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STATEMENT OF THE CHIEF EXECUTIVE OFFICER

“Basisbank” is stable, reliable and client oriented Bank.

We are proud to be one of the strong, firm and trustworthy
financial institutions in Georgia notable for our flexibility and
reliability. We have continued to achieve positive results and
sizeable annual growth rates as in previous years.
Considering existing tough competitive environment in the
banking industry, it is noteworthy that we have quite
impressive number of significant clients.

Not only are we oriented on offering innovative products and
personal comfort to our customers but also on continuous
improvement and perfection of the internal procedures in
order to be in line with our Clients' needs and expectations.
Along with the ongoing branch network expansion, we have
continued to introduce up-to-date technologies and
enhance professional level of our staff. We are proud to
state that we have managed to build and maintain strong
enduring relationship with our partners, customers and
employees, thus making ourselves even more flexible and
efficient.

“Basisbank” has always supported local manufacturing, and
now, it is even more actively involved into the development
of small and medium sized enterprises pursuing its firm
belief that growing of small and medium sized business will
make the country's economy stronger. One of the clear
proves of our support was the Bank's readiness to involve
into the one of Thbilisi City Hall projects “Start Business with
the Help of Thilisi City Hall” within the framework of which a
number of companies received financial support. Moreover,
it is worth mentioning another project of Thilisi City Hall
“New Life of Old Thilisi” within the scope of which one of the
winners, a construction company was able to complete
construction works of tenement house through Basisbank's
support.

The Bank has long history of charitable giving and
philanthropy. On the part of social responsibility we prioritize
promotion of education in the country. Basisbank maintains
a special “education fund” for the purposes of facilitating
education process through granting possibility to a number
of talented children from poor families to receive well-
deserved education.

STATEMENT OF THE CHIEF EXECUTIVE OFFICER

We have stayed committed to the directions and principles
we have been following over the years which proved to be
the right choice and the increasing number of our customers
is good evidence of it.

Based on our positive results, we are encouraged to believe
in our further and continuous success!
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BRIEF OVERVIEW

GENERAL OVERVIEW

Owing to the prudent policy and stability of Georgian banks,
public confidence in financial institutions has risen
dramatically in recent years. Financial sustainability and
resilience of Georgian financial sector, on its part, had a
positive impact on the country's economic growth.
Basisbank is proud to be one of those financial institutions in
Georgia that are notable for sizeable growth and reliability.
The Bank stands out for its strong image of being one of the
most stable and progressive banks with sound basic
principles throughout 18 years of operation in the market.
Success and flexibility of the Bank has awoken great
interestamong potential investors.

Along with its continuous striving for sustainable and rapid
growth, the Bank is actively involved in helping other
businesses to develop and enhance their activities in the
country. Basisbank has always prioritized promotion of
small and medium sized enterprises, extending essential
support and adopting sound and flexible banking policies
that have contributed to the considerable development of
SMEs from their start-up till their growth and expansion
stages. By offering personalized approach to its customers,
Basisbank remains the most customer-oriented financial
institution in the market.

The bank provides its products and services to large public
and private companies paying at the same time significant
attention to serving individual customers as well. It is
noteworthy that despite tough competitive environment, the
Bank's sound policy, flexibility and stability ensures
permanent growth of the existing customer base annually.

As in previous years, the main priority of the Bank for 2010
was to develop and improve Banking products and services.
Basisbank is one of the leading financial institutions in
Georgia in terms of variety products  and innovations.
Recently special attention has been paid to the distance
banking operations, especially to internet banking services
and automated utility transfers. We are a bank of choice to
the Customers, who appreciate and recognize quality
services. In order to be in line with the Client's needs and
expectations, Basisbank continuously offers innovative
products, such as “Useful Business Loan” or transactions
via Instant Payment Systems.
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BRIEF OVERVIEW

Highly qualified and professional team of the bank ensures
that quality of the banking products and services is
maintained on a constant basis. Over the last two years, top
international consulting companies, DAl EUROPE and
BANK WORD have been working in Basisbank to help the
bank's staff in obtaining and implanting the most efficient
banking techniques and methods based on the best
international practices.

Basisbank will stay committed to SME development in the
future. At the same time, the bank will bring to a focus
development and promotion of agribusiness through
increased number of new agro loans. The Bank intends
expanding its branch network and introducing additional
products and services to meet increasing demand of its
customers.
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BUSINESS PROFILE

SERVICE CENTERS MANAGEMENT

Against the background of rapidly expanding banking sector
Basisbank is becoming more and more efficient and
competitive. Being effective from the date of its
establishment and overcoming serious consequences of
the recent economic and financial downturn, the Bank
achieved significant success in 2010. Along with its highly
qualified and trained staff, Basisbank, remains committed to
working on the improvement of services provided, making
them more flexible and efficient. The year was successfulin
retail banking business as well.

The number of Basisbank's depositors increased by 35% in
2010.

Taking into account an increasingly competitive
environment existing in the banking sector nowadays, the
Bank's key priority is to expand its services across the
country. In the way to perfection of services provided,
Basisbank actively cooperates with its Customers. From
2010, the Bank began to investigate the needs and
expectations of the Clients, in order to consider the
corresponding changes in daily banking activities.
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BUSINESS PROFILE

Based on conducted numerous surveys many procedures
of the Bank have been simplified and improved. For
instance: finding optimal locations for service centers and
ATM's or increasing working hours of Service Centers.

It is worth mentioning one important event — acquisition of
the three-storey building at #1 Ketevan Tsamebuli Avenue
as a new corporate headquarter for the Bank.

Buying this property is not just an ordinary purchase; itis an
evidence of permanent growth, stability and reliability of the
Bank achieved through the hard work and dedication.

Additionally, a new service centre was opened in Thilisi at
#5 Politkovskaya Streetin 2010.
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BUSINESS PROFILE

SME DEPARTMENT

The whole 2010 was a period of transition and changes for
SME Department. All objectives and targets were reached.

Expansion of credit limits at the beginning the year led to
positive results eventually. Transition to crediting of the new
segment passed smoothly, without any obstacles.

raise

Various internal trainings were conducted to

professional level of SME and other departments
employees. Itis noteworthy that SME Department members
were involved into the trainings conducted and international

organized aswell.

Significant measures were carried out in the direction of
personnel management: a number of probationers were
trained and employed, productivity level of the department
increased that had a positive impact on the efficient
functioning of SME department. Additionally, internal
promotions and transfers were carried out for professional
development.

In pursue of working processes perfection, existing
procedures were updated and new manuals and
procedures were created. 2010 ended with positive growth
of SME portfolio. SME portfolio increased by 97, 4% while
number of overdue and non-performing loans decreased
significantly.

Taking the abovementioned data and competitive
environment into account, it can be stated that overall
performance of SME department in 2010 was quite
productive.

the
department was able to maintain and improve quality of
loans.

Against the background of SME portfolio growth,
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BUSINESS PROFILE

CORPORATE DEPARTMENT

In 2010, Banks significantly reduced interest rates and
simplified lending procedures to meet the increasing
demand of their clients.

Despite tough competitive environment, Basisbank's
Corporate Department made its every effort to considerably
increase the volume of credit portfolio at the beginning of the
year which remained a major source of income for the rest of
the year.

Corporate department increased the share of corporate
client deposits by 30% to support loan portfolio growth
through additional free resources. Significant changes were
made to the personnel of the Corporate Department as well.
The number of employees increased, which led to efficiency
and productivity of the division.

The year 2010 turned to be quite successful for Corporate
Department. From 2011, the Department plans to eliminate
the flaws and achieve perfection in activities.
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30b MomEgbmds gom®mdog s,
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BUSINESS PROFILE

SALES AND PERSONAL SERVICE DEPARTMENT

In 2010, Sales and Personal Service Department was
actively involved into the loan products selling process. The
share of loans granted by the Department constituted 12%
of the Bank's total loan portfolio by the end of 2010. Key
areas of focus for the year were selling of Business and
Mortgage Loans to SME Segment as well as attraction of
time deposits. As a result, the number of time deposits
increased by the end of the year.

Sales and Personal Service Department doubled the
number of employees in 2010. The Sales team received
various trainings and attended various development
programs in lending, operation and legal issues.
Additionally, retraining sessions organized by DAl EUROPE
and BANK WORD experts, as well as trainings for new

employees, were conducted throughout the year.
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2010 Bemob 0563560-0360b0 @30 MM 3gMomoo ngm
HRM asbgmgomgdobogal. DAI-b  3mbbam@eb@mab
900 3s3bymxzgamgbsd Iqndomds ©snbym dgdwga
09398%g:

* bogmad3dgblbazom3s39@0;
*  badmgdom bob@gds;
*  Lobgmagabm bob@gds.

©onbgMas Pay Grade-ob osbomo bLob@gds. 3mbozngdn
o0ym bogggbnMmgdoc.

aobabmes bagmd3gbbaom 3s3980, MmIgmoai sbggg
8033mmos Pay Grade bLob@dgdsbomob. 3sbdn Jgbmmos
3M035@gMndmyMo, 30MEsd0oMn ©s sMad0MmEadoMmn
9mg896@gdn, Mmam@oazss d39dmmgds, Ladgoonbm
©obm3g39, LbBsgmolb ©oxgabsbbgds, LoGgmgxmbm
m080@0, dgmogomnsba bgbbo ©s o.3. sbggg, dgoddbs
369806980l sbamo Lobgds, HmIgmas 30ddymo 0gdbgds
mmam@ s Pay Grade -%g, sbggg395obgdab bab@gdsby.

»00D0bdS6 30" Ladyomgdal odmagsb mazal ©0b653dEM3-
mgdlb 35633039 g003900mb boMdo@gdnma 3oMogMme.
056533dMmBgmos 80%-mg0lb LEMGgE ,d5BobdsE3N" nym
306390 badbabyMo s LEmMgw 99 Fosmbogl Bomds@gdsol
05 3oM0g@em Bobbgmab. 356330 Bomamns ms653dGmBgem-

»d mose®mdol dshz969dgm0, Mody dg@&yzgmgdl
80000 badmdom bGogo.

