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ABOUT BASISBANK

History

JSC Basisbank (BB) was incorporated in 1993. Since its foundation, BB has became a universal
banking institution which provides full range of financial services to its retail and corporate customers
who are primarily concentrated in selected markets in Georgia, Central Part, Kakheti Region and Adjara
region.

The Bank’s was progressing steadily over the years, has been useful for shareholders, personnel and
particularly, for customers, which is proved by a solid and quite representative list of the loyal customers.

Headquartered in Thilisi, BB operates with 17 branches and 51 ATMs and is the 11th largest Bank in the
country. As we celebrate our 19 years of operations, we continue to emphasize on adding value to
services we provide to our customers. Serving around 7000 corporate and 100,000 retail clients we
remain the most customer-oriented financial institution. The personalized approach is our hallmark —one
we intend to preserve, protect and promote.

The mostimportant events of recent years were the recognition by the International Financial Institutions
and establishment of strong cooperation with them. As a result of the sound corporate governance and
adherence to global best practices, BB has been the preferred choice of international investors and
multilateral agencies seeking to do business in Georgia. The reputation and high competence of the
Bank is already recognized and supported by the following overseas partners — European Bank for
Reconstruction and Development (EBRD), Overseas Private Investment Corporation (OPIC),
Worldbusiness Capital, Inc (WBC), United States Agency for International Development (USAID), World
Bank (WBO, Black Sea Trade and Development Bank (BSTDB).
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ABOUT BASISBANK

BB was the first partner of the program Georgian Financial System Framework (GFSG) launched for
financial sector of Georgia by the European Bank for Reconstruction and Development.

The successful cooperation was proceeded with the agreement between the European Bank for
Reconstruction and Development and BB — EBRD acquired 15% of equity stake in BB in May.

According to EBRD, the decision of acquiring equity stake in BB was based on the Bank’s stability,
experience, well developed branch network, moderate and rational management and transparent
ownership.

The year 2012 was the year of the great changes in the Bank’s history. In September 21, 2012 Chinese
company Xinjiang Hualing Industry & Trade (Grpoup) Co. Ltd. acquired 90% of BB’s shares from EBRD,
Mr. Zurab Tsikhistavi (The Chairman of the Bank’s Supervisory Board) and the remaining shareholders.
EBRD and Mr. Tsikhistavi retained only minority shares in the Bank (5% each).

Hualing Commerce, Industry & Trade (Group) co. Ltd, the new shareholder of the Bank, is a private
enterprise group established in 1988. The Group mainly focuses on the commodities wholesale market
(rental and management services), and diversifies into international trade, development of modern
livestock slaughter industry, logistic transportation, constructions, hotel, tourism etc. So far Hualing
Group has two large-scale comprehensive wholesale markets and dozens of small and medium-sized
markets located in Xinjiang and and its neighboring countries.

Hualing first entered Georgian market in 2006, and since invested in local forestry exploration, wood
processing and mining development. Hualing Group established the Free Industry Zone in Kutaisi in
2009, with ongoing construction of infrastructure facilities and installation of equipments. Hualing Group
is investing into a large-scale modern commerce market in Tbilisi. The enhancement of the Hualing
Market model is best manifested through of urban space. Together three value circles of business, living
as well resorts and tourism are thus established.

Hualing Group invested 25 million GEL additional capital in the Bank and plans further to support the
capital by equity injection. New strategic investor gives BB new opportunities to strengthen and promote
its sustainable growth and development.




STATEMENT OF THE CHAIRMAN OF SUPERVISORY BOARD

Statement of the Chairman of
Supervisory Board

Zurab Tsikhistavi
Chairman of Supervisory Board

We have achieved significant success over the years. The primary purpose of a business is to make a
profit, but in our case the interest was backed with our aspiration to realize our priority task — the quality.
Despite of its relatively small size, the Bank has a great reputation of a good quality Bank, well
established partnership with reputable International Financial Institutions. The Bank is one of those few
banks on the local market which have credit rating. International rating agency “Fitch Ratings” on August
2012 affirmed itas ‘B- ‘. That speaks of the reliability of BB and confidence of investors.

For years were achieving positive financial results and sizeable annual growth even in most difficult
periods. In 2007 we established the strategic partnership with European Bank for Reconstruction and
Development. In 2008 for the purpose of achieving maximum efficiency of corporate governance and full
advantage of the banking activities, EBRD acquired 15% of BB’s stakes. Our priority was to choose the
right path for the success and development of the Bank. Hualing Group, with its financial resources and
ability to support the business suggested for us new opportunities which we are still to explore and new
areas which we are to step into.

We believe that Chinese company Hualing Group will provide a solid support for the Bank by investing
significant financial resources.




STATEMENT OF THE EXECUTIVE CHAIRMAN OF SUPERVISORY BOARD

Statement of the Executive
Chairman of the Supervisory
Board

Zhang Jun
Executive Chairman of Supervisory Board

This is the first time | have had the opportunity to greet you as the Executive Chairman of BB Supervisory
Board and a member of BB group.

The investment made in BB for Hualing Group is the first case for a Chinese company to acquire
substantial shareholding interest in an overseas commercial bank. The reason why we decided on BB
was the Bank’s vast experience, flexibility, contemporary, growth oriented policy that the Bank had
unfailingly been pursuing from year to year.

The investment for Hualing Group is a serious step forward which gives the group opportunity to diversify
its business and benefit by expanding operations on overseas financial market.

It is noteworthy that as a result of acquisition of BB’s shares, at the 2012 Chinese Foreign Investments
Summit Hualing Group was nominated as the Best Chinese Company for Foreign Investments.

The Group intends to invest in BB to ensure its sustainable development and growth. BB will have the
opportunity to increase significantly number of its customers and expand its business in Central Europe
and Asia. Hualing Group will continue cooperation with EBRD in order to maintain and develop further
international best practices within the Bank. We intend to intensify trade finance and deliver operational
services and offer other bank products to Chinese companies to support theirinvestments.

Hualing Group intends to expand BB’s service network across the country to deliver financial services to
local small and medium enterprises. The first step will be expansion of the Bank’s network in West
Georgia, particularly in Kutaisi, a strategic industrial city, where Hualing Group has already made
investments intended to creating Free Industrial Zone. We believe in the development of the local
economy and are optimistic about it.




STATEMENT OF THE EXECUTIVE CHAIRMAN OF SUPERVISORY BOARD

With mutual efforts BB will be placed in better position to further develop its products and services and
become stronger financial institution. BB has huge experience and an exceptional ability to obtain
correct assessment of market demands and respond to new challenges.

We believe that ultimately this deal and our joint business will be a success.

|| BASISBANK




GOVERNING BODIES

Supervisory Board

Zurab Tsikhistavi - Chairman of Supervisory Board.

Chairman of the Supervisory Board. Upon the graduation
from Moscow State University (MSU) and Humanitarian-
Economic Institute, he held a scientific degree in Physics
and Mathematics. He is one of the founders and the
second largest owner of the bank. Mr. Tsikistavi has many
years of professional experience in banking and financial
sector. Mr. Tsikistavi has held a position of an Assistant
Professor at Thilisi State University and a Senior Lecturer
at Moscow State University. Since BB'’s establishment he
has held leading executive positions in the Bank.

Zhang Jun - Executive Chairman of Supervisory
Board.

Executive Chairman of the Supervisory Board. He is a
holder of MBA Degree. Since 2010 he has been Deputy
General Manager in finance and foreign investments in
Xinjiang Hualing Trade and Industry (Group) Co., Ltd.
From 1998 to 2010 he worked as Sales Department
General Manager, Assistant of the Chairman of the
Board, HR Director in Urumqi City Commercial Bank.
From 1992 to 1997 he was Deputy Director in Chengxin
Credit Union of Urumgi. Mr. Zhang held senior
management positions in the Urumgqgi Branch of the
People’s Bank of China, Urumgi City Commercial Bank
and in other financial institutions for many years. He has
a vast practical experience in the operation and
management of commercial Banks, and therefore has a
profound and clear view about the strategic development
of small and medium-sized commercial Banks.

Zhou Ning - Member of the Supervisory Board.

He holds MBA degree from Fuqua School of Business in
USA, MS in Engineering at Virginia Polytechnic Institute,
BS in Engineering at the University of Science and
Technology of China.

Since 2005 he has been a Managing Director in Tuhong
International Co. Mr. Zhou has executed a number of
financial advisory projects in Urumgi City Commercial
Bank, Bank of Deyang, Yantai Bank, Hang Seng Bank,
Wing Lung Bank, Xiamen Bank, Hong Kong Fubon Bank,
Bank of Tianjin.

Mr. Zhou has a deep understanding of strategy and
business development of domestic and foreign small and
medium Banks.




GOVERNING BODIES

Mi Zaiqi -Member of the Supervisory Board.

He graduated from University of California with BA
degree and at Singapore Association of Small and
Medium Enterprises; Since 2011 he has been the Deputy
Director of GM Office in Xinjiang Hualing Trade and
Industry (Group) Co.,Ltd.and Director of GM Office in
Georgia Branch Office of Xinjiang Hualing Trade and
Industry (Group) Co., Ltd. From 2010 to 2011 he worked
as an assistant to GM in Xinjiang Hualing Real Estate
Development Co.,Ltd. From 2005 to 2006 he worked as
an assistant to GM in Xinjiang Hualing Grand Hotel Co.,
Ltd.

Sabina Dziurman - Member of the Supervisory
Board,

EBRD Representative. She graduated from London
University with MBA degree. Ms. Dziurman has a solid
track record in Credit Line Management, SME
Development, Bank Training, Institutional and Business
Development. Currently she is a Senior Banker at EBRD
with the bank equity team responsible for developing and
monitoring business in Central Asia, Caucasus, Moldova
and Romania. Prior to the current positions Ms.
Dziurman has worked on various development projects
in Central Europe Trust Co. LTD; EBRD, Tashkent,
Uzbekistan; EBRD, Moscow, Russia; Sema Group
Ashgabad, Turkmenistan; Know How Fund, Ashgabad,
Turkmenistan; DFID, Brussels, Belgium; Enterplan
International, Yerevan, Armenia; DFID, Chisinau,
Moldova; Bankakademie, Tashkent, Uzbekistan and
IDC, Minsk, Belarus.




GOVERNING BODIES

Management Board

David Tsaava - General Director

Is a graduate of Banking and Finance at Tbilisi State
University. He has more than 7 years work experience in
banking sector. Mr. Tsaava started his careerin BB as a
Credit Officer, later he headed Corporate Loan Division in
the Bank. In 2008 he became a member in Management
Board and was responsible for Corporate Banking.

In 2010 Mr. Tsaava has been promoted to General
Director’s Position.

Hui Li - Deputy General Director,
Lending

Graduated with Bachelor’s Degree in Accounting. Ms. Li
has been working in the financial sector since 1993,
successively as an accountant, a credit officer. She has a
wealth of work and management experience and is very
familiar with banking business. She was in charge of
credit approval in Credit Management Department of
Urumgqi City Commercial Bank . Then she held the
position of Deputy Manager of Credit Department and
Deputy Director in Urumgqi Chengxin Credit
Cooperatives. Ms. Li joined Management Board of BB in
2012. She supervises the approval of large-scale loans in
BB.




GOVERNING BODIES

Lia Aslanikashvili - Deputy General Director,
Finances

Is a graduate of International Economic Relations at
Thilisi State University. She has a solid experience in
Banking sector. Ms. Aslanikashvi has been working with
BB for more than 10 years and has held different leading
positions in the Bank prior to joining Management Board.
Starting her career as a Manager of International
Operations Department she was promoted as the Head
of the same Department, later she headed Settlement
Department. In 2007 she was appointed on a position of
the Head of Treasury department. Ms. Aslanikashvili was
promoted to CFO position in 2008.

Levan Gardapkhadze - Deputy General Director,
Retail Business

Graduated from Georgian University of Social Science,
Georgian Technical University and Thbilisi International
University of Economics. He started his career in BB at
Operations Department and later headed Plastic Card
Department. Mr. Gardapkhadze joined Management
Board of BB in 2008 and is responsible for Retail
Banking.

David Kakabadze - Deputy General Director,
Risk Managementand IT

Is a graduate of Georgian Technical University and
Caucasus University. He holds MBA in Finance. Mr.
Kakabadze has been working with BB more then 9 years
and has a broad experience in risk management and
financial sector. He was a head of IT department prior to
joining Management Board in 2008. He is responsible for
IT and Risk Management.
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BUSINESS PROFILE

Statement of the General
Director

David Tsaava
General Director

The year 2012 was remarkable in BB’s history. Throughout 19 years of operation on the market, the Bank
stands out for its strong image being one of most stable and reliable banking institution, that's why BB has
become the preferred choice of the largest Chinese conglomerate Hualing Group.

Hualing Group is a strong strategic investor, with the support of the group the Bank will be able to get
access to new market, to diversify its business and benefit by extending the number of its partners not
only in Europe, but also Asia. BB has an established strong partnership with reputable financial
institutions in Europe and USA, such as European Bank for Reconstruction and Development (EBRD),
Overseas Private Investment Corporation (OPIC), Worldbusiness Capital, Inc (WBC), World Bank
(WBO, Black Sea Trade and Development Bank (BSTDB).

New contacts with the financial institutions operating on Asian market will be used first of all to support
the international trade by providing new trade finance and settlement services, increase further efficiency
of our services and products offered to new and existing clients.

In 2013 we will continue to follow our major priorities, to be the useful Bank for our customers, employees
and partners.

Our approach is to deliver high quality banking services and to create a wide range of Banking products
and services that fully meet the increasing demands of our clients.

We owe success to our dedicated staff. BB’s team is staffed with high skilled and experienced
professionals. As a result of their outstanding contribution, we successfully face great challenges.
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Business Directions

Despite of its relatively small size the bank has a great reputation of good quality Bank, impressive base of retail
and corporate clients. BB has perfect pre-requisites for an ambitious growth-oriented development. BB’s objective
is to build up a successful universal banking institution.

The Bank has always strived to be equally well presented in retail and corporate business segments and remain
most customer-oriented financial institution on the market. BB’s strategy is to reinforce its positions of a universal
Bank so as to increase its shares on a corporate as well as retail market.

Corporate Banking

The corporate segment is focused on customers with significant businesses. The Bank has sufficient resources to
support development of corporate business, strong capitalization, good clients’ base, organizational structure
tailored to serve both corporate SME businesses, selected branch network located in most business centers and
regions.

