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ADDRESS BY THE CHAIRMAN OF SUPERVISORY BOARD

Professionalism, novelty and urge for teamwork are the core principles that JSC Basisbank has been
committed to since the very beginning of the company activities. These principles define the corporate
culture of our bank.

For 15 years Basisbank has grown into a strong universal financial establishment that provides full
package of banking services for private and corporate customers. Our daily task is to improve and
expand our services, to offer the best banking products and favorable conditions. Today, JSC
Basisbank faces real challenges. The ongoing global financial crisis has affected our country too.
Despite the consequences of the last year developments, that have seriously damaged the stability of
the Georgian banking system, we yet succeeded to move forward.

2008 was a remarkable year for the most important event in the bank's history — the European Bank for
Reconstruction and Development became 15 percent shareholder of JSC Basisbank. For an
independent bank operating with the private financial resources only, this event signifies further
guarantees for stability, enlarged potential, and possibility to earn more confidence and authority in the
international financial system that are so vital for further progress of the bank.

Staff professionalism serves as a major criterion for a career development within JSC Basisbank. We
respect competence, knowledge and experience of our staff, appreciate the initiative demonstration
and a sense of willpower, corporate unity and dynamism. These are exactly the traits stipulating rapid
and advanced development of the bank and strengthening its position on the Georgian market.

We strongly believe that by the qualification and endowment of each of our personnel, managers and
the entire leading team, we will achieve our goals in any new environment. Basisbank will always be a
successful and competitive company! This is our ultimate and attainable goal.

Taras Nizharadze
Chairman of Supervisory Board
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ADDRESS BY THE DIRECTOR GENERAL

Each day tens of thousands of companies start the business. However, their majority cease to exist on their first
year of work. Such a failure is almost a natural phenomenon if the key principles of development are neglected
and the management makes rush decisions seeking rapid profits. Only a step-by-step and gradual development
of business provides the desired results.

Guided by these principles, through supervision, caution and task-orientation, we started work 15 years ago. We
could only rely on our own resources, and each of our steps and decisions put us to the testin fact.

We have come to the present this way and now we are really proud for the success we achieved, without
any assistance.

Banking business is very sensitive, entailing special vigilance and prudence. Reliability is the most difficult
feature to obtain and, therefore, has the highest value in the banking system. Today, summing up the results of
the previous year, we get further assured that we have chosen the right path toward success and at every
stage of development our strategy and priorities proved to be correct. We strive to be not merely profitable
and successful company but helpful as welll One of the main postulates of our mission is to foster confidence-
based and mutually beneficial business contacts.

Relations developed between Basisbank and its customers have often resulted in an effective bilateral
partnership benefitting a number of people and businesses.

Promoting the establishment of stable and successful societies built up on traditional customs and values is one
of our objectives. Here, the encouragement of contemporary education is the key point. In this perspective,
we proudly continue the projects supporting the professional growth of the future generations. Basisbank well
knows the value of qualified personnel and has a certain exclusive experience in promoting the young
professionals to the most responsible positions in the bank governance.

In 2008, Basisbank carried on its regular business by creating and diversifying the bank products, expanding the
network of branches, and improving the service quality. However, this year was full of extremely remarkable
developments that led to a central event what is surely the reached agreement between the EBRD and
Basisbank on the acquisition of the 15% of shares of the latter. For the first time in the bank's history, the
foreign capital entered Basisbank. On the one hand, this fact ensures sustainability of our company, and
on the other, it speaks of the recognition of Basisbank by the international finance institutions.

In line with the great achievement, the company encountered a rather tense and unforeseeable obstacle. August
events and the global financial crisis had a negative impact on the overall economic situation shattering any
powerful and stable business. Nonetheless, the clearly defined priorities and the high performance of our
employees helped the company to overcome the difficulties. Today, Basisbank is strong and stable as before
providing service to more customers and ready to support much more interesting projects.

We owe success to our dedicated staff. As one team, we work for the present welfare and future success of the
company. The concept of corporate solidarity is one of our main dignities and it fills me with hope that we are able
torespond greater challenges.

Zurab Tsikhistavi
Director General
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oJbNLoJbdN European Bank

B A S I S B A N K for Reconstruction and Development
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BASISBANK - A STABLE, RELIABLE AND USEFUL PARTNER
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UNDER THE AGREEMENT SIGNED IN MAY, 2008, KIEV,
THE EUROPEAN BANK FOR RECONSTRUCTION AND DEVELOPMENT (EBRD)
ACQUIRED 15% SHARES OF BASISBANK.
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SABINA DZIURMAN

Member of Supervisory Board of Basisbank
EBRD Representative

2008 was a very important year during which fundamental changes carried out within Basisbank, particularly with
respect to the management. It should be noted that these changes have taken place during an extremely
challenging and difficult period for the country in which the implementation of ongoing reforms and development of
the economy were considerably hindered.

However, these difficulties can be viewed as having had a positive effect - a challenging environment requires any
institution to strengthen its internal resources through training staff and management to meet those challenges.
As Basisbank's management is mostly composed of relatively young staff who commenced their financial careers
in Basisbank, they are deeply committed to the bank and to ensuring that it weathers today's challenges. The
turbulent financial environment has enabled management to gain invaluable experience and also to contribute to
building a strong and stable institution which will endeavour to increase shareholder value and to provide high
standards of client service long into the future.

A new and enhanced management system has been jointly introduced by Basisbank's local personnel alongside
internationally experienced advisers. This symbiosis is especially promising since in practice the cooperation
between young staff who are eager to learn, supported by experienced consultants always proves fruitful. | can
assure you, as a member of the Supervisory Board of Basisbank, | will do my best to contribute to the bank
overcoming the difficulties in this transitional period.
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A huge potential, a strong management and a dynamic development of Basisbank
predetermined the establishment of partnership relationships between the EBRD and
Basisbankin 2007.

At the outset, cooperation has developed into two areas: on the one hand, the EBRD made
investment, and, on the other, it allocated a credit to Basisbank to foster small and medium
enterprises and establish microfinance business. Basisbank was the first partner bank under
Georgian Financial Sector Framework. The project has been specially designed by the EBRD to
support financial sector in Georgia. Under the agreement between the EBRD and Basisbank,
signed in 2007, Basisbank received USD 6 million credit line in order to finance micro, small
and medium enterprises.

It was a successful start. Basisbank carried out the contractual obligations at high level and in
accordance with the international standards. This, certainly, stimulated the further cooperation. Upon
the serious research and study, one of the most influential banks of Europe decided to make an
investment and become a shareholder of Basisbank. This was the EBRD's first project in Georgia.
The negotiations completed in May, 2008 resulting in an agreement under which the EBRD has
acquired 15 % of Basisbank stakes. Currently, Basisbank is the only bank in Georgia, where the
EBRD is involved without western partners.

The parties have therewith assessed the partnership positive and optimistic. “The effect of this
cooperation will be shortly felt in the banking sector. Basisbank will emerge on the market with
a completely new and different image, as a new kind of player to establish innovative trends”,
Zurab Tsikhistavi, Director General stated. The EBRD representatives had similar forecasts. Indeed,
following this important event, Basisbank emerged as a competitive player with the renewed and
increased capacities and solid position in the marketplace.




obymdggf@osbo  asdmpromgdols Imbyg, Lgsdow Mo, bsodgem @ bobsmagdmm 35630 Fobligmals ©s
asbgomamagdals sdxgMoe 7339 dbowm  LgMoggaogem  JoMmgbommmsb ghmow d937dsggdgmo obligogyonmo
agadols dobgegom asboamdmdls. ,,0080l00b 30l 3mBIMmGoog@o IJsPmggemmdols LHgmygmagols ©s sbowmo

mMasbodsgogmo  LgHrdendol  Bsdmysmoogdols  oblgogmzogto  33gbgdemmdols  (IBP) agads 03  godols

(33@0@gdgdols  ggodmdMog  asbbmmzogmgdols omgowolifobgdl, MHmIwgdoy gowgg JgOHm Lo g@ymal 356 jols
PO00gMHomdsls  3mogbggomab,  Lagddosb 306 bom®9omsb,  0bsdIHMIAWgoMmb 7 o0mbgPgomab.
Lodmmmme 3o, 99 agadols gdmegmglio IMomMogggo Jwogbgms  0bggigligdols asbagbMgmo  @s;339, ool
dmobmgbgodg  dodlodomymoe  Imdagdgmo  Lodobgm  IMmeydegdol  IPogomagmmgbgds  ©o  Ladsbzm
3mdbobygool IMmaMmgbymo gm®Igdols @bgMagss.

E3
L&d B
B VSE A

30%NL&IGJI
BASISBANK

A stable, reliable and useful bank, which counts 15 years of its history, proceeds to develop under the institutional
plan drawn up together with the new partner. The Institutional Building Plan of Basisbank is targeted at improving
the corporate governance and establishing a new organizational structure. The IBP is focused on the gradual
implementation of the restructuring process to improve the bank's relationships with customers, business
partners, personnel and shareholders. The priority goal of the plan is to protect customer interests and to create a
wide range of banking products and services that fully meet the increasing demands of our clients.
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EBRD - EUROPEAN BANK FOR
RECONSTRUCTION AND
DEVELOPMENT

The European Bank for Reconstruction and
Development is a regional intergovernmental bank
created for the long-term crediting to the central and
eastern European countries and the CIS.

The EBRD was established in Paris on 29 May 1991
and commenced the first official operations on 15
April 1991 with the headquarters settled in London.
With a subscribed capital totaling EUR 20 billion, the
EBRD has a solid capital base. It is owned by 40
shareholder countries with the voting power
belonging to G8 members.

The EBRD is operating in 29 countries. The Bank
provides loans at the international market to
(co-)finance investments to help build market
economies in countries from Central and Eastern
Europe and ex-Soviet Union.

The EBRD investments carry a great importance,
being always successful and prospective. Having
the well-defined investment strategy, the European
Bank is proficient in selecting the business spheres
that give fast and effective results.

Cooperation between Georgia and the European
Bank for Reconstruction and Development started
in 1996.
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A NEW MODEL OF ORGANIZATIONAL ARRANGEMENT

Since the EBRD made the capital investment in Basisbank, great changes have been taken toward
the institutional development. The EBRD provided half a million Euro grant for Basisbank to improve
the corporate strategy, effectiveness and risk management. For the effective realization of the plan an
international tender has been announced to select an advisory board in the framework of the joint
program and the grant. About 20 well-known international companies have applied. The EBRD and
Basisbank selected only 6 applicants for the second phase, finally DAI Europe winning the bid. The
experts and specialists of this company have already started launching the latest technologies and
expertise in Basisbank.

JOHN GROOM
DAl Europe - Consulting Group

DAI Europe has wide experience of successful consulting work throughout the world. Initially
we make a thorough assessment of a company to determine the best way forward and without
doubt, we found the environment in Basisbank extremely encouraging. Less than a year ago
the European Bank for Reconstruction and Development became a Basisbank shareholder
and already the Bank Management has made substantial changes. A new organizational
structure has been launched and much work has been done to prepare the way for the
Institutional Building Programme we are undertaking with the Bank.
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According to the experts, this is the most efficient structure being fully adjusted to the Basisbank requirements. The structure

clearly defines the competences, rights and obligations of each of the personnel and department. Such allocation of

responsibilities is helpful to grow professionally and acquire teamwork principles, on the one hand, and it will create a useful base
for the bank's future success, on the other hand.
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THE KEY TRENDS

ACCORDING TO THE NEW ORGANIZATIONAL STRUCTURE THE BASISBANK
MANAGEMENT HAS SPLIT INTO FOUR MAIN DIRECTIONS:

RETAIL BANKING
CORPORATE BANKING
ITAND RISK MANAGEMENT
FINANCES
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Levan Gardapkhadze
Deputy CEO, Retail Banking

Levan Gardapkhadze was born on 17" June 1983 in Tbilisi. Upon the
graduation from Komarov School of Physics and Mathematics, he continued
his studies at Technical University of Georgia, followed by Thilisi International
University of Economy, Law and Information where he acquired a qualification
of economist and lawyer; he also graduated from the University of Georgia
where he specialized in finances and banking and earned the MBA degree.

Mr. Gardapkhadze was among those who entered their career in Basisbank as
an ordinary employee. He was then the second year student. Starting as a
Probationer, then an Operator, a Head of Plastic Cards Department, he was
promoted to the position of the Chairman of Project Management and
Development Committee. An educated and smart youth went toward the
success with dignity, and his hierarchical development fairly led him to the
position of Director.