006583Mm3gmms bLagdd0sbmdab gx9d@0sbmdabs o

3OmEd@ogmmdol sbsdommgdmow  &Mgnbnby-3Mmmag-
5398L 5 56583HMImal 3BMPgbomm asbznmomgdals
00 YMomgds 94(3939. d9630L 89bgx3g6@L go3bm-
dogMgdgmo 543L 08 @mbobdngdgdal 3M0bz03ymo
360d3bgmmds s Do oMol asbobommlb ygmggmo
056533dMmBmol Bng® 0bongnmsmame dmmbmgboemn
6930b3ngM0 L3gnomndgdyma GMgbabao.

2010 bemolb dmemb, GFmooogmae, 35633 msgal
0060336MBmgdlb dmbym 3mE3mGs@omo Lamsedm.
Bemggobmgmo Lamadm aobbbgegmgdmems Babs begdals
LoMadmgdaligob gobbs 3o gdmmo gm@mds@oo.
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BUSINESS PROFILE

HUMAN RESOURCES AND ADMINISTRATIVE
MANAGEMENT DEPARTMENT

Period between January-June of 2010 was really busy for
HRM Department. The team, together with DAI experts,
started working on the following issues:

¢ Compensation Package
¢ Bonus System
* Payment System/Wage Plan

Anew Pay Grade system was implemented. Positions were
divided into grades/levels.

Compensation package including nonmaterial, direct or
indirect benefits such as vacation, health insurance, funding
for trainings, phone limits, low interest loans etc. were
updated as well.

The new employee Bonus System is based on Pay Grade
and Valuation systems.

Basisbank offers its employees excellent career growth
opportunities within the Bank. As a matter of fact, Basisbank
is the first work place for 80% of its employees and many of
them achieved success and made careers right here. It is
remarkable as well that loyalty rate among employees is
very high.

Staff development and training programs are the key
priorities here. The Bank acknowledges the importance of
necessary knowledge, skills and competence of its
employees and is open to consider interest of each
employee concerning specialized trainings for professional

development.

At the end of 2010, BB traditionally arranged annual
corporate event for all employees. It was long remembered
and extraordinary party with delicious corporate cake,
valuable gifts, much fun and entertainment. The survey
based contents revealed winner in various nominations,
and of course Mr. and Miss Basisbank were chosen.
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adbamo Bl a0b3s3mmdadn ,30b0bds630“  33mazs(3
9ODZNMS© 0(35305 Mo30L 3M0mEn@ gL s sgMmdgmagdos
adbsmmgdol bgmdgdbymda 3Gmgd@gdol gobbmE(30g-
mgdab. gobsommgdal byggmmdg dbEHmbgs ,d5D0bds6 b
3M0m@m0@ g0 bmsosmymo 3sbbabdggdmmdbol gmboo.
3mbobndbagns, Mm3 386330339 3gmmbg bgmos smbgdmadl
»39b0mmgdab gmbron®, Mm3mob goMamagdda(s gobsomyg-
30b Lo3bobBGEOMLMS6 s Lbgomabbgs Mdsmmal Lobbsg-
mgdmgdmsb gMmom, sMsgMma Labomagdmm 3Mmmgd@o
356bmM(309mms, bgmgdo MHmammoagss:  bLEMEYbE M
LabBogmm 3MMaMadgdal sxAbaBLYdS, dob3al babgmm-
d0m0 bEBN396007d0b 53935 s bbgamabbgs LEMLybE M
3Mbx39Mg6(30980L @oBbBLYLS.

omool bLabgmdbogm wbogg®bodg@ob Lamzgogbm

LENEIEEJo0 ,05DabBS63T" MGG M  3MI30yGg-
1906000 @OSKOIOMIS.

dmoms Oqbomseggmob bobgmdbogm  boggmbodg@3da
»03D0L6630L" Bbamoggfom Ro@omms badgbogmm
3mbxygMgbzns, MmBgmdoi Jommggrm 393609693006
9Omo©, 3mbsbomgmds ,6gmexz0@-Mamb ol babgrmmdals
mB0g9Mbd 9@ 0L BoMmBmBomagbmgdds(s Joomgl. sagmsy,
35630L g0bsblyma bsMeaggom, 3Mgdmmoal baboo
a58m0(30 3mbgzgMgb300l Bobomagda. smbobadbagos, MmA
dbgogbds dgbzg®gdds Lob@gds@omma babosmo donemm,
9L 339 »00Dabdsb30LY FogM ©axgnbsbbgdmma Fgmmg

LogHmodmEobm 3mbggMmgbzns aobmogm. dsbzn 7@ on-
MO M3653dMmMBrmmL bbgoabbgs oM@ bome «mboggm-
Lo 9&gdmsb.

SOCIAL RESPONSIBILITY AND
CHARITY

CHARITY, PHILANTROPY AND SOCIAL
RESPONSIBILITY

Basisbank remained loyal to its priorities and traditionally
continued supporting education projects in 2010. For more
than 4 years the Bank maintains a special “education fund”
within the framework of which a number of useful projects
have been successfully fulfiled. Such as: financing
students' education programs, granting scholarships on
behalf of the Bank and funding various student seminars.

As part of the project aimed at stimulating and supporting
youth education, Basisbank awarded highly performing
students of llia State University with personal computers.

With the support of BB, a scientific conference was held at
Shota Rustaveli State University, which brought together
Georgian scientists and the representatives of
Southwestern University “Neophyte Rilsky”. Basisbank
supported publishing of the conference findings.

It is noteworthy that such meetings became systematic.
Abovementioned event was the second international
conference funded by the Bank.

In a response to the initiative of Georgian Government to
replenish public school libraries, Basisbank purchased
more than one hundred educational and home-reading
books for schools. In the framework of the stated initiative,
Chief Executive Officer of BB Mr. David Tsaava and Minister
of Education and Science Mr. Dimitri Shashkin, presented
books to the library of Thilisi public school #45.
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?35D0b35630L” agbgMomuMmds @aMgd@m™Mds, ©sgom
(390393 ©d LagoMmggmmb asbsmmgdobs s 3g(360gMgdals
30b0b& ™3>, 030G Mo 353 30635 Mdoemabol Ne45-g bogsmm
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35630 g08mgbdan@s 36gbawgb@nbs s gobocmmgdobs o
3936096930l Lo3obabGMmL
d0dmommgygdol dg3bgdal dgbobgd ws Lymmobogol

0bo(z00@035L  Lgmmgdals

Labbogmm-393g(36g60mn s FbsGzMmmn  gmabascgdy
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»00D0bdS6 30" RogMom mdomabol 3gMoal  3GMmgd8dn
»0506yg 30bbgbo mdamoabol 3gMoal @obdomgdom®.
3Omagd@o 0mzomabBabgdl d0bbgbol ©obygdobs o
o®bgdymo 3306y o bLodgomm dobbgbal asobzomomg-
d0bmgab bogoMm @egnbsbbgdol Bnmgdsdn dbommaggmab.

»domabol dg@oals 3Gma@sdol ,,dggmo mdamobols sbamo
LogmEbmab® gomamgddo asdstgzgdnmds gHm-gHmds
Lo3dgbgdmm 3MB356053 ,domgmod) 3obds” Pnwdgdo,
LEObabEmogbzol Jnhadg  @osbEmms bLobmgMgdgma
bbb 339b69dmmds. s0bsbndbogns, MM ,d5bobds6 335"
339693mmd0b EobasbEGYmgdmon 3m33sbaol xo8d0n
asbemmgdom 300 000 533 ommomal megbmdal 3gon@n

353mym.

24 mgd@m3dg@aL, LabGMdmm “Goabmb demey nggMasda”,
LogHmedmEobm sMdodgd&nmnmoa 3mbznmbol, “stmdo-

&9d&nOgma 369800 20107-0b @oxom@mMgdal (396 93m-
Bosmo gondstms.

SOCIAL RESPONSIBILITY AND
CHARITY

In 2010, BB took active participation in the projects
organized by Thbilisi City Hall: The project “Start Business
with the help of Thilisi City Hall”, was aimed to encourage
development of start-up and SME business through
financial support, and the project “New Life of Old Tbilisi”
within the framework of which one of the winner construction
company “Thilelit House” completed construction works of
residential house located at Stanislavsky Street. Amount of
the credit allocated by BB for completion of the constructive
activities was around 300 000 USD.

On October 24, 2010 Radisson Blu lveria Hotel hosted
award ceremony of the international architectural
competition “Architectural Bonus 2010”.The competition is
held annually under the auspices of Thilisi City Hall. For the
second year in a row, BB participated in the architectural
eventas one of the local sponsors for the ceremony.

With the support of Basisbank, the first telecommunication
event “TMG — Telecom Meeting in Georgia” was held, where
the representatives of local telecommunication companies
were given an opportunity to meet and network with foreign
colleagues.

17

The Event Hall hosted a solemn, conclusive ceremony of

the year organized by the Ministry of Sports and Youth
Affairs of Georgia in 2010. Culmination of the event was
announcement of the best sportsman of the year. The main
prize 5000 Gel set by BB went to David Zikarishvili, a rugby
player.
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3Mbgn@bo mdomobol dgMonlb ggowom ymggmBmon®ao

GoM@gds. 99339 Igmeg Bgmas ,85b0bdsb 30" 5xbadbyma
3Mb3nEbab 8bomoodggMoms dmmabos.

»00D0L356 3oL BboMEaggMnm gondsmms 3afggmoa ba@gmgzmdnbagszom mmbabdagds , TMG —Telecom Meeting in Georgia®,
MmBgmdy(3 PEbmca Loggmggmdnbogaom 3m33sabonl BoMBmBowmagbmgdds  gadsmmgl dgbggomgdo sgommdmagn
3933063533 9mmdab 3m335609dmsb.

