oJblLeabdN

BASISBANK

ANNUAL REPORT

2009




2009
ANNUAL REPORT

Statement of the General Director

Georgian Banking Sector Brief Overview

BB Results for 2009

Business profile

Risk management

Staff and organizational development

Social responsibility and charity

Consolidated Financial Statements and Independent
Auditors Report

11

12

13

16




STATEMENT OF THE GENERAL DIRECTOR

Zurab Tsikhistavi

General Director

Basisbank navigated its way through another challenging year and once again we are summing up the work we have
done, analyzing the decisions we have made, counting, calculating and assessing the results, and planning
innovations... In a world, we continue to develop the business we started 16 years ago. By having been grabbing and
wrestling with various challenges and difficulties for all this time, we have managed to turn our bank into a strong,
stable and reliable financial institution.

Each of us has well acknowledged the value of the long way we have passed and the price of our well-deserved
success. This path goes through our corporate solidarity and unity, a feeling of personal responsibility in each of our
bank's employee. If not these critically important factors, Basisbank would have hardly overcome the severe crisis of
the last year that shook the bases of even quite strong companies. Not only Basisbank got through the crisis, but also
gracefully succeeded in maintaining the peaceful and stable environment for its customers. And more importantly, it
was not a fake stability that one is even obliged to maintain under such circumstances. Rather, it was a challenging test
on the strength that our bank positively passed, demonstrating inits turn that Basisbank is on the right track.

The basis on which Basisbank was founded in due time has no alternative. This is professionalism, competence, in-
depth knowledge and ongoing analysis of experience. The whole team of the bank from the ordinary employee to the
top management level fully meets these criteria and moreover is working hard to achieve an ever higher grade of
professional performance.

The result of our hard work is our stable present and guaranteed future. Every Basisbank customer knows thatit is not
just serving bank for them, rather it is a reliable financial institution, where the interest of each particular customer is
taken as a priority. And it is quite logical that the coincidence of two mutually beneficial interests provides the basis for
equally beneficial cooperation. Such cooperation is a paramount of the bank's business. We know and appreciate the
value of each customer and are working hard to make them feel unique.

To preserve our hallmark of useful bank and accommodate our customer's need and demands as closely as possible
we have been creating new banking products, have been introducing advanced technologies, have been launching
new service centers and have been building professional capacity. Accordingly, not only the confidence in our bank is
increasing but also a number of customers. Our achievements fairly demonstrate that our calculations and our
approach tothe business are as accurate and reasonable as ever.

| am convinced that equally corresponding is our forecasts and future plans. In the wake of the post-crisis year,
Basisbank not only preserved the position it had gained in the preceding years but also improved and reinforced them
in some respect. The recent positive trends in the economy give us a reason for more optimism, spurring our sound
ambition to achieve more conspicuous and imposing place in the Georgian banking sector. Basisbank has both
sufficient potential and ambition to continue preserving its label of an ever competitive, reliable, useful and highly rated
financial institution.




GEORGIAN BANKING SECTOR BRIEF OVERVIEW

GEORGIAN BANKING SECTOR BRIEF OVERVIEW

Year 2009 was critical for the most of the banks operating in Georgia. Georgian banks focused on adapting to the
difficult conditions created by the deteriorating macroeconomic environment and on recovering from the impact of
shocks induced by the significant decline in investment, economic development, stress on the balance of payments
and other private capital inflows, and stress on the public finances from revenue shortfalls and increased
expenditure needs.

The Georgian banking sector endured an impact of the crisis resulted in the sharp increase of interest rates, stricter
loan requirements and ascended volume of NPLs.

Deposit growth, including international funding, picked up since mid-May 2009 as a result of improved confidence
and high interest rates. Liquidity conditions gradually returned to comfortable levels resulting in the reduction of
depositand lending rates.

The steady increase in the volume of deposits, supported by improved confidence and attractive interest rates,
strengthened banks' liquidity position. During 2009, the growth in lending volumes decelerated. The volume of total
lending to the private sector continued to contract—by 13 percent in the first 10 months of 2009, however credit
growth is to resume in 2010. Capital adequacy and provisioning improved steadily since the beginning of the year.
Banks' capitalization level was solid, and the share of non-performing loans (NPLs) in the loan portfolio also
stabilized by the end of 2009.




BB RESULTS FOR 2009

KEY DEVELOPMENTS IN 2009

The aim of BB in 2009 was to preserve solvency and
sufficient capitalization level to hold the spread of
negative trends in profitability, deterioration of assets and
liquidity shortages. This was a heavy task as the crisis
affected every sphere of the economy.

A review of the local commercial banks' comparative
figures for 2009 reveals that Basisbank preserves its 11th
position in the industry. The main accent for Basisbank in
the year 2009 was to retain its existing share in the
banking sector, capitalization level, volume of assets,
strategic clients and depositors, improving at the same
time quality and terms of services rendered.

To achieve these goals the bank was concentrated on:

L] Improvement of the bank's corporate
governance principles and conclusion of the
institutional building process, formation of
qualified, professional staff, improvement of staff
motivation system, etc.

®  Improvement of assets quality and structure,
administration of problem loans and alienation of
part of the “unhealthy assets” in reasonable
period of time.

s Development and improvement of the bank's
service quality and achievement of the goals,
which would cause the development of business.

As a result, in 2009, the organizational structure of the
bank was finally formed. The aim of the bank during the
year was to finalize and systematize relations among
Supervisory Board and Executive Board and new
structural entities to facilitate to the improvement of the
business processes within the bank. Most of these tasks
were reflected in the main directions of working
principles, responsibilities, functions, principles of
governance and corresponding regulative documents for
all structural entities.

New Assets Liability Management and Product
Development committees were created. The purpose of
the committees functioning are aimed at the improvement
of the effectiveness of resource management, monitoring
and controlling of all relative procedures, development of
rate and quality of services, introduction of new products,
creation of guidelines and operational instructions,
systematization of the information flow between
departments etc.

Optimization of credit procedures was the major task for
the risk management functioning. New credit policy was
developed which reflects the new tendencies in the
lending activity. Credit decision procedure underwent
significant modification, by separating the micro lending
credit decisions from the department level to the
centralized credit approval department.

New scoring system for the retail portfolio was
introduced. According to the new policy, the approval of
risk management department for the loans above 200
thousand GEL became mandatory as well as financial
analyst's assessment for the loans exceeding 50
thousand GEL and conclusion on collateral evaluation.
New analytical tools and application forms were
introduced for MSME loans.

The management of problem loan portfolio was
consolidated within the authority of a specifically
dedicated department.

To intensify interest of foreign investors a special
International Financial Institutions Relationship function
has been added to the Treasury Department in 2009 that
is actively involved in the investment market research in
the attempt to attract new overseas partners for future
cooperation. The main goal of the IFl's Relations is to
build Basisbank's financial brand, whereas investors
recognize Basisbank for its stability, soundness, reliability
and service quality. Basisbank's IFI relationship strategy
has been aimed at increasing awareness of the bank
among its overseas current and potential partners and
attracting of long-term financing facilities to add improved
diversified instruments to its funding sources.




BUSINESS PROFILE

In terms of great competition among existing local banks
for scarce international financial sources Basisbank
achieved impressive results through effective
communications:
® Raisedthe bank's recognition
s Established new relations with all the IFls active
in Georgian region
m  Attracted long-term funds for SME business
development. In December, 2009 BB entered
into partnership with OPIC and WBC and
received a 10 year credit facility in the amount of
$5 million for SME development
Additionally, BB maintained an active dialogue with
OPIC, DEG, FMO, USAID and BSTDB for further growth
ofthe bank's lending business.

BB'S FINANCIALHIGHLIGHTS

Basisbank ended year 2009 with total Assets of 119
Million GEL, Loans of 55 Million GEL, Deposits of 81
Million GEL and Equity of 20 Million GEL. In comparison
with the results of the year 2008 the growth in total assets
amounted to 7%, total liabilities 11%, loan portfolio
contracted by 14%. The loan portfolio decreased due to a
negative impact of the progressive economic downturn
that affected the financial standing of corporate and retail
clients alike. Trends prevailing in the local market were
unfavorable for the active investment in the economy
despite high liquidity of the bank.

In 2009 the main effort was made on recovery of the
negative loans in the balance sheet mainly through
foreclosure, which led to a decrease of NPLs from 18% to
6%.

As of the year end 2009 the Bank's booked allowances
amounted to 3 million GEL, approximately 5.5% of the
portfolio. The average rate for allowances in the banking
system stood at 13%. During the year average provision
rate for the total portfolio was 11-12%. Through the
aggressive recovery of bad debts the rate declined
significantly by the end of the year.

The bank recorded 2 min. GEL loss in 2009. The net
income was deteriorated due to the high provisioning on
loans and assets under foreclosure 4.4 min. GEL. Total
operating income before provisions recorded 2.3 min.
GEL

BUSINESS PROFILE

JSC “Basisbank” was incorporated in 1993 with a clear
goal to become a solid, stable and reliable financial
institution focused on personalized service and deep
customer relationship in Georgia.

Since its foundation, JSC “Basisbank” has become a
universal banking institution which provides a full range of
financial services to its retail and corporate customers
who are primarily concentrated in selected markets in
Georgia: Central Part, Kakheti Region and Adjara region.
Headquartered in Tbilisi, BB operates 19 branches and
52 ATMs and is the 11" largest bank in the country.

Main Strengths of the bank are its loyal customers and
strategic partnership with European Bank for
Reconstruction and Development, one of the largest
shareholders of the Bank.

Partnership with EBRD put the bank on another level and
opened the door to international recognition. Since then,
JSC BB has gained vast experience based on the best
international practices and through the contribution
extended by a number of significant strategic partners of
the bank. The reputation and high competence of the
Bank is already recognized and supported by the
following overseas partners — EBRD, OPIC, WBC and
WB.