“From the very beginning | have felt a great support. | discovered a pleasant
environment to get professionally grown. This is the bank where employees
are given a chance to fulfill the maximum of their potential”.

Retail Banking

Retail Banking covers the mostimportant areas of the bank. This business is built on customers' loyalty and the overall
success is totally based on the full satisfaction of customers' requirements. Therefore, the bank's main focus is on
the service expansion, protection of the client interests and the introduction of progressive forms of the
banking service.

In order to provide a high-quality service and equal conditions for the customers, Basisbank tries to expand the
network and wisely arrange its service centers. The bank constantly works on initiating new banking products which
shows that the customer interests and the quality of service are the first priority guidelines for Basisbank. In the new
reality, substantial changes have been carried outin this respect.

To start with, Basisbank increased the deposit interest
rates for the customers' benefit. This made the
Basisbank products (Time Deposit, Demand Deposit,
Increasing Savings Deposit, Convertible Time Deposit and
Child Deposit) more attractive and useful.

Furthermore, Basisbank introduced another new
product — Useful Deposit. This particular deposit unites all
the goodness of a bank product allowing a depositor to start
saving with any amount of money with unlimited subsequent
minimal installment required. Transactions are available via
remote service. The depositor is eligible to access the
deposit whenever desired. On the top of it, the customer
benefits from flexible terms and conditions and, at the same
time, earns high interest rates: 11% accrued to GEL
deposits, 7.25 % to USD deposits, and 6.25 % to EUR and
GBP deposits.
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David Tsaava
Deputy CEO, Corporate Banking

Born in Sokhumi, David Tsaava graduated from Ivane Javakhishvili Tbilisi
State University, specializing in finances, banking and insurance.

David Tsaava has been working for Basisbank since 2004. He started as a
Credit Officer. Owing to his knowledge, commitment and hard work he now
holds the position in the Board of Directors.

”It is essential to have goals and ambitions to achieve success. The success
secret of Basisbank lies in our correct vision of development and in our
educated and highly-qualified staff. | would wish all our employees to work
hard using the maximum of their potential. Basisbank is the place where the
excellent conditions are provided to develop and succeed in a career.”

Corporate Banking

Corporate banking is one of the leading trends for the company. Exactly this segment makes a comprehensive study of
the ways of improving service quality and terms for corporate customers, finally serving to define the overall image of
the bank.

Among the priorities, much attention is paid to the individual approaches to the bank's corporate clients with
the consideration of their business peculiarities. For many years, the main focus of Basisbank has been support of
SME sector, thus contributing to the development of national production that is so important for the economic progress
of the country. Moreover, cooperation between the EBRD and Basisbank set out in this particular sphere and the most
positive results of this partnership stipulated the further strengthening of the business relationships.

In 2008, Basisbank allocated a new credit line for the small
enterprises. The loans are offered in the range of 500 — 200,000
GEL. In addition to a number of favorable terms, entrepreneurs can
benefit from the provided grace period. Another advantage of this
product is that the loan can be obtained not only by active and
experienced businessmen, but by the beginners as well. In the
nearest future, the bank plans to offer more credit products to ensure
the creation of the diversified and quality loan portfolio fitting the
financial needs of the SMEs.

Basisbank actively cooperates with international financial
organizations and privately owned banks. Through effective
business relationships with foreign companies, Basisbank has
gained the growing interest and confidence. This plays an important
part in deepening partnership contacts and obtaining long-term
credits when required. Basisbank's role is also remarkable in
promoting local manufacturing by attracting additional funds.

Basisbank actively cooperates with the Overseas Private
Investment Corporation, the Black Sea Trade and Development
Bank and otherinternational organizations.
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David Kakabadze
Deputy CEO, IT and Risk Management

Born on 7" September 1982 in Batumi, David Kakabadze finished the
secondary school # 61 in Tbilisi and continued his studies at Chemical-
Biology Engineering Faculty of the Georgian Technical University. He started
his career in Basisbank in February 2003 as a programmer.

“Here in Basisbank there is an opportunity to show your skills and you will be
seenin proper perspectives. Itis of utmostimportance that the team members
work in coordination and friendship.

For 15 years of history, Basisbank has succeeded in acquiring a label of a
strong and useful bank funding a variety of attractive projects and thus
contributing into economic development of the country. The success of
Basisbank lies inits friendly and téte-a-téte relationships with the clients”.

IT and Risk Management

The establishment of IT and Risk Management as a separate division is one of the important outcomes of the structural
reorganization carried out within Basisbank. These changes aimed at creating better mechanism for confidence and
defense of the bank.

Introduction of additional tools was necessitated by unsteady business environment and ongoing domestic and global
scale events. Itis very important to promptly identify and measure feasible risks that generally are difficult to forecast.

The team of Risk Management Division
closely cooperates with Retail and
Corporate Divisions ensuring high-quality
service and introduction of new products
in the marketplace. It is the Risk
Management team to secure coherent and
rational decision-making by the bank
governance.

It is in the competence of the new division to
develop information technologies. The
launch of remote banking service is one of
the successful projects. The team actively
works on further development of the existing
system using the most up-to-date
technologies.
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Lia Aslanikashvili
Deputy CEO, Chief Financial Officer

Lia Aslanikashvili was born on 17" February 1976 in Tbilisi. After finishing the
secondary school # 130, she continued studies at the Faculty of Economy at
Ivane Javakhishvili Tbilisi State University specializing in economic
relationships.

She joined Basisbank in September, 1999 being hired to fill the vacant
position in the calculating department. After 10 years of experience, she now
occupies the position of Director.

“Basisbank went towards success by gradual development and growth, and |
am proud | have been the part of this entire process.

The most important task is to build up a team of professionals that will
determine greater success of the bank. Our major concern is that the bank
performance allows the maximum benefits to all -owners, bank personnel and
customers”.

Finances

The Division of Finances is one of the strategic units of the bank. It was created under the restructuring strategy to
achieve maximum efficiency in corporate governance and full advantage of the banking activities. The major task of
this division includes the financial and operating organization. In this respect, the role of the Treasury Department is
very important. Primary functions of this departmentinvolve optimal management of finances, realization of strategic
decisions of the bank, allocation of the budgetary and currency resources, planning and implementation of the
investment activities.

The Settlement Department is the sub-division of the
Finance Department. It is focused on operational and
settlement duties to ensure efficiency of the banking
activities. It also supports Retail and Corporate Banking
Departments.

There are sub-divisions of Reporting, Planning and
Budgeting which make the assessment of financial
outcomes of the banking activities and control the
accomplished tasks and plans. They are also involved in
study and drawing up of the long-term strategic
development plans.
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A STABLE BANK

It is impossible to achieve success without stable clientele. A stable clientele is a group of “satisfied”
customers who gives preference to a particular bank, becomes loyal and faithful to it. This means that the
bank enjoys customers' confidence and itis the best reference for any operating bank.

Confidence is one of the major achievements in all kind of relationships, especially between the bank and
the client. For many years, the banking system in Georgia has reached the point of stability which has
fairly improved the social attitude towards the banks. Basisbank is among the first to enjoy the public
confidence due to the high quality service provided.

However, the harsh economic reality in 2008 turned out to be a serious and the most difficult challenge for
the banking system in Georgia. In the light of high economic progress, August events caused instability
and fluctuations in the banking sector, the situation further deteriorated by the outputs of the ongoing
global crisis.

In the conditions of crisis, when a panic was dominating around, Basisbank showed a
remarkable example of faultless management. Even during the war period the bank continued
operating in a usually quiet and healthy atmosphere. Each of the staff demonstrated high sense of
responsibility and capability to work under pressure. Today, in the terms of these circumstances,
Basisbank is proud to fulfill its mission protecting the rights of employees and maintaining the total staff.
Basisbank once again proved that it appreciates and respects the competence and expertise of its
personnel.

Analysis of the dynamics revealed that Basisbank retained the high quality of confidence thanks to the
proper and strong management.

In the light of the above-mentioned factors, Basisbank maintained the long-term rating forecast of being
“Stable” assigned by Fitch Ratings, an international agency.
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Strong, Worthy, Successful

Vakhtang Kakhidze

Musician

Whatis the reason | am faithful to Basisbank? Simply, Djansug Kakhidze, my father used to cooperate with this bank.

15 year term is enough time to obtain a firm foothold in business and affirm your strength. | see Basisbank exactly as a
strong, worthy, and successful company.

We have often shared the same views and it consequently led to our manifold partnerships in the sphere of art. We
have enjoyed Basisbank's unbiased and regular support to the Classical Music Festival “Autumn Thilisi” for which we
are very grateful. The treasury of the Georgian culture is the achievement of the millenniums. It requires special care
and promotion. Today, business supportis vital for art and culture.

| extend my sincere gratitude to Basisbank for the rendered support. | have witnessed a number of good projects
funded by Basisbank and | wish them many public projects to serve for the common good in Georgia.
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A Reliable Partner and a Friend

Zurab Ramazashvili
Telavi Wine Cellar

Telavi Wine Cellar and Basisbank count 12 years of cooperation. This period shows how ground and solid our business
relations are. It is no exaggeration to admit that Basisbank has made a great contribution to the development and
success of our company. Basisbank is our reliable partner and a friend who is always there to help.

Basisbank makes business relationships comfortable suggesting easy solutions to our problems. By a simple phone
call the most serious difficulties can be settled.

We do respect and appreciate our warm and friendly relations with the bank management, which has so much
developed and strengthened over the years.
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99360 Loobggmglm 3Mmgdeol asbbmmogmgds.

A Stable, Distinguished Partner

Giorgi Pataridze

Director of Development and Reforms Foundation

The Development and Reforms Foundation has been cooperating with Basisbank for about 5 years. When seeking for
a partner, one always tries to select a stable, successful and distinct company. | found Basisbank exactly in this light.
Today, we refer to Basisbank not only for the banking services, but to our business partner in a number of joint projects.

Currently, together we support students who wish to continue their studies at the world's leading universities. Each
year we sponsor the Master's degrees for the youth. Although, the students still need some additional funds to cover

living expenses abroad. Therefore, Basisbank offers attractive and advantageous loan terms.

I would like to wish Basisbank further success, development and many interesting projects in future.
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CUSTOMERS ABOUT THEIR FAVORITE BANK

dIRAN3IR 930mR0, bIKANLOB3RMIN RO LK

ddbdbd LIbIII
LU3dO@MBIN I603IHLOBIG0

,,0080l056 300 Bggbo ©o0begMgligds dolids 0doxds asbsdoMmmds. ,,0080l05b 30 Lodommggemmdo s&ligd e
356390l ol gMo-gMmo yg9msdyg bgodomgmoe 38sMeo, bgwmdobsofgemdo s Lobem d5b30. Lfmmge gl asbeo
10080056 30056% Bggbo 0bsdIOHMIcmmdols  Jod93o.

,,0080L006 3ol 4dbld gm@gdg@mdsls  dobo  0bmgsgoyto  Joeamdgoo, do@owo embols Lgégobso,
AMogomggmmgabo Lodsbim JMmeydegoo, Imdbomo  JoMmmdgdo @, Mo J;0ogoMos, Jgomogoogio  joeMmgdo
asobsdommodgols.

o dob, ,,0080L00b3m56%  gPmow, d934dgbom  Lobigodgbrwom gmboo, ,Lodsmmggmml  9boggdloggegols™
Fombobgdnmo  Lgnegbggdobsmgol. Lsdmdsgmme, jowegy ®odwgbodg ddmgdgols asbbomgols  gagadogom o
©omd79bgdgmgdo gomm, ®md hggbo oboddIMmIcmmds 3gmags Fomdoggomo odbgdo.

LBodommggmml 9bogg@dlogggol™ Lobgmom, ,,0080l80b3l* Lgodomd asbgomsmgosl,  aogammmgosl,
Joorgem Lodobgm bgdemmdo wmoegdmdsl ©s dobo dmdbsbydgoom 3dsgmaoe ImdbIsmgdgels gyligiggd.

Stably Growing, Accessible and Reliable

Manana Sanadze
The University of Georgia

Our interest in Basisbank has been stipulated by its image. Among the Georgian banks, Basisbank is one of the most
stably growing, accessible and reliable banks. Particularly, this became the incentive for our cooperation with
Basisbank.

The exclusiveness of this bank is in its innovative approaches, high-quality service, variety of bank products, flexible
conditions and, the mostimportant, in highly qualified personnel.

The joint project that we initiated together with Basisbank last year was the Student Allowance Fund created in favor of
the outstanding students of the University of Georgia. We plan more mutual projects in future, and we are confident that
our partnership will have a successful continuation as ever before.