00b0dbymn  mmbabdagds 860d36gmmgabo dmgmgbss Jomoymo  Ggmgzmdnbogsionl gsbgomamgdabmgal. JeGormm
3mMB8356098L Ladnamads gdmggem, baddnsba 3933060 E3YsMMb @ 3bmgm oM GbomMgdmsb.

goma®@Imbool ,039600 3mmda" Lodomngzgmmb bL3m@Enbs s
sbomasbMmomdal bLsgdgms LsBabob@®mmd 2010 Bemob
9301589090 babgodm mmbabdogds asdsmma. mmbBabdngdals
30m30b6s(300 Bralb Loy zgogbm L3MEELIgbob obobgmads
ogm. dm@oadgl, mognm bomMogodgomb "dobabdsbzds”

gmo©o gormm -5 000 momo gosbge.
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2010 Bgemo ,60b0bds630bmz0lL" aom@e@gbol Bgma aym.
m&bmosbo boMormaggdab dg3mama, dgbadmagdgmo goboos
dombg 9MobGedamyM aomgdmdo, domamon 3mb nMgbzonl
3mbdy, Brmob sgdoma dgogaom @aLEMmgds. 356300
dog® 2010 Beob dggagdom @ogodbomgdmmads 630bos
dmaqdod dgowaanbs 1.8 domombo moa. Bemol dmenmb
3gm3amgdoom 85630l domnsbo s4@&ng9d0b DM dmbos
17% 0> 3goanbs 140 doemombo emato (2009: 119 Bagmomba
o0, 2008: 111 80mombo mama).

2010 Bgmb aodxmdgbos 856306 bam3gMsaznm dgogan,
Lom3gMogam 3maqded aMgbgMzgdomg 3.2 3mb oo
99003069, M3 40% -00 39 8)0s JoMdobogem dohzgbgdgmdy
(2008: 2.38emb,2007: 4.5 3mb).

31 ©9398360b dpagmdsmgmdom, d5b30L bosgdiom
3930@omads Jgoanbs 22 Jomombo momo, Ladgoe-
dbgozgmm  3o30@omds - 17.8 Jommombo mofn, Bemals
©obobBynbosb 65630 3o30@omal vg339@YMMdals
399803096839, bgd-0b g0sbg960dgdom, dgognbs 15%-0
(80b08semm@o dmmbmgbs dgoanbl 12%).

2010 Bemol dmemb dpgmdsmgmdoom, babgbbm 3mm@ygmo
Bemob gob30gmmdadn godym@om gondades 17%-00.
3603369mmgsbos, M3 Bmol gob3sgmmdadn, dHws
dofoomomom Imbos d0bbmdmng LgadgbBgddg - dadbgl
LgdB™EDY as398mm Lybbgdda, SME bLgbbgdolb Lodmsmm
3m&MEBgmo 350baMEs 50%-00, b bazomm abbgbals
6sbomdo - 0d3moggzgma Lgbbgdo 18%-0m. 2010 Bgemb
86093b9mmzbo gondxmdgbos 3mmEBgmalb baGabbo.
Lgbbgdds, HEMIgmms 3odg8S(30mmgds 5¢gds@gdmes 30
gL, Bmob dmemb dgognbs 3mG@agmab 2.4%. 2009
Bl gb dohggbgdgmo oym 3.6%.

2010 Beob gs6303mmdoda Lobgbbm 3m@mEGggmds
BOELMOD gMmoE asbozes 360d3bgmmzaba  bamab-
bmdMogo gondxmdgbgds. bagMomm Mgbgmgo stnb 3.36%,
2008 Bgemb 5.57%. 50bodbymon 30 mg39b@gm Lodsbzm
Lob@gdsdn, gMm-gMma yzgmody MBM™M sdasemn dshgg-

6gdgmoo.

356390 a0bgMas bONMB3gmymanl Bgigebgdal sbaoemn
doagmdgdo, Mol Jgogaswsl gondxmdgbgdagmos
bgbbgdob MdENBbzgmymazal bamabbo, Mos LogHdbmdmaw
53(30698b 3mBogamn baMmamgdal sedacmmdsb.
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RESULTS ACHIEVED

RESULTS ACHIEVED

BB navigated its way through another challenging year.
Against the background of difficulties, instable environment
and tough competition, the Bank managed to achieve
positive results in 2010. BB ended the year with net profit of
1.8 million GEL and assets of 140 million GEL. Total assets
of the bank increased by 17% in comparison with the posted
results in the previous year. (2009: 119 million GEL, 2008:
111 million GEL).

In 2010, the Bank's operating results improved significantly.
Operating income before provisions equaled to 3.2 million
GEL, an increase of 40% compared to the previous year
results. (2008: 2.3 million GEL, 2007: 4.5 million GEL).

For the year end, total shareholder equity and regulatory
capital of the Bank constituted 22 million GEL and 17.8
million GEL respectively. Based on NBG calculations, BB's
capital adequacy ratio stood at 15% from the beginning of
the year (minimum requirementis 12%).

Loan portfolio increased by 17% over the year.
mainly grew at the expense of target segments. For

Lending
instance: average portfolio of SME loans increased by
50%, while on part of Retail Business, mortgage loans
increased by 18%.

In 2010, quality of the loan portfolio improved significantly.
Share of overdue loans with more than 30 days in arrears
constituted 2.4% of total portfolio. In 2009 this figure stood at
3.6%.

in 2010, led to measurable
improvements in the quality of loan portfolio. Total reserves

Changes implemented

equaled to 3.36% - one of the lowest rates in the banking
industry. This figure stood at 5.57% in 2008.

The Bank adopted and implemented innovative approaches
for collateral valuation to avoid costly losses. Total share of
loans collateralized by real estate significantly increased. At
the end of 2009 only 56% of loans were collateralized while
atthe end of 2010 this figure stood at 66%.

During the year, BB managed to form more diversified
structure of attracted funds. Since 2009, deposit base
increased by 17% with significant growth in Time and
Saving Deposits by 37% and 24% respectively.
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o m0nobmdadn gobMmamoas dfMsogo Jmbgdoo mbMbzgm-
gmgamo bgbbgdalb Bomoa 8mmosb 3mmEggmdn. 2010
Bgmb domnsbo 3mEmEBgmob 66% qdMsgn dmbgdomas
NBENbggmymaama, 2009 Bgemb b 8oBg969d9m0 56% oym.

Brob go63s3mmdadn Rsdmysmnds dmbammoa babb&g-
dob gycm oggMmbogazamgdymo bEOYIGYMs. bopgdm-
Bo@m doDo
3609369mm3zs60 (33m0mgdgdo mbos 300056 ©s dmmbmg-
658009 ©g3mDb0@Bgdal bsBamaa, bowsz 37%-05b0 s 24%-
0560 s 5m0bndbs.

as0bomes Ra8co 17%-0m, odgwsb

2010 Bbgmb Bmbos 35630L LEOYJG Mo Medwgbady

(33@0egdy, Mol 39@gaceaE 9RO Jgdor ©0bzghs

mEa560bs30mmo LEOMIG MM, YBRO™M gB3gdENMo gobos
35630L BMbgz0mbatgds. ombsbadbagas sbggg, DAI-ab

3MbLmE@eb@gdal Mmoo 3Mm 39N gdob @obggbabs ©s
obama, 0bs3gMmmgg 8namdgdalb wobymagedn, o
Bemol 3obdombdy bmM30gmEgdmes 356306 Ladggaemm
Gammob d969%896@ 0L mdnsmm dmbsbamagdao.

2010 Brob 80:by393L mbws d0zs3nmgbma USAID-msb
308mMIgdmma 6 omombo 833 @mmaMalb LogsMob@om
bgmdg3Ommgds, Gm3moal goMamgddo dgbodmagdgmo
aobos SME Lgbbgdab LogMgoo@m Gabzob 50%-ab
3500D03930. 5xbobadbogos, ®mI gb ool USAID-00b
3oMggmo 3Mmgd&o o dmdsgomdn 0ggadgds dsmmsb
0560336MBrmdob gom®doggds.

dogbgeagom bLomoymggdobs, domamos dsbzol (36mds-
M 5anmmdMng dabamdy, ,60bobdsb3ds" ond3z00Ms
LEsdomYMa, bmzgsGmMo ©s dmdbomo bs630L 0dogo,
MMBgmdb  06533MM3mmds  babosdmgbm s Lobom-
398mma. 5mbadbyma aoMgdmgdol dgmgans 3mogb@oos
Mom@gbmdal 8dngn M.
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RESULTS ACHIEVED

A number of important amendments aimed at improvement
of organizational structure were implemented during 2010.
With the help of DAl Experts and the Bank's Middle
Management various working procedures were perfected
and formulated.

Among the main achievements of 2010, we should certainly
mention a new partnership with USAID. In September,
2010, BB signed 6 million USD Guarantee Agreement with
USAID to cover 50% credit risks of its SME loan portfolio. It
has been the first project undertaken in partnership with
USAID and most probably the beginning of deeper and
profound cooperation.

Despite the real challenges existing in the local market, the
Bank's recognition is quite high and increasing number of
loyal customers prove it to be an innovative, flexible and
stable financial institution with a solid experience and

extensive expertise in broad range of high quality products
and services.
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Thilisi Branch of KPMG CIS Limited Telephone  +995 (32) 935695
+995 (32) 982276

3rd Floor, Besiki Business Center Fax

4, Besiki str ., Internet www.kpmg.ge
Thilisi, 0108,

Georgia

Independent Auditors’ Report

To the Supervisory Board
JSC BasisBank

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 2010, and the consolidated statements of comprehensive income,
changes in equity and cash flows for the year then ended, and notes, comprising a summary of
significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

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 ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from 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 policies 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 audit 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 2010, and its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with
International Financial Reporting Standards.

Thbilisi Branch of KPMG CIS Limited
6 May 2011

Thilisi Branch of KPMG CIS Limited, a branch incorporated under the Laws of
Georgia, a subsidiary of KPMG Europe LLP, and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity.