As we celebrate our 16 years of operations, we continue
to emphasize our focus on adding value to services we
provide to our customers. By offering retail and business
banking solutions we remain the most customer-oriented
financial institution. The personalized approach is our
hallmark — one we intend to preserve, protect and
promote. Our solid customer base along with our wide
array of quality products and services allows BB to
command a strong competitive position in the market it
serves.

Our Retail Clients can access a comprehensive range of
products and services through our multiply channel
offering in Georgia. The major products of Retail
Business include mortgages, consumer loans, credit
cards and deposits.
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MISSIONAND BUSINESS STRATEGY

Our Mission is to support consolidation of business
relations on the basis of confidence and mutual
experience in the society. Our vision is to strive for
creation of solid and successful society in terms of
traditional value.

Our key strategies to position us for future success are
defined through the following priorities:
®  Focus on healthy earnings growth with low
volatility
®  Growth and diversification of earning assets
through  small and medium size business
segments
®  Position our operating platform and
organization structure to support future growth
and diversification
®  Maintain high standards for asset quality
through disciplined credit risk management
®  Develop innovative products and services to
attract our targeted customers
®  Increase our market share expanding financial
services and products by following a disciplined
growth strategy while delivering high quality
customer service.

RETAIL AND CORPORATE LENDING

At December 31, 2009 our loan portfolio totaled 55 min
GEL representing approximately 46 % of our total assets.
Compared to the year end 2008, the bank's loan portfolio
shrunk by 13% caused by the low demand for loans and
tightening of credit policy that affected loan extension
rates, nevertheless, JSC “Basisbank” maintained a
diversified loan portfolio through provisioning of a broad
range of corporate and retail lending services to its
customers.

By the end of 2009, corporate loan portfolio amounted to
11 min. GEL while SME segment extended to 18.2
million GEL.

Retail Loan Portfolio amounted to 29 min GEL. Retail
Loan Portfolio was comprised mainly of mortgages
(39%), card loans (26%), consumer loans (19%) and car
loans (3%).

Major emphasis in 2009 was made on loan recovery
process and improvement of asset quality. Significant
work was conducted to speed up the resolution of
problem assets, to mitigate credit risks and to improve
loan serving procedures. For the best evaluation of the
loan application the bank introduced credit scoring
model. The objective of such model is to minimize default
rates and number of default loans. The model proves to
be an effective tool to define creditworthy applicants and
keep credit related risks at minimum.

In 2009 lending procedures were significantly improved
and simplified for the convenience of our clients. JSC
“Basisbank” optimized all the departments involved in
every part of lending so that the ability to approve a loan
within an agreed or acceptable timeframe is met. The
team is managed to ensure that the problem is clearly
addressed within the given timeframe.

Additionally, a special problem loans department was
introduced in the bank in 2009, and the attitude for loan
recovery process changed through more precise and
consistent approaches for the problem loans. The new
department serves problem loans from the initiation
phase till their realization.

A major benefit of the changes implemented in 2009 led
to measurable improvements in the quality of loan
portfolio. Compared to the beginning balance of the year,
non performing loans (NPL) have significantly decreased
both in relative and absolute values. At the end of 2008
NPLs were 18% while at the end of 2009 this figure stood
at6%

RETAILBUSINESS

The majority of the Retail Clients in 2009 comprised of
middle class population.

As of December 31, 2009 Retail Loan Portfolio amounted
to 29 million GEL and retail deposits amounted to 30
million GEL, which is 45% increase since 2008.

Our Retail Clients can access a comprehensive range of
products and services through our multiply channel
offering in Georgia.
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The major products of Retail Business include
mortgages, consumer loans, credit cards and deposits.

The Bank appointed a standing Product Development
Committee to monitor product profitability performance
and undertake investment priorities in product
development and related activities.

JSC “Basisbank's” Product Development Committee
covers a wide range of subjects from diversifying services
to product development best practice and product
selection relative to the customer needs and the Bank's
mission and core values.

The committee and PR, Product Development and
Marketing Business Unit have been specifically designed
to facilitate a greater degree of constant inquiry of product
development initiatives and their implementation,
monitoring of product administration, product
compliance, enhancing sales and marketing activities to
adhere to the overall product development process.

During the year 2009, PDC and PR, Product
Development and Marketing Business Unit activities
were aimed at acceptance and implementation of product
development initiatives such as modification of the terms,
conditions and pricing of the existing and new products,
elimination of product technical defects and development
of new products such as Useful Mortgage Loan,
Increasing Future Deposit, Discovery Card and others.
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CORPORATE BUSINESS

In pursuance to boost SME and Corporate Banking
business and increase quality of the bank's services,
Corporate and SME departments were introduced as a
separate business units in 2008.

Commercial customers are classified according to their
annual earnings, equity and asset amount and allocated
to the respective business units — SME and Corporate
departments.

Basisbank's Corporate and SME group originate
commercial loans for general business purposes
including working capital, machinery and equipment
financing, trade financing and other.

Corporate Department provides a full packet of services
and products toits customers.

A number of significant amendments aimed at corporate
business functioning improvement were implemented
during 2009.

The Bank formulated and perfected working instructions
to simplify customer servicing process and to reduce
information processing and decision making period.

Special trainings in financial analysis and client servicing
improvement were conducted to corporate bankers to
broaden corporate bankers functions encompassing
personal advisers extra duty as well. All these changes
had a positive impact on the customers disposing them
with grater loyalty and trust to the bank.

In order to minimize credit risks, Corporate Department
perfected its customer base. Analysis and monitoring of
the clients financial results, reassessment of existing
collateral, turnover and cash flow is performed on a
constant basis. Underwriting and appraisal procedures
have also been modified and simplified at the expense of
a better information availability and access.

A special working group was formed within Corporate
Department to increase number of creditworthy clients.
The main function of the group is to acquire, process
analyze and create potential customer database. The
database is intended to simplify credit approval process
when approaching potential customers for financing.
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In terms of competitive environment in the banking
sector the Bank has quite a few significant clients which
hold an essential position in the market.

SME BUSINESS

The Bank offers a wide range of services to small and
medium businesses. Loan portfolio of this segment
constituted 35% of total portfolio as of the end 2009.

To enhance the quality of SME Unit and to reach
maximum efficiency, SME Department worked out
special working procedures and forms to administer
overdue loans. The procedure encompasses working
with overdue loans from the origination of such loans till
their resolution for a period of one month before the case
is submitted to Problem Loans Department.

For the purpose of more stringent risk management a
special monitoring system was formulated. The new
monitoring system implies purpose monitoring, monthly
monitoring, once in seven months monitoring and
unscheduled monitoring of the loan portfolio.

In 2009 SME Department revised interest rates and limits
for uncollateralized loans matching them to the market
trends and economic situation.

CHANNELS OF SALE

JSC "Basisbank” sells its products and services to more
than 67, 000 customers through various channels. Client
may access the services via an expansive distribution
network with optional channels of sale.

The channels of sale include network of 19 branches and
alternative channels of sale: 52 ATMs, internet banking,
call center, sms banking and specifically dedicated staff.

BRANCHES

The network of branches provides services to a wide
range of clients in the central and economically active
regions in Georgia.

The network is structured so that 16 offices are located in
the central part of capital city and at places of active
business and residential areas, the rest are in regional
areas with well developed infrastructure and business
sectors.

In 2009 the bank was oriented on the optimization of its
sales network rather than the expansion of the number of
its branches. In terms of the economic downturn the bank
managed to operate in full capacity preserving the
number of its staff and branches at the same pre-crisis
level.

ALTERNATIVE CHANNELS OF SALE

Development of alternative channels of sale is aimed at
ensuring convenient services provision for the
customers.

ATMS

The bank has an extensive network of ATMs, comprising
of 52 units. Continuous expansion of the client base and
increase in the number of plastic cards issued will allow
for the stable expansion of ATM network. The number of
ATMs increased by 30% compared to the year end 2008.




RISK MANAGEMENT

CALLCENTERS

The bank operates Call Center which was launched in
2007 that is open 15 hours daily and 7 days per week.
Maijor role of the call center is to support clients in terms of
provision of information and assistance to resolve urgent
issues on distance, such as: information on products and
services, information on the accounts balances, plastic
cards, and support for bankonline clients in case of need,
follow-up in order to remind client of timely debt
repayment and other

SMSAND INTERNET BANKING

JSC “Basisbank” provides its clients with SMS and
Internet Banking services.

These services allow clients to obtain prompt information
on their accounts balance, perform funds transfer from
one account to other and pay for utility services.

SALES DEPARTMENT

The primary function of sales department is selling the
Bank products and services and structuring best terms to
fita specific need of the customer.

By the end of 2009 sales department consisted of 25
sales officers, 7 personal bankers, 1 regional manager
and the head of the department.

During 2009 the main target of the sales department was
to attract time deposits to the bank to increase longer-
term nature of liabilities and generate liquidity that
enabled to add additional source of capital for lending and
increasing credit activities at the same time.

In total the sales team managed to attract 7 million GEL to
the bankin 2009 (58% out of the total portfolio were funds
attracted from legal entities and 42% from physical
persons). Time deposits constituted 28% of the total
portfolio.

RISKMANAGEMENT

Risk identification and assessment function is executed
by the risk management group operating as a part of the
risk management system in the bank. Risk management
group is comprised of several functional bodies operating
in the bank including Internal Audit, Risk Management
Committee, Credit Committee, ALCO Risk Management
Department, Corporate and Retail Lending Department
and Treasury Department where risk evaluation,
analysis, monitoring and controlling responsibilities are
distributed accordingly. Risk control is based on a top-
down approach at the bank hierarchy. Control targets are
identified at lower levels of management so that violations
of risk limits and other facts are revealed in a consistent
and effective manner.

In 2009 the bank made its best efforts to improve its top
line and strengthen its risk management. BB launched an
initiative to improve the timeliness and quality of the data
that supports financial management and reporting
process needed to better evaluate and adopt constraints
set on concentration, term, duration, rating, maturity and
limits of its loan portfolio.