On behalf of the University of Georgia | wish Basisbank steady development and the leading position in the Georgian
bank sector. May you never lose the satisfaction of your customers.

30



30366350 HBIIRND 53630l JILAbId
CUSTOMERS ABOUT THEIR FAVORITE BANK

,00080L096330% LIdIBA( LOLGIFOLMIIL KRIFIILR(I3I

KB 63500600760
AMARIHIRN)

50080056 301 dmIbIsgogmoa dsdob asgbeo, Gmeglss ,,dgamdsmomols™ 3M989bg o089 dodofgagls. dohrdgls
doMomo, Mmdgedyg; 1339 ©9mdgdeomo  ogm  Hgdo Lobgmo  ©s agoMo, Msds;  doosb  gsdeboms. god o yMows(;
AmIFmbls, Hoeash Bgdo Loggemgmo ggmgdomos asfymdowao. sbig wsofym Bgdo ©s ,,0080l056 305 GHD0gPMONMIS @
3ol dg3ega Ibm@me 53 556 3ol AmALobg@gdom glomagdmmd. Jogdgls Bgdo LozMmgeogm msobbs, HmIgmbioy dowosh dg3m
Log 7930000 ,,40083790hgb0gom™. ,,0080li056 395 Lodsbgm  Lolggdolmsb ©odssbmmgs. dob30, B0bsbligoo, aswomoibgo,
JPgeogo — gl bggdm  gabmo  hgdomgol. gl 3oMaswe asomogoligl ,,0080l05630L% MobsdINMImgdds  ©s mgommb
do84md0bgdgb, Hmwols o 9bws 4535 3g0mm.

Bgdmgols  domosh  dbodgbgemmgobos  bomobbo  ©s  dmdLsbymgools  Jomomo  Lgobeomgo. ,,0580l056 330
Limoge skgmo Lgobesdegos ©sd3g00Mgdgmo @s ogo Lomoe s3dsymgomgdls 83 dmmbmgbals.

3abacg9d Bgdl By d5b3l 4sbgomamgdsls, asgsmmmgosls s fobligmosls!

Through Basisbank | Got Acquainted with the Banking System

Liza Bagrationi
Singer

I have become a Basisbank client since | was invited to the presentation of their new product - “Megobarati” (friendly) credit
card. This card already contained my name that pleased me so much. What | liked most, was its visual side designed in my
favorite colors. This was the beginning of my relationship with Basisbank. Since then | remain faithful to it. The credit card
saved me in many situations. Through Basisbank | got acquainted with the banking system in fact. To be honest, | find bank,
finances, transactions, credits quite weird — feeling still uneasy with contemporary technologies. Taking account of my
inexperience in this field, Basisbank staff is always helpful, regularly prompting when and what | need to do.

As for me, the mostimportant is the quality of the service provided. Basisbank fully meets this criterion.

[ wish my chosen bank further development, expansion and progress.
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2008 §gels ,,0080l006 30l dmeosbo oggoggdols Imggemosd 111,308 smsbo wmomo dgoeaobs, Mo Fobs §gmmab
Jg@amgoom 8332 smobio aamom (8,09 %-om) dggoe.

35630l @o330emdol emby do@owos. ol dmamml 85630l o 30@mdols Jmggoogbgo (wozgoeymo sdgoggoo /
30056 94§039005b) Jgoeagbes 3243%-b. gl Lodgomgdsls sd@ggls dab3l, oyml Imgbowo @s bBymoe

o9 335ymgomml 3mogbgqgools Immbmgbgdo.

2008 §gels, 360d3bgemmgbsm a0085M@d 85630l goem@Yd7@gds;s. ©gdmdogstmms Momegbmdosd Fobs [gmmsb
dgeemgdom 30.67%-00 dmodsgo.

036033300 R FORRKRI»IRI3Id0L RO633039
Dynamics of Assets and Liabilities
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In 2008, the total volume of Basisbank assets reached GEL 111,308 thousands, which has increased by GEL 8,332
thousands (8,09 %) over the previous year.

The bank has a high liquidity level with a liquidity ratio being 32,43% (liquid assets/total assets) at the end of the year,
ensuring the bank's flexibility and aptitude to fully meet the demands of the customers.

In 2008, there was the growth in liabilites; the number of the depositors increased by 30.67% as compared to the last
year.

RESULTS ACHIEVED
A0REIIK0 3IRIBILN
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l())ligeor Zggefg{]bﬂ RESULTS ACHIEVED
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STRUCTURE OF LOANS PORTFOLIO

dohg9bgdemgools Jobgegom, Logmgeogm dmmgagmo [obs [gmmsb dgesmgdom 1.69%-00 gsodsmws.
89399790 Lgbbgdosb doMomowo bofomo dmeols godogym JoMgddy. domo dmg@mds dmwosbo Jmmgagwmols 54.37%-U
dgoaqbls. odqeob g0d033® Jodms LsgMgeogm damasmgdols Fowmo 27.21%-0s.

According to the indicators, the credit portfolio increased by 1.69%.
The biggest share of the total volume of loans falls on retail and equals 54.37% of the total portfolio, out of which the share of
individuals' credit cards ammounts to 27,21%.

B 30803960 JoMgdo
Individuals

45.63% 07M0@o@o JoMgdo
Corporate

54.37%

3010060 3MAHGBIK0 (FIN6RY)
Total portfolio (net) 63,531

30803900 306950 o
Individuals 54.37%

0IA0KR0IK0 30650 0
Corporate 45.63%

RESULTS ACHIEVED
A0REIIKR0 3IRIBIdN
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STRUCTURE OF RETAIL LOAN PORTFOLIO
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RESULTS ACHIEVED
A0REIIK0 dIRABISO
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STRUCTURE OF CREDIT PORTFOLIO BY SECTORS
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RESULTS ACHIEVED
A0REIIK0 dIRABISN
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STRUCTURE OF INCOME

by Laddmggbgm @ sMolsddmmizgbgm dgdmlisgmgdo dgowagbls 18,081 somsls comls.

Interest income and non-interest income in total equal GEL 18,081 thousands.

L3 MGIEHM R IGILI3AH(MGIGSM FIAAMLOIRId() 18.081
Interest income and non-interest income 2

L3 (MGI6BM ISR Id( 0
Interest income 67.90%
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Fee and commission income . g
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Income from exchange operations . 0
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Other income 0.67%
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In 2008, non-interest income amounted to GEL 5,804 thousands. The growth of commission
income ammounts to 67.90% of total income. These results were stimulated by the growth in
clientele, introduction of new banking products and a high quality service.

boJﬁ)mOSB@)m 833mb03q360 10060/0 0.67%

Interest income

21.37%

Lo gmdobom @s bbgs dgdmbogemgdo
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RESULTS ACHIEVED
A0REIIKR0 3IRIBIdN
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9, 487 11, 420 15, 102 17, 508 22,053

RESULTS ACHIEVED
A0REIIK0 3IRIBIdN
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Tbilisi Branch of KPMG CIS Limited Tel. +995 (32) 935 713

6 Khetagurov str. Fax +995 (32) 982 276
Thilisi, 0102 Internet: www.kpmg.com
Georgia

Independent Auditors’ Report

To the Supervisory Board
JSC BasisBank

Report on the Financial Statements

We have audited the accompanying financial statements of JSC BasisBank (the “Bank’), which
comprise the balance sheet as at 31 December 2008, and the income statement, statement of
changes in shareholders’ equity and statement of cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatements, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with relevant ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting principles used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Bank as at 31 December 2008, and its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards.

Thbilisi Branch of KPMG CIS Limited
14 May 2008

Thilisi Branch of KPMG CIS Limited, a branch incorporated under
the Laws of Georgia and a member firm of the KPMG network of
independent member firms affiliated with KPMG International,
a Swiss cooperative



Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income

Net foreign exchange income
Other income/(expenses)

Impairment (losses)/recoveries
General administrative expenses

(Loss)/income before taxes
Income tax benefit/(expense)
Net (loss)/income

JSC BasisBank

Income Statement for the year ended 31 December 2008

Notes

10

11

2008 2007
GEL’000 GEL’000
12,277 10,389
(5,414) (3,887)
6,863 6,502
3,864 3,110
(1,205) (710)
2,659 2,400
1,819 1,632

121 614
1,940 2,246
(4,658) 127
(9,169) (6,628)
(2,365) 4,647
411 (883)
(1,954) 3,764

The financial statements as set out on pages 4 to 45 were approved by Management Board on

14 May 2008.

Mr. Zurab Tsikhistavi
General Director

Lia Alsanikashvili
Chief Financial Officer

The income statement is to be read in conjunction with the Notes to, and forming part of, the financial statements.



JSC BasisBank
Balance Sheet as at 31 December 2008

2008 2007

Notes GEL’000 GEL’000
ASSETS
Cash 9,052 7,126
Due from the National Bank of Georgia 12 4,511 17,260
Placements with banks and other financial institutions 13 13,242 5,918
Loans to customers 14 63,531 62,476
Auvailable-for-sale assets 15 54 -
Held-to-maturity investments
- Held by the bank 16 122 -
- Pledged under sale and repurchase agreements 16 2,954 -
Property and equipment 17 12,833 8,986
Intangible assets 162 76
Other assets 18 4,847 1,134
Total Assets 111,308 102,976
LIABILITIES AND SHAREHOLDERS’ EQUITY
:?]zﬁ?jtllt(s)r?:d balances from banks and other financial 19 22553 14,251
Amounts payable under repurchase agreements 20 2,801 -
Current accounts and deposits from customers 21 62,045 69,635
Other liabilities 22 1,487 902
Deferred tax liability 23 369 680
Total Liabilities 89,255 85,468
Shareholders’ Equity
Share capital 24 5,912 5,025
Share premium 24 5,612 -
Revaluation reserve for buildings 2,188 2,489
Retained earnings 8,341 9,994
Total Shareholders’ Equity 22,053 17,508
Total Liabilities and Shareholders’ Equity 111,308 102,976
Commitments and Contingencies 27-29

The balance sheet is to be read in conjunction with the Notes to, and forming part of, the financial statements.



JSC BasisBank

Statement of Cash Flows for the year ended 31 December 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Interest and fee and commission receipts

Interest and fee and commission payments

Net receipts from foreign exchange

Other income

General administrative expenses

(Increase)/decrease in operating assets

Due from the National Bank of Georgia

Placements with banks

Loans to customers

Available-for-sale assets and held-to-maturity investments
Other assets

Increase/(decrease) in operating liabilities
Deposits and balances from banks and other financial
institutions

Amounts payable under repurchase agreements

Current accounts and deposits from customers

Other liabilities

Net cash from operating activities before income tax paid
Income tax paid

Cash flows from operations

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment

Purchases of intangible assets

Proceeds from disposal of property and equipment
Prepayments for property and equipment

Cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of share capital

Proceeds from share premium

Dividends paid

Cash flows from financing activities

Net (decrease)/increase in cash and cash equivalents
Effect of changes in exchange rates on cash and cash
equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Notes

31

2008 2007
GEL’000 GEL’000
15,691 13,559
(6,457) (4,694)
1,708 1,667
221 719
(8,184) (5,818)
3,060 1,085
(323) 1,595
(5,349) (14,949)
(3,073) 53
(602) (100)
7,065 10,334
2,801 -
(8,049) 8,875
917 (141)
(574) 12,185
(598) (612)
(1,172) 11,573
(5,512) (2,054)
(111) 3)
573 116
(888) (697)
(5,938) (2,638)
887 -
5,612 -

- (1,500)
6,499 (1,500)
(611) 7,435
(229) 2,184
23,057 13,438
22,217 23,057

The statement of cash flows is to be read in conjunction with the Notes to, and forming part of, the financial statements.



Balance at 1 January 2007
Net income for the period

Deferred tax reversal due to change in
income tax rate previously recognised in
revaluation reserve for buildings

Total recognised income and expense
Dividends declared
Balance at 31 December 2007

Net loss for the period

Realisation of property and equipment
revaluation reserve on sale

Total recognised income and expense
Shares issued
Share premium

Balance at 31 December 2008

JSC BasisBank
Statement of Changes in Shareholders’ Equity for the year ended 31 December 2008

Revaluation

Share Share reserve for Retained Total
capital premium buildings earnings equity
GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
5,025 - 2,347 7,730 15,102
- - - 3,764 3,764
- - 142 - 142
3,906
- - - (1,500) (1,500)
5,025 - 2,489 9,994 17,508
. ; - (1,954) (1,954)
- - (301) 301 -
(1,954)
887 - - - 887
- 5,612 - - 5,612
5,912 5,612 2,188 8,341 22,053

The statement of changes in shareholders’ equity is to be read in conjunction with the Notes to, and forming part of, the financial

statements.