During 2012, BB reinforced its positions on the corporate banking segment of the market. The Bank strengthened
its Corporate Division and retrained the corporate banking staff that certainly contributed to an effective operation
of the Division. BB’s flexibility, experience and long-term partnership with customers are the strengths of its
corporate Banking.

The entrance of the new shareholder and subsequent increase of capital have opened for the Bank new
opportunities. The terms offered to corporate customers have become as competitive as ever in terms of deposits
as well as credits. With the support from such strong and large shareholder, BB will be even more active in
corporate business creditingin 2013.

SME Crediting

Small and Medium Business is a growing and stabile field of the country’s economy and is distinguished by biggest
growth potential.

Financing small and medium-size business is a considerable part of the Bank’s strategy designed to diversify the
Bank’s credit portfolio. Just like in the preceding years, 2012 SME crediting continued to be one of the priority
areas, in which to do business.

We are now looking into increasing the SME segment of our total loan portfolio. The goal is to grow loyal client base
and the Bank will strive to provide high levels of services and client care.

These last couple of years necessary preparatory measures were taken by the Bank to establish strong, properly
formulated business processes, improving underwriting practices, to perfect analytical and decision making
processes; initiated training of corporate bankers and SME group to upgrade their skills and improve their
capability.

We will diversify loan portfolio by exploring the opportunities of opening new branches in regions which will fall
under ourinterest.




BUSINESS PROFILE

In April 2, 2012, to boost and strengthen SME
crediting, BB and Black Sea Trade and Development
Bank (BSTDB) signed a credit line agreement.

BSTDB allocated $4 million as a revolving line of
credit to finance exporters and importers. BSTDB is
continuing its Trade Financing Project for Georgia to
support trade financing and small business
development. BB has ambitious, yet realistic SME
financing plans for 2013.
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BUSINESS PROFILE

Retail Banking

The strength of BB’s retail business lays in the quality of services. Over the years, we have developed a strong
loyal customer base, and the challenge is to preserve our existing clients while bringing to the bank new clients.

Over the last years we have succeeded in enlarging our clients’ base by increasing our sales force and initiating
direct sales of our products and services. Our approach is to improve efficiency. BB’s positions reinforced and
customers increased in number in the retail segment thanks to the useful and diverse products and services that
BB had offered for years.

The year 2012 was a success for the Bank’s retail banking business. Against the background of the current
competitive environment our objective is to continually improve and refine service quality. To accomplish the
objective, the Bank studies customer demands and wishes and strives to accommodate them in the daily life of the
Bank.

It was for accommodation of its customer interests that the Bank has realigned its network of service centers and
ATMs, increased service center opening hours, and streamlined and improved its procedures. In 2012 the Bank
opened the new universal service centerin Gldani and significantly increased the number of its ATMs.

One of the notable events of the year 2012 was the project about changing the processing center. BB joined in
UFC, which presents one of the largest processing centers in Georgia.

As a result of the implementation of above-mentioned project, quality of card business service has improved. The
Bank has expanded the number of agent banks and ATMs. More than 250 ATMs with the advanced service facilities
are available for our clients at lower rates across the country. Significant changes were made towards improvement
of risk management.

Moreover, the banking processes have become more effective: Clients can change passwords on their cards
through ATMs Operations such as limit & card activation, blocking/unblocking, change of daily cash withdrawal
limit are carried outinstantly.

To provide maximum customer comfort, in 2012 the Bank put special emphasis on the development of remote
banking channels. The segmentis going to be a priority in 2013, too.

The Bank also created a Retail Credit division under the jurisdiction of the Service Center Development
Department. Setting the Division apart as a separate structural unit has significantly speeded up the retail crediting
process and improved the service quality.
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Corporate Governance and Risk Management

Organization Structure
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CORPORATE GOVERNANCE AND RISK MANAGEMENT

Corporate Governance

BB is committed to implement the highest standards of corporate governance that are in accordance with
international best practices. The corporate governance principals are regulated by corporate governance policy of
BB, which is designed to guarantee transparency, ensure due operation of risk management and internal control
systems, protect the interests of shareholders justly and effectively, ensure approval and implementation of the
development strategy. For the stable functioning of the Bank, the powers are strictly divided among the
supervisory, executive and controling bodies of the Bank.

The General Meeting of Shareholders is the supreme governing body of the Bank, which takes decisions on the
most important issues. General Meeting of Shareholders elects members of the Supervisory Board. Rules for
recruiting Supervisory Board members are regulated by law of Georgia, Bank’s Charter and Policy of Supervisory
Board.

Supervisory Board

The Supervisory Board has been operating in BB since 1996. Supervisory Board provides general supervision of
the Bank’s activities, makes decisions on strategic directions of the Bank, supervises activities of the executive
bodies and is responsible and accountable to the General Meeting of Shareholders.

The Supervisory Board consists of five members. The Supervisory Board is headed by Chairman of the Board, who
is elected by the Board from its members with the simple majority of votes for two years. There is one Executive
Chairman of the Board, who is also elected by the Board from its members with the simple majority of votes for two
years. Bank’s shareholders have right to nominate candidates for Supervisory Board membership.

Members of the Supervisory Board are: Zurab Tsikhistavi — Chairman of Supervisory Board, Zhang Jun —
Executive Chairman of Supervisory Board, Sabina Dziurman, Zhou Ning and Mi Zaiqi.

The Meetings of the Supervisory Board are held at least four times an year. The agenda of the Supervisory Board is
prepared and submitted to the members of the Supervisory Board a week prior to the Supervisory Board Meeting
by a secretary of the Supervisory Board. The Special Meeting of the Supervisory Board shall be invited once an
year for evaluating the activities of the Board, its committees and members, Achievement of the goals set by the
Bank, Assessment of the management Board, the Bank’s internal regulations and policies, etc.

Audit Committee

Pursuant to the Law of Georgia on Activities of Commercial Banks, each bank in Georgia shall have an audit
committee. BB’s audit committee is composed of three members. The composition of the audit committee is
defined by the Supervisory Board for a four-year term.

Audit committee ensures performance of the supervisory functions by the Supervisory Board and provides
objective information to the Board on the following:

Reliability and completeness of Bank’s financials;

Effectiveness of Internal Audit Service;

External Audit Service;

Reliability and effectiveness of internal control systems and risk management.
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Management Board

The Management Board carries out the activities related to the daily functions of the Bank. The composition of the
Management Board shall be defined by the Supervisory Board. Members of the Directorate are appointed for a
four-year term. Election of the same person on the position of the member of the Board of Directors is unlimited. On
the position of the General Director the same person may be appointed only twice.

Directorate of BB is composed of five members. One of them is General Director who manages the activity of the
Board.

The meetings of the Directorate are held once a month or more frequently under the decision of the Directorate.
The meeting of Directorate is headed by General Director.

Risk Management

One of the most important conditions to ensure functionality of BB is successful management of assets, liabilities
and equity given changing macroeconomic environment, and adherence to the Georgian legislation and norms of
the NBG as well as best Corporate Governance principles.

The goal of risk management framework is to create a stable and reliable banking institution, given volatility of
financial markets, uncertainty of macro-economic situation. In that respect the function of Risk Management
receives paramountimportance.

The Risk management function is organized from top management down to departments and finally on operational
divisions level. The Risk Management Principles of BB covers main type of risks, assigns responsibility for the
management of specific risks, sets the requirements for internal control frameworks.

Supervisory Board as a top governing body of the Bank sets the general approach and principals to risk
management by approving individual risk strategies, setting risk appetite and risk control framework, the Bank’s
risk profile, the adequacy and effectiveness of the Bank’s risk management framework etc.

Management Board is responsible to conduct daily business so as to ensure the adequate control of risks,
existence of risk management systems, structures the business to reflect the risks, ensures adequate segregation
of duties, ensures adequate procedures in place, defines operational responsibilities of subordinate staff.

Individual policies for Credit, Operational and ALM policies enables the Bank to measure, aggregate and report
risks for internal and regulatory purposes. Internal bank’s methodologies and manuals provide processes and
measurements for credit decision granting, pricing, approval to portfolio management and capital adequacy
processes.

BB ensures that it has the functional capacity to manage the risk in new and existing businesses. At a strategic
level, our risk management objectives are focused on to define the Bank’s strategy, optimize risk/return decisions
by taking them as closely as possible to the business, ensure that business growth plans are property supported by
effective risk infrastructure, manage risk profile to ensure that financial soundness remain possible under a range
of adverse business conditions.

Fundamental to the delivery of BB risk management objectives are a series of risk methodologies that allow it to
measure, model, price, stress, aggregate, report and mitigate the risks that arise from its activities. Many of the
most important processes relate to the internal ratings and scoring used in granting credit for both, Retail and
Corporate/SME business lines. The key components of the risk management process are the internal control
systems and processes.
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Credit Risk

Credit risk is the risk of incurring the loss arising from the non-fulfilment of the financial or/and contractual
obligations by a borrower or/and contracting party. The credit risk is related directly to the crediting operations as
well as to the financing, investing and trade activities of the Bank. Credit risk is obviously the most important type of
risk for banks and bank supervisory authorities.

BB uses the following steps to measure and manage credit risk:

B8 Establishment of an appropriate credit risk management environment

In BB this is achieved through written Credit Policy and Credit Manual related to target markets, portfolio mix, price
and non-price terms, the structure of limits, approval authorities and exception processing and reporting.

B Operating under a sound credit-granting process

In BB this involves the consideration of a number of elements in credit granting. Depending on the type of credit
exposure and the nature of the credit relationship to date, these include variety of factors such as the purpose of the
credit and sources of repayment, the current risk profile of the borrower or counterparty and collateral and its
sensitivity to economic and market developments, and the borrower’s repayment history and current capacity to
repay, given historical financial trends and future cash flow projections.

B8 Maintenance of appropriate administration, measurement and monitoring processes

This involves regular monitoring of a number of key items related to the condition of individual borrowers. These
items include the current financial condition of the borrower or counterparty; compliance with existing covenants
collateral coverage relative to the obligor’s current condition’ and contractual payment delinquencies. Also it
involves the monitoring of levels of credits in the credit portfolio to specific types of borrowers to avoid
concentrations of risks.

Market Risk

The most likely sources of market risk for BB are interest rate risk and foreign exchange risk. Interest rate risk may
arise from a mismatch between assets and liabilities related to a difference in the maturity of these balance sheet
items. The interest rate risk policies define the management standards and acceptable limits within which risks to
net income over a 12-month horizon. These ranges are based on immediate and sustained +100 basis point
parallel shift of the yield curve.

Obtaining financing abroad poses mismatch in respect to currency. Offering loans in foreign currency to match
funding vehicle, or seek to use hedging vehicles like currency swaps and forwards can be viewed as most used
methods of hedging Forex risk. To ensure fx exposure remains well under regulatory thresholds, and is prudently
managed, we have established internal fx exposure limits , which are lower than that required by the NBG. These
controls provide a significant buffer between our exposure tolerances and those of our regulators. Exceptions are
regularly monitored and approved on appropriate authority level.

BB uses the following steps to measure and manage market risk:
a8 Senior management’s oversight of market risk

This is too ensure that the Bank’s policies and procedures, including ALM Policy, for managing interest risk on both
along-term and day-to-day basis are adequate and that clear lines of authority and responsibility for managing and
controlling this risk are maintained. Effective oversight of market risk requires that Treasury department maintains
appropriate limits on risk taking, adequate systems and standards for measuring risk, standards for valuing
position and measuring performance, a comprehensive interest rate risk reporting and management review
process, as well as effective internal controls.
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Market risk management policies and procedures

BB’s Asset and Liability Management Policy provides identification and definition of particular elements for limiting
and controlling market risk. ALM Policy specifies the lines of responsibility and accountability of ALCO, and also
provides objectives, limits and criteria in respect to liquidity gap analysis and liquidity risk management, funding
and decisions on market risk management.

E3 Process of risk measurement, monitoring and control
This process is indicated by the type of approach currently in use in BB to calculate market risk capital for various

categories. Currently BB measures capital using risk based adequacy ratio using international risk weighting of
assets as well as risk weighing of assets as specified by NBG.

Operational Risk

In BB, measurement and management of operational risk is done as a distinct risk category. Operational risk is
defined as the risk of financial loss occurring from inadequate internal policies, system and control failures, human
error, fraud or management failure and natural disasters. BB uses the following steps to measure and manage
operational risk:

Developing an appropriate operational risk management environment

This may be addressed especially through the management and internal reporting of operational risk as a distinct
risk category related to the bank’s safety and soundness. Currently, basic indicator approach to Operational risk
measurementis applied in Georgia.

B Risk mapping

BB’s Operational risk policy provides a comprehensive framework for operational risk identification, measurement
and management. The policy lay down the principles for how operational risk is to be identified, assessed,
monitored, and controlled or mitigated.

EJ Operational risk identification, assessment, monitoring and mitigation

Itinvolves a system of checks to identify strengths and weaknesses of the operational risk environment; provision
of sufficient operational risk environment is ensured by effective and comprehensive internal audit by operationally
independent, appropriately trained and competent staff.

Contingency and business continuity plans in place

BB is currently working on developing and implementing business continuity plans to ensure their ability to operate
as going concerns and minimize losses in the event of severe business disruption.
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Personnel and Professional Development

The year 2012 was quite productive for the HR Department. The Department handled an uninterrupted staff
recruitment and development process. The Bank hired 55 new employees. They were employed in various areas.

Staff development is an attending process to the hiring of new employees. In this respect, the HR Department
conducted a number of internal trainings. The trainings were mainly focused on service standards and disciplinary
issues.

A very important step was made in terms of outsourced trainings. By request of the Management, Project
Management workshop was conducted for qualification of middle level managers by the representative of one of
the most successful universities. Medium-level managers built their capacities in successful project and time
management.

Foreign EBRD trainers also conducted very interesting trainings. They trained our employees in new product
development strategies and international trade and documentary operations.

BB renewed its compensation package comprising pecuniary as well as non-pecuniary benefits such as medical
insurance and series of other benefits. The Bank continued actively promoting a healthy lifestyle for its employees.

The Bank organized internal championships in football, basket-ball, billiards and bowling.
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CORPORATE GOVERNANCE AND RISK MANAGEMENT

Traditionally, BB organized a tour workshop event. This year’s workshop was held in Chateau Mere, one of the most
beautiful sites in Georgia. This time, the workshop discussed BB’s business plan for the next year.