JSC BasisBank
Consolidated Statement of Comprehensive Income for the year ended 31 December 2010

2010 2009
Notes GEL’000 GEL’000
Interest income 4 13,416 11,782
Interest expense 4 (6,606) (5,372)
Net interest income 6,810 6,410
Fee and commission income 5 3,270 2911
Fee and commission expense 6 (1,534) (1,227)
Net fee and commission income 1,736 1,684
Net foreign exchange income 7 1,754 1,386
Other operating income 8 1,606 1,474
Operating income 11,906 10,954
Impairment losses 9 (1,100) 4,379)
Personnel expenses 10 (4,998) (4,487)
Other general administrative expenses 11 (3,738) (4,176)
Profit (loss) before income tax 2,070 (2,088)
Income tax (expense)/benefit 12 (286) 134
Profit (loss) for the year 1,784 (1,954)
Other comprehensive income, net of income tax
Revaluation of property and equipment, net of income tax 173 -
Other comprehensive income for the year, net of income
tax 173 -
Total comprehensive income for the year 1,957 (1,954)

Total comprehensive income attributable to:
- Equity holders of the Bank 1,957 (1,954)

- Non-controlling interests - -

Total comprehensive income for the year 1,957 (1,954)

The consolidated financial statements as set out on pages 4 to 54 were approved by the Board of
Directors on 6 May 2011 and signed on its behalf by the management of the Bank:

David Tsaava Lia Alsanikashvili
Acting 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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ASSETS

Cash

Due from the National Bank of Georgia
Placements with banks

Loans to customers

Available-for-sale assets

Held-to-maturity investments

-Held by the Group

-Pledged under sale and repurchase agreements
Assets held for sale

Property and equipment

Intangible assets

Other assets

Total assets

LIABILITIES

Deposits and balances from banks

Amounts payable under repurchase agreements
Current accounts and deposits from customers
Other borrowed funds

Deferred tax liability

Other liabilities

Total liabilities

EQUITY

Share capital

Share premium

Revaluation surplus for property and equipment

Retained earnings

JSC BasisBank

Consolidated Statement of Financial Position as at 31 December 2010

Total equity attributable to equity holders of the Bank

Non-controlling interests
Total equity
Total liabilities and equity

Notes

13
14
15
16
17

18
19

20

21
22
23
24
12
25

26

2010 2009

GEL’000 GEL’000
11,460 12,089
17,983 5,333
5,190 15,514
63,976 54,835
63 54
7,165 5,596
2,085 -
2,338 4,469
15,764 12,708
275 183
14,096 8,734
140,395 119,515
394 924
2,000 -
95,877 81,416
18,006 15,319
551 235
1,261 1,272
118,089 99,166
5,912 5,912
5,612 5,612
2,361 2,188
8,171 6,387
22,056 20,099
250 250
22,306 20,349
140,395 119,515

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 Basis Bank

Consolidated Statement of Cash Flows for the year ended 31 December 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Interest and fee and commission receipts

Interest and fee and commission payments

Net receipts from foreign exchange

Other income receipts

Personnel expenses and other general administrative expenses
payments

Proceeds from disposal of repossessed assets

(Increase) decrease in operating assets
Due from the National Bank of Georgia
Placements with banks

Loans to customers

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

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
Cash flows from/(used in) financing activities

Net increase 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

2010 2009
GEL’000 GEL’000
16,165 14,815
(7,594) (6,413)
1,754 1371
1,192 1,474
(7,582) (7.587)
884 -
(1,752) (631)
7,407 (4,438)
(13,345) (3.,677)
(1,546) (1,549)
(469) (5,953)
2,000 (2,801)
14,666 19,164
(73) 487
11,707 4,262
(9,299) (5,596)
6,133 3,100
(4,401) (996)
(127 (50)

4 30
(174) 540
(7,864) (2,972)
3,257 (149)
3,257 (149)
7,100 1,141
250 @7
23,331 22,217
30,681 23,331

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 2010

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
2009 5,912 5,612 2,188 8,341 22,053 - 22,053
Total comprehensive
income
Loss for the year - - - (1,954) (1,954) - (1,954)
Total comprehensive
income for the year - - - (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
Balance as at 1 January 2010 5912 5,612 2,188 6,387 20,099 250 20,349
Total comprehensive
income
Profit for the year - - - 1,784 1,784 - 1,784
Other comprehensive
income
Revaluation of property and
equipment, net of income tax - - 173 - 173 - 173
Total other comprehensive
income - - 173 - 173 - 173
Total comprehensive
income for the year - - 173 1,784 1,957 - 1,957
Balance at 31 December
2010 5,912 5,612 2,361 8,171 22,056 250 22,306

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.
7
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

Background

Organisation and operations

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, Tbilisi 0103, 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 270 (2009: 278).

On 28 September 2009 the Bank established a subsidiary — Basis Asset Management Limited, an
asset management company with 100% ownership. On 29 September 2009 Basis Asset
Management Limited 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 2010 2009
Basis Asset Management Georgia Asset management 100% 100%
Paladi Imperial Georgia Construction 75% 75%
Shareholders

As at 31 December 2010 and 2009, the following individuals owned the share capital of the Bank:

2010 2009

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% 4.44%
Goderzi Meladze 4.42% 4.42%
Tengiz Maziashvili 4.38% 4.38%
Other individuals 11.76% 11.76%
100.00 % 100.00%

Related party transactions are detailed in note 32.
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

Business environment
Georgian business environment

Georgia is 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
within Georgia. Consequently, operations in Georgia involve risks that typically do not exist in
other markets. 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.

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 land and
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:

¢ Joan impairment estimates - note 15
¢ land and buildings revaluation estimates - note 19
e other assets impairment estimates - note 20
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

Changes in accounting policies and presentation

With effect from 1 January 2010, the Group changed its accounting policies in the area of
accounting for business combinations.

Accounting for business combinations
From 1 January 2010 the Group has applied IFRS 3 Business Combinations (2008) in accounting

for business combinations. The change in accounting policy has been applied prospectively and has
had no material impact on the consolidated financial statements.

Significant accounting policies

The accounting policies set out below are applied consistently to all periods presented in these
consolidated financial statements, and are applied consistently by Group entities, except as
explained in note 2(e), which addresses changes in accounting policies.

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power,
directly or indirectly, to govern the financial and operating policies of an entity 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 interests

Non-controlling interests are the equity in a subsidiary not attributable, directly or indirectly, to the
Bank.

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

Foreign currency

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

10



(d)

(ii)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

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. Foreign currency differences
arising on retranslation are recognised in profit or loss. Non-monetary items that are measured in
terms of historical cost in a foreign currency are translated using the exchange rate at the date of the
transaction.

Cash and cash equivalents

Cash and cash equivalents include cash, notes and coins on hand, unrestricted balances
(nostro accounts) held with the NBG and other banks. The mandatory reserve deposit with the NBG
is not considered to be a cash equivalent due to restrictions on its withdrawability. Cash and cash
equivalents are carried at amortised cost in the statement of financial position.

Financial instruments

Classification

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

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 financial assets are those non-derivative 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.

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.

11



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

(iii) 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.

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.

The amortised cost of a financial asset or liability is the amount at which the financial asset or
liability is measured at initial recognition, minus principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between the initial
amount recognised and the maturity amount, minus any reduction for impairment. 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.

(iv) Fair value measurement principles

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arms’s length transaction on the measurement date.

When available, the Group measures the fair value of an instrument using quoted prices in an active
market for that instrument. A market is regarded as active if quoted prices are readily and regularly
available and represent actual and regularly occurring market transactions on an arm’s length basis.

If a market for a financial instrument is not active, the Group establishes fair value using a
valuation technique. Valuation techniques include using recent arm’s length transactions between
knowledgeable, willing parties (if available), reference to the current fair value of other instruments
that are substantially the same, discounted cash flow analyses and option pricing models. The
chosen valuation technique makes maximum use of market inputs, relies as little as possible on
estimates specific to the Group, incorporates all factors that market participants would consider in
setting a price, and is consistent with accepted economic methodologies for pricing financial
instruments. Inputs to valuation techniques reasonably represent market expectations and measures
of the risk-return factors inherent in the financial instrument.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction
price, i.e., the fair value of the consideration given or received, unless the fair value of that
instrument is evidenced by comparison with other observable current market transactions in the
same instrument (i.e., without modification or repackaging) or based on a valuation technique
whose variables include only data from observable markets. When transaction price provides the
best evidence of fair value at initial recognition, the financial instrument is initially measured at the
transaction price and any difference between this price and the value initially obtained from a

12
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

valuation model is subsequently recognised in profit or loss on an appropriate basis over the life of
the instrument but not later than when the valuation is supported wholly by observable market data
or the transaction is closed out.

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 financial 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 financial asset is recognized 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.

(vi) Derecognition

The Group derecognises a financial asset when the contractual rights to the cash flows from the
financial asset expire, or when it transfers the financial asset in a transaction in which substantially
all the risks and rewards of ownership of the financial asset are transferred or in which the Group
neither transfers nor retains substantially all the risks and rewards of ownership and it does not
retain control of the financial asset. Any interest in transferred financial assets that qualify for
derecognition that is created or retained by the Group is recognised as a separate asset or liability in
the statement of financial position. The Group derecognises a financial liability when its contractual
obligations are discharged or cancelled or expire.

The Group writes off assets deemed to be uncollectible.

(vii) 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 loans and advances to 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.

13



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

(viii) Offsetting

(i)

(iii)

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 land and 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

Land and buildings are subject to revaluation on a regular basis. The frequency of revaluation
depends on the movements in the fair values of the land and buildings being revalued. A
revaluation increase on land and buildings 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 a building 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.

Depreciation

Depreciation is charged to 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. Land is not depreciated.
The estimated useful lives are as follows:

- Buildings 50 years
- computers and communication equipment 5 years
- fixtures and fittings 5 years
- motor vehicles 5 years
- leasehold improvements 2-3 years
- other 10 years

14
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Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

Intangible assets
Acquired intangible assets 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.

Investment property

Investment property is property held either to earn rental income or for capital appreciation or for
both, but not for sale in ordinary course of business, or for the use in production or supply of goods
or services or for administrative purposes. Investment property is measured at cost less accumulated
depreciation and impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of investment property. Cost
includes the cost of materials and direct labour, any other costs directly attributable to bringing the
asset to a working condition for its intended use.

When parts of an item of investment property have different useful lives, they are accounted for as
separate items (major components) of investment property.

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.

Repossessed assets

The Group recognises repossessed assets in the statement of financial position when it has the full
and final settlement right of the collateral, and when it is entitled to retain any excess proceeds from
the realisation of the collateral.