7



JSC BasisBank
Notes to, and forming part of, the financial statements for the year ended 31 December 2008

1 Background

Principal activities

JSC BasisBank is a joint-stock bank, which was established in Georgia in 1993. The principal
activities of the Bank are deposit taking and customer accounts maintenance, lending and issuing
guarantees, cash and settlement operations and operations with securities and foreign exchange.
The activities of the Bank are regulated by the Financial Supervisory Agency (“FSA”). The Bank
has 18 branches operating in Georgia.

The registered address of the Bank is Ketevan Tsamebuli 1, 0103, Thbilisi, Georgia. The majority

of the Bank’s assets and liabilities are located in Georgia. The average number of people
employed by the Bank during the year was 256 (2007: 200).

Shareholders

As at 31 December 2008 and 2007, the following individuals owned the share capital of the Bank:

Shareholders 2008 2007
Ownership interest, Ownership interest,

% %

European Bank for Reconstruction and Development (EBRD) 15.00% -
Zurab Tsikhistavi 13.92% 16.36%
Eldar Mildiani 9.89% 11.62%
Zurab Nishnianidze 8.51% 10.00%
Murman Ambroladze 6.58% 7.74%
Archil Maziashvili 6.33% 7.44%
Ketevan Soselia 5.62% 6.60%
Taras Nijaradze 4.58% 5.38%
Gia Petriashvili 4.57% 5.37%
Ketevan Skhirtladze 4.44% 5.22%
Goderzi Meladze 4.42% 5.19%
Tengiz Maziashvili 4.38% 5.15%
Other individuals 11.76% 13.93%
100.00% 100.00%

Related party transactions are detailed in Note 30.

Georgian business environment

Georgia has been experiencing political and economic change that has affected, and may continue
to affect, the activities of enterprises operating in this environment. The recent conflict between
Georgia and the Russian Federation has created additional uncertainty. Consequently, operations
in Georgia involve risks that typically do not exist in other markets. In addition, the recent
contraction in the capital and credit markets has further increased the level of economic
uncertainty in the environment. The financial statements reflect management’s assessment of the
impact of the Georgian business environment on the operations and the financial position of the
Bank. The future business environment may differ from management’s assessment.



JSC BasisBank
Notes to, and forming part of, the financial statements for the year ended 31 December 2008

2 Basis of preparation

Statement of compliance

The accompanying financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”).

Basis of measurement

The financial statements are prepared on the historical cost basis except that available-for-sale
assets are stated at fair value and buildings are stated at revalued amounts.

Functional and presentation currency

The national currency of Georgia is the Georgian Lari (“GEL”). Management has determined the
Bank’s functional currency to be the GEL as it reflects the economic substance of the underlying
events and circumstances of the Bank. The GEL is also the Bank’s presentation currency for the
purposes of these financial statements.

Financial information presented in GEL has been rounded to the nearest thousand.
Use of estimates and judgments

Management has made a number of estimates and assumptions relating to the reporting of assets
and liabilities and the disclosure of contingent assets and liabilities to prepare these financial
statements in conformity with IFRS. Actual results could differ from those estimates.

In particular, information about significant areas of estimation uncertainty and critical judgments
in applying accounting policies is described in the following note:

e Loan impairment estimates - Note 14
e Building revaluation estimates - Note 17

3 Significant accounting policies

The following significant accounting policies have been applied in the preparation of the financial
statements. The accounting policies have been consistently applied changes in accounting policies
are described at the end of this Note.

Foreign currency transactions

Transactions in foreign currencies are translated to the appropriate functional currency at the
foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are translated to the functional
currency at the foreign exchange rate ruling at that date. Non-monetary assets and liabilities
denominated in foreign currencies, which are stated at historical cost, are translated to the
functional currency at the foreign exchange rate ruling at the date of the transaction. Foreign
exchange differences arising on translation are recognised in the income statement.



JSC BasisBank
Notes to, and forming part of, the financial statements for the year ended 31 December 2008

Cash and cash equivalents

The Bank considers cash and nostro accounts with the NBG and other banks to be cash and cash
equivalents. The minimum reserve deposit required by the NBG is not included in cash and cash
equivalents due to restriction on its withdrawability.

Financial instruments

Classification

Financial instruments at fair value through profit or loss are financial assets or liabilities that are:
- acquired or incurred principally for the purpose of selling or repurchasing in the near term;

- part of a portfolio of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit-taking;

- derivative financial instruments(except for derivative financial instruments that are designated
and effective hedging instruments); or,

- upon initial recognition, designated by the Bank as at fair value through profit or loss.

The Bank designates financial assets and liabilities at fair value through profit or loss where
either:

- the assets or liabilities are managed and evaluated on a fair value basis;

- the designation eliminates or significantly reduces an accounting mismatch which would
otherwise arise; or

- the asset or liability contains an embedded derivative that significantly modifies the cash flows
that would otherwise be required under the contract.

All trading derivatives in a net receivable position (positive fair value), as well as options
purchased, are reported assets. All trading derivatives in a net payable position (negative fair
value), as well as options written, are reported liabilities.

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market, other than those that:

- the Bank intends to sell immediately or in the near term;
- the Bank upon initial recognition designates as at fair value through profit or loss;
- the Bank upon initial recognition designates as available-for-sale; or

- the Bank may not recover substantially all of its initial investment, other than because of credit
deterioration.

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturity that the Bank has the positive intention and ability to hold to
maturity, other than those that:
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- the Bank upon initial recognition designates as at fair value through profit or loss;
- the Bank designates as available-for-sale; or
- meet the definition of loans and receivables.

Available-for-sale assets are those financial assets that are designated as available-for-sale or are
not classified as loans and receivables, held-to-maturity investments or financial instruments at
fair value through profit or loss.

Management determines the appropriate classification of financial instruments at the time of
initial recognition.

Recognition

Financial assets and liabilities are recognized in the balance sheet when the Bank becomes a party
to the contractual provisions of the instrument. All regular way purchases of financial assets are
accounted for at the settlement date.

Measurement

A financial asset or liability is initially measured at its fair value plus, in the case of a financial
asset or liability not at fair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the financial asset or liability.

Subsequent to initial recognition, financial assets, including derivatives that are assets, are
measured at their fair values, without any deduction for transaction costs that may be incurred on
sale or other disposal, except for:

- loans and receivables which are measured at amortized cost using the effective interest method,;

- held-to-maturity investments which are measured at amortized cost using the effective interest
method; and

- investments in equity instruments that do not have a quoted market price in an active market and
whose fair value can not be reliably measured which are measured at cost.

All financial liabilities, other than those designated at fair value through profit or loss and
financial liabilities that arise when a transfer of a financial asset carried at fair value does not
qualify for derecognition, are measured at amortized cost. Amortized cost is calculated using the
effective interest rate method. Premiums and discounts, including initial transaction costs, are
included in the carrying amount of the related instrument and amortized based on the effective
interest rate of the instrument. Where a valuation based on observable market data indicates a fair
value gain or loss on initial recognition of an asset or liability, the gain or loss is recognised
immediately in the consolidated income statement. Where an initial gain or loss is not based
entirely on observable market data, it is deferred and recognised over the life of the asset or
liability on an appropriate basis, or when prices become observable, or on disposal of the asset or
liability.

Fair value measurement principles
The fair value of financial instruments is based on their quoted market price at the balance sheet

date without any deduction for transaction costs. If a quoted market price is not available, the fair
value of the instrument is estimated using pricing models or discounted cash flow techniques.

11
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Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is a market related rate at the balance sheet
date for an instrument with similar terms and conditions. Where pricing models are used, inputs
are based on market related measures at the balance sheet date.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the Bank
would receive or pay to terminate the contract at the balance sheet date taking into account current
market conditions and the current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

A gain or loss arising from a change in the fair value of a financial asset or liability is recognized
as follows:

- a gain or loss on a financial instrument classified as at fair value through profit or loss is
recognized in the consolidated income statement;

- a gain or loss on an available-for-sale financial asset is recognized directly in equity through the
consolidated statement of changes in shareholders’ equity (except for impairment losses and
foreign exchange gains and losses) until the asset is derecognized, at which time the cumulative
gain or loss previously recognised in equity is recognized in the consolidated income statement.
Interest in relation to an available-for-sale financial asset is recognized as earned in the
consolidated income statement calculated using the effective interest method.

For financial assets and liabilities carried at amortized cost, a gain or loss is recognized in the
consolidated income statement when the financial asset or liability is derecognized or impaired,
and through the amortization process.

Derecognition

A financial asset is derecognised when the contractual rights to the cash flows from the financial
asset expire or when the Bank transfers substantially all the risks and rewards of ownership of the
financial asset. Any rights or obligations created or retained in the transfer are recognized
separately as assets or liabilities. A financial liability is derecognised when it is extinguished.

The Bank also derecognises certain assets when it writes off balances pertaining to the assets
deemed to be uncollectible.

Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase (“repo”) agreements are accounted for as secured
financing transactions, with the securities retained in the balance sheet and the counterparty
liability included in amounts payable under repo transactions. The difference between the sale and
repurchase prices represents interest expense and is recognized in the consolidated income
statement over the term of the repo agreement using the effective interest rate method.

Securities purchased under agreements to resell (“reverse repo”) are recorded as amounts
receivable under reverse repo transactions. The difference between the purchase and resale prices
represents interest income and is recognized in the consolidated income statement over the term of
the repo agreement using the effective interest rate method.

If assets purchased under agreement to resell are sold to third parties, the obligation to return
securities is recorded as a trading liability and measured at fair value.

12
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Offsetting

Financial assets and liabilities are offset and the net amount reported in the balance sheet when
there is a legally enforceable right to set off the recognised amounts and there is an intention to
settle on a net basis, or realise the asset and settle the liability simultaneously.

Property and equipment
Owned assets

Items of property and equipment are stated at cost less accumulated depreciation and impairment
losses, except for buildings which are stated at revalued amounts as described below.

Where an item of property and equipment comprises major components having different useful
lives, they are accounted for as separate items of property and equipment.

Leased assets
Operating leases and the leased assets are not recognized in the Bank’s balance sheet.
Revaluation

Buildings of the Bank are subject to revaluation on a regular basis. The frequency of revaluation
depends upon the movements in the fair values of the buildings being revalued. A revaluation
increase on an item of land and building is recognised directly in equity except to the extent that it
reverses a previous revaluation decrease recognised in the income statement, in which case it is
recognised in the income statement. A revaluation decrease on an item of land or buildings is
recognised in the income statement except to the extent that it reverses a previous revaluation
increase recognised directly in equity, in which case it is recognised directly in equity.

The revaluation reserve is transferred to retained earnings when the asset is retired or disposed of.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful
lives of the individual assets. Depreciation commences on the date of acquisition or, in respect of
internally constructed assets, from the time an asset is completed and ready for use. Leasehold
improvements are depreciated over the shorter of the asset’s useful life and lease term. The
estimated useful lives are as follows:

Buildings 50 years
Computers and communication equipment 5 years
Furniture and fittings 5 years
Motor vehicles 5 years
Leasehold improvements 2-3 years
Other 10 years

Intangible assets

Intangible assets, which are acquired by the Bank, are stated at cost less accumulated amortisation
and impairment losses.
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Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software.

Amortisation is charged to the income statement on a straight-line basis over the estimated useful
lives of intangible assets. The estimated useful life of intangible assets is 10 years.

Impairment

Financial assets carried at amortized cost

Financial assets carried at amortized cost consist principally of loans, other receivables and
unquoted available-for-sale debt securities (“loans and receivables”). The Bank reviews its loans
and receivables, to assess impairment on a regular basis. A loan or receivable is impaired and
impairment losses are incurred if, and only if, there is objective evidence of impairment as a result
of one or more events that occurred after the initial recognition of the loan or receivable and that
event (or events) has had an impact on the estimated future cash flows of the loan that can be
reliably estimated.

Objective evidence that financial assets are impaired can include default or delinquency by a
borrower, breach of loan covenants or conditions, restructuring of a loan or advance by the Bank
on terms that the Bank would not otherwise consider, indications that a borrower or issuer will
enter bankruptcy, the disappearance of an active market for a security, deterioration in the value
of collateral, or other observable data relating to a group of assets such as adverse changes in the
payment status of borrowers in the group, or economic conditions that correlate with defaults in
the group.