CORPORATE GOVERNANCE AND RISK MANAGEMENT

The year 2012 was concluded with a New Year Corporate Evening Party. The party drew a number of prizes, and
identified winners for the year 2012. Eight BB employees were awarded with an “Honorary BB Employee” title and
valuable gifts.
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PROJECTS AND SOCIAL RESPONSIBILITY

Projects and Social
Responsibility

Basisbank has taken part in charity event of
“lavnana” Foundation

Foundation “lavnana” held next charity TV marathon
in Shota Rustaveli Theatre.

World’s outstanding opera singer Kathia Richarel has
visited Tbilisi for participating in the concert. The
audience has also listened for the first time to
composer and singer Tinatin Japaridze from New
York.

As a result of the event, several large families were
given the key of the own flat.

BB has also contributed into the event. The
collaboration of BB and foundation “lavnana” has
become a tradition. It is worth noting that “Friend BB”
has existed in the Bank for 3 years, which helps poor
families with the help of “lavnana” every month.
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The Joint charity event by Basisbank and
Georgian Rugby Union

Georgian National Rugby Team crushed Russian
Team 46:0 on Mikheil Meskhi stadium and got
premium score.

BB purchased the ball, which was used at the match
by Georgian and Russian National Rugby teams, paid
1100 GEL on auction

Auction was held in an exhibition centre called “Muza”.
T-shirts of Georgian National Rugby Team were sold
during the auction. BB also purchase the t-shirt of
Georgian rugby player George Chkhaidze and the ties
of other rugby players.

In total, the amount of money raised up to 10 000 GEL
through purchased items. Obtained money through
auction was transferred into Saguramo Orphanage.

Before the beginning of auction, the exhibition was
opened in the cultural centre, where the photos and t-
shirts of outstanding members of National Rugby
team are exhibited. Members of the team, politicians,
businessmen and celebrities attended the exhibition.
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Next Joint Project of Basisbank and llia State
University

BB financed the performance “Regret of Dreams” of
lliauri Theatre. The performance was set pursuant to
Mikheil Bulgakov’s play “lvan Vasilievich”. Famous
actors and students and graduates of the theatrical
centre of llia State University participated in it.

Book presentation was held in exhibition hall of
Basisbank

Presentation of the book “Areopagitica” by Mikheil
Makharadze was held in the central office of
Basisbank. Presentation was attended by man of
science in the sphere of philosophy and Bank’s
representatives.

It is worth noting that the publication of the book
“Areopagitica” by Mikheil Makharadze was financed
by BB.

Memorandum has been signed between TSU and
Basisbank

Memorandum about collaboration was signed
between Ivane Javakhishvili Tbilisi State University
and BB.

In compliance with the memorandum, students from
the University will do studying practice and internship
in BB.

This practice will encourage to extend students’
theoretical knowledge with practical experience and
will increase the opportunity for student’s future
employment.
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Basisbank becomes a sponsor of “Rugby Club
Academy +”

Pursuant to the agreement between Basisbank and
“‘Rugby Club Academy+”, the Bank has become a
sponsor of the rugby club.

Rugby is one of the most perspective sports in
Georgia, that is developing fast. Georgian rugby
players make us happy with new triumphs frequently
and their courage certainly needs financial support.

It is noteworthy that collaboration between Basisbank
and Rugby Association has become tradition; It is the
third year, Basisbank has been financing the best
rugby player of the year.

Basisbank supports international competition
“Arcitectural Award 2012”

Ceremony of international competition “Arcitectural
Award 2012” took place in the exhibition hall Expo-
Georgiaon 16 December.

This competition takes places every year. Supporting
the competition has already become BB’s tradition.

Basisbank Funds Graduation Evenings for the
Students of the University of Georgia and the
Shota Rustaveli State University

BB has rendered financial support to the events held at
the University of Georgia and the Shota Rustaveli
State University.

Basisbank sponsored International PHP
Conference

For the first time in Georgia, International PHP
conference took place at the University of Georgia.
Famous companies like FACEBOOK, ORACLE,
ZEND Technologies, AIESEC, ADOBE, AUTODESK,
ELVAPROJECT participated in the event.

Within the scope of this conference, Georgia will
become a member and active participant of web
development. It is a great opportunity for Georgian
specialists to introduce themselves to the world and
gain more experience.
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Financial Results

Economy Overview

The year 2012 was assessed as positive for Georgia despite of political and economic challenges accompanying
the Parliament elections and change of Government. Georgia continues to show strong growth which is estimated
toequalto 6.1% growth of GDPin 2012 and forecasted 6% in 2013.

Georgia’s five year real GDP growth stands at 4.7%, which is good indicator after 2008-2009 shocks experienced
due to global economic crisis and military conflict with Russia. The new government is to face challenges to
maintain strong domestic policies and fiscal discipline, to keep following to the prudent macroeconomic policies,
improving further Georgia’s business environment.

Average inflation during 2006-2010 was 7.4% and 2% in 2011. Inflation in 2012 was below the government’s target
of 6%. Inflation has remained very low in 2012 due to declining in food prices over the last 12 months supported by
currency appreciation. For the following two years (2013-2014) the inflation target remains unchanged at 6%.
However, the long-term inflation target of the NBG stands at 3-4%. This implies that along with economic
development in the long-run the inflation target will be gradually decreased. NBG gradually reduced the refinancing
rate from 6.5% 5.25% during the year reflecting the inflation reaching -0.9%. According to the revised forecasts it is
expected that the inflation will start moderate growth in the beginning of the next year, although it will remain below
its target value throughout the year.

Although Georgia has recovered well from the crises in 2008—09, high current account deficit (CAD) is a source of
vulnerability and its reduction is a key macroeconomic challenge. CAD was estimated to account for 11.4% of GDP
in 2010 and 10.7% in 2011. The deficit was well compensated with FDI cash flows and government bonds issued.
The current account deficit is projected to fall to 10.0% of GDP in 2013 from 12,4% of GDP in 2012.

GEL exchange rate remains stable, but Georgian economy remains highly dollarized. The objective of the NBG for
the exchange rate policy is to gradually adopt the free floating exchange rate through gradual reduction in FX
intervention. NBG’s share in the interbank FX market turnover is declining, enhancing the exchange rate
determination through market principles. NBG is accumulating reserves. The current gross international reserves
equal to $2.8 billion. Georgia’s official international reserves are adequate (equal to over 4 months of imports) for
ensuring external sustainability.

Georgia is focused on creating a business friendly environment. World Bank’s Easy of doing Business has ranked
the country at 16Th place for 2012. The country is committed to liberalize the economy, integrate more in global
economy, create favorable business climate.

Fitch upgraded Georgia to ‘BB-'in December 2012. Fitch reviews recent political peaceful changes as positive. But
still Georgia may be tested for the country's democratic institutions. There are no expectations that there will be
unexpected changes in economic, fiscal, or diplomatic policy.
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Despite of its good macroeconomic performance Georgia remains a low-income, highly dollarized country with
wide current account deficit, institutional weaknesses and political risks. The main near-term challenges will be to
maintain fiscal discipline and manage capital inflows, to ensure more job-intensive growth by maintaining
macroeconomic stability and strengthening the economy.

Economic growth forecast for 2013 is significantly dependent on business and consumer confidence of economic
growth, as well as on the efficiency of government's investment projects. The forecasts are based on the
expectation of activation of agriculture and processing industry continues growth of trade and tourism sectors.

The banking sector growth for the year was for 13% (in terms of total assets), the growth was rather slower than in
previous year 20%, the credit portfolio expanded by 12.8% (2011: 23.6%). The business was rather in expectation
of policy changes and priorities of the government. The growth of lending activity is expected to be more substantial
from the second half of the year 2013.

Basisbank’s Operating and Financial Overview

The year was marked for BB with significant changes related to the change of ownership and entrance of new
strategicinvestor.

The bank was concentrated on successful completion of the transaction, but the efforts of retaining growth pattern
and improving annual financial results were successfully accomplished. The major goal was to preserve the level of
portfolio and financial positions during the transition period. These tasks were achieved and the bank’s financial
year was ended with very positive results. The recent injection of additional capital from the new shareholder was a
significant step and important contribution from the owners to support the future growth and sustainable progress of
the bank.

Income Statement Analysis

The results of 2012 were very positive. The bank generated 3.7 million gel of net profit which is 9.7% increase in
comparison with year 2011 results with 3.3 million gel of net profit.
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The following table shows income statement for year 2012 and 2011:
Table 1

Consolidated income statement

In thousand GEL 2012YE 2011YE YOY
Audited Audited change %
Interest income 15,031 14,479 3.8%
Interest expense (7,619) (6,925) 10.0%
Net interest income 7,412 7,554 -1.9%
Fee and commission income 3,335 3,605 -7.5%
Fee and commission expense (1,718) (1,547) 11.0%
Net fee and commission income 1,617 2,058 -21.4%
Net foreign exchange income 1,758 1,806 -2.7%
Other operating income 1,593 1,228 29.7%
Other income 2 823 NMF
Total operating income 12,382 13,469 -8.1%
Personnel expenses (5,547) (4,976) 11.5%
Other general administrative expenses (3,395) (3,952) 14.1%
Total operating expenses (8,942) (8,928) 0%
Net operating income 3,440 4,541 -24.0%
Impairment losses on loans (890) (1,169) -23.0%
Impairment losses on other assets* 817 150 NMF
Impairment losses (73) (1,019) NMF
Profit/(Loss) before taxes 3,367 3,522 -4.4%
Income tax expense/(benefit) 27 (413) NMF
Profit 3,395 3,109 9.2%
Other comprehensive income, net of tax 265 227 16.7%
Total comprehensive income 3,660 3,336 9.7%
ROAE 12.3% 14.1%
ROAA 21% 2.2%
OH ratio 72.2% 70.6%

Pre-impairment income (Net operating income) amounted 3.4 million Gel, the same was 4.5 million gel in 2011,
showing 24% decrease in yearly results. The operating income was affected by several factors: 1. The property
foreclosed after post crises period amount 7% of total assets (including property transferred to subsidiaries - the
equity investments). The changes in these assets (disposals, impairment charges, etc) have significant influence
over the bank’s financials (in total such influence on results were profit 0.8 million in 2012 and 1.1 million in 2011);
the operating income was affected by one-off transaction cost linked to the bank’s acquisition. Without transaction
costthe net operating income would equal to 2011 year results.
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The interest income growth was -1.9% versus 10% in 2011. The reasons for this are: limited credit activity and
changes in market rates. The bank has limited lending activity throughout the year, due to capital constrains.

Table 2

In thousand GEL Dec-12 Dec-11 In GEL In %
Average interest earning assets|[1] 112,563 96,341 16,222 17%
Average interest bearing liabilities 111,860 97,622 14,238 15%
Average portfolio yield[2] 16.23% 17.00% - 0.77 ppt -5%
Average deposit portfolio yield[3] 5.34% 5.57% - 0.23 ppt -4%
Gross interest yield[4] 14.63% 16.04% - 1.41 ppt -9%
Gross interest paid[5] 6.81% 7.09% - 0.28 ppt -4%
Net interest spread[6] 7.82% 8.95% -1.13 ppt -13%
NIM[7] 7.86% 8.85% - 0.99 ppt -11%

PPT —percentage points

[1]Average interest earning assets compose loans, held for sale financial assets and deposit with banks
[2] Average portfolio yield — interestincome from loans to average portfolio

[3]Average portfolio yield —interestincome from loans to average portfolio

[4] Gross interest yield means interest paid on average interest-earning asset.

[5] Gross interest paid means interest paid on average interest-bearing liability

[6] Netinterest rate spread is the difference between gross interest yield and gross interest paid

[7]Netinterest margin is the netinterestincome to average earning assets

The Table 2 shows main factors influencing the income generated from interest bearing activities. The decrease of
average yield on loan portfolio was for 0.77 ppt. Enhanced competition and some slowdown in economy induced
banks to decrease rates. Changes in gross interest yields show decrease by 1.41 ppt. Gross interests paid is also
decreased by 0.28 ppt, but decrease was much more less than in gross interest yield. The net interest spread
reduced by 1.13 pptand NIM is reduced by 0.99 ppt. Average interest bearing assets yearly growth amounted 17%,
where high-income generating assets (loan portfolio) share equaled to 68%, in 2011 the same composed 77%.
Average interest bearing liabilities also impacted the NIl results showing 15% of yearly growth

Interest income composes 69% of total revenue (2011: 66%). Comparing the year 2012 interest income with 2011,
the main drivers remain same. The biggest share falls on income generated from lending activity, the total interest
income from loans compose 85% of total interestincome (2011: 89%), income from securities compose 11% of total
interestrevenue (2011: 8%).

Total interest and similar income from loans shows approximately 3% increase over the year. The growth of portfolio
was limited and the main reason for such limitation was sufficiency of capital which was an impediment to growth.

After new shareholder declared its willingness to support the bank with required capital resources, the bank has
enhanced its credit activity immediately.
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Forthe first three quarters average loan portfolio was kept at 75 million gel. In fourth quarter the bank accelerated its
lending and reached 30% of yearly growth, thus increasing the portfolio share in total assets up to 48%.

The second biggest item in interest income is generated from securities 1.7 million gel. The bank increased its
security portfolio up to 28.9 million gel with AIR 8.1% as of end December (2011: 20.1 million gel, AIR 9.9%). During
the year average rates on the long term securities portfolio decreased. The reason is linked to market expectations
and economic activity.

Increase in yearly interest expenses is attributed to deposits inflows. During the year average balances in interest-
bearing liabilities by increased by 15%. The NIM is benefited by still low-cost customer funding, average deposit
portfolio yield equaled to 5.34% (2011: 5.57%), but the structure of customer funds have gradually changed during
the year. The share of longer term funds increased, time deposits increased from 34% to 38%. The bank was
keeping higher level of liquidity throughout the whole year, average loans to deposits ratio stood at approximately
70%. The bank could optimize its funding structure by disposing part of customers’ funds, but the objective was to
maintain the deposits base to support the bank extensive growth after capital injection, and this was achieved at the
expense of efficient management of NIl. These factors affected the bank’s NIM (please see Table 2).

