overpaid amounts were written off etc. .;

It is noteworthy that all nine successful cases were related to the banking and not

the microfinance sector.

1122 people were provided with legal advice in Tbilisi, Rustavi and Gori within
the framework of the projects implemented with the financial support of the Open
Society Foundation jointly by the initiative group "Pause for Free" and N(N)LE
"Legal Research, Training and Assistance Center". 205 letters were prepared to the
banks/microfinance organizations. Out of the mentioned appeals/cases, 31 cases
had positive outcome for the beneficiaries, in 30 cases the institution did not
respond, in 60 cases the information could not be obtained due to the inability to

contact the beneficiaries, and 84 cases were completed with negative outcome.

Based on the project outcomes, it can be said that the microfinance organizations
were less likely to agree with the citizens on the desired or acceptable schedule, in
many cases they imposed fines, applied to the court to collect outstanding
obligations, despite the evidence that the person was left without income due to

pandemic situation. Some microfinance organizations did not respond to written
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requests from citizens, in some cases citizens were verbally threatened with the
sale of property, seize of the account during the pandemic, if they would not meet
their obligations within the contract period. Several microfinance organizations
had more responsible approach to some degree by taking into account the difficult
financial situation due to the pandemic and providing specific benefits to the

citizens.

Under the so-called third wave, the number of citizens applying to credit
institutions with problem loans has decreased. The appeals mainly concerned the
banking sector. In the initial phase of the project, in particular, in May-June 2021,
the number of applications regarding problem loans at JSC TBC Bank was relatively
large. For instance out of 18 beneficiaries, who requested assistance with
fulfillment of pending obligations, 7 beneficiaries were with TBC Bank and the rest
were distributed among other banks and microfinance organizations. During the
final phase of the project implementation, the number of beneficiaries, who were

customers of Liberty Bank and JSC Bank of Georgia increased.

During the last period of the project, the beneficiaries mainly were consumers of
pension loans at JSC Liberty Bank. In particular, in the period July-August 2021, 9
of the beneficiaries had a problem with the pension loan of JSC Liberty Bank, and
8 people had a problem with the principal amount and payment period of the
increased loan due to the grace period of JSC Bank of Georgia. Only three people
had a problem with the deferral at the JSC TBC Bank. In particular, in the period
of July-August 2021, 9 of the beneficiaries had a problem with the pension loan at
JSC Liberty Bank, 8 people had a problem with the increased principal amount and
the payment period of the loan at the Bank of Georgia as a result of the grace period.
Only three people had a problem with the deferral at JSC TBC Bank.

Since the main goal of the project was provision of legal assistance to the
beneficiaries who had problems with the banks/credit institutions during the

pandemic, it was interesting to determine how many lawsuits have been filed in
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Court and/or how many summary proceedings were initiated at the National

Bureau of Enforcement of Georgia by the banks/credit institutions.

For this purpose, in September 2021, we made an inquiry for statistical public
information to the Chamber of Civil Cases of the Thbilisi City Court. In response
the Thilisi City Court declared that statistical recording/processing and storing of
the requested information within the public database is not carried out by the
Court. In addition, proper identification and processing of this type of information

is time and resource consuming, therefore, the Court lacks the ability to fulfil our

inquiry.

Similar to the Thbilisi City Court, National Bureau of Enforcement responded that
statistical recording/processing and storing of the requested information within the
public database is not carried out by the Bureau. In addition, proper identification
and processing of this type of information is time and resource consuming,

therefore, the Bureau lacks the ability to fulfil our inquiry.
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International experience

The approach of the countries around the world in regulating such issues is quite
diverse. Different European countries, as well as the United States and Asia, have
differently regulated the issue of deferral of overdue loans during the pandemic,
although it should be noted that different countries around the world have rather

taken into account the financial situation of borrowers more than Georgia.

United States - The USA approach varies by particular states. The Biden
administration, for example, has announced that student loans would be suspended
until January 31, 2022. Borrowers would automatically stop paying installments
without accruing penalties and interest. However, if this period were insufficient,
it would be possible to apply on an individual basis for a new grace period. No
interest was accrued at the time of payment deferral. The so-called amnesty act

was signed by the President of the United States on March 11, 2021%7.

The United Kingdom - In the UK, various benefits have been introduced for
borrowers. Most borrowers in the UK were able to apply for the so-called free,
temporary deferrals at no charge for up to 3 months. Importantly, specific free
deferrals were also imposed on borrowers in connection with mortgages. Several
credit institutions declared the deferral would not affect individuals' credit history.
The Bank of Scotland offered customers so-called repayment holiday on loans and
mortgages to help people save more money during a pandemic. Bank Halifax
introduced repayment holidays on mortgages and loans as well. At HSBC Bank, the
customers could choose repayment holiday on mortgage loans, as well as extend
the remaining term of the mortgage, change interest rates in whole or in part.
Lloyds Bank introduced the same measures as Halifax and the Bank of Scotland.
TSB Bank’s customers received a mandatory 3-month repayment holiday on

mortgages, while personal loan users could request a deferral. Credit card users

27 https://www.nolo.com/legal-encyclopedia/how-to-manage-your-federal-student-loans-
during-the-coronavirus-outbreak.html
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could increase their credit limit. Also, consumers could use the deposit savings
without any additional charges for early withdrawal?®. In Spain loan repayments
have been deferred for self-employed people affected by COVID-19. In
Netherlands debt and interest repayments were deferred for a period of 3 to 6
months®. In Poland, self-employed people affected by COVID-19 have received
deferral on repayment of their consumer loans. In Mongolia repayment of interest
and principal amount of loan has been deferred for 12 months. The Republic of
Morocco has allowed consumers, particularly the self-employed people, to take out

a 1-year interest-free loan if needed®.

28 https://www.payplan.com/debt-info/debt-and-your-health/coronavirus-financial-help-for-

employees/?fbclid=IwAR1rxKHm]7ErpdhI00 ITNxyA9 R8pEh]CgoMZeqQbo9g01dPbVcKF2Xa
Pg

2 http://bit.ly/3dkUZ21

%0 https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
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Conclusion

On the basis of the research conducted by the organization, it can be concluded
that in order to overcome the difficulties caused by the Covid-19 Pandemic in
terms of loan/credit liabilities in Georgia, actual relief could/has not been provided
to borrowers, which would allow natural and legal entities without income or with
substantially decreased income to defer repayment painlessly and renew payment
without extra financial burden, while on the other hand, the application of the

benefits turned out to be flawed.

We deem it important to have a systematic approach to the issue with the following

being recommended:

- Recording/analyzing real-life cases;

- Recording/analyzing various categories of loans, including loans/credits issued to
seasonal businesses and problem loans/credits due to pandemic;

- Categorizing homogeneous problems and problem-oriented decision making;

- Adoption of a one-time legislative act, which abolishes interest/fine/penalty
accrued on loans/credits due to the pandemic;

- Monitoring and effective control of the activities of banks/microfinance
organizations in the process of exercising preferential terms by the National Bank
of Georgia;

- Processing of the statistical data related to loans by the Courts and the National

Bureau of Enforcement.
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