The bank improved communication and monitoring of
Loan Portfolio performance to retain high quality of its
portfolio with monthly review meetings and quarterly
reports to Supervisory Board.

In 2009 the bank also commenced implementing its new
Credit Risk Classification System through introduction of
anew scoring model.

TREASURY

The Bank's Treasury Department is engaged with cash
management, liquidity planning and liquidity protection
according to domestic as well as international financial
realities.

To manage treasury unit as a profit centre the bank has
formulated clear policies and fit department structure
through employing qualified and trained staff.

International Funding
Attraction of international donors in order to increase

share of long-term funding resources is a new function
incorporated in Treasury Departmentin 2009.




STAFF AND ORGANIZATIONAL DEVELOPMENT

The new function is taken over by International Financial
Institutions Relationship Manager who gathers
information about potential donors from different
sources and attracts long-term capital in line with the
bank's defined fundraising strategy. Once the bank
receives financing, special working groups take over
responsibility to allocate and utilize funds in the most
efficientmanner.

In 2009, Treasury Department managed to raise 5 million
USD long-term financing from OPIC and WBC.

Domestic Funding

Domestic funding is arranged through attraction of client
deposits and interbank financial resources.

Client deposits represent the most significant part of
liabilities formation. Deposits attraction is performed in
cooperation with the bank's respective departments and
offerings are made on a competitive interest and
operational pricing basis. Interbank funding sources bear
short-term financing nature. The bank uses domestic
funds to meet its short-term commitments, obligations
and business needs.

Dealing

Money market dealer performs FX trading and arranges
short-term funds at most economical terms which are
required by the bank aside from customer deposit
mobilization efforts.

Currency Risk is controlled on a constant basis. Currency
Risk is managed through identifying of the currency
positions, forecasting of the possible losses of adverse
exchange rate fluctuations and setting of respective
currency risk limits and standards.

Interest Rate Risk is managed according to the defined
internal parameters through matching net interest rate
positions.

In order to control liquidity risk, limits are set up and
controlled according to the bank's internal and NBG's
parameters. Monitoring of liquidity positions for various
currencies is performed on a daily basis. Treasury
Department analyses future cash flows and takes
decisions accordingly to ensure that defined parameters
are closely met.

Cash Logistics

Treasury Department manages cash logistics, solving
simultaneously cash supply for cash desks, ATMs,
Correspondent Accounts to efficiently match clients'
demand in the shortest possible time.

STAFFAND ORGANIZATIONAL DEVELOPMENT

Our personnel have always been a valuable asset for us.
In 2009 the bank focused its effort on the training and
development of the staff. With a joint initiative of EBRD
and JSC “Basisbank” significant resources were invested
in the employee education to increase professional level
of the Bank. Extensive trainings were provided to all key
segments of the staff including top, middle level
managers and staff directly involved in communication
with clients. Special attention was paid on the
development of HR Department and Risk Management.
New efficient structures and practices were developed in
the direction of HR which will be applied starting from the
New Year2010.

BB, traditionally, arranges annual corporate events for all
employees. In 2009 the bank favored its employees with
special, extraordinary party which was distinguished from
the previous corporate evenings with a lot of the amusing
and entertaining details. The bank also revealed winners
of different nominations such as the most popular, active,
creative, useful and curious employee and of course Mr.
and Miss Basisbank. The winners were awarded
certificate and valuable gifts on the evening.




SOCIAL RESPONSIBILITY AND CHARITY

BASISBANK - USEFUL BANK!

One of the core priorities of Basisbank is to promote
modern education across the nation so as to create useful
conditions for young people to develop into skilled
professionals.

The bank's charity fund — Education Fund has offered
education opportunities to talented but indigent children
for four years already. The bank runs the project in a few
areas. As part of the project, at the lavnana Charity
Evening held in Batumi, Basisbank gave the opportunity
to resume education to three highly performing students
who had faced expulsion from college due to dire financial
straits.

Besides, in 2009 Basisbank devised a program to go
farther than just helping young people acquire education.
The bank management determined to create conditions
for students to reinforce their theoretical knowledge with
practical training and subsequently get jobs. Based on
the initiative, Basisbank signed a memorandum and
intensified cooperation with a number of higher education
establishments.

A number of specific projects were also implemented. In
particular, an employment week event was held as part of
the cooperation project between Basisbank and Free
University.

During the employment week event, Basisbank
Management interviewed and selected 15 highly
performing students with the prospect of subsequent
cooperation. The students completed one-month onsite
training in the Sales and Personal Service and Small and
Medium Loans Departments of Basisbank.

As part of one of its charity events aimed at stimulating
and supporting young people, Basisbank presented 30
highly performing students of one of the higher education
establishments with personal computers.

Mr. Gigi Tevzadze, the Rector of llia Chavchavadze State
University, conveyed, for the first time in the history of the
university, a Donor's Certificate to Mr. Zurab Tsikhistavi,
the General Director of Basisbank, for Basisbank's
contribution to the development of the university.




SOCIAL RESPONSIBILITY AND CHARITY

GEORGIAN FELT

On 25 November, Ankara, the capital of Turkey, hosted an
event marking the completion of the exhibition of
Georgian Felt works. The visitors had familiarized
themselves with the pieces of this ancient tradition of
Georgian handicraft. Georgian Felt was founded in 2006
and the items that it created have become an integral part
of a number of collections in Georgia and abroad. As a
financial institution supporting the development of
Georgian culture, Basisbank took an active part in
organizing the exhibition. Besides, the bank is behind a
number of successful projects being now implemented to
promote Georgian culture.

ARCHITECTURALBONUS -2009

On 25 October, The Metekhi hosted an award ceremony
of Architectural Bonus — 2009, an international
architectural competition. The jury selected 24 nominees
out of the 110 bidders taking part in the competition.
Basisbank handed over Discovery Cards to every winner.

BESTRUGBY PLAYEROF THEYEAR

On 27 December, Georgian Rugby Union held a
ceremony to sum up the 2009 season and award the best
players.

Mamuka Gorgodze was nominated Best Rugby Player of
the Year. Basisbank presented him with its plastic cards
and 4 000 Lari.

Basisbank did not slow down its typical charity efforts in
2009. During the year, the bank organized charity events
to assist the children affected by the aggression against
Georgia. However, it is worth mentioning that, in certain
cases, in terms of substance these events transcended
the limits of material assistance. As a sign of empathy and
support, the bank employees baptized a few persons
displaced from Tskhinvaliand Gori.

The bank employees were moved to do so after the
meetings with the IDPs accommodated to various public
schools, for the assistance of which Basisbank has
organized a number of projects.
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Independent Auditors’ Report

To the Supervisory Board
JSC BasisBank

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of JSC BasisBank
(the “Bank”) and its subsidiaries (“the Group”), which comprise the consolidated statement of
financial position as at 31 December 2009, and the consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated 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 Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated 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 the consolidated 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 consolidated 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 consolidated financial statements are free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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
consolidated 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 consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as at 31 December 2009, and its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Tbilisi Branch of KPMG CIS Limited
19 May 2010

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



JSC BasisBank
Consolidated statement of comprehensive income for the year ended 31 December 2009

2009 2008

Notes GEL’000 GEL’000
Interest income 4 11,782 12,277
Interest expense 4 (5,372) 5,414)
Net interest income 6,410 6,863
Fee and commission income 5 2911 3,864
Fee and commission expense 6 (1,227) (1,205)
Net fee and commission income 1,684 2,659
Net foreign exchange income 7 1,386 1,819
Other operating income 8 1,474 121
Operating income 10,954 11,462
Impairment losses 9 4,379) (4,658)
Personnel expenses 10 (4,487) (4,780)
Other general administrative expenses 11 4,176) (4,389)
Loss before taxes (2,088) (2,365)
Income tax benefit 12 134 411
Loss (1,954) (1,954)
Other comprehensive income
Realisation of revaluation surplus for property and
equipment on sale, net of tax R 301
Transfer of realisation of revaluation surplus for property
and equipment on sale to retained earnings, net of tax - (301)
Other comprehensive income, net of tax . .
Total comprehensive income (1,954) (1,954)
Total comprehensive income attributable to:
Equity holders of the Bank (1,954) (1,954)
Non-controlling interest R R
Total comprehensive income (1,954) (1,954)

The consolidated financial statements were approved by the Board of Directors on 19 May 2010
and signed on its behalf by:

Zurab Tsikhistavi Lia Alsanikashvili
General Director Chief Financial Officer

The consolidated statement of comprehensive income is to be read in conjunction with the notes to, and forming part of,
the consolidated financial statements.
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JSC BasisBank
Consolidated statement of financial position as at 31 December 2009

2009 2008

Notes GEL’000 GEL’000
ASSETS
Cash 12,089 9,052
Due from the National Bank of Georgia 13 5,333 4,511
Placements with banks 14 15,514 13,242
Loans to customers 15 54,835 63,531
Available-for-sale assets 16 54 54
Held-to-maturity investments
- Held by the Group 17 5,596 122
- Pledged under sale and repurchase agreements 17 - 2,954
Assets held for sale 18 4,469 -
Current tax asset - 418
Property and equipment 19 12,708 12,833
Intangible assets 183 162
Other assets 20 8,734 4,429
Total assets 119,515 111,308
LIABILITIES
Deposits and balances from banks 21 924 6,872
Amounts payable under repurchase agreements 22 - 2,801
Current accounts and deposits from customers 23 81,416 62,045
Other borrowed funds 24 15,319 15,681
Deferred tax liability 12 235 369
Other liabilities 25 1,272 1,487
Total Liabilities 99,166 89,255
EQUITY
Share capital 26 5,912 5,912
Share premium 26 5,612 5,612
Revaluation surplus for property and equipment 2,188 2,188
Retained earnings 6,387 8,341
Total equity attributable to equity holders of the
Ranl 20,099 22,053
Non-controlling interest 250 -
Total equity 20,349 22,053
Total liabilities and equity 119,515 111,308