The Bank first assesses whether objective evidence of impairment exists individually for loans
and receivables that are individually significant, and individually or collectively for loans and
receivables that are not individually significant. If the Bank determines that no objective evidence
of impairment exists for an individually assessed loan or receivable, whether significant or not, it
includes the loan in a group of loans and receivables with similar credit risk characteristics and
collectively assesses them for impairment. Loans and receivables that are individually assessed
for impairment and for which an impairment loss is or continues to be recognised are not included
in a collective assessment of impairment.

If there is objective evidence that an impairment loss on a loan or receivable has been incurred,
the amount of the loss is measured as the difference between the carrying amount of the loan or
receivable and the present value of estimated future cash flows including amounts recoverable
from guarantees and collateral discounted at the loan or receivable’s original effective interest
rate. Contractual cash flows and historical loss experience adjusted on the basis of relevant
observable data that reflect current economic conditions provide the basis for estimating expected
cash flows.

In some cases the observable data required to estimate the amount of an impairment loss on a loan
or receivable may be limited or no longer fully relevant to current circumstances. This may be the
case when a borrower is in financial difficulties and there is little available historical data relating
to similar borrowers. In such cases, the Bank uses its experience and judgment to estimate the
amount of any impairment loss.

All impairment losses in respect of loans and receivables are recognized in the income statement

and are only reversed if a subsequent increase in recoverable amount can be related objectively to
an event occurring after the impairment loss was recognised.
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All impairment losses in respect of loans and receivables are recognized in the consolidated
income statement and are only reversed if a subsequent increase in recoverable amount can be
related objectively to an event occurring after the impairment loss was recognised.

When a loan is uncollectible, it is written off against the related allowance for loan impairment.
The Bank writes off a loan balance (and any related allowances for loan losses) when the Bank’s
management determines that the loans are uncollectible and when all necessary steps to collect the
loan are completed.

Financial assets carried at cost

Financial assets carried at cost include unquoted equity instruments included in available-for-sale
assets that are not carried at fair value because their fair value can not be reliably measured. If
there is objective evidence that such investments are impaired, the impairment loss is calculated
as the difference between the carrying amount of the investment and the present value of the
estimated future cash flows discounted at the current market rate of return for a similar financial
asset.

All impairment losses in respect of these investments are recognized in the income statement and
can not be reversed.

Non financial assets

Other non financial assets, other than deferred taxes, are assessed at each reporting date for any
indications of impairment. The recoverable amount of non financial assets is the greater of their
fair value less costs to sell and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset. For an asset that
does not generate cash inflows largely independent of those from other assets, the recoverable
amount is determined for the cash-generating unit to which the asset belongs. An impairment loss
is recognised when the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount.

All impairment losses in respect of non financial assets are recognized in the income statement
and reversed only if there has been a change in the estimates used to determine the recoverable
amount. Any impairment loss reversed is only reversed to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

Provisions

A provision is recognised in the balance sheet when the Bank has a legal or constructive
obligation as a result of a past event, and it is probable that an outflow of economic benefits will
be required to settle the obligation. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the liability.

Credit related commitments

In the normal course of business, the Bank enters into credit related commitments, comprising
undrawn loan commitments, letters of credit and guarantees, and provides other forms of credit
insurance.
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Financial guarantees are contracts that require the Bank to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument.

A financial guarantee liability is recognised initially at fair value net of associated transaction
costs, and is measured subsequently at the higher of the amount initially recognised less
cumulative amortisation or the amount of provision for losses under the guarantee. Provisions for
losses under financial guarantees and other credit related commitments are recognised when
losses are considered probable and can be measured reliably.

Financial guarantee liabilities and provisions for other credit related commitment are included
within other liabilities.

Share capital

Share Premium

Share premium is calculated as the difference between the par value and the amount paid for
shares issued.

Dividends

The ability of the Bank to declare and pay dividends is subject to the rules and regulations of the
Georgian legislation.

Dividends in relation to ordinary shares are reflected as an appropriation of retained earnings in
the period when they are declared.

Taxation

Income tax comprises current and deferred tax. Income tax is recognised in the income statement
except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in
respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The temporary differences from the initial
recognition of assets or liabilities that affect neither accounting nor taxable profit are not provided
for. The amount of deferred tax provided is based on the expected manner of realisation or
settlement of the carrying amount of assets and liabilities, using tax rates enacted or substantially
enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits
will be available against which the temporary differences, unused tax losses and credits can be
utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related
tax benefit will be realised.
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Income and expense recognition

Interest income and expense are recognised in the income statement using the effective interest
method.

Loan origination fees, loan servicing fees and other fees that are considered to be integral to the
overall profitability of a loan, together with the related direct costs, are deferred and amortized to
the interest income over the estimated life of the financial instrument using the effective interest
rate method.

Other fees, commissions and other income and expense items are recognised when the
corresponding service has been provided.

New Standards and Interpretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not yet effective as
at 31 December 2008, and have not been applied in preparing these financial statements. Of these
pronouncements, potentially the following will have an impact on the Bank’s operations.
The Bank plans to adopt these pronouncements when they become effective. The Bank has not yet
analysed the likely impact of these new standards on its financial statements.

e 1AS 1 Presentation of Financial Statements (Revised), which is effective for annual periods
beginning on or after 1 January 2009, specifies how an entity should present changes in equity
not resulting from transactions with owners and other changes in equity in its financial
statements, and introduces certain other requirements in respect of presentation of information
in the financial statements.

e Amendments to IAS 39 Financial Instruments: Recognition and Measurement — Eligible
Hedged Items, which is effective for annual periods beginning on or after 1 July 2009, which
introduce additional application guidance which clarifies that changes in the cash flows or fair
value of a hedged item above or below a specified price or variable can be designated.

e Amendment to IAS 18 Revenue, which is effective for annual periods beginning on or after
1 January 2009, provides guidance on transaction costs related to originating a financial asset,
which is aligned with the definition of transaction costs as included in 1AS 39.

4 Net interest income

2008 2007
GEL’000 GEL’000

Interest income
Loans to customers 11,966 10,004
Placements with banks and other financial institutions 239 347
Other interest income 72 38
12,277 10,389

Interest expense
Current accounts and deposits from customers 3,339 3,659
Deposits and balances from banks and other financial institutions 2,075 228
5,414 3,887
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5 Fee and commission income

Plastic card fees

Guarantee and letter of credit issuance fees
Settlement fees

Account maintenance and cash operations fees
Other

6 Fee and commission expense

Plastic card system fees
Settlement fees
Other

7 Net foreign exchange income

Gain on spot transactions
Loss from revaluation of financial assets and liabilities

8 Other income/(expenses)

Fines and penalties received

Fines and penalties paid

(Loss)/gain on sale of repossessed assets
Other

2008 2007
GEL’000 GEL’000
1,369 915
698 626

365 557

496 512

936 500
3,864 3,110
2008 2007
GEL’000 GEL’000
873 405

192 147

140 158
1,205 710
2008 2007
GEL’000 GEL’000
1,708 1,667
111 (35)
1,819 1,632
2008 2007
GEL’000 GEL’000
430 356

(82) 12)
(101) 275
(126) (5)

121 614
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9 Impairment (losses)/recoveries

Loans to customers
Other assets

10 General administrative expenses

Employee compensation
Payroll related taxes
Depreciation and amortization
Advertising and marketing
Occupancy

Security

Professional services

Office supplies

Repairs and maintenance
Communications and information services
Taxes other than on income
Travel and training

Other

2008 2007
GEL’000 GEL’000
(4,125) 65
(533) 62
(4,658) 127
2008 2007
GEL’000 GEL’000
3,585 2,166
1,195 817
1,016 786
761 499
630 491
539 415
331 199
186 110
158 207
148 303
112 63

70 81

438 491
9,169 6,628
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11 Income tax benefit/(expense)

2008 2007
GEL’000 GEL’000

Current tax benefit/(expense)
Current year - (764)
Over/(under) provided in prior years 100 (34)
100 (798)

Deferred tax benefit/(expense)
Origination and reversal of temporary differences 311 (170)
Change in tax rate - 85
311 (85)
Total income tax benefit/(expense) in the income statement 411 (883)

The Bank’s applicable income tax rate for current tax is 15% effective from 1 January 2008

(2007: 15%).

Reconciliation of effective tax rate:

2008 2007
GEL’000 % GEL’000 %

Income before tax (2,365) 4,647
Income tax at the applicable tax rate (355) 15% 929 20%
Change in tax rate - - (85) (2%)
(Over)/under provided in prior years (100) 4% 34 1%
Non-deductible costs 44 (2%) 5 0%
(401) 17% 883 19%

12 Due from the National Bank of Georgia

2008 2007
GEL’000 GEL’000
Nostro accounts 3,216 12,719
Mandatory minimum reserve deposit 1,295 4,541
4,511 17,260

The withdrawability of the mandatory minimum reserve deposit is restricted.

The minimum reserve deposit is a mandatory interest bearing deposit in foreign currency
calculated in accordance with regulations issued by NBG and whose withdrawability is restricted.
The Nostro accounts represent balances with the NBG related to settlement activity and were
available for withdrawal at year end. Withdrawal of the reserve deposit in GEL is not resticted,
however the Bank is subject to penalties if the average required balance is not maintained over a

14 day period.
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13 Placements with banks and other financial institutions

2008 2007
GEL’000 GEL’000
Not impaired or past due
Nostro accounts
OECD banks 9,749 1,318
Other foreign banks 170 146
Largest 10 Georgian banks 30 1,748
Total nostro accounts 9,949 3,212
Deposits and other advances to banks
OECD banks 293 611
Other foreign banks - -
Largest 10 Georgian banks 3,000 2,095
Total deposits and other advances to banks 3,293 2,706
13,242 5,918
Collateral

As of 31 December 2008 and 2007 placements with banks are not collateralized.

Concentration of placements with banks and other financial institutions
As at 31 December 2008 and 2007 the Bank had 2 and 3 banks, respectively, whose balances

exceeded 10% of total placements with banks. The gross value of these balances as of
31 December 2008 and 2007 were GEL 11,321 thousand and GEL 4,997 thousand, respectively.

14 Loans to customers

2008 2007
GEL’000 GEL’000
Corporate loans 31,992 34,674
Loans to individuals
Loans collateralised by real estate 11,713 12,475
Credit cards 9,915 5,999
Auto loans 1,285 855
Other consumer loans 13,907 10,252
Total loans to individuals 36,820 29,581
Gross loans to customers 68,812 64,255
Impairment allowance (5,281) (1,779)
Net loans to customers 63,531 62,476
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Movements in the loan impairment allowance for the year ended 31 December 2008 are as

follows:
2008 2007
GEL’000 GEL’000
Balance at the beginning of the year 1,779 2,133
Net charge/(recovery) for the year (Note 9) 4,125 (65)
Net write-offs (623) (289)
Balance at the end of the year 5,281 1,779

As at 31 December 2008, interest accrued on impaired loans amounted to GEL 205 thousand.

Credit quality of corporate loan portfolio

The following table provides information on the credit quality of the corporate loan portfolio as at

31 December 2008:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %
Loans for which no impairment
has been identified:
- Not overdue 23,727 (949) 22,778 4.0%
- Watch list loans 1,139 (46) 1,093 4.0%
Impaired loans:
- overdue less than 90 days 3,503 (504) 2,999 14.4%
- overdue more than 90 days and
less than 1 year 3,623 (1,503) 2,120 41.5%
Total corporate loans 31,992 (3,002) 28,990 9.4%

The following table provides information on the credit quality of the corporate loan portfolio as at

31 December 2007:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %

Loans for which no impairment
has been identified:
- Not overdue 34,426 (632) 33,794 1.8%
Impaired loans:
- overdue less than 90 days 58 Q) 57 1.7%
- overdue more than 1 year 190 (@) 186 2.1%
Total corporate loans 34,674 (637) 34,037 1.8%
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The Bank has estimated impairment provision for corporate loans based on an analysis of the
future cash flows for impaired loans. The amount of the provision is measured as the difference
between the carrying amount of the loan and the present value of estimated future cash flows
including amounts recoverable from guarantees and collateral discounted at the loan original
effective interest rate.

For corporate loans for which no objective evidence of impairment existed as at 31 December
2008, the Bank included these loans in groups of loans with similar credit risk characteristics and
collectively assessed them for impairment. The Bank has created 2% (2007: 2%) provision for
impairment on these loans, based on the expected loss rate of the Bank and other comparable
banks in Georgia.