Repossessed assets are measured at the lower of the carrying amount and the fair value less costs to
sell. At initial recognition repossessed assets are measured based on the value of the defaulted loan,
including expenditure incurred in the process of collateral foreclosure. Fair value less costs to sell is
the estimated selling price of the collateral in the ordinary course of business, less the related selling
costs. Subsequent to initial recognition, repossessed assets are reviewed for held for sale
classification criteria and are reclassified accordingly when the criteria are met.

Repossessed assets are included in other assets.

Gains and losses on disposal of an item of repossessed assets are recognised net in “other operating
income” in profit or loss.

15



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

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.

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.
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Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2010

(ii) Financial assets carried at cost

Financial assets carried at cost include unquoted equity instruments included in available-for-sale
financial 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.

(iiif) Non financial assets

U)

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

All impairment losses in respect of non financial assets are recognized in 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.
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(m) Share capital

(ii)

(n)

(0)

Ordinary shares are classified as equity.
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.

Deferred tax is recognised in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognised for the following temporary differences: the initial recognition of
assets or liabilities that affect neither accounting nor taxable profit and temporary differences
related to investments in subsidiaries where the parent is able to control the timing of the reversal of
the temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future. Deferred tax is measured at the tax rates that are expected to be applied to the
temporary differences when they reverse, based on the laws that have been enacted or substantively
enacted by 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.
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Other fees, commissions and other income and expense items are recognised in profit or loss when
the corresponding service is provided.

Payments made under operating leases are recognised in profit or loss on a straight-line basis over
the term of the lease. Lease incentives received are recognised as an integral part of the total lease
expense, over the term of the lease.

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 2010, and are not applied in preparing these consolidated financial statements. Of
these pronouncements, potentially the following will have an impact on the financial position and
performance. The Group plans to adopt these pronouncements when they become effective.

Revised IAS 24 Related Party Disclosures (2009) 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 for annual periods beginning on or after
1 January 2011.

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
International Financial Reporting Standard 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.

Improvements to IFRSs 2010 resulting from the International Accounting Standards Board’s

third annual improvements project are to be dealt with on a standard-by-standard basis. The
effective date of each amendment is included in the IFRSs affected.
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Net interest income

Interest income
Loans to customers
Loans and advances to banks

Other interest income

Interest expense
Current accounts and deposits from customers
Other borrowed funds

Deposits and balances from banks

Fee and commission income

Credit facilities

Plastic card fees

Settlement fees

Account maintenance and cash operations fees
Other

Fee and commission expense

Plastic card system fees
Settlement fees
Other

Net foreign exchange income

Gain on spot transactions

Net gain from revaluation of financial assets and liabilities

20

2010 2009
GEL’000 GEL’000
12,788 11,584
137 66
491 132
13,416 11,782
5,588 3,812
968 1,166
50 394
6,606 5,372
2010 2009
GEL’000 GEL’000
1,094 734
933 1,236
558 354
458 381
227 206
3,270 2,911
2010 2009
GEL’000 GEL’000
980 885
202 166
352 176
1,534 1,227
2010 2009
GEL’000 GEL’000
1,754 1371
- 15
1,754 1,386
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Other operating income

2010 2009
GEL’000 GEL’000
Fines and penalties received 1,142 1,447
Fines and penalties paid (55) 29)
Gain on disposal of repossessed assets 423 -
Other 96 56
1,606 1,474
Impairment losses
2010 2009
GEL’000 GEL’000
Loans to customers (note 15) (1,228) 1,212
Assets held for sale (note 18) 577 -
Other assets (note 20) 1,751 3,167
1,100 4,379
Personnel expenses
2010 2009
GEL’000 GEL’000
Employee compensation 3,998 3,589
Payroll related taxes 1,000 898
4,998 4,487
Other general administrative expenses
2010 2009
GEL’000 GEL’000
Depreciation and amortization 1,136 1,121
Occupancy 540 516
Professional services 490 396
Security 462 604
Advertising and marketing 304 657
Communications and information services 154 146
Taxes other than on income 167 137
Office supplies 119 118
Repairs and maintenance 49 36
Insurance 28 88
Travel and training 12 17
Other 277 340
3,738 4,176
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Current tax expense

Current year

Deferred tax (expense)/benefit

Origination and reversal of temporary differences

Total income tax (expense)/benefit

In 2010, applicable tax rate for current and deferred tax is 15% (2009: 15%).

Reconciliation of effective tax rate:

Profit/(loss) before income tax

Income tax at the applicable tax rate

(Non-taxable income)/non-deductible costs

Deferred tax asset and liability

2010 2009

GEL’000 GEL’000

(286) 134

(286) 134
2010 2009

GEL’000 % GEL’000 %

2,070 (2,088)

311 15% (313) 15%

(25) (1%) 179 (9%)

286 14% (134) 6%

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 2010 and 2009.

Movements in temporary differences during the years ended 31 December 2010 and 2009 are

presented as follows:

GEL’000

Loans to customers
Property and equipment
Other assets

Other liabilities

Tax loss carry-forwards

GEL’000

Loans to customers
Property and equipment
Other assets

Other liabilities

Tax loss carry-forwards

Recognised in other Balance
Balance Recognised in comprehensive 31 December
1 January 2010 income income 2010
(143) 143 - -
(1,495) 115 (30) (1,410)
450 284 - 734
47 12 - 59
906 (840) - 66
(235) (286) 30) (551)
Balance Recognised in Balance
1 January 2009 income 31 December 2009
303 (446) (143)
(1,436) (59) (1,495)
- 450 450
06 (19) 47
698 208 906
369) 134 (235)
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Tax loss carry forwards amount to GEL 66 thousand as at 31 December 2010 (2009: GEL 906
thousand). Of these losses, GEL 66 thousand expire in 2014.

Income tax recognised in other comprehensive income

The tax effects relating to components of other comprehensive income for the year ended
31 December comprise the following:

2010 2009
Amount Tax Amount Amount Tax Amount
GEL’000 before tax expense net-of-tax  before tax expense net-of-tax
Revaluation of property and
equipment 203 (30) 173 - - -
Other comprehensive income 203 30) 173 - - -

Due from the National Bank of Georgia

2010 2009

GEL’000 GEL’000

Nostro accounts 14,373 3,446
Mandatory minimum reserve deposit 3,610 1,887
17,983 5,333

The minimum reserve deposit is a mandatory interest bearing deposit in foreign currency calculated
in accordance with the regulations issued by the 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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Placements with banks

2010 2009
GEL’000 GEL’000
Nostro accounts
- rated AA-to AA+ 758 1,471
- rated A- to A+ 442 1,083
- rated Aa3 2,352 3,563
- rated B 232 184
- not rated 1,064 1,495
Total nostro accounts 4,848 7,796
Deposits and other advances to banks
- rated AA- to AA+ 342 341
- rated BB- to BB+ - 3,372
- rated B - 4,005
Total deposits and other advances to banks 342 7,718
5,190 15,514

None of cash and cash equivalents are impaired or past due. The above ratings are per Fitch rating
agency ratings.

Included in deposits and other advances to banks is GEL 342 thousand (2009: GEL 341 thousand)
which represents a blocked deposit for plastic card settlements.

As at 31 December 2010 the Group has one bank (2009: 3 banks), whose balances exceed 10% of

equity. The gross value of these balances as at 31 December 2010 is GEL 2,352 thousand
(2009: GEL 10,934 thousand).

Loans to customers

2010 2009
GEL’000 GEL’000
Loans to corporate customers 31,913 28,964
Loans to retail customers
Loans collateralized by real estate 19,373 12,963
Credit cards 6,607 8,009
Auto loans 1,104 1,158
Other consumer loans 7,201 6,973
Total loans to retail customers 34,285 29,103
Gross loans to customers 66,198 58,067
Impairment allowance (2,222) (3,232)
Net loans to customers 63,976 54,835
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Movements in the loan impairment allowance by classes of loans to customers for the year ended

31 December 2010 are as follows:

Loans to corporate

Loans to retail

customers customers Total

GEL’000 GEL’000 GEL’000

Balance at the beginning of the year 2,154 1,078 3,232
Net reversal (536) (692) (1,228)
(Write-offs)/recoveries (613) 831 218
Balance at the end of the year 1,005 1,217 2,222

Movements in the loan impairment allowance by classes of loans to customers for the year ended

31 December 2009 are as follows:

Loans to corporate

Loans to retail

customers customers Total

GEL’000 GEL’000 GEL’000

Balance at the beginning of the year 3,002 2,279 5,281
Net charge (reversal) (532) 1,744 1,212
Write-offs (316) (2,945) (3,261)
Balance at the end of the year 2,154 1,078 3,232

Credit quality of loans to customers

The following table provides information on the credit quality

31 December 2010:

of loans to customers as at

Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans corporate customers
Loans without individual signs of impairment
- not overdue 27,279 612 26,667 2.2%
-watch list loans 795 16 779 2.0%
Impaired loans:
- not overdue 2,118 124 1,994 5.9%
- overdue less than 90 days 1,235 122 1,113 9.9%
- overdue more than 90 days and less than 1 year 486 131 355 27.0%
Total impaired loans 3,839 377 3,462 9.8%
Total loans to corporate customers 31,913 1,005 30,908 3.1%
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Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans to retail customers
Loans collateralized by real estate
- not overdue 17,593 649 16,944 3.7%
- overdue less than 30 days 868 39 829 4.5%
- overdue 30-89 days 727 67 660 9.2%
- overdue 90-179 days 185 48 137 25.9%
Total loans collateralized by real estate 19,373 803 18,570 4.1%
Credit cards
- not overdue 6,461 139 6,322 2.2%
- overdue less than 30 days 69 6 63 8.7%
- overdue 30-89 days 62 23 39 37.1%
- overdue 90-179 days 15 7 8 46.7%
Total credit cards 6,607 175 6,432 2.6%
Auto loans
- not overdue 1,057 22 1,035 2.1%
- overdue less than 30 days 19 1 18 5.3%
- overdue 30-89 days 25 5 20 20.0%
- overdue 90-179 days 3 1 2 33.3%
Total auto loans 1,104 29 1,075 2.6%
Other consumer loans
- not overdue 6,947 190 6,757 2.7%
- overdue less than 30 days 201 195 3.0%
- overdue 30-89 days 40 32 20.0%
- overdue 90-179 days 13 7 46.2%
Total other consumer loans 7,201 210 6,991 2.9%
Total loans to retail customers 34,285 1,217 33,068 3.5%
Total loans to customers 66,198 2,222 63,976 3.4%
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The following table provides information on the credit quality of the loans to customers portfolio as
at 31 December 2009:

Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans to corporate customers
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%
Total impaired loans 5,810 1,695 4,115 29.2%
Total loans to corporate customers 28,964 2,154 26,810 7.4%
Loans to retail customers
Loans collateralized by real estate
- not overdue 11,891 357 11,534 3.0%
- overdue less than 30 days 654 25 629 3.8%
- overdue 30-89 days 221 37 184 16.7%
- overdue 90-179 days 191 63 128 33.0%
- overdue more than 360 days 6 1 5 16.7%
Total loans collateralized by real estate 12,963 483 12,480 3.7%
Credit cards
- not overdue 7,805 234 7,571 3.0%
- overdue less than 30 days 43 7 36 16.3%
- overdue 30-89 days 135 49 86 36.3%
- overdue 90-179 days 16 9 7 56.3%
- overdue 180-360 days 10 10 - 100.0%
Total credit cards 8,009 309 7,700 3.9%
Auto loans
- not overdue 1,104 33 1,071 3.0%
- overdue less than 30 days 39 3 36 7.7%
- overdue 90-179 days 15 6 9 40.0%
Total auto loans 1,158 42 1,116 3.6%
Other consumer loans
- not overdue 6,656 200 6,456 3.0%
- overdue less than 30 days 207 13 194 6.3%
- overdue 30-89 days 70 11 59 15.7%
- overdue 90-179 days 37 17 20 45.9%
- overdue 180-360 days 2 2 - 100.0%
- overdue more than 360 days 1 1 - 100.0%
Total consumer loans 6,973 244 6,729 3.5%
Total loans to retail customers 29,103 1,078 28,025 3.7%
Total loans to customers 58,067 3,232 54,835 5.6%
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As at 31 December 2010 included in the loan portfolio are loans to corporate and retail customers
that would otherwise be past due or impaired of GEL 4,751 thousand and GEL 3,620 thousand,
respectively (2009: GEL 4,411 thousand of loans to corporate customers). Such restructuring
activity is aimed at managing customer relationships and maximising collection opportunities.
Renegotiated loans are included in the category of assets without individual signs of impairment in
the tables above, unless the borrower fails to comply with the renegotiated terms.

Key assumptions and judgments for estimating the loan impairment

Loans to corporate customers

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:

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

The Group estimates loan impairment for loans to corporate customers based on an analysis of the
future cash flows for impaired loans and based on its past loss experience for portfolios of loans for
which no indications of impairment has been identified.

In determining the impairment allowance for loans to corporate customers, management makes the
following key assumptions:

e for non-impaired loans the Group creates a collective provision of 2% (2009: 2%) based on the
expected loss rate of the Group and other comparable banks in Georgia

e for impaired loans a discount of 25% to the originally appraised value if the property pledged is
sold and a delay of 36 months on 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 minus one percent, the impairment
allowance on loans to corporate customers as at 31 December 2010 would be GEL 309 thousand
higher (2009: GEL 268 thousand higher).

Loans to retail customers

The Group estimates loan impairment for loans to retail customers based on its past historical loss
experience on each type of loan. The significant assumptions used by management in determining
the impairment losses for loans to retail customers include:

e Joss migration rates are constant and can be estimated based on the historic loss migration
pattern for the past 24 months for loans collateralised by real estate, auto loans and other
consumer loans.

® Joans to individuals overdue for more than 180 days are allocated 100% probability of loss.
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The significant assumptions used in determining the impairment losses for loans to individuals
include the following loan loss rates:

— Loans collateralized by real estate — 4.1%
—  Credit cards — 2.6%

— Auto loans - 2.6%

—  Other consumer loans — 2.9%

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 minus three percent, the impairment

allowance on loans to retail customers as at 31 December 2010 would be GEL 992 thousand higher
(2009: GEL 840 thousand).

Analysis of collateral

Loans to corporate customers

The following table provides the analysis of loans to corporate customers portfolio, net of
impairment, by types of collateral as at 31 December 2010:

2010 % of loan 2009 % of loan

GEL’000 portfolio GEL’000 portfolio

Real estate 23,460 76% 18,363 68%
Third party guarantee 2,037 7% 2,414 9%
Equipment and motor vehicles 800 2% 2,089 8%
Cash 4,197 14% 2,267 9%
Inventories - - 809 3%
Other collateral - - 23 -
No collateral 414 1% 845 3%
30,908 100 % 26,810 100%

The amounts shown in the table above represent the carrying value of the loans, and do not
necessarily represent the fair value of the collateral.

Impaired or overdue loans to corporate customers with a gross value of GEL 4,517 thousand
thousand (2009: GEL 5,695 thousand) are secured by collateral with a fair value of GEL 16,062
thousand (2009: GEL 13,433 thousand). For the remaining impaired loans of GEL 203 thousand
(2009: GEL 115 thousand), there is no collateral or it is impracticable to determine the fair value of
collateral.

During the year ended 31 December 2010 the Group obtained assets with the carring amount of

GEL 3,989 thousand by taking control of collateral securing loans to corporate customers (2009:
GEL 11,247 thousand)
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(i) Loans to retail customers

(d)

(e)

®)

Mortgage loans are secured by the underlying housing real estate. Auto loans are secured by the
underlying cars, other consumer loans are sucred by different types of collateral. Credit card
overdrafts are not secured.

Impaired or overdue loans to retail customers with a gross value of GEL 1,828 thousand
(2009: GEL1,395 thousand) are secured by collateral with a fair value of GEL 7,222 thousand
(2009: GEL 3,483 thousand). For the remaining impaired loans of GEL 398 thousand
(2009: GEL 252 thousand), there is no collateral or it is impracticable to determine the fair value of
collateral. The Bank estimates that the fair value of the collaterals for loans to individuals is at least
equal to the carrying amount of the loans.

Industry and geographical analysis of the loan portfolio

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

2010 2009

GEL’000 GEL’000

Trade and services 18,218 10,640
Education 4,306 2,595
Mining/metallurgy and production 3,662 5,403
Construction 2,803 4,995
Transportation and communication 807 1,720
Agriculture 466 710
Energy 147 308
Other 499 439
Loans to retail customers 33,068 28,025
Total loans to customers 63,976 54,835

Significant credit exposures

As at 31 December 2010 and 2009 the Group did not have borrowers or groups of connected
borrowers whose loan balances exceed 10% of equity.

Loan maturities

The maturity of the loan portfolio is presented in note 27(d), 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.
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Available-for-sale financial assets

Equity instruments — Unquoted

Corporate shares

No available-for-sale financial assets are past due or impaired.

Investment without a determinable fair value

2010 2009
GEL’000 GEL’000
63 54

63 54

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.
Held-to-maturity investments

Held by the Group
Debt and other fixed-income instruments
Georgian Government bonds

NBG deposit certificates

Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
NBG deposit certificates

No held to maturity investments are past due or impaired.

31

2010 2009
GEL’000 GEL’000
2,165 5,596
5,000 -
7,165 5,596
2,085 -
2,085 -
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18 Assets held for sale

In 2010 the Group’s management committed to sell property, plant and equipment of GEL 2,338
thousand. Efforts to sell the assets have commenced, and a sale is highly probable in 2011.

Assets held for sale of GEL 4,469 as at 31 December 2009 were reclassified to repossessed assets
in 2010 as the assets no longer meet the held for sale classification criteria.

During the year an impairment loss of GEL 577 thousand on the remeasurement of the disposal
group to the lower of its carrying amount and its fair value less costs to sell has been recognised in
impairment loss (see note 9).

As at 31 December 2010 management believes that the carrying amount of assets and liabilities of
the disposal group approximately equals to its fair value less costs to sell.

2010 2009
GEL’000 GEL’000

Assets classified as held for sale
Land and buildings 2338 2,762
Construction in progress - 1,707
2,338 4,469

The table below presents the movement in the assets held for sale for the year ended 31 December

2010:

’000 GEL 2010
Assets held for sale as at the beginning of the year 4,469
Transferred to repossessed assets (4,469)
Transferred from repossessed assets 2,915
Impairment loss (note 9) 677
Assets held for sale as at the end of the year 2,338
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19 Property and equipment

Computers and  Fixtures

Land and communication and Motor Leasehold
GEL’000 Buildings equipment fittings  vehicles improvements Other Total
Cost/revalued amount
At 1 January 2010 10,612 3,866 884 131 129 134 15,756
Additions 4,236 119 39 - 4 3 4,401
Disposals - (49) (22) - (8) (10) (89)
Transfer to investment
property (440) - - - - - (440)
Revaluation (525) - - - - - (525)
At 31 December 2010 13,883 3,936 901 131 125 127 19,103
Depreciation
At 1 January 2010 517 1,981 382 79 46 43 3,048
Depreciation charge 215 724 117 27 2 14 1,099
Disposals - (50) 22) - 2) 2) (76)
Transfer to investment
property (€] - - - - - “4)
Revaluation (728) - - - - - (728)
At 31 December 2010 - 2,655 477 106 46 55 3,339
Carrying value
At 31 December 2010 13,883 1,281 424 25 79 72 15,764
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

(a) Revalued assets

At 31 December 2010 land and buildings were revalued by management based on the results of an
independent appraisal performed by Georgian Valuation Company Ltd. The basis used for the appraisal
was market approach. The market approach was based upon an analysis of results of comparable sales
and recent market transactions of similar land and buildings.
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The carrying value of land and buildings as at 31 December 2010, if the land and buildings would
not have been revalued, would be GEL 11,367 thousand (2009: GEL 7,621 thousand).