Total non-interest income accounted for 30% of total operating revenues in 2012 (34% in 2011). In total non-interest
income the biggest share falls on net fees and commission income composing 49% (2011: 48%). Earnings on FX
conversion compose 26% (2011: 24%). In total non-interest income decreased by 10% comparing to 2011 year
results and the reason of reduction is in commission revenues and affect of income from the sale of Foreclosed
property in 2011 amounting 0.8 million gel. Low income in commissions on card transactions and operating
revenues is attributed to low credit activity especially in advancing card loans (Average yearly balance on card
loans decreased by 11%).

Though the overhead ratio (operating costs to total operating income) remains relatively high, the bank is managing
to reduce it continually. In 2012 the OH ratio stood at 72%, in 2011 the ratio equaled to 71%. The expenses for the
year were notincreased. The bank was concentrated on optimizing administrative and operating expenses, to keep
it appropriate level and consistent with the growth and performance of the bank for the year. In total operating
expenses were by 8% less than in 2011, but a significant impact on yearly results had the transaction cost
associated with the completion of the acquisition of the bank, which is about 7.8% of total operating expenses
amounting 0.7 million gel.

Provisions for Losses and Credit Risk

Provision expenses on credit losses were 0.9 million for year 2012 and 1.2 million in 2011. Due to continued prudent
credit underwriting standards and 0.5 million GEL recoveries on written off loans aggregated year on year charges
on credit losses decreased by 25%, this is especially noteworthy in the case of 30% portfolio growth which resulted
in 0.45 GEL million mandatory 2% provisions

The Bank continued to manage to keep the credit risks at low level. Total impairment reserves on loans equaled to
4.30% (2011:4.6%). Loan loss reserves (LLR) covered NPLs by 90%. The bank has written off 0.7 million gel during
the year. Total recoveries of written off loans were 0.5 million gel.
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At the end of 2012 overdue loans more than 30 days stood at 3% and 2.6% were restructure (2011: 3.9% and 3.3%
respectively). Improvements of ratios are mainly result of portfolio growth. The non-performing loans (NPL) have
increased from 3.9 million Gel to 4.7 million Gel, and formed 4.78% of portfolio (2011: 5.18%). The contrast between
decrease in overdue portfolio and increase in NPLs is caused by the fact that some of the NPL loans are continuing
scheduled payments, National Banks (NBG) requires to have forward looking approach and in case of possible
deterioration of future cash flow provision for losses in advance. Table below shows mentioned numbers.

Table 3

Non-performing loans
In thousand GEL 2012 2011
Amount of >30 days Overdue + Restructured 5,685 5,903
Amount of NPL 4,669 3,889
Provisions - % of TLP 4.29% 4.63%
Overdue loans (Inc. restructured) to total portfolio 5.7% 7.2%
Loan growth (Increase in Loans/Year end Loans) 30% 14%
NPL ratio 4.78% 5.18%
NPL cover ratio 89.79% 89.49%

*NPLs are loans provisioned as category Il (30%); category IV (50%) and category V (100%) loans, according to NBG criteria.

Financial Position Analysis

Table 4
Consolidated balance sheet

In thousand GEL 2012YE 2011YE YOY

Audited Audited change %
Cash and cash equivalent 45,811 34,780 32%
Available-for-sale financial assets 28,872 20,071 44%
Loans to customers 93,722 72,264 30%
Property and equipment 15,081 15,601 -3%
Other assets 18,231 16,638 10%
TOTALASSETS 201,717 159,354 27%
Deposits and balances from banks 5,318 10,855 -51%
Current accounts and deposits from customers 116,063 98,211 18%
Subordinated borrowings 3,319 3,341 -1%
Other borrowed funds 20,668 18,591 1%
Other liabilities 2,200 2,716 -19%
TOTAL LIABILITIES 147,568 133,714 10%
Share capital 9,079 5,912 54%
Share premium 27,296 5,612 386%
Revaluation surplus for property and equipment 2,361 2,359 0%
Revaluation reserve for available-for-sale financial assets 492 227 17%
Retained earnings 14,671 11,280 30%
TOTAL EQUITY ATRIBUTABLE TO THE BANK HOLDERS 53,899 25,390 112%
Non-controlling interest 250 250 0%
Total equity 54,149 25,640 111%
TOTAL LIABILITIES AND EQUITY 201,717 159,354 27%
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As of December 2012 the total assets of the bank amounted to 202 million gel which is about 27% of growth comparing
to year 2011 where growth reached 13%. The increase in total assets was primarily driven by increase in total loan
portfolio by 21 million gel, held for sale securities by 8.8 million gel and deposits with banks 9.8 million gel, supported
by the growth of customer funds by 18% with total amount of 18 million gel and shareholders capital — through capital
injection for 24.8 million in December 2012.

Loans and Advances to Customers

The loan and advances to customer increased by 30% up to 98 million gel (the growth rate was above the sector
average of 12.8%). The aim was to achieve substantial growth in portfolio by the yearend and to achieve higher level
ofinterestbearing assets in total assets.

The loan portfolio growth was concentrated on strengthening the share of portfolio at the strategic segments. The
growth was driven by loans to targeted groups - corporate clients by 39%, SME loans by 36% and mortgage loans by
70%. At the yearend the portfolio was split into three major client segments as follows: 21% corporate loans, 40% of
SME loans, and 39% of retails.

Concentration by Top 20 & Top 40 group of borrowers remained largely unchanged however, they both increased in
absolute numbers as below table demonstrates. Top 20 borrowers concentration will be gradually decreased.

Table 5
In thousand GEL 2012 % share 2011 % share
Total Portfolio 97,605 75,107
Top 20 Group of Borrowers 27,565 28% 20,797 28%
Top 40 Group of Borrowers 39,444 40% 28,885 38%

The concentration of loans dominated in foreign currencies (mostly in USD) remains high composing 77% of total
portfolio and this is characteristic for the market. (2011: 76%) the same figure for the whole banking sector stands at
69%.
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Held For Sale Financial Assets

The bank directed its free funding resources in Georgian Lari to securities portfolio, which consists of Certificates of
deposits issued by the National Bank of Georgia, Government bonds and Treasury bills of the Ministry of Finance of
Georgia. These securities are fully liquid, can be transformed into cash either by selling them on second market or
borrowing loans from NBG under pledge of these securities. The held for sale financial assets are presented in
balance sheet at revalued market price. The revalued amount is reflected in income statement as other
comprehensive income (please see the Table 1).

Due to Customers

In 2012 deposit from customers increase by 18% and reached 116 million gel (2011: 98 million gel). Customer
deposits accounted for about 78% total liabilities as of end of 2012, 73% as of end 2011. Customer deposits
concentration improved slightly, share of demand deposits (including current accounts) compose in total 62% of
total customers’ deposits, slightly less than at the end of 2011, where same composed 65%. However the deposits
flows historically are quite stable.

The concentration of top 10 depositors exposure equal to 27% and top 20 depositors to 36% (2011: 27%, 37%
respectively). The biggest share falls on corporate accounts in total 56% of total funding.

Equity

At the end of 2012, the Group’s total equity was 54 million gel. That accounts for 27% of total bank assets (2011:
16%, 25.6 million gel). During the year, the bank equity increased by 111%, where 13% of growth is contributed by
the profit generated by the bank and other part is due to capital increase made by the new shareholder.

Following the acquisition of 90% stakes in Basisbank by Xinjiang Hualing Industry & Trade (Group) Co. Ltd,
additional capital injection in the amount of 15 million USD was made by the Bank’s new major shareholder on
December 31, 2012. (24,8 million Gel - Exchange rate 1.6567), thus increasing share capital up to 9.1 million gel
and total shareholders' capital up to 51[8] million gel. This investment ranked BB as 9th largest bank in terms of
capital (12th before capital injection). The whole investment was made by the new shareholder thus increasing their
share in capital up to 93.49%, EBRD and Mr. Zurab Tsikhistavi own 3.26% each.

The capital ratio during the year dropped considerably, hitting close to the minimum level — 12.9% in the 3nd quarter
of 2012 (regulatory capital ratio > 12%). The main reason behind such drop was the impact of non-core assets
(deductible equity investments and growth in the cost of allowances for impairment of non-core assets). The total
impact of non-core assets on capital ratios is approximately 5% on CAR.

The yearly growth of RWA was for 26%. For 31 December, the Bank’s regulatory capital amounted to 44.3 million
gel, and risk-weighted assets — 190 million gel. By NBG estimates, the Bank capital adequacy ratios from the
beginning of the year increased up to 23.32% from 12.9% before capital injection. Due to new share investments
the bank ended the year with strong capital position.

[8] The amount without yearly profit.
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Thbilisi Branch of KPMG CIS Limited Telephone

4, Besiki Street, Fax +985 (32) 2835713
Thilisi, 0108, ) www.kpmg.ge
Georgia Internet

Independent Auditors’ Report

To the Supervisory Board
JSC BasisBank

We have audited the accompanying consolidated financial statements of JSC BasisBank and its
subsidiaries (the Group), which comprise the consolidated statement of financial position as at
31 December 2012, 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 Consolidated 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 of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting 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
financial position of the Group as at 31 December 2012, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.

A hdy, broach 70 KIMG 1S Limited

Thbilisi Branch of KPMG CIS Limited
18 April 2013

Tbilisi 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 Intemational Cooperative (KPMG Intemational’), a Swiss Entity.



JSC BasisBank
Consolidated Statement of Comprehensive Income for the year ended 31 December 2012

2012 2011

Notes GEL’000 GEL’000
Interest income 4 15,032 14,479
Interest expense 4 (7,619) (6,924)
Net interest income 7,413 7,555
Fee and conmumission income 5 3,334 3,605
Fee and commission expense 6 (1,718) (1,547)
Net fee and commission income 1,616 2,058
Net foreign exchange income 7 1,758 1,806
Other operating income 8 1,594 2,051
Operating income 12,381 13,470
Impairment losses 9 (71 (1,019)
Personnel expenses 10 (5,547) (4,976)
Other general administrative expenses il (3.395) (3,956)
Profit belore income tax 3,368 3,519
Income tax benefit (expense) 12 27 (414)
Profit for the year 3,395 3,105
Other comprehensive income, net of income tax
Net change in fair value of available-for-sale financial assets 265 227
Other comprehensive income for the year,
net of income tax 265 227
Total comprehensive income for the year 3,660 3,332
Total comprehensive income attributable to:
- Equity holders of the Bank 3,660 3,332
- Non-controlling interests - -
Total comprehensive income for the year 3,660 3,332

The consolidated financial statements as set out on pages 4 to 61 were approved by management
on 18 April 2013 and were signed on its behalf by:

ER i = D —
David Tsaav (/2\( Lia Aslanikasfivil
General Director Chief Financial Officer

The consolidaled statement of comprehensive income is to be read in conjunction with the notes to, and forming part of,
the consolidated financial statements.
4



JSC BasisBank

Consolidated Statement of Financial Position as at 31 December 2012

ASSETS

Cash

Due from the National Bank of Georgia
Placements with banks

Auvailable-for-sale financial assets

- Held by the Group

- Pledged under sale and repurchase agreements
Loans to customers

Assets held for sale

Investment property

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
Subordinated borrowings

Other borrowed funds

Deferred tax liability

Other liabilities

Total liabilities

EQUITY

Share capital

Share premium

Revaluation surplus for buildings

Revaluation reserve for available-for-sale financial assets
Retained earnings

Total equity attributable to equity holders of the Bank
Non-controlling interests

Total equity

Total liabilities and equity

Notes

13
14

15
15
16
17

18

19

20
21
22
23
23
12
24

25
25

2012 2011
GEL’000 GEL’000
12,985 11,747
18,301 13,128
14,525 9,905
28,872 14,376
- 5,695
94,525 72,264
5,973 1,953
1,055 1,295
14,882 15,370
199 231
10,400 13,388
201,717 159,352
5,318 5,353

- 5,502
116,063 98,211
3,319 3,462
20,668 18,470
1,025 1,005
1,175 1,711
147,568 133,714
9,079 5,912
27,296 5,612
2,361 2,361
492 227
14,671 11,276
53,899 25,388
250 250
54,149 25,638
201,717 159,352

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

consolidated financial statements.
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JSC BasisBank

Consolidated Statement of Cash Flows for the year ended 31 December 2012

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 assets held for sale
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 used in operations

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available-for-sale financial assets

Sales and repayment of available-for-sale financial assets
Sale and repayment of held-to-maturity investments

Sale of property and equipment

Purchases of property and equipment

Purchases of intangible assets

Sale of investment property

Cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Receipts of subordinated borrowings

Repayments of subordinated borrowings

Receipts of other borrowed funds

Repayments of other borrowed funds

Proceeds from issuance of share capital

Cash flows from financing activities

Net increase (decrease) in cash and cash equivalents

Effect of changes in exchange rates on cash and cash equivalents

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

2012 2011
GEL’000 GEL’000
16,658 16,497
(9,008) (8,469)
1,791 1,887
1,603 1,241
(8,129) (7,411)
6 752

230 43
(3,340) (6,605)
(5,584) (3,023)
(23,630) (12,810)
(83) (138)
(10) 5,005
(5,502) 3,500
17,003 5,137
(605) 167
(18,600) (4,227
(53,803) (28,967)
46,933 10,449

- 9,432

- 75

(315) (821)
17 -

- 580
(7,202) (9,252)
- 3,462

(143) -
15,009 5,011
(12,778) (3,490)
24,851 -
26,939 4,983
1,137 (8,496)
613 (331)
21,854 30,681
23,604 21,854

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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GEL’000

Balance as at 1 January 2011
Total comprehensive income
Profit for the year

Other comprehensive income

Net change in fair value of available-for-sale
financial assets, net of income tax

Total other comprehensive income
Total comprehensive income for the year
Balance as at 31 December 2011

Balance as at 1 January 2012
Total comprehensive income
Profit for the year

Other comprehensive income

Net change in fair value of available-for-sale
financial assets, net of income tax

Total other comprehensive income
Total comprehensive income for the year

Transactions with owners, recorded directly
in equity

Shares issued
Total transactions with owners
Balance as at 31 December 2012

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.

Attributable to equity holders of the Bank

JSC BasisBank

Consolidated Statement of Changes in Equity for the year ended 31 December 2012

Revaluation  Revaluation reserve Non-

Share Share surplus for for available-for- Retained controlling Total
capital premium buildings  sale financial assets earnings Total interests equity
5,912 5,612 2,361 - 8,171 22,056 250 22,306
- - - - 3,105 3,105 - 3,105

- - - 227 - 227 - 227

- - - 227 - 227 - 227

- - - 227 3,105 3,332 - 3,332
5,912 5,612 2,361 227 11,276 25,388 250 25,638
5,912 5,612 2,361 227 11,276 25,388 250 25,638
- - - - 3,395 3,395 - 3,395

- - - 265 - 265 - 265

- - - 265 - 265 - 265

- - - 265 3,395 3,660 - 3,660
3,167 21,684 - - - 24,851 - 24,851
3,167 21,684 - - - 24,851 - 24,851
9,079 27,296 2,361 492 14,671 53,899 250 54,149
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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
17 branches operating in Georgia.