The consolidated statement of financial position is to be read in conjunction with the notes to, and forming part of, the
consolidated financial statements.
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JSC BasisBank

Consolidated statement of cash flows for the year ended 31 December 2009

CASH FLOWS FROM OPERATING ACTIVITIES
Interest and fee and commission receipts

Interest and fee and commission payments

Net receipts from foreign exchange

Other income

Personnel expenses and other 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

Other assets

Increase (decrease) in operating liabilities

Deposits and balances from banks

Amounts payable under repurchase agreements

Current accounts and deposits from customers

Other liabilities

Net cash provided from operating activities before income tax
paid

Income tax paid

Cash flows from operations

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of held-to-maturity investments

Maturity of held-to-maturity investments

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
Net receipts (repayments) of other borrowed funds
Proceeds from issuance of share capital

Proceeds from share premium

Cash flows from financing activities

Net increase (decrease) in cash and cash equivalents
Effect of changes in exchange rates on cash and cash equivalents
Cash and cash equivalents as at the beginning of the year

Cash and cash equivalents as at the end of the year

Notes

33

2009 2008
GEL’000 GEL’000
14,815 15,691
(6,413) (6,457)

1,371 1,708
1,474 221
(7.587) (8,184)
(631) 3,060
(4,438) (323)
(3,677) (5,349)
- (54)
(1,549) (602)
(5,953) 1,183
(2,801) 2,801
19,164 (8,049)
487 917
4,262 (3,437

- (598)

4,262 (4,035)
(5,596) (3,019)
3,100 -
(996) (5,512)
(50) (111)

30 573

540 (888)
(2,972) (8,957)
(149) 5,882

- 887

- 5,612

(149) 12,381
1,141 (611)
@7 (229)
22,217 23,057
23,331 22,217

The consolidated statement of cash flows is to be read in conjunction with the notes to, and forming part of,

the consolidated financial statements.
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JSC BasisBank
Consolidated statement of changes in equity for the year ended 31 December 2009

Attributable to equity holders of the Bank

Revaluation
surplus for Non-
Share Share property and Retained controlling Total
capital premium equipment earnings Total interest equity
GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
Balance as at 1 January
2008 5,025 - 2,489 9,994 17,508 - 17,508
Total comprehensive
income
Loss - - - (1,954) (1,954) - (1,954)
Other comprehensive
income
Realisation of revaluation
surplus for property and
equipment on sale, net off
tax - - (301) - (301) - 301)
Transfer of realisation of
revaluation surplus for
property and equipment on
sale to retained earnings, net
off tax - - - 301 301 - 301
Total other comprehensive
income - - (301) 301 - - -
Total comprehensive
income - - (301) (1,653) (1,954) - (1,954)
Shares issued 887 - - - 887 - 887
Share premium - 5,612 - - 5,612 - 5,612
Balance as at 31 December
2008 5,912 5,612 2,188 8,341 22,053 - 22,053
Balance as at 1 January
2009 5,912 5,612 2,188 8,341 22,053 - 22,053
Total comprehensive
income
Loss - - - (1,954) (1,954) - (1,954)
Total comprehensive
income - - - (1,954) (1,954) - (1,954)
Disposal of a non-controlling
interest - - - - - 250 250
Balance at 31 December
2009 5,912 5,612 2,188 6,387 20,099 250 20,349

The consolidated statement of changes in equity is to be read in conjunction with the notes to, and forming part of, the consolidated financial
statements.
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

1 Background

Principal activities

These consolidated financial statements include the financial statements of JSC BasisBank
(the “Bank”) and its subsidiaries (together referred to as the “Group”). The principal subsidiaries of
the Bank include asset management and construction companies.

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 National Bank of Georgia (“NBG”). The Bank has 18
branches operating in Georgia.

The registered address of the Bank is 1 Ketevan Tsamebuli Street, 0103 Tbilisi, 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 278 (2008: 256).

On 28 September 2009 the Bank established a subsidiary —Basis Asset Management LTD, an asset
management company with 100% ownership. On 29 September 2009 Basis Asset Management
acquired 75% of Paladi Imperial Partnership, a construction company.

The principal subsidiaries of the Bank are as follows:

Ownership %

Name Country of incorporation Principal activities 2009 2008
Basis Asset Management Georgia Asset management 100% -
Paladi Imperial Georgia Construction 75% -
Shareholders

As at 31 December 2009 and 2008, the following individuals owned the share capital of the Bank:

2009 2008

Shareholders Ownership interest, % Ownership interest, %
European Bank for Reconstruction and Development (EBRD) 15.00% 15.00%
Zurab Tsikhistavi 13.92% 13.92%
Eldar Mildiani 9.89% 9.89%
Zurab Nishnianidze 8.51% 8.51%
Murman Ambroladze 6.58% 6.58%
Archil Maziashvili 6.33% 6.33%
Ketevan Soselia 5.62% 5.62%
Taras Nijaradze 4.58% 4.58%
Gia Petriashvili 4.57% 4.57%
Giorgi Vachnadze 4.44% -
Goderzi Meladze 4.42% 4.42%
Tengiz Maziashvili 4.38% 4.38%
Ketevan Skhirtladze - 4.44%
Other individuals 11.76% 11.76%
100.00 % 100.00 %




JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

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 Group’s operations and assets
could be at risk as a result of negative changes in the political, economic or business environment. In
addition, the contraction in the capital and credit markets and its impact on the economy of Georgia
have further increased the level of economic uncertainty in the environment. These consolidated
financial statements reflect management’s assessment of the impact of the Georgian business
environment on the operations and the financial position of the Group. The future business
environment may differ from management’s assessment.

2 Basis of preparation

Statement of compliance

The accompanying consolidated financial statements are prepared in accordance with International
Financial Reporting Standards (IFRS).

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that buildings
are stated at revalued amounts.

Functional and presentation currency

The functional currency of the Bank and its subsidiaries is the Georgian Lari (“GEL”) as, being the
national currency of Georgia, it reflects the economic substance of the majority of underlying events
and circumstances relevant to them.

The GEL is also the presentation currency for the purposes of these consolidated financial
statements.

Financial information presented in GEL is rounded to the nearest thousand.

Use of estimates and judgments

Management makes 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 consolidated 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 notes:

e Loan impairment estimates — note 15
e Building revaluation estimates — note 19
e Other assets impairment estimates — note 20



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

3 Significant accounting policies

The following significant accounting policies are consistently applied in the preparation of the
consolidated financial statements. Changes in accounting policies are described at the end of this
note.

Basis of consolidation

Subsidiaries

Subsidiaries are those enterprises controlled by the Bank. Control exists when the Bank has the
power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to
obtain benefits from its activities. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control effectively commences until the date that
control effectively ceases.

Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised gains arising from intra-group transactions,
are eliminated in preparing the consolidated financial statements.

Non-controlling interest

Non-controlling interest is that part of profit or loss, other comprehensive income and net assets, of a
subsidiary attributable to interests which are not owned, directly or indirectly through subsidiaries, by
the Bank.

Non-controlling interest is presented in the consolidated statement of financial position within equity,
separately from the equity attributable to equity holders of the Bank. Non-controlling interest in
profit or loss and other comprehensive income is separately disclosed in the consolidated statement
of comprehensive income.

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of the Group
entities at exchange rates at the dates of the transactions. Monetary assets and liabilities denominated
in foreign currencies at the reporting date are retranslated to the functional currency at the exchange
rate at that date. The foreign currency gain or loss on monetary items is the difference between
amortised cost in the functional currency at the beginning of the period, adjusted for effective interest
and payments during the period, and the amortised cost in foreign currency translated at the exchange
rate at the end of the reporting period. Non-monetary assets and liabilities denominated in foreign
currencies that are measured at fair value are retranslated to the functional currency at the exchange
rate at the date that the fair value was determined. Foreign currency differences arising on
retranslation are recognised in profit or loss.

Cash and cash equivalents
The Group includes cash and nostro accounts with the NBG and other banks in cash and cash

equivalents. The mandatory reserve deposit with the NBG is not considered to be a cash equivalent
due to restrictions on its withdrawability.
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

Financial instruments

Classification

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 Group:

— intends to sell immediately or in the near term

— upon initial recognition designates as at fair value through profit or loss

— upon initial recognition designates as available-for-sale or,

— 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 Group has the positive intention and ability to hold to maturity, other than
those that:

— the Group upon initial recognition designates as at fair value through profit or loss
— the Group 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 the
initial recognition. Financial assets that would have met the definition of loan and receivables may be
reclassified out of the fair value through profit or loss or available-for-sale category if the entity has
an intention and ability to hold it for the foreseeble future or until maturity. Other financial
instruments may be reclassified out of at fair value through profit or loss category only in rare
circumstances. Rare circumstances arise from a single event that is unusual and highly unlikely to
recur in the near term.

Recognition

Financial assets and liabilities are recognized in the consolidated statement of financial position when
the Group 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 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 that are measured at amortized cost using the effective interest
method

— 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.

11



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

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 profit or loss.
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 reporting date
without any deduction for transaction costs. Where a quoted market price is not available, fair value
i1s determined using valuation techniques with a maximum use of market inputs. Such valuation
techniques include reference to recent arm’s length market transactions, current market prices of
substantially similar instruments, discounted cash flow and option pricing models and other
techniques commonly used by market participants to price the instrument.

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 reporting date for an
instrument with similar terms and conditions. Where pricing models are used, inputs are based on
market related measures at the reporting date.

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 an available-for-sale asset is recognized as other comprehensive income in
equity (except for impairment losses and foreign exchange gains and losses on debt financial
instruments available-for-sale) until the asset is derecognized, at which time the cumulative gain
or loss previously recognised in equity is recognized in profit or loss. Interest in relation to an
available-for-sale asset is recognized as earned in profit or loss using the effective interest
method.

For financial assets and liabilities carried at amortized cost, a gain or loss is recognized in profit or
loss 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 Group 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 Group also derecognises certain assets when it writes off balances pertaining to the assets
deemed to be uncollectible.