Included in land and buildings are the 2nd and 3rd floors of the head office builidng on 1 Ketevan
Tsamebuli Street acquired by the Group in an auction organized by the Ministry of Georgia of
Economic Development on 23 March 2010. The purchase consideration was settled by the Group
assuming the liability to finance the construction of the Ministry of Justice building. The liability
was determined to be GEL 3,114 thousand and the oustanding part of the liability was GEL 68
thousand as at 31 December 2010. The ownership of the floors acquired is restricted until the
liability for construction has been extinguished.

Other assets

2010 2009

GEL’000 GEL’000

Accounts receivable 564 300
Receivables from payments processing systems 101 187
Other financial receivables 460 335
Impairment allowance (147) -
Total other financial assets 978 822
Repossessed assets 13,205 8,804
Prepayments for property and equipment 1,382 1,208
Prepayments 1,112 545
Taxes other than income tax, recoverable 1,422 1,055
Investment property 436 -
Impairment allowance on repossessed assets (4,439) (3,700)
Total other non-financial assets 13,118 7,912
Total other assets 14,096 8,734

Analysis of movements in the impairment allowance

Movements in the impairment allowance for the year ended 31 December 2010 and 2009 are as
follows:

2010 2009

GEL’000 GEL’000

Balance at the beginning of the year 3,700 533
Net charge (note 9) 1,751 3,167
Transfer to assets held for sale 865 -
Balance at the end of the year 4,586 3,700
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The nature and carrying value of repossessed assets as at 31 December 2010 and 2009 were as

follows:
Carrying value Carrying value
31 December 2010 31 December 2009
GEL’000 GEL’000
Land and buildings 7,059 3,286
Construction in progress 1,707 1,818
8,766 5,104

During the year, repossessed assets of GEL 2,915 thousand (2009: GEL 1,707 thousand),
representing land and buildings (2009: construction in progress), were transferred to assets

classified as held for sale.

Repossessed assets with carrying value of GEL 461 thousand (2009: none) were disposed during

the year.

Management believes that the carrying amount of repossessed assets approximately equals to their

fair value less costs to sell as at 31 December 2010.

Repossessed assets with a carrying value of GEL 312 thousand (2009: 4,082 thousand) are
restricted for different time periods by the end of which the borrowers can re-purchase back the

assets from the Group.

Deposits and balances from banks

2010 2009
GEL’000 GEL’000
Vostro accounts 394 924
Amounts payable under repurchase agreements
2010 2009
GEL’000 GEL’000
Amounts due to NBG 2,000

Collateral

As of 31 December 2010, amounts payable under repurchase agreements were collateralised by the

following securities:

2010
GEL’000

2009
GEL’000

NBG deposit certificates 2,085
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23 Current accounts and deposits from customers

24

25

Current accounts
Demand deposits

Term deposits

2010 2009
GEL’000 GEL’000
37,004 36,732
26,553 21,814
32,320 22,870
95,877 81,416

As at 31 December 2010, the Group maintains customer deposit balances of GEL 7,358 thousand
(2009: GEL 7,022 thousand) that serve as collateral for loans and off-balance sheet credit

instruments granted by the Group.

As at 31 December 2010, the Group has five customers (2009: 4 customers), whose balances
exceed 10% of equity. These balances as at 31 December 2010 are GEL 14,025 thousand (2009:

GEL 12,020 thousand).

Other borrowed funds

Loans from World Business Capital

Loans from European Bank for Reconstruction and Development
(EBRD)

Loan from Ministry of Finance
Other

Other liabilities

Payables for payments processing systems
Accrued expenses

Other financial liabilities

Total other financial liabilities

Taxes payable, other than income tax
Total other non-financial liabilities
Total other liabilities
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2010 2009
GEL’000 GEL’000
8,864 2,529
7,813 10,409
1,225 2,253

104 128
18,006 15,319
2010 2009
GEL’000 GEL’000
448 984

57 39

267 24

772 1,047

489 225

489 225

1,261 1,272
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26 Equity

(a)

(b)

Issued capital and share premium

The authorized share capital comprises 6,700,000 ordinary shares (2009: 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 2010 (2009: 5,912,000).

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 2010 no dividends have been declared by the
Group.
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27 Risk management

(a)

(b)

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, credit risk
and liquidity risk.

Risk management policies and procedures

The 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
Risk Department 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 the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risk comprises currency risk, interest rate risk and
other price risks. 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

instruments, 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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Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. 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 occur.

Interest rate gap analysis

Interest rate risk is managed principally through monitoring interest rate gaps. A summary of the
interest gap position for major financial instruments is as follows:

Less than 1-3 3-12 1-5  More than Carrying
GEL ’000 1 month months months years 5 years amount
31 December 2010
ASSETS
Cash 11,460 - - - - 11,460
Due from National Bank of
Georgia 17,983 - - - - 17,983
Placements with banks 5,190 - - - - 5,190
Loans to customers 4,744 7,070 20,410 28,410 3,342 63,976
Available-for-sale assets - - - - 63 63
Held-to-maturity investments - 7,085 2,165 - - 9,250
39,377 14,155 22,575 28,410 3,405 107,922
LIABILITIES
Deposits and balances from
banks 394 - - - - 394
Amounts payable under
repurchase agreements - - 2,000 - - 2,000
Current accounts and deposits
from customers 65,125 8,140 18,613 3,712 287 95,877
Other borrowed funds - 1,735 2,017 9,897 4,357 18,006
65,519 9,875 22,630 13,609 4,644 116,277
(26,142) 4,280 (55) 14,801 (1,239) (8,355)
31 December 2009
ASSETS
Cash 12,089 - - - - 12,089
Due from National Bank of
Georgia 5,333 - - - - 5,333
Placements with banks 15,514 - - - - 15,514
Loans to customers 3,913 5,741 23,690 19,802 1,689 54,835
Available-for-sale assets - - - - 54 54
Held-to-maturity investments - - 5,596 - - 5,596
36,849 5,741 29,286 19,802 1,743 93,421
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Less than 1-3 3-12 1-5  More than Carrying
GEL ’000 1 month months months years 5 years amount
LIABILITIES
Deposits and balances from
banks 924 - - - - 924
Current accounts and deposits
from customers 56,892 4,608 16,707 2,726 483 81,416
Other borrowed funds 2,278 1,734 1,445 8,252 1,610 15,319
60,094 6,342 18,152 10,978 2,093 97,659
(23,245) (601) 11,134 8,824 (350) (4,238)

Average interest rates

The table below displays average effective interest rates for interest bearing assets and liabilities as
at 31 December 2010 and 2009. These interest rates are an approximation of the yields to maturity
of these assets and liabilities.

2010 2009
Average effective interest rate, % Average effective interest rate, %
Other Other
GEL USD currencies GEL USD currencies

Interest bearing assets
Due from the National Bank of
Georgia 0% 0.5% 0.5% 0% 0.5% 0.5%
Nostro accounts with banks - - 1%% 1% - -
Placements with banks - - - 4% 4% -
Loans to customers 16% 18% 18% 18% 20% 20%
Held-to-maturity investments 10% - - 8% - -
Interest bearing liabilities
Deposits and balances from
banks 7% - - 3% - -

- Amounts payable under

repurchase agreements 8% - - - - -

Current accounts and deposits
from customers

- Current accounts and

demand deposits 4% 4% 1% 4% 5% 1%

- Term deposits 10% 10% 10% 12% 11% 11%

Other borrowed funds - 5% 0% 6% - -
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Interest rate sensitivity analysis

The management of interest rate risk based on interest rate gap analysis is suplemented by
monitoring the sensitivity of financial assets and liabilities. An analysis of sensitivity of profit or
loss and equity (net of taxes) to changes in interest rate repricing risk 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 2010 and 2009 is as follows:

2010 2009
Profit or loss Equity  Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
100 bp parallel fall 414 414 47 47
100 bp parallel rise (414) (414) 47 47

Currency risk

The Group has assets and liabilities denominated in several foreign currencies.

Currency risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Group does not hedge its exposure to

currency risk.

The following table shows the foreign currency exposure structure of financial assets and liabilities

as at 31 December 2010:

GEL USD EUR Others Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
Assets
Cash 5,044 3,104 3,090 222 11,460
Due from the National Bank of
Georgia 4,006 9,696 4,281 - 17,983
Placements with banks 10 3,479 1,508 193 5,190
Loans to customers 18,328 40,316 5,324 8 63,976
Available-for-sale assets 63 - - - 63
Held to maturity investments 9,250 - - - 9,250
Other financial assets 876 51 51 - 978
Total assets 37,577 56,646 14,254 423 108,900
Liabilities
Deposits and balances from
banks 387 6 1 - 394
Amounts payable under
repurchase agreements 2,000 - - - 2,000
Current accounts and deposits
from customers 39,941 41,156 14,360 420 95,877
Other borrowed funds 98 17,908 - - 18,006
Other financial liabilities 674 68 29 1 772
Total liabilities 43,100 59,138 14,390 421 117,049
Net position as at
31 December 2010 (5,523) (2,492) (136) 2 (8,149)
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The following table shows the currency structure of financial assets and liabilities as 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
Other financial assets 150 636 36 - 822
Total assets 41,236 43,034 9,637 336 94,243
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
Other financial liabilities 151 656 211 29 1,047
Total liabilities 43,531 45,147 9,726 302 98,706
Net position as at 31
December 2009 (2,295) (2,113) (89) 34 (4,463)

A strengthening of the GEL, as indicated below, against the following currencies at 31 December
2010 and 2009 would have increased (decreased) equity and profit or loss by the amounts shown
below. This analysis is on net of tax basis and is based on foreign currency exchange rate variances
that the Group considered to be reasonably possible at the end of the reporting period. The analysis
assumes that all other variables, in particular interest rates, remain constant.

2010 2009
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
10% appreciation of USD against GEL (212) (212) (180) (180)
10% appreciation of EUR against GEL (12) (12) (8) (8)

A weakening of the GEL against the above currencies at 31 December 2010 and 2009 would have
had the equal but opposite effect on the above currencies to the amounts shown above, on the basis
that all other variables remain constant.
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Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations. The Group has policies and procedures for the
management of credit exposures (both for recognised financial assets and unrecognised contractual
commitments), including guidelines to limit portfolio concentration and the establishment of a
Credit Committee, which actively monitors credit risk. The credit policy is reviewed and approved
by the Management Board.