The registered address of the Bank is 1 Ketevan Tsamebuli Avenue, Thilisi 0103, Georgia. The
majority of the Bank’s assets and liabilities are located in Georgia. The average humber of people
employed by the Bank during the year was 242 (2011: 251).

Subsidiaries
As at 31 December 2012 the Bank directly and indirectly held investments in four subsidiaries.

On 28 September 2009, the Bank established Basis Asset Management Limited, an asset
management company with 100% ownership. On 28 September 2009 Basis Asset Management
Limited acquired 75% of Paladi Imperial Partnership, a construction company. On 29 December
2011 the Bank established a subsidiary, Basis Asset Management — Kobuleti Limited, an asset
management company with 100% ownership. On 27 February 2012 the Bank established a
subsidiary, Basis Asset Management — Holding Limited, an asset management company with
100% ownership.

The principal subsidiaries are as follows:

Ownership %

Name Country of incorporation  Principal activities 2012 2011
Basis Asset Management Limited Georgia Asset management 100% 100%
Basis Asset Management —
Kobuleti Limited Georgia Asset management 100% 100%
Basis Asset Management —
Holding Limited Georgia Asset management 100%
Paladi Imperial Partnership Georgia Construction 75% 75%

Shareholders

During the year ended 31 December 2012 the majority of shares of the Group owned by
individuals were acquired by Xinjiang Hualing Industry & Trade (Group) Co Ltd incorporated in
People’s Republic of China. Xinjiang Hualing Industry & Trade (Group) Co Ltd operates in the
wholesale, international trade, livestock slaughter, logistic transportation, constructions, hotel and
tourism industries.



(b)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

As at 31 December 2012 and 2011 Bank’s shareholders were:

2012 2011
Shareholders Ownership interest, % Ownership interest, %
Xinjiang Hualing Industry & Trade (Group) Co Ltd 93.488% -
European Bank for Reconstruction and Development (EBRD) 3.256% 15.000%
Zurab Tsikhistavi 3.256% 13.919%
Eldar Mildiani - 9.887%
Zaza Nishnianidze - 8.507%
Murman Ambroladze - 6.582%
Archil Maziashvili - 6.330%
Ketevan Soselia - 5.617%
Taras Nijaradze - 4.576%
Gia Petriashvili - 4.571%
Giorgi Vachnadze - 4.444%
Goderzi Meladze - 4.419%
Tengiz Maziashvili - 4.381%
Other individuals - 11.767%

During the year ended 31 December 2012 changes occurred within the Supervisory and
Management Board of the Group. Zurab Tsikhistavi remained as the Chairman of the Supervisory
Board and Sabina Dziurman remained as EBRD’s representative member to the Supervisory
Board. Zhang Jun was appointed as the Supervisory Board Executive Chairman. In addition, two
new members were appointed to the Supervisory Board: Mi Zaigi and Zhou Ning, a representative
of Chinese Investment Bank Shanghai Tuhong Investment Management Ltd (Tu Hong
International). Hui Li joined the Management Board as Deputy General Director in Lending.

Related party transactions are detailed in note 31.

The Group is ultimately controlled by a single individual, Mi Enhua, who has the power to direct
the transactions of the Group at his own discretion and for his own benefit. He also has a number
of other business interests outside the Group.

Business environment
Georgian business environment

The Group’s operations are located in Georgia. Consequently, the Group is exposed to the
economic and financial markets of Georgia which display characteristics of an emerging market.
The legal, tax and regulatory frameworks continue development, but are subject to varying
interpretations and frequent changes which together with other legal and fiscal impediments
contribute to the challenges faced by entities operating in the Georgia. The 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.
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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
available-for-sale financial assets are stated at fair value, and 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

The preparation of consolidated financial statements in conformity with IFRSs requires
management to make judgments, estimates and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual
results could differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future periods
affected.

Information about significant areas of estimation uncertainty and critical judgments in applying
accounting policies is described in note 16, loan impairment estimates.

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.

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.

10
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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

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

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances (nostro
accounts) held with the NBG and other banks. The minimum reserve deposit in foreign currency
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

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.

11
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JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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.

Measurement

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

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

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

- held-to-maturity investments 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.

Amortised 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.

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 arm’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.

12
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Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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
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:

- again 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.

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 enters into transactions whereby it transfers assets recognised on its consolidated
statement of financial position, but retains either all risks and rewards of the transferred assets or a
portion of them. If all or substantially all risks and rewards are retained, then the transferred assets
are not derecognised.

13



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

In transactions where the Group neither retains nor transfers substantially all the risks and rewards
of ownership of a financial asset, it derecognises the asset if control over the asset is lost.

In transfers where control over the asset is retained, the Group continues to recognise the asset to
the extent of its continuing involvement, determined by the extent to which it is exposed to
changes in the value of the transferred assets.

The Group writes off assets deemed to be uncollectible.

(viii) Repurchase and reverse repurchase agreements

(ix)

()
(i)

(i)

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.

Offsetting

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

Property and equipment

Owned assets

Items of property and equipment are stated at cost less accumulated depreciation and impairment
losses, except for 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 buildings being revalued. A revaluation
increase on a building is recognised as other comprehensive income 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 in other comprehensive income.

14
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Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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 1-5 years
- other 10 years

Leasehold improvements are depreciated over the shorter of the useful life of the asset and the
lease term.

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 lives 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 normal 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, and any other costs directly attributable to
bringing the asset to working condition for its intended use.

When the use of a property changes such that it is reclassified as property and equipment, its fair
value at the date of reclassification becomes its cost for subsequent accounting.

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.

15
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Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

Repossessed assets

The Group recognises repossessed assets in the statement of financial position when it has the full
and final settlement rights to 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 repossessed assets are recognised net in “other operating income”
in profit or loss.

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

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

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

Financial assets carried at cost

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

Available-for-sale financial assets

Impairment losses on available-for-sale financial assets are recognised by transferring the
cumulative loss that is recognised in other comprehensive income to profit or loss as a
reclassification adjustment. The cumulative loss that is reclassified from other comprehensive
income to profit or loss is the difference between the acquisition cost, net of any principal
repayment and amortisation, and the current fair value, less any impairment loss previously
recognised in profit or loss. Changes in impairment provisions attributable to time value are
reflected as a component of interest income.

For an investment in an equity security available-for-sale, a significant or prolonged decline in its
fair value below its cost is objective evidence of impairment.

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases
and the increase can be objectively related to an event occurring after the impairment loss was
recognised in profit or loss, the impairment loss is reversed, with the amount of the reversal
recognised in profit or loss. However, any subsequent recovery in the fair value of an impaired
available-for-sale equity security is recognised in other comprehensive income.
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Non financial assets

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

All impairment losses in respect of non financial assets are recognized in 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. An impairment loss in
respect of goodwill is not reversed.

Provisions

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

A provision for restructuring is recognised when the Group has approved a detailed and formal
restructuring plan, and the restructuring either has commenced or has been announced publicly.
Future operating costs are not provided for.

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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Loan commitments are not recognised, except for the followings:

- loan commitments that the Group designates as financial liabilities at fair value through profit
or loss

- if the Group has a past practice of selling the assets resulting from its loan commitments
shortly after origination, then the loan commitments in the same class are treated as derivative
instruments

- loan commitments that can be settled net in cash or by delivering or issuing another financial
instrument.

- commitments to provide a loan at a below-market interest rate.

Share capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of
ordinary shares and share options are recognised as a deduction from equity, net of any tax
effects.

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

Income and expense recognition
Interest income and expense are recognised in profit or loss using the effective interest method.

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

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

Dividend income is recognised in profit or loss on the date that the dividend is declared.

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 2012, 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.

e Amendments to IFRS 7 Financial Instruments: Disclosures - Offsetting Financial Assets and
Financial Liabilities contain new disclosure requirements for financial assets and liabilities
that are offset in the statement of financial position or subject to master netting arrangements
or similar agreements. The amendments are effective for annual periods beginning on or after
1 January 2013, and are to be applied retrospectively. The Group has not yet analysed the
likely impact of the new standard on its financial position or performance.

e IFRS 9 Financial Instruments will be effective for annual periods beginning on or after
1 January 2015. The new standard is to be issued in phases and is intended ultimately to
replace International Financial Reporting Standard IAS 39 Financial Instruments:
Recognition and Measurement. The first phase of IFRS 9 was issued in November 2009 and
relates to the classification and measurement of financial assets. The second phase regarding
classification and measurement of financial liabilities was published in October 2010. The
remaining parts of the standard are expected to be issued during 2012. The Group recognises
that the new standard introduces many changes to the accounting for financial instruments and
is likely to have a significant impact on the consolidated financial statements. The impact of
these changes will be analysed during the course of the project as further phases of the
standard are issued. The Group does not intend to adopt this standard early. The Group has not
yet analysed the likely impact of the new standard on its financial position or performance.
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IFRS 10 Consolidated Financial Statements will be effective for annual periods beginning on
or after 1 January 2013. The new standard supersedes IAS 27 Consolidated and Separate
Financial Statements and SIC-12 Consolidation — Special Purpose Entities. IFRS 10
introduces a single control model which includes entities that are currently within the scope of
SIC-12. Under the new three-step control model, an investor controls an investee when it is
exposed, or has rights, to variable returns from its involvement with that investee, has the
ability to affect those returns through its power over that investee and there is a link between
power and returns. Consolidation procedures are carried forward from IAS 27 (2008). When
the adoption of IFRS 10 does not result in a change in the previous consolidation or non-
consolidation of an investee, no adjustments to accounting are required on initial application.
When the adoption results in a change in the consolidation or non-consolidation of an
investee, the new standard may be adopted with either full retrospective application from date
that control was obtained or lost or, if not practicable, with limited retrospective application
from the beginning of the earliest period for which the application is practicable, which may
be the current period. Early adoption of IFRS 10 is permitted provided an entity also early-
adopts IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011). The Group has not yet analysed
the likely impact of the new standard on its financial position or performance.

IFRS 13 Fair Value Measurement will be effective for annual periods beginning on or after
1 January 2013. The new standard replaces the fair value measurement guidance contained in
individual IFRSs with a single source of fair value measurement guidance. It provides a
revised definition of fair value, establishes a framework for measuring fair value and sets out
disclosure requirements for fair value measurements. IFRS 13 does not introduce new
requirements to measure assets or liabilities at fair value, nor does it eliminate the
practicability exceptions to fair value measurement that currently exist in certain standards.
The standard is applied prospectively with early adoption permitted. Comparative disclosure
information is not required for periods before the date of initial application. The Group has not
yet analysed the likely impact of the new standard on its financial position or performance.

Amendments to IAS 32 Financial Instruments: Presentation - Offsetting Financial Assets and
Financial Liabilities do not introduce new rules for offsetting financial assets and liabilities;
rather they clarify the offsetting criteria to address inconsistencies in their application. The
Amendments specify that an entity currently has a legally enforceable right to set-off if that
right is not contingent on a future event; and enforceable both in the normal course of business
and in the event of default, insolvency or bankruptcy of the entity and all counterparties. The
amendments are effective for annual periods beginning on or after 1 January 2014, and are to
be applied retrospectively. The Group has not yet analysed the likely impact of the new
standard on its financial position or performance.

Various Improvements to IFRSs have been dealt with on a standard-by-standard basis. All
amendments, which result in accounting changes for presentation, recognition or measurement
purposes, will come into effect not earlier than 1 January 2013. The Group has not yet
analysed the likely impact of the improvements on its financial position or performance.
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Net interest income

Interest income

Loans to customers
Available-for-sale financial assets
Placements with banks
Placements with NBG
Held-to-maturity investments

Interest expense

Current accounts and deposits from customers
Other borrowed funds

Amounts payable under repurchase agreements
Deposits and balances from banks
Subordinated borrowings

2012 2011
GEL’000 GEL’000
12,814 12,859
1,660 1,216

383 87

175 135

- 182

15,032 14,479
(6,072) (5,212)
(927) (863)
(227) (628)
(208) (107)
(185) (114)
(7,619) (6,924)
7,413 7,555

Included within various line items under interest income for the year ended 31 December 2012 is
a total of GEL 120 thousand (2011: GEL 127 thousand) accrued on impaired financial assets.

Fee and commission income

Credit facilities

Plastic card fees

Settlement fees

Account maintenance and cash transaction fees
Other

Fee and commission expense

Plastic card system fees
Settlement fees

Expenses related to guarantees
Other

2012 2011
GEL’000 GEL’000
1,207 1,245

814 959

640 658

381 498

292 245

3,334 3,605
2012 2011
GEL’000 GEL’000
989 958

184 157

94 66

451 366

1,718 1,547
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Net foreign exchange income

Gain on spot transactions

Net loss from revaluation of financial assets and liabilities

Other operating income

Fines and penalties received

Fines and penalties paid

Gain on disposal of repossessed assets and investment property
Gain on disposal of assets held for sale

Other

Impairment losses

Loans to customers
Assets held for sale
Other assets

Personnel expenses

Employee compensation
Payroll related taxes

2012 2011
GEL’000 GEL’000
1,791 1,887

(33) (81)

1,758 1,806
2012 2011
GEL’000 GEL’000
1,407 1,145

) (32)

- 457

2 366

187 115

1,594 2,051
2012 2011
GEL’000 GEL’000
890 1,169

(658) -
(161) (150)
71 1,019

2012 2011
GEL’000 GEL’000
4,438 3,981
1,109 995
5,547 4,976
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11 Other general administrative expenses

2012 2011
GEL’000 GEL’000
Depreciation and amortization 844 1,250
Professional services 574 564
Security 422 458
Occupancy 323 356
Advertising and marketing 190 289
Taxes other than income tax 168 206
Communications and information services 165 172
Office supplies 104 126
Insurance 63 40
Travel and training 42 30
Repairs and maintenance 37 55
Other 463 410
3,395 3,956
12 Income tax (benefit) expense

2012 2011
GEL’000 GEL’000
Current year tax expense - -

Deferred taxation movement due to origination and reversal of temporary
differences (27) 414
Total income tax expense 27) 414

In 2012, the applicable tax rate for current and deferred tax is 15% (2011: 15%).