12



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

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 consolidated statement of financial position and the
counterparty liability included in amounts payable under repo transactions within deposits and
balances from banks or current accounts and deposits from customers, as appropriate. The difference
between the sale and repurchase prices represents interest expense and is recognized in profit or loss
over the term of the repo agreement using the effective interest method.

Securities purchased under agreements to resell (reverse repo) are recorded as amounts receivable
under reverse repo transactions within placements with banks or loans to customers, as appropriate.
The difference between the purchase and resale prices represents interest income and is recognized in
profit or loss over the term of the repo agreement using the effective interest method.

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

Offsetting

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of
financial position 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.

Revaluation

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

13



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

Depreciation

Depreciation is charged to the profit or loss 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 that are acquired by the Group are stated at cost less accumulated amortisation and
impairment losses.

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 profit or loss on a straight-line basis over the estimated useful lives of
intangible assets. The estimated useful life of intangible assets is 10 years.

Assets held for sale

Non-current assets, or disposal groups comprising assets and liabilities, that are expected to be
recovered primarily through sale rather than through continuing use, are classified as held for sale.
Immediately before classification as held for sale, the assets, or components of a disposal group, are
remeasured in accordance with the Group’s accounting policies. Thereafter generally, the assets, or
disposal group, are measured at the lower of their carrying amount and fair value less cost to sell.

Impairment

Financial assets carried at amortized cost

Financial assets carried at amortized cost consist principally of loans and other receivables (loans and
receivables). The Group 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 on terms that the
Group 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.
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2009

The Group 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 Group 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 Group uses its experience and judgement to estimate the amount
of any impairment loss.

All impairment losses in respect of loans and receivables are recognized in profit or loss 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 uncollectable, it is written off against the related allowance for loan impairment. The
Group writes off a loan balance (and any related allowances for loan losses) when 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 profit or loss 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.
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All impairment losses in respect of non financial assets are recognized in profit or loss 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.

Credit related commitments

In the normal course of business, the Group enters into credit related commitments, comprising
undrawn loan commitments, letters of credit and guarantees, and provides other forms of credit
insurance.

Financial guarantees are contracts that require the Group 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 in
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 Group 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 profit or loss except to
the extent that it relates to items of other comprehensive income or transactions with shareholders
recognised directly in equity, in which case it is recognised within other comprehensive income or
directly within 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 reporting date, and any adjustment to tax payable in respect of
previous years.
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Deferred tax is provided using the balance sheet liability method 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 reporting 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.

Income and expense recognition
Interest income and expense are recognised in profit or loss 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 transaction costs, are deferred and amortized
to interest income over the estimated life of the financial instrument using the effective interest
method.

Other fees, commissions and other income and expense items are recognised in profit or loss when
the corresponding service is provided.

Changes in accounting policies

Starting from 1 January 2009 the Group adopted the revised version of IAS 1 Presentation of
Financial Statements (effective for annual periods beginning on or after 1 January 2009). As a result
the income statement is replaced by a statement of comprehensive income that also includes all non-
owner changes in equity, such as the revaluation of available-for-sale assets and revaluation of
property and equipment. The balance sheet is renamed to the statement of financial position and the
cash flow statement is renamed to the statement of cash flows. According to the revised IAS 1, a
statement of financial position at the beginning of the earliest comparative period is presented
whenever the entity restates comparatives due to reclassifications, changes in accounting policies, or
corrections of errors.

Various Improvements to IFRSs have been dealt with on a standard-by-standard basis.

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 2009, and are not applied in preparing these consolidated financial statements. Of these
pronouncements, potentially the following will have an impact on the Group’s operations. The Group
plans to adopt these pronouncements when they become effective. The Group has not yet analysed
the likely impact of these pronouncements on its financial statements.

e Revised IAS 24 Related Party Disclosures (2009) (effective for annual periods beginning on or
after 1 January 2011) introduces an exemption from the basic disclosure requirements in relation
to related party disclosures and outstanding balances, including commitments, for government-
related entities. Additionally, the standard has been revised to simplify some of the presentation
guidance that was previously non-reciprocal. The revised standard is to be applied
retrospectively.
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e IFRS 9 Financial Instruments will be effective for annual periods beginning on or after 1 January
2013. The new standard is to be issued in several phases and is intended to replace IAS 39
Financial Instruments: Recognition and Measurement once the project is completed by the end
of 2010. The first phase of IFRS 9 was issued in November 2009 and relates to the recognition
and measurement of financial assets. The Group recognizes that the new standard introduces
many changes to the accounting for financial instruments and is likely to have a significant
impact on the Group’s consolidated financial statements. The impact of these changes will be
analyzed during the course of the project as further phases of the standard are issued.

Various Improvements to IFRSs which result in accounting changes for presentation, recognition or
measurement purposes, will come into effect not earlier than 1 January 2010.
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4 Net interest income

Interest income
Loans to customers
Placements with banks

Other interest income

Interest expense
Deposits and balances from banks
Current accounts and deposits from customers

Other borrowed funds

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

19

2009 2008
GEL’000 GEL’000
11,584 11,966
66 239

132 72
11,782 12,277
394 1,172
3,812 3,339
1,166 903
5372 5414
2009 2008
GEL’000 GEL’000
1,236 1,369

521 698

354 365

381 496

419 936
2,911 3,864
2009 2008
GEL’000 GEL’000
885 873

166 192

176 140
1,227 1,205
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7 Net foreign exchange income

Gain on spot transactions

Gain from revaluation of financial assets and liabilities

8 Other operating income

Fines and penalties received
Fines and penalties paid
Gain on sale of fixed assets
Other

9 Impairment losses

Loans to customers

Other assets

10 Personnel expenses

Employee compensation

Payroll related taxes

20

2009 2008
GEL’000 GEL’000
1,371 1,708

15 111

1,386 1,819
2009 2008
GEL’000 GEL’000
1,447 430
29) (82)

- (101)

56 (126)

1,474 121
2009 2008
GEL’000 GEL’000
1,212 4,125
3,167 533
4,379 4,658
2009 2008
GEL’000 GEL’000
3,589 3,585

897 1,195

4,487 4,780
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11 Other general administrative expenses
2009 2008
GEL’000 GEL’000
Depreciation and amortization 1,121 1,016
Advertising and marketing 657 761
Security 604 539
Occupancy 516 630
Other 428 438
Professional services 396 331
Communications and information services 146 148
Taxes other than on income 137 112
Office supplies 118 186
Repairs and maintenance 36 158
Travel and training 17 70
4,176 4,389
12 Income tax benefit
2009 2008
GEL’000 GEL’000
Current tax benefit
Current year - -
Over provided in prior years - 100
- 100
Deferred tax benefit
Origination and reversal of temporary differences 134 311
Total income tax benefit in the income statement 134 411
The Group’s applicable income tax rate for current tax is 15% (2008: 15%).
Reconciliation of effective tax rate:
2009 2008
GEL’000 ) GEL’000 %
Loss before taxes (2,088) (2,365)
Income tax at the applicable tax rate (313) 15% (355) 15%
Over provided in prior years - - (100) 4%
Non-deductible costs 179 (9%) 44 (2%)
(134) 6% (411) 17 %
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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 2009 and 2008.

Movements in temporary differences during the years ended 31 December 2009 and 2008 are
presented as follows.

Balance Recognised in Balance
GEL’000 1 January 2009 income 31 December 2009
Loans to customers 303 (446) (143)
Property and equipment (1,436) 59) (1,495)
Other assets - 450 450
Other liabilities 66 (19) 47
Tax loss carry-forwards 698 208 906
(369) 134 (235)
Balance Recognised in Balance
GEL’000 1 January 2008 income 31 December 2008
Loans to customers 24 279 303
Property and equipment (696) (740) (1,436)
Other liabilities (8) 74 66
Tax loss carry-forwards - 698 698
(680) 311 (369)

Tax loss carry forwards amount to GEL 906 thousand as at 31 December 2009 (2008: GEL 698
thousand). Of these losses, GEL 208 thousand expire in 2014 and GEL 698 thousand expire in 2013.

13 Due from the National Bank of Georgia

2009 2008

GEL’000 GEL’000

Nostro accounts 3,446 3,216
Mandatory minimum reserve deposit 1,887 1,295
5,333 4,511

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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14 Placements with banks

2009 2008
GEL’000 GEL’000
Not impaired or past due
Nostro accounts
OECD banks 6,268 9,749
Other foreign banks 1,432 170
Largest 10 Georgian banks 96 30
Total nostro accounts 7,796 9,949
Deposits and other advances to banks
OECD banks 341 293
Other foreign banks - -
Largest 10 Georgian banks 7,377 3,000
Total deposits and other advances to banks 7,718 3,293
15,514 13,242
Collateral

As of 31 December 2009 and 2008 placements with banks are not collateralized.
Concentration of placements with banks and other financial institutions
As at 31 December 2009 and 2008 the Bank had 3 and 3 banks, respectively, whose balances

exceeded 10% of total placements with banks. The gross value of these balances as of 31 December
2009 and 2008 were GEL 10,934 thousand and GEL 11,321 thousand, respectively.
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15 Loans to customers

Loans to legal entities

Loans to Individuals

Loans collateralized by real estate
Credit cards

Auto loans

Other consumer loans

Total loans to individuals

Gross loans to customers

Impairment allowance

Net loans to customers

Movements in the loan impairment allowance for the year ended 31 December are as follows:

Impairment allowance as at 1 January
Impairment losses (note 9)

Net write-offs

Impairment allowance as at 31 December

2009 2008
GEL’000 GEL’000
28,964 31,992
12,963 11,713
8,009 9,915
1,158 1,285
6,973 13,907
29,103 36,820
58,067 68,812
(3,232) (5,281)
54,835 63,531
2009 2008
GEL’000 GEL’000
5,281 1,779
1212 4,125
(3.261) (623)
3,232 5,281

As at 31 December 2009, interest accrued on impaired loans amount to GEL 606 thousand

(31 December 2008: GEL 205 thousand).