Changes in these estimates could effect the loan impairment provision. For example, to the extent
that the net present value of the estimated cash flows differs by one percent, the loan impairment
provision on corporate loans as of 31 December 2008 would be GEL 300 thousand lower/higher.

During the year ended 31 December 2008 the Bank renegotiated several commercial loans that
would otherwise be past due or impaired. Such restructuring activity is aimed at managing
customer relationships and maximising collection opportunities.

Analysis of movements in the impairment allowance

Movements in the loan impairment allowance of corporate loans for the years ended 31 December
2008 and 2007 are as follows:

2008 2007

GEL’000 GEL’000

Loan impairment allowance as at 1 January 637 739
Net loans recovered/(written off) during the year 14 (145)
Loan impairment losses during the year 2,351 43
Loan impairment allowance as at 31 December 3,002 637

Analysis of collateral

The following table provides the analysis of the corporate loan portfolio, net of impairment, by
types of collateral as at 31 December 2008 and 2007:

% of loan % of loan

2008 portfolio 2007 portfolio

Real estate 24,113 83% 24,402 72%
Third party guarantees 3,049 11% 5,056 15%
Equipment and motor vehicles 289 1% 2,534 7%
Inventories 280 1% 877 3%
Cash 55 0% 44 0%
Unsecured 590 2% 1,124 3%
Other 614 2% - -
Total 28,990 100% 34,037 100%
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The amounts shown in the table above represent the carrying value of the loans, and do not
necessarily represent the fair value of the collateral.

During the year ended 31 December 2008 the Bank obtained assets of GEL 1,776 thousand

(Note 18) by taking control of collateral accepted as security for corporate loans
(31 December 2007: GEL 30 thousand).

Impaired or overdue loans with a gross value of GEL 5,798 thousand are secured by collateral
with a fair value of GEL 7,723 thousand. For the remaining impaired loans of GEL 23 thousand
there is no collateral or it is impracticable to determine fair value of collateral.

Credit quality of loans to individuals

The following table provides information on the credit quality of loans to individuals’ portfolios
as at 31 December 2008:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %
Loans collateralised by real estate
- Not overdue 8,694 (348) 8,346 4.0%
- overdue less than 90 days 1,510 (60) 1,450 4.0%
- overdue more than 90 days and less than
1 year 1,509 (572) 937 37.9%
Total loans collateralised by real estate 11,713 (980) 10,733 8.4%
Credit cards
- Not overdue 9,229 (369) 8,860 4.0%
- overdue less than 90 days 627 (126) 501 20.1%
- overdue more than 90 days and less than
vt y 59 (20) 39 33.9%
Total credit cards 9,915 (515) 9,400 5.2%
Auto loans
- Not overdue 1,210 (48) 1,162 4.0%
- overdue less than 90 days 71 3) 68 4.2%
- overdue more than 90 days and less than
1 year 4 (1) 3 25%
Total auto loans 1,285 (52) 1,233 4.0%
Other consumer loans
- Not overdue 11,889 (476) 11,413 4.0%
- overdue less than 90 days 1,544 (79) 1,465 5.1%
- overdue more than 90 days and less than
1 year 450 (169) 281 37.6%
- overdue more than 1 year 24 (8) 16 33.3%
Total other consumer loans 13,907 (732) 13,175 5.3%
Total loans to individuals 36,820 (2,279) 34,541 6.2%
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The following table provides information on the credit quality of loans to individual’s portfolios
as at 31 December 2007:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %
Loans collateralised by real estate
- Not overdue 10,693 187 10,506 1.7%
- overdue less than 90 days 166 3 163 1.8%
- overdue more than 90 days and less than 1
year 428 7 421 1.6%
- overdue more than 1 year 1,188 20 1,168 1.7%
Total loans collateralised by real estate 12,475 217 12,258 1.7%
Credit cards not overdue 5,999 192 5,807 3.2%
Auto loans
- Not overdue 804 25 779 3.1%
- overdue less than 90 days 36 7 29 19.4%
- overdue more than 90 days and less than
1 year 13 4 9 30%
- overdue more than 1 year 2 2 - 100%
Total auto loans 855 38 817 4.4%
Other consumer loans
- Not overdue 9,622 423 9,199 4.4%
- overdue less than 90 days 292 58 234 20%
;/é);/rerdue more than 90 days and less than 1 310 186 124 60%
- overdue more than 1 year 28 28 - 100%
Total other consumer loans 10,252 695 9,557 6.8%
Total loans to individuals 29,581 1,142 28,439 3.9%

The significant assumptions used in determining the impairment losses for loans to individuals are
based on the economic environment and consideration of historical and market experience and
include the following loan loss rates:

— Loans collateralized by real estate — 8.4%
—  Credit cards — 5.2%

— Auto loans — 4.0%

—  Other consumer loans — 5.3%

Changes in these estimates could effect the loan impairment provision. For example, to the extent
that the net present value of the estimated cash flows differs by plus/minus one percent, the loan
impairment on loans to individuals as of 31 December 2008 would be GEL 353 thousand
lower/higher.

Analysis of collateral

The Bank estimates that the fair value of the collateral for overdue or impaired loans collateralised
by real estate is at least equal to 95% of the loan balance. Management believes that it is
impracticable to estimate fair value of collateral held in respect of other loans to individuals.

Mortgage loans are secured by underlying housing real estate. Auto loans are secured by
underlying car. Credit cards and consumer loans are not secured.
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Impaired or overdue loans with a gross value of GEL 3,095 thousand are secured by collateral
with a fair value of GEL 6,042 thousand. For the remaining impaired loans of GEL 2,703
thousand there is no collateral or it is impracticable to determine fair value of collateral.

Analysis of movements in the impairment allowance

Movements in the loan impairment allowance by classes of retail loans for the year ended
31 December 2008 are as follows:

GEL’000 Loans

collateralised Auto Credit Other

by real estate loans cards loans Total
Loan impairment allowance as at
1 January 217 38 192 695 1,142
Net loans recovered/(written off) during
the year 183 4) 31 (847) (637)
Loan impairment losses/(recoveries)
during the year 580 18 292 884 1,774

Loan impairment allowance as at
31 December 980 52 515 732 2,279

Movements in the loan impairment allowance by classes of retail loans for the year ended
31 December 2007 are as follows:

GEL’000 Loans

collateralised Auto Credit Other

by real estate loans cards loans Total
Loan impairment allowance as at
1 January 171 4 132 1,087 1,394
Loans written off during the year as
uncollectible 4 - (147) 1) (144)
Loan impairment losses during the year 42 34 207 (391) (108)
Loan impairment allowance as at
31 December 217 38 192 695 1,142

Industry analysis of the loan portfolio

Loans to customers were issued primarily to customers located within Georgia, who operate in the
following economic sectors (shown net of impairment):

2008 2007

GEL’000 GEL’000

Trade and services 12,620 17,054
Construction 8,760 9,504
Mining/metallurgy and production 4,285 3,495
Agriculture 1,500 -
Transportation and communication 633 2,260
Energy 297 -
Other 895 1,724
Loans to individuals 34,541 28,439
63,531 62,476
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Significant credit exposures

As at 31 December 2008 the Bank did not have any borrowers or groups of related borrowers,
whose loan balances exceeded 10% of loans to customers.

Loan maturities

The maturity of the Bank’s loan portfolio is presented in Note 34, which shows the remaining
period from the reporting date to the contractual maturity of the loans comprising the loan
portfolio. Due to the short-term nature of the loans issued by the Bank, it is likely that many of the
Bank’s loans to customers will be prolonged on maturity. Accordingly, the effective maturity of
the loan portfolio may be significantly longer than the classification indicated based on
contractual terms.

15 Avalilable-for-sale assets

2008 2007
GEL’000 GEL’000

Equity instruments - Unquoted
Corporate shares 54 -
54 -

Investment without a determinable fair value

Available-for-sale equity instruments stated at cost comprise unquoted equity securities in the
financial services industry. There is no market for these investments and there have not been any
recent transactions that provide evidence of the current fair values. In addition, discounted cash
flow techniques yield a wide range of fair values due to the uncertainty regarding future cash
flows.

16 Held to maturity investments

2008 2007
GEL’000 GEL’000
Held by the bank
Debt and other fixed-income instruments
NBG deposit certificates 20 -
Corporate bonds 102 -
122 -
Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
NBG deposit certificates 2,954 -
2,954 -
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17 Property and equipment

GEL’000 Computers and
communication Furniture Motor Leasehold
Buildings equipment and fittings vehicles improvement Other Total

Cost/Revalued amount

At 1 January 2007 6,325 1,939 372 89 - 62 8,787
Additions 66 1,301 158 28 414 23 1,990
Disposals - (249) (34) (18) - - (301)
At 31 December 2007 6,391 2,991 496 99 414 85 10,476
At 1 January 2008 6,391 2,991 496 99 414 85 10,476
Additions 4,950 354 165 23 - 20 5,512
Disposals (854) (59) (82) - - - (995)
Transfers - - 294 - (294) - -
At 31 December 2008 10,487 3,286 873 122 120 105 14,993

Depreciation

At 1 January 2007 217 500 159 28 - 12 916
Depreciation charge 132 499 61 18 41 8 759
Disposals (134) (34) 17 - - (185)
At 31 December 2007 349 865 186 29 41 20 1,490
At 1 January 2008 349 865 186 29 41 20 1,490
Depreciation charge 131 622 166 24 40 10 993
Disposals 179) (63) (81) - - - (323)
Transfers - - 36 - (36) - -
At 31 December 2008 301 1,424 307 53 45 30 2,160

Carrying value

At 1 January 2007 6,108 1,439 213 61 - 50 7,871
At 31 December 2007 6,042 2,126 310 70 373 65 8,986
At 31 December 2008 10,186 1,862 566 69 75 75 12,833

Revalued assets

In July 2006, the buildings were revalued by Management based on the results of an independent appraisal
performed by Giorgi Lezhava. The fair values of the revalued items were determined based on the discounted
cash flow method (income approach) and method of sales comparison (comparative approach). For the
estimation of the final value, the approach used was dependent on the reliability and completeness of the
information and available market information of the specific buildings.

The carrying value of buildings as of 31 December 2008, if the buildings would not have been revalued, would be
GEL 7,587 thousand (2007: GEL 7,718 thousand).
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18 Other assets

2008 2007
GEL’000 GEL’000
Repossessed assets 1,776 30
Prepayments for property and equipment 1,748 860
Receivables from payments processing systems 832 237
Accounts receivable 500 -
Prepayment of income tax 418 -
Other receivables 106 7
Allowance for impairment losses on repossessed assets (533) -
4,847 1,134
Analysis of movements in impairment allowance for other assets
2008 2007
GEL’000 GEL’000
Balance as at 1 January - 62
Net charge/(recovery) for the year (Note 9) 533 (62)
Balance as at 31 December 533 -

19 Deposits and balances from banks and other financial

Institutions
2008 2007
GEL’000 GEL’000
Loans from European Bank for Reconstruction and Development 10,458 4,855
Term deposits of local banks 5,028 5,608
Loan from Ministry of Finance 3,154 758
Loan from the National Bank of Georgia 2,100 3,000
Vostro accounts 1,813 30
22,553 14,251

Concentration of deposits and balances from banks and other financial institutions

As at 31 December 2008 and 2007 the Bank had 3 and 4 banks and financial institutions,
respectively, whose balances exceeded 10% of total deposits and balances from banks and other
financial institutions. The gross value of these balances as of 31 December 2008 and 2007 were

GEL 18,302 thousand and GEL 13,464 thousand, respectively.

As at 31 December 2008 the Bank had breached several covenants for loans from the Ministry of
Finance (MOF). Per the loan agreements with the MOF if loan covenants are breached, MOF
may declare all or any portion of the loans immediately due. As a result, these loans have been

re-classified as due on demand in notes 25 and 34.
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20 Amounts payable under repurchase agreements

2008 2007
GEL’000 GEL’000
Amounts due to National Bank of Georgia 2,801 -

Collateral

As of 31 December 2008, amounts payable under repurchase agreements were collateralised by
the following securities:

2008 2007
GEL’000 GEL’000
NBG deposit certificates 2,954 -

21 Current accounts and deposits from customers

2008 2007

GEL’000 GEL’000

Current accounts 37,745 47,727
Demand deposits 9,167 3,398
Term deposits 15,133 18,510
62,045 69,635

Blocked accounts

As of 31 December 2008, the Bank maintained customer deposit balances of GEL 1,345 thousand
(2007: GEL 1,288 thousand) which were blocked by the Bank as collateral for loans and
off-balance sheet credit instruments granted by the Bank.