Reconciliation of effective tax rate for the year ended 31 December

2012 2011
GEL’000 % GEL’000 %
Profit before tax 3,368 3,519
Income tax at the applicable tax rate 505 15% 528 15%
Non-taxable income (532) (16%) (114) (3%)
(7))  (1%) 414 12%
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Deferred tax asset and liability

Temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax

liabilities as at 31 December 2012 and 2011.

Movements in temporary differences during the years ended 31 December 2012 and 2011 are

presented as follows:

Balance Recognised Recognised Balance
GEL’000 1 January 2012 in profit orloss directly in equity 31 December 2012
Available-for-sale financial assets (40) - 47) (87)
Property and equipment (1,956) 214 - (1,742)
Other assets 617 42 - 659
Other liabilities 58 12 - 70
Tax loss carry-forward 316 (241) - 75
(1,005) 27 47) (1,025)
Recognised
in other
Balance Recognised comprehensive Balance
GEL’000 1 January 2011  in profit or loss income 31 December 2011
Available-for-sale financial assets - - (40) (40)
Property and equipment (1,410) (546) - (1,956)
Other assets 734 (117) - 617
Other liabilities 59 Q) - 58
Tax loss carry-forward 66 250 - 316
(551) (414) (40) (1,005)

The deductible temporary differences do not expire under current tax legislation. Tax loss carry
forwards amount to GEL 75 thousand as at 31 December 2012 (2011: GEL 316 thousand). Of

these losses, GEL 75 thousand expires in 2013.

Income tax recognised in other comprehensive income

The tax effects relating to components of other comprehensive income for the years ended

31 December 2012 and 2011 comprise the following:

2012 2011
Amount Tax Amount Amount Tax Amount
GEL’000 beforetax  expense  net-of-tax  before tax expense net-of-tax
Net change in fair value of
available-for-sale financial assets
transferred to profit or loss 312 (47) 265 267 (40) 227
Other comprehensive income 312 47) 265 267 (40) 227
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Due from the National Bank of Georgia

2012 2011

GEL’000 GEL’000

Mandatory minimum reserve deposit 12,942 9,568
Overnight deposit 4,000 1,400
Nostro accounts 1,359 2,160
18,301 13,128

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. The overnight deposit is a one-day deposit with the

NBG, whose withdrawability is not restricted.

Placements with banks

2012 2011
GEL’000 GEL’000
Nostro accounts

- rated AA- to AA+ - 463
- rated A- to A+ 4,514 5,860
- rated BBB- to BBB 12 30
- rated BB- to BB+ 314 8
- rated below B+ 247 74
- not rated 173 112
Total nostro accounts 5,260 6,547

Deposits and other advances to banks
- rated AA- to AA+ - -
- rated BBB- - 117
- rated BB- 9,000 -
- not rated 265 3,241
Total deposits and other advances to banks 9,265 3,358
14,525 9,905

None of placements with banks are impaired or past due. The above ratings are per Fitch rating

agency ratings.

As at 31 December 2012 the Group has no bank (2011: two banks), whose balances exceed 10%
of equity. The gross value of these balances as at 31 December 2011 was GEL 8,453 thousand.
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Avalilable-for-sale financial assets

Held by the Group

Debt and other fixed-income instruments
NBG deposit certificates

Georgian Government treasury bonds
Georgian Government treasury bills

Equity instruments — Unquoted

Corporate shares

Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
Georgian Government treasury bills

NBG deposit certificates

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

Loans to customers

Loans to legal entities

Loans to individuals

Loans collateralized by real estate
Credit cards

Auto loans

Other consumer loans

Total loans to individuals

Gross loans to customers
Impairment allowance

Net loans to customers

2012 2011
GEL’000 GEL’000
15,445 2,962
10,379 4,739
2,985 6,612
28,809 14,313
63 63
28,872 14,376
- 3,705
- 1,990
- 5,695

2012 2011

GEL’000 GEL’000
48,535 33,414
37,315 27,022
5,154 6,429
668 1,065
7,053 7,814
50,190 42,330
98,725 75,744
(4,200) (3,480)
94,525 72,264
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Movements in the loan impairment allowance by classes of loans to customers for the year ended

31 December 2012 are as follows:

Loans to legal Loans to
entities individuals Total
GEL’000 GEL’000 GEL’000
Balance at the beginning of the year 1,630 1,850 3,480
Net charge 564 326 890
Write-offs (25) (145) (170)
Balance at the end of the year 2,169 2,031 4,200

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

31 December 2011 are as follows:

Loans to legal Loans to
entities individuals Total
GEL’000 GEL’000 GEL’000
Balance at the beginning of the year 1,005 1,217 2,222
Net charge 754 415 1,169
(Write-offs)/recoveries (129) 218 89
Balance at the end of the year 1,630 1,850 3,480

Credit quality of loans to customers

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

31 December 2012:

Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans to legal entities
Loans without individual signs of impairment
- not overdue 40,958 815 40,143 2.0%
-watch list loans 1,086 21 1,065 1.9%
Impaired loans:
- not overdue 4,144 573 3,571 13.8%
-overdue less than 90 days 1,461 343 1,118 23.5%
- overdue more than 90 days and less than 1 year 886 417 469 47.1%
Total impaired loans 6,491 1,333 5,158 20.5%
Total loans to legal entities 48,535 2,169 46,366 4.5%
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Loans to individuals

Loans collateralized by real estate
- not overdue

- overdue less than 30 days

- overdue 30-89 days

- overdue 90-179 days

- overdue 180-360 days

- overdue more than 360 days
Total loans collateralized by real estate
Credit cards

- not overdue

- overdue less than 30 days

- overdue 30-89 days

- overdue 90-179 days

- overdue 180-360 days
Total credit cards

Auto loans

- not overdue

- overdue less than 30 days

- overdue 90-179 days

- overdue 180-360 days
Total auto loans

Other consumer loans

- not overdue

- overdue less than 30 days

- overdue 30-89 days

- overdue 90-179 days

- overdue more than 360 days
Total other consumer loans
Total loans to individuals

Total loans to customers

Impairment

Impairment allowance to

Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
34,389 989 33,400 2.9%
1,463 74 1,389 5.1%
944 181 763 19.2%
318 103 215 32.4%
128 61 67 47.7%

73 73 - 100.0%
37,315 1,481 35,834 4.0%
5,065 153 4,912 3.0%
60 32 28 53.3%

17 16 1 94.1%

3 2 1 66.7%

9 7 2 77.8%
5,154 210 4,944 4.1%
648 13 635 2.0%

18 1 17 5.6%

1 1 - 100.0%

1 1 - 100.0%

668 16 652 2.4%
6,327 287 6,040 4.5%
647 21 626 3.2%

36 28 22.2%

40 33 17.5%

3 1 2 33.3%
7,053 324 6,729 4.6%
50,190 2,031 48,159 4.0%
98,725 4,200 94,525 4.3%
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The following table provides information on the credit quality of the loans to customers as at

31 December 2011:

Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans to legal entities
Loans without individual signs of impairment
- not overdue 27,507 669 26,838 2.4%
-watch list loans 777 15 762 1.9%
Impaired loans:
- not overdue 2,416 286 2,130 11.8%
- overdue less than 90 days 2,026 424 1,602 20.9%
- overdue more than 90 days and less than 1 year 656 212 444 32.3%
- overdue more than 1 year 32 24 8 75.0%
Total impaired loans 5,130 946 4,184 18.4%
Total loans to legal entities 33,414 1,630 31,784 4,9%
Loans to individuals
Loans collateralized by real estate
- not overdue 24,977 900 24,077 3.6%
- overdue less than 30 days 1,310 67 1,243 5.1%
- overdue 30-89 days 314 76 238 24.2%
- overdue 90-179 days 265 67 198 25.3%
- overdue 180-360 days 128 38 90 29.7%
- overdue more than 360 days 28 8 20 28.6%
Total loans collateralized by real estate 27,022 1,156 25,866 4.3%
Credit cards
- not overdue 6,258 158 6,100 2.5%
- overdue less than 30 days 65 33 32 50.8%
- overdue 30-89 days 60 49 11 81.7%
- overdue 90-179 days 7 7 - 100.0%
- overdue 180-360 days 27 25 2 92.6%
- overdue more than 360 days 12 11 1 91.7%
Total credit cards 6,429 283 6,146 4.4%
Auto loans
- not overdue 987 23 964 2.3%
- overdue less than 30 days 23 21 8.7%
- overdue 30-89 days 28 20 28.6%
- overdue 90-179 days 19 13 31.6%
- overdue 180-360 days 8 - 100.0%
Total auto loans 1,065 47 1,018 4.4%
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Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %

Other consumer loans
- not overdue 7,413 340 7,073 4.6%
- overdue less than 30 days 352 10 342 2.8%
- overdue 30-89 days 42 11 31 26.2%
- overdue 90-179 days 7 3 4 42.9%
Total other consumer loans 7,814 364 7,450 4.7%
Total loans to individuals 42,330 1,850 40,480 4.4%
Total loans to customers 75,744 3,480 72,264 4.6%

Key assumptions and judgments for estimating the loan impairment

Loans to legal entities

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 that
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 for loans to corporate customers include the
following:

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

The Group 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:

o for non-impaired loans the Group creates a collective provision of 2.0% (2011: 2.4%) based
on the expected loss rate of the Group and considering other comparable banks in Georgia

o 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 affect the loan impairment provision. For example, to the extent
that the net present value of the estimated cash flows differs by one percent, the impairment
allowance on loans to legal entities as at 31 December 2012 would be GEL 464 thousand
lower/higher (2011: GEL 318 thousand lower/higher)
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Loans to individuals

The Group estimates loan impairment for loans to individuals 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 individuals include:

e loss migration rates are constant and can be estimated based on the historic loan default
migration pattern for the past 36 months for loans collateralised by real estate, credit cards,
auto loans and other conusmer loans

e in respect of loans secured by real estate, a delay of 12 months on average in obtaining
proceeds from the foreclosure of collateral, which is not compensated by related interest
income, and a discount of 20% to the originally appraised value if the property pledged is sold
through court procedures.

Loan loss rates are as follows:

- Loans collateralized by real estate - 4.0%
Credit cards - 4.1%

- Auto loans - 2.4%

- Other consumer loans - 4.6%

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 three percent, the impairment
allowance on loans to individuals as at 31 December 2012 would be GEL 1,445 thousand
lower/higher (2011: GEL 1,214 thousand).
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Analysis of collateral

Loans to legal entities

The following tables provides information on collateral and other credit enhancements securing
loans to legal entities, net of impairment, by types of collateral:

Fair value of Fair value of
collateral collateral

Loans to legal - for collateral - for collateral Fair value of
31 December 2012 etities, assessed as of  assessed as of loan collateral not
GEL’000 carrying amount reporting date inception date determined
Loans without individual signs of
impairment
Real estate 33,425 31,810 1,615 -
Motor vehicles 2,036 1,943 93 -
Cash and deposits 1,858 1,858 - -
Thirt party guarantees 1,517 - - 1,517
Inventory 1,037 899 138 -
Equipment 177 26 151 -
Other collateral (accounts receivable) 812 812 - -
No collateral or other credit
enhancement 346 - - 346
Total loans without individual signs
of impairment 41,208 37,348 1,997 1,863
Overdue or impaired loans
Real estate 4,638 4,243 395 -
Inventory 16 - 16 -
Thirt party guarantees 504 - - 504
Total overdue or impaired loans 5,158 4,243 411 504
Total loans to legal entities 46,366 41,591 2,408 2,367
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Fair value of Fair value of
collateral collateral

Loans to legal - for collateral - for collateral Fair value of
31 December 2011 entities, carrying assessed as of  assessed as of loan collateral not
GEL’000 amount reporting date inception date determined
Loans without individual signs of
impairment
Real estate 20,550 20,002 548 -
Cash and deposits 3,437 3,437 - -
Motor vehicles 1,100 1,020 80 -
Thirt party guarantees 1,091 - - 1,091
Equipment 568 418 150 -
Inventory 241 207 34 -
Corporate guarantees
(rated BB-to BB+) 106 - - 106
Corporate guarantees (unrated) 106 - - 106
Traded securities 63 63 - -
No collateral or other credit
enhancement 338 - - 338
Total loans without individual signs of
impairment 27,600 25,147 812 1,641
Overdue or impaired loans
Real estate 3,612 3,478 134 -
Thirt party guarantees 349 - - 349
Traded securities 170 170 - -
Inventory 36 22 14 -
No collateral or other credit
enhancement 17 - - 17
Total overdue or impaired loans 4,184 3,670 148 366
Total loans to legal entities 31,784 28,817 960 2,007

The tables above are presented on the basis of excluding overcollateralization.

The recoverability of loans which are neither past due nor impaired is primarily dependent on the
creditworthiness of the borrowers rather than the value of collateral, and the Group does not
necessarily update the valuation of collateral as at each reporting date. But collaterals for loans
with carrying amounts more than GEL 100 thousand are revalued at least once a year.

The Group has loans, for which fair value of collateral was assessed at the loan inception date and
it was not updated for further changes, and loans for which fair value of collateral is not
determined. For certain loans the fair value of collateral is updated as at the reporting date.
Information on valuation of collateral is based on when this estimate was made, if any.

For loans secured by multiple types of collateral, collateral that is most relevant for impairment
assessment is disclosed. Guarantees and sureties received from individuals, such as shareholders of
SME borrowers, are not considered for impairment assessment purposes. Accordingly, such loans
and unsecured portions of partially secured exposures are presented as loans without collateral or
other credit enhancement.
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Loans to individuals

Loans collateralized by real estate are secured by the underlying housing real estate. The Group’s
policy is to issue loans collateralized by real estate with a loan-to-value ratio of a maximum of
80%. Credit card overdrafts are not secured. Auto loans are secured by the underlying cars, other
consumer loans are secured by different types of collateral.