Credit quality of the loans to legal entities portfolio

The following table provides information on the credit quality of the loans to legal entities as at 31

December 2009:
Impairment
Gross loans Impairment Net loans to gross loans
GEL’000 GEL’000 GEL’000 %
Loans without individual signs of
impairment:
- not overdue 22,818 (452) 22,366 2.0%
- watch list loans 336 (7 329 2.1%
Impaired loans:
- not overdue 3,552 (645) 2,907 18.2%
- overdue less than 90 days 2,171 (963) 1,208 44.4%
- overdue more than 90 days and less
than 1 year 87 87) - 100.0%
Total loans to legal entities 28,964 2,154) 26,810 7.4 %
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The following table provides information on the credit quality of the loans to legal entities as at 31
December 2008:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %
Loans without individual signs of
impairment:
- 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 loans to legal entities 31,992 3,002) 28,990 9.4%

Loan impairment results from one or more events that occurred after the initial recognition of the
loan and that have an impact on the estimated future cash flows associated with the loan, and which
can be reliably estimated. Loans without individual signs of impairment do not have objective
evidence of impairment that can be directly attributed to them.

The objective indicators of loan impairment include the following:

e overdue payments under the loan agreement
» significant difficulties in the financial conditions of the borrower
e deterioration in business environment, negative changes in the borrower’s markets

The Group has estimated impairment provision for loans to legal entities 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.

In determining the impairment allowance for loans to legal entities, Management made the following
key assumptions:

e for non-impaired loans the Group created a collective provision of 2% (2008: 4%) based on the
expected loss rate of the Bank and other comparable banks in Georgia

e for impaired loans a discount of 20% to the originally appraised value if the property pleadged is
sold and a delay of 24 months in average in obtaining proceeds from the foreclosure of collateral.

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 loans to legal entities as of 31 December 2009 would be GEL 268 thousand
lower/higher (31 December 2008: GEL 289 thousand).

During the year ended 31 December 2009 the Group renegotiated loans to legal entitites that would

otherwise be past due or impaired of GEL 4,411 thousand. Such restructuring activity is aimed at
managing customer relationships and maximising collection opportunities.
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Analysis of collateral

The following table provides the analysis of loans to legal entitites portfolio, net of impairment, by
types of collateral as at 31 December 2009:

2009 % of loan 2008 % of loan

GEL'000 portfolio GEL'000 portfolio

Real estate 18,363 68% 24,113 83%
Third party guarantees 2,414 9% 3,049 11%
Equipment and motor vehicles 2,089 8% 289 1%
Cash 2,267 9% 55 -
Unsecured 845 3% 590 2%
Inventories 809 3% 280 1%
Other 23 - 614 2%
Total 26,810 100 % 28,990 100 %

All the collateral pledged for the loans to customers were valued by the Bank during the loan
initiation stage and do not necessarily represent market values as of the balance sheet date..

Impaired or overdue loans with a gross value of GEL 5,695 thousand are secured by collateral with a
fair value of GEL 13,433 thousand. For the remaining impaired loans of GEL 115 thousand there is
no collateral or it is impracticable to determine the fair value of collateral.

During the year ended 31 December 2009 the Group obtained assets of GEL 7,028 thousand
(note 20) and shares of GEL 2,512 thousand (note 38) by taking control of collateral pledged as
security for loans to legal entities (31 December 2008: GEL 1,776 thousand). The carrying amount is
equal to the gross amount of the related loan.

Analysis of movements in the impairment allowance

Movements in the loan impairment allowance by classes of loans to legal entities for the year ended
31 December 2009 are as follows:

2009 2008

GEL’000 GEL’000

Loan impairment allowance as at 1 January 3,002 637
Net loans (written off)/recovered during the year (316) 14
Loan impairment (recoveries)/losses during the year (532) 2,351
Loan impairment allowance as at 31 December 2,154 3,002
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Credit quality of loans to individuals

The following table provides information on the credit quality of loans to individuals as at

31 December 2009:

Impairment to

Gross loans Impairment Net loans gross loans
GEL’000 GEL’000 GEL’000 %
Loans collateralized by real estate
- not overdue 11,891 (357) 11,534 3.0%
- overdue less than 90 days 875 (62) 813 7.1%
- overdue more than 90 days and less
than 1 year 191 (63) 128 33.0%
- overdue more than 1 year 6 €)) 5 16.7%
Total loans collateralized by real
estate 12,963 (483) 12,480 37%
Credit cards
- not overdue 7,805 (234) 7,571 3.0%
- overdue less than 90 days 178 (56) 122 31.5%
- overdue more than 90 days and less
than 1 year 26 (19) 7 73.1%
Total credit cards 8,009 (309) 7,700 3.9%
Auto loans
- not overdue 1,104 (33) 1,071 3.0%
- overdue less than 90 days 39 3) 36 7.7%
- overdue more than 90 days and less
than 1 year 15 (6) 9 40.0%
Total auto loans 1,158 (42) 1,116 3.7%
Other consumer loans
- not overdue 6,656 (200) 6,456 3.0%
- overdue less than 90 days 278 (25) 253 9.0%
- overdue more than 90 days and less
than 1 year 38 (18) 20 47.4%
- overdue more than 1 year 1 (€)) - 100.0%
Total other consumer loans 6,973 (244) 6,729 3.5%
Total loans to individuals 29,103 (1,078) 28,025 3.7 %
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The following table provides information on the credit quality of loans to individuals 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

1 year 59 (20) 39 33.9%
Total credit cards 9915 (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 9] 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) 16 333 %
Total other consumer loans 13,907 (732) 13,175 5.3%
Total loans to individuals 36,820 (2,279) 34,541 6.2%

The Bank estimates loan impairment based on its past historical loss experience on these types
ofloans. The significant assumptions used by management in determining the impairment losses for

loans to individuals include:

* loss migration rates are constant and can be estimated based on the historic loss migration pattern
for the past 12 months for loans collateralised by real estate, auto loans and other consumer loans.
e loans to individuals overdue for more than 180 days are allocated 100% probability of loss.

The significant assumptions used in determining the impairment losses for loans to individuals

include the following loan loss rates:

— Loans collateralized by real estate — 3.7%
—  Credit cards — 3.9%

— Auto loans — 3.7%

—  Other consumer loans — 3.5%
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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 three percent, the loan
impairment on loans to individuals as of 31 December 2009 would be GEL 840 thousand
lower/higher (31 December 2008: GEL 1,036 thousand).

Analysis of collateral

Mortgage loans are secured by the underlying housing real estate. Auto loans are secured by the
underlying cars. Credit card overdrafts and consumer loans are not secured.

Analysis of movements in the impairment allowance

Movements in the loan impairment allowance by classes of loans to individuals for the year ended
31 December 2009 are as follows:

Loans Other
collateralised Auto Credit consumer
GEL’000 by real estate loans cards loans Total
Loan impairment allowance as at 1 January 980 52 515 732 2,279
Net loans written off during the year (1,033) 59) (1,431) 422) (2,945)
Loan impairment losses/(recoveries)
during the year 536 49 1,225 (66) 1,744
Loan impairment allowance as at
31 December 483 42 309 244 1,078

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

Loans Other

collateralised Auto Credit consumer
GEL’000 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 @) 31 (847) (637)
Loan impairment losses during the year 580 18 292 884 1,774
Loan impairment allowance as at
31 December 980 52 515 732 2,279
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Industry and geographical analysis of the loan portfolio

Loans to customers were issued primarily to customers located within Georgia who operate in the
following economic sectors:

2009 2008

GEL’000 GEL’000

Trade and services 10,640 12,620
Mining/metallurgy and production 5,403 4,285
Construction 4,995 8,760
Education 2,595 -
Transportation and communication 1,720 633
Agriculture 710 1,500
Energy 308 297
Other 439 895
Loans to individuals 28,025 34,541
54,835 63,531

Significant credit exposures

As at 31 December 2009 and 2008 the Group 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 loan portfolio is presented in note 36, which shows the remaining period from the
reporting date to the contractual maturity of the loans. Due to the short-term nature of the loans
issued by the Group, it is likely that many of the loans will be prolonged at maturity. Accordingly,
the effective maturity of the loan portfolio may be significantly longer than the term based on
contractual terms.

16 Available-for-sale assets

2009 2008
GEL’000 GEL’000

Equity instruments — Unquoted
Corporate shares 54 54
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 in Georgia. 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.
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17 Held-to-maturity investments
2009 2008
GEL’000 GEL’000
Held by the Group
Debt and other fixed-income instruments
Georgian Government bonds 5,596
NBG deposit certificates - 20
Corporate bonds - 102
5,596 122
Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
NBG deposit certificates - 2,954
- 2,954

18 Assets held for sale

On 15 February 2010 the Group’s management committed to sell property, plant and equipment of
GEL 2,762 thousand of the subsidiary, Paladi Imperial, acquired in an asset purchase transaction, and
repossessed assets of GEL 1,707 thousand. At 31 December 2009 the non-current assets held for sale

comprised assets of GEL 4,469 thousand.

Management believes that the carrying amount of assets and liabilities of the disposal group

approximately equals to its fair value less costs to sell as at 31 December 2009.

’000 GEL Note
Assets classified as held for sale
Land and buildings 19

Construction in progress 20

31

2009

2,762
1,707

4,469
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19 Property and equipment

Computers and  Fixtures

Land and communication and Motor Leasehold
GEL’000 Buildings equipment fittings  vehicles improvement Other Total
Cost/revalued amount
At 1 January 2009 10,487 3,286 873 122 120 105 14,993
Acquisitions through
assets purchase 2,762 - - - - - 2,762
Additions 125 771 53 9 9 29 996
Disposals - 191) 42) - - - (233)
Transfer to assets held
for sale (2,762) - - - - - (2,762)
At 31 December 2009 10,612 3,866 884 131 129 134 15,756
Depreciation
At 1 January 2009 301 1,424 307 53 45 30 2,160
Depreciation charge 216 719 116 26 1 13 1,091
Disposals - (162) 41) - - - (203)
At 31 December 2009 517 1,981 382 79 46 43 3,048
Carrying value
At 31 December 2009 10,095 1,885 502 52 83 91 12,708
Cost/revalued amount
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 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 31 December 2008 10,186 1,862 566 69 75 75 12,833

Land and buildings of GEL 2,762 thousand, transferred to assets held for sale, were acquired in an asset
purchase transaction, see note 38.