The credit policy establishes:

procedures for review and approval of loan credit applications

methodology for the credit assessment of borrowers (corporate and retail)

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

credit documentation requirements

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

Corporate loan credit applications are originated by the relevant client managers and are then
passed on to the Corporate Loans Department. Reports produced by the department’s credit
analysts are based on a structured analysis focusing on the customer’s business and financial
performance. The Credit Committee reviews the loan/credit application on the basis of submission
by the Corporate Loans Department. Individual transactions are also reviewed by the 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.

During the year the Group negotiated a four year guarantee agreement from the U.S. Agency for
International Development (USAID) to cover 50% of losses in respect of qualifying loans.
Qualifying loans include loans to small and medium size corporate customers with the condition
that 35% of the qualifying portfolio is represented by agricultural loans. According to the guarantee
agreement the aggregate principal amount outstanding of all qualifying loans covered at any one
time shall not exceed USD 6 million. As at 31 December 2010 no qualifying loans were advanced
to customers.

The maximum exposure to credit risk is generally reflected in the carrying amounts of financial
assets on the consolidated statement of financial position and unrecognised contractual
commitments. 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 credit risk from financial assets at the reporting date is as follows:

2010 2009
GEL’000 GEL’000

ASSETS
Due from National Bank of Georgia 17,983 5,333
Placements with banks 5,190 15,514
Loans to customers 63,976 54,835
Available-for-sale assets 63 54
Held-to-maturity investments 9,250 5,596
Other financial assets 978 822
Total maximum exposure 97,440 82,154

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

The maximum exposure to credit risk from unrecognised contractual commitments at the reporting
date is presented in note 29.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting obligations associated
with its financial liabilities that are settled by delivering cash or another financial asset. 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 liquidity
management. 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 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 requires:

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

maintaining a diverse range of funding sources

managing the concentration and profile of debts

maintaining debt financing plans

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

maintaining liquidity and funding contingency plans

® monitoring liquidity ratios against regulatory requirements.
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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.

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
are presented to senior management on a weekly basis. Decisions on liquidity management are
made by the Management Board and implemented by the Treasury Department.

The following tables show the undiscounted cash flows on financial assets and liabilities and
credit-related commitments on the basis of their earliest possible contractual maturity. The total
gross inflow and outflow disclosed in the tables is the contractual, undiscounted cash flow on the
financial asset, liability or commitment.

The maturity analysis for financial liabilities as at 31 December 2010 is as follows:

Total
Demand gross
and less From From From More amount
than 1to3 3to6 6 to 12 than outflow  Carrying
GEL’000 1 month months months months 1 year (inflow) amount
Non-derivative liabilities
Deposits and balances from
banks 394 - - - - 394 394
Amounts payable under
repurchase agreements - - 2,063 - - 2,063 2,000
Current accounts and
deposits from customers 65,358 8,527 12,474 6,798 4,832 97,989 95,877
Other borrowed funds - 1,792 - 2,565 15,935 20,292 18,006
Other financial liabilities 448 324 - - - 772 772
Total liabilities 66,200 10,643 14,537 9,363 20,767 121,510 117,049
Credit related
commitments 11,890 - - - - 11,890 11,890
The maturity analysis for financial liabilities as at 31 December 2009 is as follows:
Total
Demand gross
and less From From From More amount
than 1to3 3to6 6to 12 than outflow  Carrying
GEL’000 1 month months months months 1 year (inflow) amount
Non-derivative liabilities
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 financial 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 tables above show the undiscounted cash flows of non-derivative financial liabilities, including
unrecognised loan commitments on the basis of their earliest possible contractual maturity.
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In accordance with Georgian legislation, individuals can withdraw their term deposits at any time,
forfeiting in most of the cases the accrued interest. These deposits are classified in accordance with
their stated maturity dates. The amount of such deposits, by each time band, is as follows:

less than 1 month: GEL 1,177 thousand (2009: GEL 1,018 thousand)
from 1 to 3 months: GEL 3,633 thousand (2009: GEL 2,645 thousand)
from 3 to 6 months: GEL 4,341 thousand (2009: GEL 1,993 thousand)
from 6 to 12 months: GEL 4,225 thousand (2009: GEL 3,971 thousand)
more than one year: GEL 3,084 thousand (2009: GEL 2,567 thousand)
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The table below shows an analysis, by expected maturities, of the amounts recognised in the statement of financial position as at 31 December 2010:

GEL’000

Non-derivative 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

Non-derivative liabilities
Deposits and balances from banks

Amounts payable under repurchase
agreements

Current accounts and deposits from
customers

Other borrowed funds
Deferred tax liability
Other liabilities

Total liabilities

Net position

Demand and less From 1 to From 3 to From 1 to More than
than 1 month 3 months 12 months 5 years 5 years No maturity Overdue Total
11,460 - - - - - - 11,460
17,983 - - - - - - 17,983
5,190 - - - - - - 5,190
3,837 7,070 20,410 28,410 3,342 - 907 63,976
- - - - - 63 - 63
- 7,085 2,165 - - - - 9,250
- - 2,338 - - - - 2,338
- - - - - 15,764 - 15,764
- - - - - 275 - 275
2,050 1,422 - 1,422 - 9,202 - 14,096
40,520 15,577 24,913 29,832 3,342 25,304 9207 140,395
394 - - - - - - 394
- - 2,000 - - - - 2,000
65,125 8,140 18,613 3,712 287 - - 95,877
- 1,735 2,017 9,897 4,357 - - 18,006
- - - - - 551 - 551
448 813 - - - - - 1,261
65,967 10,688 22,630 13,609 4,644 551 - 118,089
(25,447) 4,889 2,283 16,223 (1,302) 24,753 9207 22,306
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The table below shows an analysis, by expected maturities, of the amounts recognised in the statement of financial position as at 31 December 2009:

GEL’000

Non-derivative 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

Non-derivative liabilities
Deposits and balances from banks

Current accounts and deposits from
customers

Other borrowed funds
Deferred tax liability
Other liabilities

Total liabilities

Net position

Demand and less From 1 to From 3 to From 1 to More than
than 1 month 3 months 12 months 5 years 5 years No maturity Overdue Total
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
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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, other borrowings and commitments maturing within the next month. The reported
ratios of net liquid assets to deposits from customers at the reporting date are as follows:

2010 2009
GEL’000 GEL’000
Ratio of net liquid assets to deposits from customers 30% 22%

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

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 2010, this minimum level is 12%. The Group was in compliance with the statutory
capital ratio during the years ended 31 December 2010 and 31 December 2009.

The following table shows the composition of the capital position calculated in accordance with
the requirements of the NBG, as at 31 December:

2010 2009

GEL’000 GEL’000

Unaudited Unaudited
Primary capital
Share capital 5,912 5,912
Share premium 5,612 5,612
Retained earnings according to the NBG regulations 6,220 7,855
Deductions (275) (183)
Total primary capital 17,469 19,196
Secondary capital
Profit/(loss) for the year according to NBG regulations 1,818 (2,422)
General reserve 1,167 1,163
Total secondary capital 2,985 (1,259)
Deductions (2,627) (15)
Total authorized capital 17,827 17,922
Risk weighted assets, combining credit, market and operational risks 118,343 111,586
Total capital ratio 15.1% 16.1%

The risk-weighted assets are measured by means of a hierarchy of risk weights classified
according to the nature and reflecting an estimate of credit, market and other risks associated with
each asset and counterparty, taking into account any eligible collateral or guarantees. A similar
treatment is adopted for unrecognised contractual commitments, with some adjustments, to reflect
the more contingent nature of the potential losses.
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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 Group applies the same credit risk management policies and procedures when granting credit
commitments, financial guarantees and letters of credit as it does for granting loans to customers.

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.

2010 2009
GEL’000 GEL’000

Contracted amount
Guarantees 7,177 10,160
Undrawn credit line commitments 3,116 2,230
Undrawn overdraft facilities 1,597 4,416
Letters of credit - 361
11,890 17,167

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 2010 and 2009, the Group had no customers, whose balances exceed 10% of
total commitments.

Operating leases

Leases as lessee

Non-cancelable operating lease rentals as at 31 December are payable as follows:

2010 2009

GEL’000 GEL’000

Less than 1 year 95 492
Between 1 and 5 years 133 97
228 589

The Group leases a number of premises and equipment 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. Lease payments are usually increased annually to reflect market rentals. None of the leases
includes contingent rentals.
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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 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.

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 condition or the results of future
operations.

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.
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32 Related party transactions

(a)

Transactions with the members of the Board of Directors and the Management

Board

Total remuneration included in personnel expenses for the year ended 31 December is as follows:

Members of the Supervisory Board

Members of the Management Board

2010 2009
GEL’000 GEL’000
227 339

472 589

699 928

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:

Average Average
2010 interest rate, 2009 interest rate,
GEL’000 % GEL’000 %0
Consolidated statement of financial
position
ASSETS
Loans to customers 566 17% 748 17%
Other assets - - 300 -
LIABILITIES
Current accounts and deposits from
customers 107 4% 531 4%

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:

Profit or loss
Interest income

Interest expense

2010 2009
GEL’000 GEL’000
13 17

(16) (53)
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(b) Transactions with other related parties

The outstanding balances and the related average interest rates as of 31 December 2010 and related profit or
loss amounts of transactions for the year ended 31 December 2010 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 291 19% 267 15% 428 16% 672
LIABILITIES
Current accounts and deposits
from customers 365 7% 620 4% 433 1% 948
Other borrowed funds 7,813 7% - - - - 7,813
Profit (loss)
Interest income 15 1 5 6
Interest expense (394) (66) (10) 421)
Personnel expenses (21) - - -

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)
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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:

2010 2009

GEL’000 GEL’000

Cash 11,460 12,089
Due from the National Bank of Georgia — nostro accounts 14,373 3,446
Placements with banks — nostro accounts 4,848 7,796
30,681 23,331

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 63 thousand (2009: GEL 54 thousand) could not be determined.
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