The following tables provides information on real estate collateral securing loans collateralized by
real estate, net of impairment:

Fair value of Fair value of
collateral collateral
Loans to - for collateral - for collateral Fair value of
31 December 2012 individuals, assessed as of  assessed as of loan collateral not
GEL’000 carrying amount reporting date inception date determined
Not overdue loans 33,400 27,080 6,320 -
Overdue loans 2,434 1,545 889 -
Total loans collateralized by
real estate 35,834 28,625 7,209 -
Fair value of Fair value of
collateral collateral
Loans to - for collateral — for collateral Fair value of
31 December 2011 individuals, assessed as of  assessed as of loan collateral not
GEL’000 carrying amount reporting date inception date determined
Not overdue loans 24,077 20,230 3,847 -
Overdue loans 1,789 1,442 347 -
Total loans collateralized by
real estate 25,866 21,672 4,194 -

The table above is presented on the basis of excluding overcollateralization.

For certain loans secured by real estate the Group updates the appraised values of collateral
obtained at inception of the loan to the current values considering the approximate changes in
property values. For the loans with carrying amount more than GEL 100 thousand the valuations
are updated at least once a year. The Group may also obtain a specific individual valuation of
collateral at each reporting date where there are indications of impairment. For remaining loans
secured by real the fair value of collateral was estimated at inception of the loans and was not
adjusted for subsequent changes to the reporting date.

For impaired or overdue loans collateralized by real estate management believes that the fair value
of collateral is at least 95% of the carryinig amount of the loans at the reporting date.

Auto loans are secured by the underlying cars. The Group’s policy is to issue auto loans with a
loan-to-value ratio of a maximum of 70%.

For impaired or overdue auto loans management believes that the amount of loans or its parts,
collateral fair value coverage is 100% of the amount of the loans at the reporting date.
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(iii) Repossessed collateral

(d)

(€)

()

9)

During the year ended 31 December 2012, the Group obtained certain assets by taking possession
of collateral for loans to customers with a net carrying amount of GEL 127 thousand

(2011: GEL 644 thousand).

The Group’s policy is to sell these assets as soon as it is practicable.

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:

2012 2011
GEL’000 GEL’000
Trade and services 30,167 22,935
Construction 3,849 1,545
Education 3,829 2,509
Mining/metallurgy and production 3,049 2,884
Energy 348 109
Agriculture 118 316
Transportation and communication 88 168
Other 4,918 1,318
Loans to individuals
- Trade and services 13,088 10,944
- Other 35,071 29,536
94,525 72,264

Significant credit exposures

As at 31 December 2012 and 2011 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 26(d), which shows the remaining period

from the reporting date to the contractual maturity of the loans.

Assets under lien

As at 31 December 2012 loans to customers with a gross value of GEL 18,740 thousand (2011:
GEL 20,908 thousand) serve as collateral for other borrowed funds and subordinated borrowings

(note 23).
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Assets held for sale

In 2012 management committed to sell land and buildings of GEL 5,973 thousand
(2011: GEL 1,953 thousand). Efforts to sell the assets have commenced, and a sale is highly
probable in 2013.

As at 31 December 2012 and 31 December 2011 the carrying amount of assets held for sale
approximately equals its fair value less costs to sell.

2012 2011
GEL’000 GEL’000

Assets classified as held for sale
Land and buildings 5,973 1,953

Management believes that the assets will be sold by the end of 2013. The Group disposed some of
these assets after the reporting date, as disclosed in note 34.

The table below presents the movement in the assets held for sale for the year ended 31 December
2012:

2012 2011

GEL’000 GEL’000

Assets held for sale as at the beginning of the year 1,953 2,338
Additions 84 -
Transferred from repossessed assets (note 19) 2,989 -
Transferred from investment property 293 -
Disposals 4) (385)
Impairment recovery (note 9) 658 -
Assets held for sale as at the end of the year 5,973 1,953

The table below presents the movement in the impairment allowance on assets held for sale for
the year ended 31 December 2012 and 2011:

2012 2011

GEL’000 GEL’000

Balance at the beginning of the year 1,207 1,207
Transferred from repossessed assets (note 19) 470 -
Impairment recovery (note 9) (658) -
Balance at the end of the year 1,019 1,207
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18 Property and equipment

Computers and

Land and communication Fixtures and Leasehold
GEL’000 buildings equipment fittings Motor vehicles improvements Other Total
Cost/revalued amount
Balance at 1 January 2012 14,343 4,103 1,026 131 6 151 19,760
Additions 19 110 51 25 89 21 315
Disposals - (16) (5) (60) - - (81)
Balance at 31 December 2012 14,362 4,197 1,072 96 95 172 19,994
Depreciation and impairment losses
Balance at 1 January 2012 221 3,261 713 124 2 69 4,390
Depreciation for the year 279 393 99 3 6 16 796
Disposals - (16) (5) (53) - - (74)
Balance at 31 December 2012 500 3,638 807 74 8 85 5,112
Carrying amount
At 31 December 2012 13,862 559 265 22 87 87 14,882
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GEL’000

Cost/revalued amount
Balance at 1 January 2011
Additions

Disposals

At 31 December 2011

Depreciation and impairment losses
Balance at 1 January 2011
Depreciation for the year

Disposals

Balance at 31 December 2011

Carrying amounts
At 31 December 2011

There are no capitalised borrowing costs related to the acquisition or construction of buildings or equipment during 2012 (2011: nil).

JSC BasisBank

Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

Land and Fixtures and Leasehold
buildings Equipment fittings Motor vehicles improvements Other Total
13,883 3,936 901 131 125 127 19,103
469 180 142 - 6 24 821
9) (13) a7) - (125) - (164)
14,343 4,103 1,026 131 6 151 19,760
- 2,656 477 106 46 54 3,339
221 618 253 18 75 15 1,200
- (13) a7) - (119) - (149)
221 3,261 713 124 2 69 4,390
14,122 842 313 7 4 82 15,370
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Revalued assets

In 2010 the land and buildings were re-valued by management based on the results of an
independent appraisal performed by Georgian Valuation Company Ltd. The basis used for the
appraisal was the market approach. The market approach was based upon an analysis of results of

comparable sales and recent market transactions of similar land and buildings.

As at 31 December 2012 the management concluded that the fair value of land and buildings did
not change significantly since 2010 based on the analysis of market trends and recent market
transactions for comparable land and buildings and that no adjustments are needed to the carrying

values of land and buildings in order for them to approximate their fair values.

The carrying amount of land and buildings as at 31 December 2012, if they would not have been

revalued, would be GEL 11,382 thousand (2011: GEL 11,614 thousand).

Other assets

2012 2011

GEL’000 GEL’000

Receivables from payments processing systems 163 943
Accounts receivable 289 372
Other financial receivables 570 475
Impairment allowance (168) (302)
Total other financial assets 854 1,488
Repossessed assets 10,638 13,806
Prepayments 1,632 1,275
Taxes other than income tax, recoverable 913 953
Impairment allowance on repossessed assets (3,637) (4,134)
Total other non-financial assets 9,546 11,900
Total other assets 10,400 13,388

Analysis of movements in repossessed assets

Movements in the repossessed assets for the year ended 31 December 2012 and 2011 are as

follows:
2012 2011
GEL’000 GEL’000
Repossessed assets at the beginning of the year 13,806 13,205
Additions 535 646
Disposals (244) (45)
Transfer to assets held for sale (3,459) -
Repossessed assets at the end of the year 10,638 13,806
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Analysis of movements in the impairment allowance

Movements in the impairment allowance for the year ended 31 December 2012 and 2011 are as

follows:
2012 2011
GEL’000 GEL’000
Balance at the beginning of the year 4,436 4,586
Net recovery (note 9) (161) (150)
Transfer to assets held for sale (470) -
Balance at the end of the year 3,805 4,436

The nature and net carrying value of repossessed assets as at 31 December are as follows:

Carrying value

31 December 2012
GEL’000

Carrying value

31 December 2011
GEL’000

Land and buildings 7,001

9,672

Repossessed assets with carrying value of GEL 162 thousand (2011: GEL 21 thousand) 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 2012 and 31 December 2011.

As at 31 December 2012 none of repossessed assets (2011: GEL 269 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

2012 2011

GEL’000 GEL’000

Vostro accounts 17 1,352
Term deposits 5,301 4,001
5,318 5,353

As at 31 December 2012 the Group has no banks (2011: one bank), whose balances exceed 10% of

equity.
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21 Amounts payable under repurchase agreements

2012 2011
GEL’000 GEL’000
Amounts due to NBG 5,502

(a) Collateral

As of 31 December 2011, amounts payable under repurchase agreements were collateralised by the

following securities:

2012 2011
GEL’000 GEL’000
Georgian Government treasury bills 3,705
NBG deposit certificates 1,990
5,695

22 Current accounts and deposits from customers
2012 2011
GEL’000 GEL’000
Current accounts 41,193 38,176
Demand deposits 30,170 25,432
Term deposits 44,700 34,603
116,063 98,211

As at 31 December 2012, the Group maintained customer deposit balances of GEL 9,272 thousand
(2011: GEL 11,974 thousand) that serve as collateral for loans and unrecognized credit instruments
granted by the Group.

As at 31 December 2012, the Group has one customer (2011: one customer), whose balances
exceed 10% of equity. These balances as at 31 December 2012 are GEL 10,315 thousand
(2011: GEL 11,562 thousand).

23 Other borrowed funds and subordinated borrowings

2012 2011
GEL’000 GEL’000
Loans from World Business Capital 14,870 16,461

Loans from Black Sea Trade and Development Bank 6,808
Loans from European Bank for Reconstruction and Development (EBRD) 1,461 4,413
Loan from Ministry of Finance 764 962
Other 84 96
23,987 21,932

As at 31 December 2012 loans from World Business Capital are secured by loans to customers with
the gross value of GEL 18,740 thousand (2011: GEL 20,908 thousand) (see note 16).
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Subordinated borrowings

As at 31 December 2012 subordinated borrowings comprise loans received from World Business
Capital of GEL 3,319 thousand (2011: GEL 3,462 thousand), maturing in 2021 and carrying an
annual interest rate of LIBOR+5%. In case of bankruptcy, the repayment of the subordinated
borrowings will be made after repayment in full of all other liabilities of the Group.

Breach of covenants
As at 31 December 2012 the Group was in breach of one covenant requirement under credit

agreements with EBRD. Management negotiated a waiver during 2012 for the covenant so that the
respective borrowings are not payable on demand as at 31 December 2012.

Other liabilities
2012 2011
GEL’000 GEL’000
Accrued expenses 397 326
Payables for payments processing system 27 439
Other financid liabilities 160 850
Total other financial liabilities 584 1,615
Taxes payable other than income tax 591 96
Total other liabilities 1,175 1,711

Shar e capital and share premium

I ssued capital and share premium

The authorised, issued and paid in share capital comprises 9,078,780 ordinary shares
(2011: 5,911,765). All shares have anominal value of GEL 1 per share.

During 2012, the Group issued 3,167,015 new shares with a par value of GEL 1 per share for
GEL 24,850,502, which created share premium of GEL 21,683,487.

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 Bank less general
reserves as recorded in the Bank’ s statutory accounts, which are determined according to legislation

of Georgia.

At the reporting date and subsequent to 31 December 2012 no dividends have been declared by the
Group.
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26 Risk management

(@)

(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 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 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
Treasury 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. Market risk limits are approved by Management Board based on recommendations of the
Risk Management 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 2012
ASSETS
Cash 12,985 - - - - 12,985
Due from the National Bank of
Georgia 18,301 - - - - 18,301
Placements with banks 14,260 - 265 - - 14,525
Available-for-sale financial assets 28,809 - - - 63 28,872
Loans to customers 3,974 7,554 31,274 37,978 13,745 94,525
78,329 7,554 31,539 37,978 13,808 169,208
LIABILITIES
Deposits and balances from banks 5,318 - - - - 5,318
Current accounts and deposits from
customers 75,419 5,493 30,715 4,109 327 116,063
Subordinated borrowings - - - - 3,319 3,319
Other borrowed funds - 2,061 8,006 6,728 3,873 20,668
80,737 7,554 38,721 10,837 7,519 145,368
(2,408) - (7,182) 27,141 6,289 23,840
31 December 2011
ASSETS
Cash 11,747 - - - - 11,747
Due from the National Bank of
Georgia 13,128 - - - - 13,128
Placements with banks 9,665 - 240 - - 9,905
Available-for-sale financial assets 20,008 - - - 63 20,071
Loans to customers 4,124 6,912 21,977 32,999 6,252 72,264
58,672 6,912 22,217 32,999 6,315 127,115
LIABILITIES
Deposits and balances from banks 5,353 - - - - 5,353
Amounts payable under repurchase
agreements 5,502 - - - - 5,502
Current accounts and deposits from
customers 65,520 6,544 22,214 3,557 376 98,211
Subordinated borrowings - 121 - - 3,341 3,462
Other borrowed funds - 1,830 2,835 8,701 5,104 18,470
76,375 8,495 25,049 12,258 8,821 130,998
(17,703) (1,583) (2,832) 20,741 (2,506) (3,883)
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Average interest rates

The table below displays average effective interest rates for interest bearing assets and liabilities as
at 31 December 2012 and 2011. These interest rates are an approximation of the yields to maturity
of these assets and liabilities.

2012 2011
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 3.1% - 0.4% 3.9% - 0.5%
Placement with banks
- Nostro accounts with banks - 0.2% - 2.7% - -
- Deposits and other advances
to banks 1.3% - - 7.1% 4.1% 3%
Auvailable-for-sale financial assets 8.1% - - 9.3% - -
Loans to customers 16.8% 14.9% 15.8% 17.4% 16.7% 16.7%
Held-to-maturity investments - - - 9.1% - -
Interest bearing liabilities
Deposits and balances from banks - 2.8% - 7.1% 5.7% 4.2%
Amounts payable under
repurchase agreements - - - 6.8% - -
Current accounts and deposits
from customers
- Current accounts and demand
deposits 4.0% 3.0% 1.1% 4.2% 3.2% 1.3%
- Term deposits 8.0% 9.3% 8.2% 10% 9.8% 9%
Subordinated borrowings - 5.6% - - 5.4% -
Other borrowed funds 5.8% 5.1% - 7.6% 4.9% -

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 rates (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 2012 and 2011 is as follows:

2012 2011
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
100 bp parallel fall 263 263 354 354
100 bp parallel rise (263) (263) (354) (354)
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An analysis of sensitivity of profit or loss and equity as a result of changes in
the fair value of financial assets available-for-sale due to changes in the interest rates based on
positions existing as at 31 December 2012 and 2011 and a simplified scenario of a 100 bp
symmetrical fall or rise in all yield curves is as follows:

2012 2011
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
100 bp parallel fall - 282 - 146
100 bp parallel rise - (282) - (146)

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 foreign currency exchange rates. Although the Group hedges its
exposure to currency risk, such activities do not qualify as hedging relationships in accordance with
IFRS.