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.
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In December 2009 Management commenced the valuation of buildings based on the results of an
appraisal performed by a certified valuer, employed by the Bank. The valuation was performed
based on the method of sales comparison (comparative approach). The results of the valuation
indicated that the fair value of buildings, as determined in July 2006, did not change significantly as
at 31 December 2009.

The carrying value of buildings as of 31 December 2009, if the buildings would not have been
revalued, would be GEL 7,621 thousand (2008: GEL 7,587 thousand).

20 Other assets

2009 2008
GEL’000 GEL’000
Repossessed assets 8,804 1,776
Prepayments for property and equipment 1,208 1,748
VAT refundable 1,055 -
Prepayments 545 -
Accounts receivable 300 500
Receivables from payments processing systems 187 832
Other receivables 335 106
Total other assets 12,434 4,962
Allowance for impairment losses on repossessed assets (3,700) (533)
8,734 4,429

Analysis of movements in the impairment allowance
2009 2008
GEL’000 GEL’000
Balance at the beginning of the year 533 -
Net charge (note 9) 3,167 533
Balance at the end of the year 3,700 533

The nature and carrying value of repossessed assets as at 31 December 2009 and 2008 were as
follows:

Carrying value Carrying value

31 December 2009 31 December 2008

GEL’000 GEL’000

Land and buildings 3,286 1,243
Construction in progress 1,818 -
5,104 1,243

During the year, repossessed assets of GEL 1,707 thousand, representing construction in progress,
were transferred to assets classified as held for sale.

Management believes that the carrying amount of repossessed assets approximately equals to their
fair value less costs to sell as at 31 December 2009.

Repossessed assets with carrying value of GEL 4,082 are restricted for different time periods by the
end of which the borrowers can re-purchase back the assets from the Group.
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21 Deposits and balances from banks
2009 2008
GEL’000 GEL’000
Vostro accounts 924 1,813
Term deposits - 5,059
924 6,872

Concentration of deposits and balances from banks
As at 31 December 2009 and 2008 the Group has two and one banks, respectively, whose balances

exceeded 10% of total deposits and balances from banks. The gross value of these balances as of
31 December 2009 and 2008 are GEL 860 thousand and GEL 5,059 thousand, respectively.

22 Amounts payable under repurchase agreements

2009 2008
GEL’000 GEL’000
Amounts due to National Bank of Georgia - 2,801

Collateral

As of 31 December 2009, amounts payable under repurchase agreements were collateralised by the
following securities:

2009 2008

GEL’000 GEL’000

NBG deposit certificates - 2,954
23 Current accounts and deposits from customers

2009 2008

GEL’000 GEL’000

Current accounts 36,732 37,745

Demand deposits 21,814 9,167

Term deposits 22,870 15,133

81,416 62,045

As of 31 December 2009, the Group maintained customer deposit balances of GEL 7,022 thousand
(31 December 2008: GEL 1,345 thousand) that serves as collateral for loans and off-balance sheet
credit instruments granted by the Group.

Concentrations of current accounts and customer deposits

As of 31 December 2009 and 2008, the Group had no customer whose balances exceeded 10% of
total customer accounts and deposits.
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24 Other borrowed funds

2009 2008

GEL’000 GEL’000

Loans from European Bank for Reconstruction and Development 10,409 10,325
Loans from World Business Capital 2,529 -
Loan from Ministry of Finance 2,253 3,125
Loan from the National Bank of Georgia - 2,100
Other 128 131
15,319 15,681

Breach of covenants

As at 31 December 2009 and 2008 the Group had breached the covenant requiring the Bank to earn
a net profit for loans from the Ministry of Finance (MOF). Per the loan agreements with the MOF
if any loan covenant is 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 27 and 36.

25 Other liabilities

2009 2008

GEL’000 GEL’000

Payables for payments processing systems 984 1,268

Taxes payable, other than income tax 225 49

Accrued expenses 39 170
Other 24

1,272 1,487

26 Equity
Issued capital

The authorized share capital comprises 6,700,001 ordinary shares (2008: 6,700,000), with a par
value of GEL 1 per share, from which 5,912,000 were issued, paid and outstanding as at
31 December 2009 (2008: 5,912,000).

Share premium

During 2008, the Group 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 Group.

Dividends

Dividends payable are restricted to the maximum retained earnings of the Group less general
reserves as recorded in the Group’s statutory accounts, which are determined according to the
legislation of Georgia. Subsequent to 31 December 2009 no dividends have been declared by the
Group.
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27 Risk management

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

Risk management policies and procedures

The Group’s risk management policies aim to identify, analyse and manage the risks faced by the
Group, 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 Group 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 Group is responsible for monitoring and implementation of risk
mitigation measures and making sure that the Group operates 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 Group 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 Group’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 Group’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 Group. Market risk limits are approved by Management Board based on
recommendations of the Treasury Department.

The Group 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.
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The management of interest rates risk, component of market risk, by monitoring interest rate gap is
supplemented by monitoring the sensitivity of the Group’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 Group’s income or the
value of its portfolios of financial instruments.

The Group 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 Group’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 2009 and
31 December 2008 is as follows:

2009 2008
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
100 bp parallel increase 47 47 (54) (54)
100 bp parallel decrease (47) 47 54 54

Currency risk

The Group 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 Group’s exposure to currency risk at
year end refer to note 37.

An analysis of sensitivity of the Group’s profit for the year and equity to changes in the foreign
currency exchange rates based on positions existing as at 31 December 2009 and 2008 and a
simplified scenario of a 10% change in USD and Euro to Georgian Lari exchange rates is as
follows:

2009 2008
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
10% appreciation of USD against GEL (709) (709) 640 640
10% depreciation of USD against GEL 709 709 (640) (640)
10% appreciation of EUR against GEL (153) (153) 429 429
10% depreciation of EUR against GEL 153 153 (429) (429)
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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 Group. The Group 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 Group’s credit risk. The Group’s credit policy is reviewed and
approved by the Management Board.

The Group’s credit policy establishes:

e Procedures for review and approval of loan/credit applications;

e Methodology for the credit assessment of borrowers (corporate, small and medium size
companies and retail);

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

e Methodology for the evaluation of collateral;

e Credit documentation requirements;

e 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 Group’s
Legal, Accounting and Tax departments depending on the specific risks and pending final approval
of the Credit Committee.

The Group 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
Group. The current market value of collateral is regularly assessed by either independent appraisal
companies or the Group’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 Group’s maximum exposure to on balance sheet credit risk is generally reflected in the

carrying amounts of financial assets on the statement of financial position. The impact of possible
netting of assets and liabilities to reduce potential credit exposure is not significant.
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The maximum exposure to on balance sheet credit risk at the reporting date is as follows:

2009 2008
GEL’000 GEL’000

ASSETS
Due from the National Bank of Georgia 5,333 4,511
Placements with banks 15,514 13,242
Loans to customers 54,835 63,531
Held-to-maturity investments 5,596 3,076
Other assets 1,877 1,438
Total maximum exposure to on balance sheet credit risk 83,155 85,798

For the analysis of concentration of credit risk in respect of loans to customers refer to note 15.

The maximum exposure to off balance sheet credit risk at the reporting date is presented in note 29.
Liquidity risk

Liquidity risk is the risk that the Group 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 Group. 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 Group 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 Group’s liquidity
policy is reviewed and approved by the Management Board.

The Group 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 Group 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;

e 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 Group as a
whole.
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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 Group are presented to senior management on a weekly basis. Decisions on the Group’s
liquidity management are made by the Management Board and implemented by the Treasury
Department.

The Group also calculates mandatory liquidity ratios on a daily basis in accordance with the
requirement of the NBG. The Group was in compliance with these ratios during the years ended
31 December 2009 and 2008.

The following tables show the undiscounted cash flows on the Group’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 Group’s expected cash flows on these financial liabilities and
unrecognized loan commitments may vary significantly from this analysis.

The position of the Group as at 31 December 2009 was as follows:

Demand
and less From From From More Total
than 1to3 3to6 6to12 than gross  Carrying
GEL’000 1 month months months months 1 year amount amount
Deposits and balances
from banks 924 - - - - 924 924
Current accounts and
deposits from customers 57,186 4,852 3,700 14,030 4,013 83,781 81,416
Other borrowed funds 2,278 1,832 24 1,805 11,114 17,053 15,319
Other liabilities 875 51 - 91 30 1,047 1,047
Total 61,263 6,735 3,724 15,926 15,157 102,805 98,706
Credit related
commitments 17,167 - - - - 17,167 17,167
The position of the Group as at 31 December 2008 was as follows:
Demand
and less From From From More Total
than 1to3 3to6 6 to 12 than gross  Carrying
1 month months months months 1 year amount amount
Deposits and balances from
banks 6,924 6,924 6,872
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 borrowed funds 3,108 2,888 - 1,785 9,785 17,566 15,681
Other liabilities 1,219 219 - - - 1,438 1,438
Total 61,492 8,015 2,360 7,746 12,131 91,744 88,837
Credit related
commitments 19,456 - - - - 19,456 19,456
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To manage the liquidity risk arising from financial liabilities, the Group holds liquid assets
comprising cash and cash equivalents and Government bonds for which there is a liquid market.
These assets can be readily sold to meet liquidity requirements. Hence, the Group believes that it is
not necessary to disclose a maturity analysis in respect of these assets to enable users to evaluate the
nature and extent of liquidity risk.