Concentrations of current accounts and customer deposits

As of 31 December 2008 and 2007, the Bank had no customer whose balances exceeded 10% of
total customer accounts and deposits.
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22 Other liabilities

2008 2007

GEL’000 GEL’000

Payables for payments processing systems 1,268 502
Current income tax liability - 281
Accrued expenses 170 77
Taxes payable, other than income tax 49 42
1,487 902

23 Deferred tax asset and liability

Temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax
liabilities as of 31 December 2008 and 2007.

Deferred tax assets and liabilities are attributable to the following:

GEL’000

Loans to customers
Property and equipment
Other liabilities

Tax loss carry-forwards

Recognized net deferred tax assets/

(liabilities)

Assets Liabilities Net
2008 2007 2008 2007 2008 2007
303 24 - - 303 24
- - (1,436) (696) (1,436) (696)
66 - - (8) 66 (8)
698 - - - 698 -
1,067 24 (1,436) (704) (369) (680)

The tax rate applicable for deferred taxes was 15% (2007: 15%).

The above net deductible temporary differences do not expire under current tax legislation.

Movement in temporary differences during the year ended 31 December 2008

GEL’000

Loans to customers
Property and equipment
Other liabilities

Tax loss carry-forwards

Balance

Balance Recognised in 31 December

1 January 2008 income 2008
24 279 303

(696) (740) (1,436)

(8) 74 66

- 698 698

(680) 311 (369)
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Movement in temporary differences during the year ended 31 December 2007

GEL’000 Balance Recognised in Recognised Balance
1 January 2007 income inequity 31 December 2007

Loans to customers 8 16 - 24
Property and equipment (721) (117) 142 (696)
Other liabilities (29) 16 - (8)
(737) (85) 142 (680)

24 Share capital

Issued capital

The authorized share capital comprises 6,700,001 ordinary shares (2007: 5,200,000), with a par
value of GEL 1 per share, from which 5,912,000 were issued, paid and outstanding as at
31 December 2008 (2007: 5,025,000).

Share premium

During 2008, the bank issued 887,000 new shares with a par value of GEL 1 per share for GEL
6,499 thousand which created share premium of GEL 5,612 thousand.

The holders of ordinary shares are entitled to receive dividends as declared from time to time and
are entitled to one vote per share at annual and general meetings of the Bank.

Dividends
Dividends payable are restricted to the maximum retained earnings of the Bank less general
reserves as recorded in the Bank’s statutory accounts, which are determined according to the

legislation of Georgia.

At the balance sheet date the following interim dividends had been declared and paid by the Bank:

2008 2007
GEL’000 GEL’000
0.00 GEL per ordinary share (2007: 0.30) - 1,500

Subsequent to 31 December 2008 no dividends have been declared by the Bank.

25 Risk management

Management of risk is fundamental to the business of banking and is an essential element of the
Bank’s operations. The major risks faced by the Bank are those related to market risk, which
includes price, interest rate and currency risks, credit risk and liquidity risk.
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Risk management policies and procedures

The Bank’s risk management policies aim to identify, analyse and manage the risks faced by the
Bank, to set appropriate risk limits and controls, and to continuously monitor risk levels and
adherence to limits. Risk management policies and procedures are reviewed regularly to reflect
changes in market conditions, products and services offered and emerging best practice.

The Supervisory Board of the Bank has overall responsibility for the oversight of the risk
management framework, overseeing the management of key risks and reviewing its risk
management policies and procedures as well as approving significantly large exposures.

The Management Board of the Bank is responsible for monitoring and implementation of risk
mitigation measures and making sure that the Bank operate within the established risk parameters.

Credit, market and liquidity risks both at portfolio and transactional levels are managed and
controlled through a system of Credit Committees and an Asset and Liability Management
Committee. In order to facilitate efficient decision-making, the Bank has established a hierarchy
of credit committees depending on the type and amount of the exposure.

Both external and internal risk factors are identified and managed throughout the Bank’s
organisational structure. Particular attention is given to developing risk maps that are used to
identify the full range of risk factors and serve as a basis for determining the level of assurance
over the current risk mitigation procedures. Apart from the standard credit and market risk
analysis, the Management Board monitors financial and non-financial risks by holding regular
meetings with operational units in order to obtain expert judgments in their areas of expertise.

Market risk

Market risk is the risk that movements in market prices, including foreign exchange rates, interest
rates, credit spreads and equity prices will affect the Bank’s income or the value of its portfolios.
Market risks comprise currency risk, interest rate risk and other price risk. Market risk arises from
open positions in interest rate, currency and equity financial instruments, which are exposed to
general and specific market movements and changes in the level of volatility of market prices.

The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, whilst optimizing the return on risk.

Overall authority for market risk is vested in the Management Board, chaired by the General
Director of the Bank. Market risk limits are approved by Management Board based on
recommendations of the Treasury Department.

The Bank manages its market risk by setting open position limits in relation to financial
instrument, interest rate maturity and currency positions which are monitored on a regular basis
and reviewed and approved by the Management Board.

The management of interest rates risk, component of market risk, by monitoring interest rate gap

is supplemented by monitoring the sensitivity of the Bank’s net interest margin to various
standard and non-standard interest rate scenarios.

Interest rate risk

Interest rate risk is the risk that movements in interest rates will affect the Bank’s income or the
value of its portfolios of financial instruments.
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The Bank is exposed to the effects of fluctuations in the prevailing levels of market interest rates
on its financial position and cash flows. Interest margins may increase as a result of such changes
but may also reduce or create losses in the event that unexpected movements arise.

Interest rate risk arises when the actual or forecasted assets of a given maturity period are either
greater or less than the actual or forecasted liabilities in that maturity period.

An analysis of sensitivity of the Bank’s profit and equity to changes in the market interest rate
based on a simplified scenario of a 100 basis point (bp) symmetrical fall or rise in all yield curves
and positions of interest-bearing assets and liabilities existing as at 31 December 2008 and 31
December 2007 is as follows:

2008 2007
Profit Equity Profit Equity
100 bp parallel increase (54) (54) (22) (22)
100 bp parallel decrease 54 54 22 22

Currency risk

The Bank has assets and liabilities denominated in several foreign currencies. Foreign currency
risk arises when the actual or forecasted assets in a foreign currency are either greater or less than
the liabilities in that currency. For further information on the Bank’s exposure to currency risk at
year end refer to Note 35.

An analysis of sensitivity of the Bank’s profit for the year and equity to changes in the foreign
currency exchange rates based on positions existing as at 31 December 2008 and 2007 and a
simplified scenario of a 5% change in USD and Euro to Georgian Lari exchange rates is as
follows:

2008 2007
Profit Equity Profit Equity
5% appreciation of USD against GEL 30 30 16 16
5% depreciation of USD against GEL (30) (30) (16) (16)
5% appreciation of EUR against GEL (111) (113) (43) (43)
5% depreciation of EUR against GEL 111 111 43 43

Credit risk

Credit risk is the risk of financial loss occurring as a result of default by a borrower or
counterparty on their obligation to the Bank. The Bank has developed policies and procedures for
the management of credit exposures (both for on balance sheet and off balance sheet exposures),
including guidelines to limit portfolio concentration and the establishment of a Credit Committee,
which actively monitors the Bank’s credit risk. The Bank’s credit policy is reviewed and approved
by the Management Board.

The Bank’s credit policy establishes:

e Procedures for review and approval of loan/credit applications;
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e Methodology for the credit assessment of borrowers (corporate, small and medium size
companies and retail);

Methodology for the credit assessment of counterparties, issuers and insurance companies;
Methodology for the evaluation of collateral;

Credit documentation requirements;

Procedures for the ongoing monitoring of loans and other credit exposures.

Corporate loan/credit applications are originated by the relevant client managers and are then
passed on to the Corporate Loans Department. Reports produced by the department’s credit
analysts are based on a structured analysis focusing on the customer’s business and financial
performance. The Credit Committee reviews the loan/credit application on the basis of submission
by the Corporate Loans Department. Individual transactions are also reviewed by the Bank’s
Legal, Accounting and Tax departments depending on the specific risks and pending final
approval of the Credit Committee.

The Bank continuously monitors the performance of individual credit exposures and regularly
reassesses the creditworthiness of its customers. The review is based on the customer’s most
recent financial statements and other information submitted by the borrower, or otherwise
obtained by the Bank. The current market value of collateral is regularly assessed by either
independent appraisal companies or the Bank’s specialists, and in the event of negative
movements in market prices the borrower is usually requested to put up additional security.

Retail loan/credit applications are reviewed by the Bank’s Retail Loans Department through the
use of scoring models and application data verification procedures.

Apart from individual customer analysis, the whole credit portfolio is assessed by the Credit
Committee with regard to credit concentration and market risks.

The Bank’s maximum exposure to on and off balance sheet credit risk is generally reflected in the
carrying amounts of financial assets on the balance sheet and guarantees and credit commitments
included in Note 33. The impact of possible netting of assets and liabilities to reduce potential
credit exposure is not significant.

The Bank monitors concentrations of credit risk by industry/sector. For the analysis of
concentration of credit risk in respect of loans and advances to customers refer to Note 14 “Loans
to customers”.

Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in raising funds to meet its
commitments. Liquidity risk exists when the maturities of assets and liabilities do not match. The
matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities
is fundamental to the management of financial institutions, including the Bank. It is unusual for
financial institutions ever to be completely matched since business transacted is often of an
uncertain term and of different types. An unmatched position potentially enhances profitability,
but can also increase the risk of losses.

The Bank maintains liquidity management with the objective of ensuring that funds will be

available at all times to honor all cash flow obligations as they become due. The Bank’s liquidity
policy is reviewed and approved by the Management Board.
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The Bank seeks to actively support a diversified and stable funding base comprising long-term
and short-term loans from other banks, core corporate and retail customer deposits, accompanied
by diversified portfolios of highly liquid assets, in order to be able to respond quickly and
smoothly to unforeseen liquidity requirements.

The liquidity management policy of the Bank requires:

e projecting cash flows by major currencies and considering the level of liquid assets necessary
in relation thereto;

maintaining a diverse range of funding sources;

managing the concentration and profile of debts;

maintaining debt financing plans;

maintaining a portfolio of highly marketable assets that can easily be liquidated as protection
against any interruption to cash flow;

maintaining liquidity and funding contingency plans;

e monitoring balance sheet liquidity ratios against regulatory requirements.

The Treasury Department receives information from business units regarding the liquidity profile
of their financial assets and liabilities and details of other projected cash flows arising from
projected future business. The Treasury Department then provides for an adequate portfolio of
short-term liquid assets to be maintained, largely made up of short-term liquid securities, loans to
banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained within the
Bank as a whole.

The daily liquidity position is monitored and regular liquidity stress testing under a variety of
scenarios covering both normal and more severe market conditions is performed by the Treasury
Department. Under the normal market conditions, liquidity reports covering the liquidity position
of the Bank are presented to senior management on a weekly basis. Decisions on the Bank’s
liquidity management are made by the Management Board and implemented by the Treasury
Department.

The Bank also calculates mandatory liquidity ratios on a daily basis in accordance with the
requirement of the NBG. The Bank was in compliance with these ratios during the years ended
31 December 2008 and 31 December 2007.

The following tables show the undiscounted cash flows on the Bank’s financial liabilities and
unrecognized loan commitments on the basis of their earliest possible contractual maturity. The
total gross outflow disclosed in the table is the contractual, undiscounted cash flow on the
financial liability or commitment. The Bank’s expected cash flows on these financial liabilities
and unrecognized loan commitments may vary significantly from this analysis.
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Demand
and less From From From More Total
than 1to3 3to6 6to 12 than gross  Carrying

1 month months months months 1 year amount amount
Deposits and balances from
banks and other financial
institutions 10,032 2,888 - 1,785 9,785 24,490 22,553
Amounts payable under
repurchase agreements 2,807 - - - 2,807 2,801
Current accounts and
deposits from customers 47,434 4,908 2,360 5,961 2,346 63,009 62,045
Other liabilities 1,268 219 - - - 1,487 1,487
Total 61,541 8,015 2,360 7,746 12,131 91,793 88,886
Credit related
commitments 9.818 - - - - 9,818 9,818
The position of the Bank as at 31 December 2007 was as follows:

Demand

and less From From From More Total

than 1to3 3to6 6to 12 than gross  Carrying

1 month months months months 1 year amount amount
Deposits and balances from
banks and other financial
institutions 6,656 2,230 - 267 7,237 16,390 14,251
Current accounts and
deposits from customers 53,246 4,700 5,921 4,946 1,812 70,625 69,635
Other liabilities 621 281 - - - 902 902
Total 60,523 7,211 5,921 5,213 9,049 87,917 84,788
Undrawn credit line and
overdraft commitments 15,747 - - - - 15,747 15,747

For further information on the Bank’s exposure to liquidity risk at year end refer to Note 34.