The key measure used by the Group for managing liquidity risk is the ratio of net liquid assets to
deposits from customers. For this purpose net liquid assets include cash and cash equivalents and
investment grade debt securities for which there is an active and liquid market less any deposits
from banks, debt securities issued, other borrowings and commitments maturing within the next
month. The reported ratios of net liquid assets to deposits from customers at the reporting date and
during the reporting period are as follows:

2009 2008
GEL’000 GEL’000
At 31 December 22% 10%

A similar, but not identical, calculation is used to measure compliance with the liquidity limit
established by the NBG.

For further information on the exposure to liquidity risk at year end refer to note 36.

28 Capital management

The NBG sets and monitors capital requirements for the Bank.

The Group 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 2009, this minimum level is 12%. The Group was in compliance with the statutory
capital ratio during the years ended 31 December 2009 and 31 December 2008.

29 Commitments

The Group has outstanding commitments to extend loans. These commitments take the form of
approved loans and credit card limits and overdraft facilities.

The Group 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 Group also provides guarantees by acting as settlement agent in securities
borrowing and lending transactions.

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 reporting date if counterparties failed completely to
perform as contracted.
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2009 2008
GEL’000 GEL’000

Contracted amount
Undrawn credit line commitments 2,230 2,022
Undrawn overdraft facilities 4,416 7,796
Letters of credit 361 232
Guarantees 10,160 9,406
17,167 19,456

The total outstanding contractual commitments above do not necessarily represent future cash
requirements, as these commitments may expire or terminate without being funded.

As of 31 December 2009 and 2008, the Group had no customers, whose balances exceed 10% of
total commitments.

30 Operating leases

Leases as lessee

Non-cancelable operating lease rentals are payable as follows:

2009 2008

GEL’000 GEL’000

Less than one year 492 386
Between one and five years 97 387
589 773

The Group 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 516 thousand was recognized in profit or loss in respect of operating
leases (2008: GEL 630 thousand).

31 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 Group 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 Group’s property or relating to the
Group’s operations. Until the Group obtains adequate insurance coverage, there is a risk that the
loss or destruction of certain assets could have a material adverse effect on the Group’s operations
and financial position.
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Litigation

In the ordinary course of business, the Group 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 Group.

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 Group, if the authorities were successful in enforcing their interpretations, could be
significant.

32 Related party transactions

Transactions with the the members of key management

Total remuneration included in personnel expenses (refer to note 10):

2009 2008

GEL’000 GEL’000

Members of the Supervisory Board 339 714
Members of the Management Board 589 448
929 1,162

The outstanding balances and average interest rates as of 31 December for transactions with the
members of the Board of Directors and the Management Board are as follows:

2009 Average 2008 Average

GEL’000 interest rate, % GEL’000 interest rate, %
Consolidated statement of financial
position
ASSETS
Loans to customers 748 17% 1,255 14%
Other assets 300 - 500 -
LIABILITIES
Current accounts and deposits from
customers 531 4% 370 6%
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Amounts included in profit or loss in relation to other transactions with the members of the Supervisory

Board and the Management Board for the year ended 31 December are as follows:

2009 2008
GEL’000 GEL’000

Profit or loss
Interest income 17 166
Interest expense (53) (13)

Transactions with other related parties

The outstanding balances and the related average interest rates as of 31 December 2009 and related profit or
loss amounts of transactions for the year ended 31 December 2009 with other related parties are as follows:

Close family
Entities with members of key Companies that are controlled
significant influence management or significantly influenced by
over the Group personnel key management personnel Total
Average Average Average
interest interest interest
GEL’000 rate, % GEL’000 rate, % GEL’000 rate, % GEL’000
Consolidated statement of
financial position
ASSETS
Loans to customers - - 244 19% 82 21% 326
LIABILITIES
Current accounts and deposits
from customers - - 446 6% 464 1% 910
Other borrowed funds 10,409 T% - - - - 10,409
Profit (loss)
Interest income - 12 14 26
Interest expense (730) 36) 27 (793)

The outstanding balances and the related average interest rates as of 31 December 2008 and related profit or
loss amounts of transactions for the year ended 31 December 2008 with other related parties are as follows:

Close family
Entities with members of key Companies that are controlled
significant influence management or significantly influenced by
over the Group personnel key management personnel Total
Average Average Average
interest interest interest
GEL’000 _rate, % GEL’000 rate, % GEL’000 rate, % GEL’000
Consolidated statement of
financial position
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
Profit (loss)
Interest income - - 93 93
Interest expense - 3) - 3)
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33 Cash and cash equivalents

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

2009 2008

GEL’000 GEL’000

Cash 12,089 9,052
Due from the National Bank of Georgia — nostro accounts 3,446 3,216
Placements with banks — nostro accounts 7,796 9,949
23,331 22,217

34 Fair value of financial instruments

Management believes that the fair value of the Company’s financial assets and liabilities
approximates their carrying amounts.

As disclosed in note 16 the fair value of unquoted equity securities with a carrying value of
GEL 54 thousand (2008: GEL 54 thousand) could not be determined.
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35 Average effective interest rates

The table below displays average effective interest rates for interest bearing assets and liabilities as at
31 December 2009 and 2008. These interest rates are an approximation of the yields to maturity of these assets
and liabilities.

2009 2008
Average effective interest rate, % Average effective interest rate, %
Other Other
GEL USD EUR currencies GEL USD EUR currencies
Interest bearing assets
Due from the National Bank
of Georgia 0% 0.5% 0.5% - - 2% - -
Nostro accounts with banks 1% - - - 8% 2% 3% -
Placements with banks 4% 4% - - 10% - 3% -
Loans to customers 18% 20% 20% 19% 18% 20% 18% 22%
Held-to-maturity
investments 8% - - - 12% - - -
Interest bearing liabilities
Deposits and balances from
banks
- Vostro accounts 3% - - - 13% - 5% -
- Term deposits - - - - 15% 7% - -
Amounts payable under
repurchase agreements - - - - 9% - - -
Current accounts and
deposits from customers
- Current accounts and
demand deposits 4% 5% 2% 1% 6% 5% 3% 3%
- Term deposits 12% 11% 11% 10% 13% 10% 8% 10%
Other borrowed funds 0% 6% - - 13% 7% - -
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36 Maturity analysis

The following table shows assets and liabilities by remaining contractual maturity dates as at 31 December 2009.

Assets

Cash

Due from the National Bank of Georgia
Placements with banks

Loans to customers

Available-for-sale assets

Held to maturity investments

Assets held for sale

Property and equipment

Intangible assets

Other assets

Total assets

Liabilities

Deposits and balances from banks

Current accounts and deposits from customers
Other borrowed funds

Deferred tax liability

Other liabilities

Total liabilities

Net position as at 31 December 2009
Net position as at 31 December 2008

JSC BasisBank
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Less than 1to3 3 months 1toS More than No
1 month months to 1 year years 5 years maturity Overdue Total
GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
12,089 - - - - - - 12,089
5,333 - - - - - - 5,333
15,514 - - - - - - 15,514
3,248 5,741 23,690 19,802 1,689 - 665 54,835
- - - - - 54 - 54
- - 5,596 - - - - 5,596
- - 4,469 - - - - 4,469
- - - - - 12,708 - 12,708
- - - - - 183 - 183
2,122 - 300 1,208 - 5,104 - 8,734
38,306 5,741 34,055 21,010 1,689 18,049 665 119,515
924 - - - - - - 924
56,892 4,608 16,707 2,726 483 - - 81,416
2,278 1,734 1,445 8,252 1,610 - - 15,319
- - - - - 235 - 235
1,100 51 91 30 - - - 1,272
61,194 6,393 18,243 11,008 2,093 235 - 99,166
(22,888) (652) 15,812 10,002 (404) 17,814 665 20,349
(17,235) 2,882 9,293 9,499 1,775 12,680 3,159 22,053

Due to the fact that substantially all the financial instruments are fixed rated contracts, these remaining contractual maturity dates also represent the contractual

interest rate repricing dates.

The amounts in this table represent the carrying amounts of the assets and liabilities as at the reporting date and do not include future interest payment.
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Management believes that diversification of these customer accounts by number and type of
depositors, and the past experience of the Group indicates that these customer accounts provide a
long term and a stable source of funding.

37 Currency analysis

The following table shows the currency structure of assets and liabilities at 31 December 2009:

GEL USD EUR Others Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
Assets
Cash 6,012 3,130 2,884 63 12,089
Due from the National Bank of
Georgia 3,089 1,632 607 5 5,333
Placements with banks 4,017 8,736 2,502 259 15,514
Loans to customers 22,318 28,900 3,608 9 54,835
Available-for-sale assets 54 - - - 54
Held to maturity investments 5,596 - - - 5,596
Assets held for sale 4,469 - - - 4,469
Property and equipment 12,708 - - - 12,708
Intangible assets 183 - - - 183
Other assets 8,062 636 36 - 8,734
Total assets 66,508 43,034 9,637 336 119,515
Liabilities
Deposits and balances from
banks 923 1 - - 924
Current accounts and deposits
from customers 42,329 29,299 9,515 273 81,416
Other borrowed funds 128 15,191 - - 15,319
Deferred tax liability 235 - - - 235
Other liabilities 376 656 211 29 1,272
Total liabilities 43,991 45,147 9,726 302 99,166
Net on balance sheet position
as of 31 December 2009 22,517 (2,113) (89) 34 20,349
Net on sheet positions as of 31
December 2008 21,811 709 (2,614) 2,147 22,053
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38 Acquisitions

Acquisition of subsidiary

On 29 September 2009 the Group acquired 75% of the shares in Paladi Imperial for GEL 2,512
thousand. The transaction was settled by the repayment of a problem loan.In acquiring the shares,
no significant transaction costs were incurred.

The acquisition of the shares has been treated as an asset purchase as the subsidiary had ceased
trading at the time of the acquisition.
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