26 Capital management

The NBG sets and monitors capital requirements for the Bank.

The Bank defines as capital those items defined by statutory regulation as capital for Banks.
Under the current capital requirements set by the NBG banks have to maintain a ratio of capital to
risk weighted assets (“regulatory capital ratio”) above the prescribed minimum level. As at
31 December 2008, this minimum level is 12%. The Bank was in compliance with the statutory
capital ratio during the years ended 31 December 2008 and 31 December 2007.

27 Commitments

At any time the Bank has outstanding commitments to extend loans. These commitments take the
form of approved loans and credit card limits and overdraft facilities.
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The Bank provides financial guarantees and letters of credit to guarantee the performance of
customers to third parties. These agreements have fixed limits and generally extend for a period of
up to five years.

The contractual amounts of commitments are set out in the following table by category. The
amounts reflected in the table for commitments assume that amounts are fully advanced. The
amounts reflected in the table for guarantees and letters of credit represent the maximum
accounting loss that would be recognised at the balance sheet date if counterparties failed
completely to perform as contracted.

2008 2007
GEL’000 GEL’000

Contracted amount
Undrawn credit line commitments 2,022 973
Undrawn overdraft facilities 7,796 14,774
Letters of credit 232 32
Guarantees 9,406 6,176

The total outstanding contractual commitments to extend credit indicated above does not
necessarily represent future cash requirements, as these commitments may expire or terminate
without being funded.

28 Operating leases

Leases as lessee

Non-cancelable operating lease rentals are payable as follows:

2008 2007

GEL’000 GEL’000

Less than one year 386 104
Between one and five years 387 840
773 944

The Bank leases a number of premises under operating leases. The leases typically run for an
initial period of two to five years, with an option to renew the lease after that date. None of the
leases includes contingent rentals.

During the current year GEL 630 thousand was recognized in the income statement in respect of
operating leases (2007: GEL 491 thousand).
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29 Contingencies

Insurance

The insurance industry in Georgia is in a developing state and many forms of insurance protection
common in other parts of the world are not yet generally available. The Bank does not have full
coverage for its premises and equipment, business interruption, or third party liability in respect of
property or environmental damage arising from accidents on Bank’s property or relating to the
Bank’s operations. Until the Bank obtains adequate insurance coverage, there is a risk that the loss
or destruction of certain assets could have a material adverse effect on the Bank’s operations and
financial position.

Litigation

In the ordinary course of business, the Bank is subject to legal actions and complaints.
Management believes that the ultimate liability, if any, arising from such actions or complaints,
will not have a material adverse effect on the financial conditions of the results of future
operations of the Bank.

Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which are often unclear, contradictory
and subject to varying interpretation by different tax authorities. Taxes are subject to review and
investigation by a number of authorities, which have the authority to impose severe fines,
penalties and interest charges. A tax year remains open for review by the tax authorities during the
six subsequent calendar years; however, under certain circumstances a tax year may remain open
longer. Recent events within Georgia suggest that the tax authorities are taking a more assertive
position in their interpretation and enforcement of tax legislation.

These circumstances may create tax risks in Georgia that are substantially more significant than in
other countries. Management believes that it has provided adequately for tax liabilities based on
its interpretations of applicable Georgian tax legislation, official pronouncements and court
decisions. However, the interpretations of the relevant authorities could differ and the effect on
the financial position of the Bank, if the authorities were successful in enforcing their
interpretations, could be significant.

30 Related party transactions

Transactions with the members of key management

Total remuneration included in employee compensation (Note 10):

2008 2007

GEL’000 GEL’000

Members of the Supervisory Board 714 13
Members of the Management Board 448 393
1,162 406
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The outstanding balances and average interest rates as of 31 December 2008 and 2007 with the
members of the key management personnel are as follows:

2008 Average 2007 Average

GEL’000 interest rate GEL’000 interest rate
Balance Sheet
Assets
Loans to customers 1,255 14% 1,075 16%
Other assets 500 0% - -
Liabilities
Current accounts and deposits from
customers 370 6% 64 3%

Other amounts included in the income statement in relation to transactions with the members of
the key management personnel are as follows:

2008 2007
GEL’000 GEL’000

Income statement
Interest income 131 116
Interest expense 13 -

Transactions with other related parties

The outstanding balances and the related average interest rates as of 31 December 2008 and related income
statement amounts of transactions for the year ended 31 December 2008 with other related parties are as follows.

Close family members of Companies that are controlled

Entities with significant key management or significantly influenced by
influence over the Bank personnel key management personnel Total
Average Average Average
interest interest interest
GEL’000 rate GEL’000 rate GEL’000 rate GEL’000
Balance Sheet
Assets
Loans to customers - - 255 17% 2,663 17% 2,918
Liabilities

Deposits and

balances from banks

and other financial

institutions 10,322 8% - - - - 10,322

Current accounts and
deposits from

customers - - 273 9% 829 5% 1,102
Income statement

Interest income - - 43 - 212 - 255
Interest expense 660 - 13 - 7 - 680
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The outstanding balances and the related average interest rates as of 31 December 2007 and related income
statement amounts of transactions for the year ended 31 December 2007 with other related parties are as follows.

Close family members of Companies that are controlled
Entities with significant key management or significantly influenced by
influence over the Bank personnel key management personnel Total

Average Average Average
interest interest interest
GEL’000 rate GEL’000 rate GEL’000 rate GEL’000

Balance Sheet

Assets

Loans to customers - - - - 325 17% 325
Liabilities

Current accounts and

deposits from
customers - - 157 - 354 11% 511

Off balance sheet
items

Guarantees - - - - 199 - 199

Undrawn credit line
and overdraft
commitments - - - - 103 - 103

Income statement
Interest income - - - - 93 - 93
Interest expense - - 3 - - - 3

31 Cash and cash equivalents

Cash and cash equivalents at the end of the financial year as shown in the statement of cash flow
are composed of the following items:

2008 2007

GEL’000 GEL’000

Cash 9,052 7,126
Due from the National Bank of Georgia — nostro accounts 3,216 12,719
Placements with banks and other financial institutions — nostro accounts 9,949 3,212
22,217 23,057
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32 Fair value of financial instruments

The estimated fair value of all the Bank’s financial assets and liabilities, as required to be disclosed
by IFRS 7 Financial Instruments: Disclosures, approximates their carrying values.

The estimates of fair value are intended to approximate the amount for which a financial instrument
could be exchanged between knowledgeable, willing parties in an arm's length transaction.
However given the uncertainties and the use of subjective judgment, the fair value should not be
interpreted as being realisable in an immediate sale of the assets or settlement of liabilities.

As disclosed in note 16 the fair value of unguoted equity securities with a carrying value of GEL 54
thousand (2007: nil) could not be determined.

33 Average effective interest rates

The table below displays the Bank’s interest bearing assets and liabilities as at 31 December 2008
and 2007 and their corresponding average effective interest rates as at that date. These interest rates
are an approximation of the yields to maturity of these assets and liabilities, except for loans from
European Bank for Reconstruction and Development (EBRD) and Government of Georgia of GEL
13,099 thousand, the interest rates on which are reviewed on a semi-annual basis based on LIBOR
as follows: GEL 10,002 thousand - 2 February 2009, GEL 3,097 thousand - 1 February 2009.
Maturity of the loan from EBRD is 2012, maturity date of the loan from Government of Georgia is
2016.

2008 2007
Average Average
Value effective Value effective
GEL’000 interest rate GEL’000 interest rate
Interest Bearina Assets
Due from the National Bank of Georgia
Mandatory minimum reserve deposit
-uUsD 1,295 2% 4,541 2%
Placements with banks and other financial
institutions
Nostro accounts
- GEL 14 8% - -
-uUsD 8,334 2% 1,634 3%
-EUR 1,092 3% 1,126 3%
Deposits and other advances to banks
- GEL 3,000 10% - -
-uUsD - - 2,095 10%
-EUR 177 3% - -
Loans to customers
- GEL 36,077 18% 41,798 17%
-uUsD 23,903 20% 19,708 18%
-EUR 3,514 18% 968 17%
- Other 37 22% 2 24%
Held to Maturity investments
Debt and other fixed-income instruments
-GEL 3,076 12% - -
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Interest Bearing Liabilities

Deposits and balances from banks and other
financial institutions

Vostro accounts

- GEL

-EUR

Deposits

- GEL

Loans

- GEL

-uUsD

Amounts payable under repurchase
- GEL

Current accounts and deposits from
Current accounts and demand deposits
- GEL

- USD

-EUR

- Other

Term deposits

- GEL

-UsD

-EUR
- Other

Value
GEL’000

1,740
71

5,000

2,100
13,099

2,801

10,640
4,792
884

80

5,436
5,990

3,338
13

2008
Average
effective

interest rate

13%
5%

17%

13%
7%

9%

6%
5%
3%
3%

13%
10%

8%
10%

Value
GEL’000

5,608

3,000
5,613

12,320
6,250
879
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7,435
9,042

2,002
31

2007
Average
effective

interest rate

9%

14%
10%

8%
4%
4%
3%

10%
8%
8%

10%
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34 Maturity analysis

The following table shows assets and liabilities by remaining contractual maturity dates as at 31 December 2008.

Less than 1 1to3 3 months 1to5 More than No

month months to 1 year years 5 years maturity Overdue Total
Assets GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
Cash 9,052 - - - - - - 9,052
Due from the National Bank of Georgia 4511 - - - - - - 4511
Placements with banks and other financial institutions 13,242 - - - - - - 13,242
Loans to customers 13,581 10,455 16,243 17,840 2,253 - 3,159 63,531
Available-for-sale assets - - - - - 54 - 54
Held to maturity investments 2,974 - 102 - - - - 3,076
Property and equipment - - - - - 12,833 - 12,833
Intangible assets - - - - - 162 - 162
Other assets 832 2,104 1,911 - - - 4,847
Total assets 44,192 10,455 18,449 19,751 2,253 13,049 3,159 111,308
Liabilities
Deposits and balances from banks and other financial
institutions 9,938 2,481 1,429 8,573 132 - - 22,553
Amounts payable under repurchase agreements 2,801 - - - - - - 2,801
Current accounts and deposits from customers 47,420 4,873 7,727 1,679 346 - - 62,045
Other liabilities 1,268 219 - - - - - 1,487
Deferred tax liability - - - - - 369 - 369
Total liabilities 61,427 7,573 9,156 10,252 478 369 - 89,255
Net position as at 31 December 2008 (17,235) 2,882 9,293 9,499 1,775 12,680 3,159 22,053
Net position as at 31 December 2007 (28,226) (424) 18,497 11,692 5,953 8,412 1,604 17,508

Except for loans from banks and other financial institutions (Note 33), these remaining contractual maturity dates also represent the contractual interest rate
repricing dates of financial instruments.

The amounts in the table above represent carrying amounts of the assets and liabilities as at the reporting date and do not include future interest payments.
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35 Currency analysis

The following table shows the currency structure of assets and liabilities at 31 December 2008:

GEL usD EUR Others Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
Assets
Cash 4,429 2,428 17 2,178 9,052
Due from the National Bank of
Georgia 2,863 1,630 18 - 4,511
Placements with banks and other
financial institutions 3,013 8,692 1,361 176 13,242
Loans to customers 36,077 23,903 3,514 37 63,531
Auvailable-for-sale assets 54 - - - 54
Held to maturity investments 3,076 - - - 3,076
Property and equipment 12,833 - - - 12,833
Intangible assets 162 - - - 162
Other assets 4,412 435 4,847
Total assets 66,919 37,088 4,910 2,391 111,308
Liabilities
Deposits and balances from banks
and other financial institutions 9,001 13,481 71 - 22,553
Amounts payable under repurchase
agreements 2,801 - - - 2,801
Current accounts and deposits from
customers 32,102 22,313 7,389 241 62,045
Other liabilities 835 585 64 3 1,487
Deferred tax liability 369 - - - 369
Total liabilities 45,108 36,379 7,524 244 89,255
Net balance sheet position as of
31 December 2008 21,811 709 (2,614) 2,147 22,053
Net balance sheet position as of
31 December 2007 18,147 398 (1,064) 27 17,508
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