The following table shows the currency structure of financial assets and liabilities as at
31 December 2012:

Other
GEL usD EUR  currencies Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
ASSETS
Cash 6,267 3,444 3,167 107 12,985
Due from the National Bank of Georgia 5,113 11,130 2,058 - 18,301
Placements with banks 9,294 1,021 4,136 74 14,525
Auvailable-for-sale financial assets 28,872 - - - 28,872
Loans to customers 21,625 69,556 3,343 1 94,525
Other financial assets 680 140 34 - 854
Total assets 71,851 85,291 12,738 182 170,062
LIABILITIES
Deposits and balances from banks 8 5,309 1 - 5,318
Current accounts and deposits from
customers 43,694 59,257 12,976 136 116,063
Subordinated borrowings - 3,319 - - 3,319
Other borrowed funds 84 20,584 - - 20,668
Other financial liabilities 484 98 2 - 584
Total liabilities 44,270 88,567 12,979 136 145,952
Net position 27,581 (3,276) (241) 46 24,110
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The following table shows the

31 December 2011:

ASSETS

Cash

Due from the National Bank of Georgia
Placements with banks
Auvailable-for-sale financial assets
Loans to customers

Other financial assets

Total assets

LIABILITIES
Deposits and balances from banks

Amounts payable under repurchase
agreements

Current accounts and deposits from
customers

Subordinated borrowings
Other borrowed funds
Other financial liabilities
Total liabilities

Net position

currency structure of financial assets and liabilities as at

Other
GEL usD EUR  currencies Total
GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
4,990 3,810 2,831 116 11,747
3,456 8,054 1,617 1 13,128
3,253 1,975 4,519 158 9,905
20,071 - - - 20,071
17,585 50,941 3,736 2 72,264
551 363 574 - 1,488
49,906 65,143 13,277 277 128,603
5,346 6 1 - 5,353
5,502 - - - 5,502
38,452 46,361 13,110 288 98,211
- 3,462 - - 3,462
96 18,374 - - 18,470
748 553 314 - 1,615
50,144 68,756 13,425 288 132,613
(238) (3,613) (148) (11) (4,010)

A weakening of the GEL, as indicated below, against the following currencies at 31 December
2012 and 2011 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.

10% appreciation of USD against GEL
10% appreciation of EUR against GEL

2012 2011
GEL’000 GEL’000
(278) (307)
(20) (13)

A strengthening of the GEL against the above currencies at 31 December 2012 and 2011 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.

48



(©)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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 Credit 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 Credit 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 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 2010 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 2012 qualifying loans with the carrying

amount of GEL 1,174 thousand were advanced to customers (2011: GEL 230 thousand).

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:

2012 2011
GEL’000 GEL’000

ASSETS
Due from the National Bank of Georgia 18,301 13,128
Placements with banks 14,525 9,905
Auvailable-for-sale financial assets 28,872 20,071
Loans to customers 94,525 72,264
Other financial assets 854 1,488
Total maximum exposure 157,077 116,856

The Group holds collateral against loans to customers in the form of mortgage interests over
property, other registered securities over assets, and guarantees. Estimates of value are based on the
value of collateral assessed at inception of the loans as updated to the current values considering the
approximate changes in property values. The Group obtains specific individual valuation of
collateral at each reporting date in case there are indications of impairment.

Collateral generally is not held against investments in securities, and placements in banks, except
when securities are held as part of reverse repurchase activities.

For the analysis of collateral held against loans to customers and concentration of credit risk in
respect of loans to customers refer to note 16.

The maximum exposure to credit risk from unrecognised contractual commitments at the reporting
date is presented in note 28.

As at 31 December 2012 the Bank has no debtors or groups of connected debtors (2011: nil), credit
risk exposure to whom exceeds 10% of maximum credit risk exposure.

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 debt
securities in issue, 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.
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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

e monitoring liquidity ratios against regulatory requirements.

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

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 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 2012 is as
follows:

Demand Total
and less From From From More gross
than 1to3 3to6 6to 12 than amount Carrying

GEL’000 1 month months months months 1 year outflow amount
Non-derivative
liabilities
Deposits and balances
from banks 5,321 - - - - 5,321 5,318
Current accounts and
deposits from customers 75,897 5,698 12,452 19,740 5,166 118,953 116,063
Subordinated
borrowings - - - - 4771 4,771 3,319
Other borrowed funds 14 2,078 3,585 4,898 11,458 22,033 20,668
Other financial
liabilities 584 - - - - 584 584
Total 81,816 7,776 16,037 24,638 21,395 151,662 145,952
Credit related
commitments 21,599 - - - - 21,599 21,599
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The maturity analysis for financial liabilities as at 31 December 2011 is as follows:

Demand Total
and less From From From More gross

than 1to3 3to6 6to12 than amount Carrying
GEL’000 1 month months months months 1 year outflow amount
Non-derivative
liabilities
Deposits and balances
from banks 5,357 - - - - 5,357 5,353
Amounts payable under
repurchase agreements 5,507 - - - - 5,507 5,502
Current accounts and
deposits from customers 65,567 6,691 13,073 10,182 4,917 100,430 98,211
Subordinated
borrowings - - - - 5,098 5,098 3,462
Other borrowed funds - 1,930 607 2,840 16,060 21,437 18,470
Other financial
liabilities 1,615 - - - - 1,615 1,615
Total 78,046 8,621 13,680 13,022 26,075 139,444 132,613
Credit related
commitments 20,874 - - - - 20,874 20,874

As at 31 December 2012 the Group was in breach of one covenant requirement under credit
agreements with EBRD. Management negotiated a waiver during 2012 for the covenant so that the
respective borrowings are not payable on demand as at 31 December 2012.

Management expects that the cash flows from certain financial assets and liabilities will be different
from their contractual terms either because management has the discretionary ability to manage the
cash flows or because past experience indicates that cash flows will differ from contractual terms.

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:

2012 2011

GEL’000 GEL’000

Demand and less than 1 month 4,017 1,873
From 1 to 3 months 5,512 6,541
From 3 to 12 months 30,701 22,212
From 1to 5 years 4,124 3,584
More than 5 years 346 393
44,700 34,603
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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 2012:

GEL’000

Non-derivative assets

Cash

Due from the National Bank of Georgia
Placements with banks
Available-for-sale financial assets
Loans to customers

Assets held for sale

Investment property

Property and equipment
Intangible assets

Other assets

Total assets

Non-derivative liabilities
Deposits and balances from banks

Current accounts and deposits from
customers

Subordinated borrowings
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
12,985 - - - - - - 12,985
18,301 - - - - - - 18,301
14,260 - 265 - - - - 14,525
28,809 - - - - 63 - 28,872
3,974 7,554 30,383 37,977 13,746 - 891 94,525
- - 5,973 - - - - 5,973
- - - - - 1,055 - 1,055
- - - - - 14,882 - 14,882
- - - - - 199 - 199
240 - 408 1,607 1,144 7,001 - 10,400
78,569 7,554 37,029 39,584 14,890 23,200 891 201,717
5,318 - - - - - - 5,318
75,420 5,493 30,715 4,108 327 - - 116,063
- - - - 3,319 - - 3,319
- 2,061 8,006 6,729 3,872 - - 20,668
- - - - - 1,025 - 1,025
941 - 216 - 18 - - 1,175
81,679 7,554 38,937 10,837 7,536 1,025 - 147,568
(3,110) - (1,908) 28,747 7,354 22,175 891 54,149
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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 2011:

GEL’000
Non-derivative assets
Cash

Due from the National Bank of Georgia
Placements with banks
Available-for-sale financial assets

Loans to customers
Assets held for sale
Investment property

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

Subordinated borrowings

Other borrowed funds
Deferred tax liability
Other liabilities

Total liabilities

Net position

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2012

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
11,747 - - - - - - 11,747
13,128 - - - - - - 13,128
9,665 - 240 - - - - 9,905
20,008 - - - - 63 - 20,071
2,993 6,912 21,977 32,999 6,252 - 1,131 72,264
- - 1,953 - - - - 1,953
- - - - - 1,295 - 1,295
- - - - - 15,370 - 15,370
- - - - - 231 - 231
2,250 16 135 65 1,256 9,666 - 13,388
59,791 6,928 24,305 33,064 7,508 26,625 1,131 159,352
5,353 - - - - - - 5,353
5,502 - - - - - - 5,502
65,520 6,544 22,214 3,557 376 - - 98,211
- 121 - - 3,341 - - 3,462
- 1,830 2,835 8,701 5,104 - - 18,470
- - - - - 1,005 - 1,005
1,711 - - - - - - 1,711
78,086 8,495 25,049 12,258 8,821 1,005 - 133,714
(18,295) (1,567) (744) 20,806 (1,313) 25,620 1,131 25,638
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In the above tables, available-for-sale financial assets are presented in the on demand category as
management views these assets as highly liquid assets that can be readily sold in case of necessity to
match cash outflows on financial liabilities.

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 and other borrowings maturing within the next month, and commitments, excluding
commitments secured by deposits. The Management tries to maintain the ratio above 25%. The
reported ratios of net liquid assets to deposits from customers at the reporting date are as follows:

2012 2011
GEL’000 GEL’000
Ratio of net liquid assets to deposits from customers 41.2% 23.3%

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 Bank defines as capital those items defined by statutory regulation as capital for Banks. Under
the current capital requirements set by the NBG, banks have to maintain a ratio of capital to risk
weighted assets (regulatory capital ratio) above the prescribed minimum level. As at 31 December
2012, this minimum level is 12%. The Bank is in compliance with the statutory capital ratio during
the years ended 31 December 2012 and 2011.

The calculation of capital adequacy based on requirements set by the NBG as at 31 December is as
follows:

2012 2011
GEL’000 GEL’000

Primary capital
Share capital 9,079 5,912
Share premium 27,296 5,612
Retained earnings according to the NBG regulations (unaudited) 11,207 8,017
Deductions (unaudited) (199) (231)
Total primary capital 47,383 19,310
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2012 2011
GEL’000 GEL’000
Secondary capital
Profit for the year according to NBG regulations (unaudited) 1,250 3,214
General reserve (unaudited) 1,731 1,290
Subordinated borrowings 3,319 3,462
Total secondary capital 6,300 7,966
Deductions (unaudited) (9,326) (5,201)
Total authorized capital 44,357 22,075
Risk weighted assets, combining credit, market and operational
risks (unaudited) 190,228 151,182
Total capital ratio (unaudited) 23.3% 14.6%

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.

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.

2012 2011
GEL’000 GEL’000

Contracted amount
Guarantees 8,344 12,936
Undrawn credit line commitments 6,501 1,422
Undrawn overdraft facilities 6,694 6,516
Letter of credit 60 -
21,599 20,874
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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 2012 and 2011 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:

2012 2011

GEL’000 GEL’000

Less than 1 year 182 70
Between 1 and 5 years 502 5
684 75

The Group leases a number of premises and equipment under operating leases. The leases typically
run for an initial period of one 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.

Contingencies
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 the Georgia continues to evolve and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which are sometimes contradictory and
subject to varying interpretation by different tax authorities. Taxes are subject to review and
investigation by a number of authorities who have the authority to impose severe fines, penalties
and interest charges. A tax year remains open for review by the tax authorities during the three
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, if the authorities were successful in enforcing their interpretations, could be significant. In
addition, the Group consults with qualified external tax advisors on a regular basis.
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31 Related party transactions
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Control relationships

The Group’s parent company is Xinjiang HuaLing Industry & Trade (Group) Co Ltd. The party
with ultimate control over the Group is Mi Enhua.

No publicly available financial statements are produced by the Group’s parent company or ultimate
controlling party.

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

Total remuneration included in personnel expenses for the years ended 31 December 2012 and
2011 is as follows:

2012 2011

GEL’000 GEL’000

Members of the Supervisory Board 152 218
Members of the Management Board 431 713
583 931

The outstanding balances and average interest rates as at 31 December 2012 and 2011 for
transactions with the members of the Supervisory Board and the Management Board are as follows:

2011 Average 2011 Average
GEL’000 interest rate, % GEL’000 interest rate, %
Consolidated statement of financial
position
ASSETS
Loans to customers 73 17% 538 16%
LIABILITIES
Current accounts and deposits from
customers 461 6% 422 5%

Amounts included in profit or loss in relation to transactions with the members of the Supervisory
Board and the Management Board for the year ended 31 December are as follows:

2012 2011
GEL’000 GEL’000

Profit or loss
Interest income 51 54
Interest expense (33) (14)
Fee and commission income 5 -
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rates

as at

31 December 2012 and related profit or loss amounts of transactions for the year ended 31 December 2012 with
other related parties are as follows:

Companies that are
controlled or

Close family Entities under significantly
Entities with members of key common control of influenced by key
significant influence management the Group’s parent management
over the Group personnel company personnel Total
Average Average Average Average
interest interest interest interest

GEL’000 rate, % GEL’000 rate, % GEL’000 rate, % GEL’000 rate, % GEL’000
Consolidated
statement of
financial position
ASSETS
Loans to customers - - 32 18% - - - - 32
LIABILITIES
Current accounts
and deposits from
customers - - 600 7% 2,192 5% 2 - 2,794
Other borrowed
funds 1,461 7% - - - - - - 1,461
Profit (loss)
Interest income - - 5 - - - - - 5
Interest expense (172) (13) (143) (6) (334)
Fee and commission
income (8) 40 20 156 208

The outstanding balances and the related average interest rates as at 31 December 2011 and related profit or loss
amounts of transactions for the year ended 31 December 2011 with other related parties are as follows:

Companies that are
controlled or significantly
influenced by key

Close family members of

Entities with significant key management

influence over the Group personnel 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 65 17% 54 20% 408 19% 527
LIABILITIES
Current accounts and
deposits from customers 55 3% 414 4% 11,833 1% 12,302
Other borrowed funds 4,413 7% - - - - 4,413
Profit (loss)
Interest income 15 11 58 84
Interest expense (155) (40) (98) (293)
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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:

2012 2011

GEL’000 GEL’000

Cash 12,985 11,747
Due from the National Bank of Georgia 5,359 3,560
Nostro accounts 5,260 6,547
23,604 21,854

Financial assets and liabilities: fair values and accounting
classifications

Accounting classifications and fair values

The estimated fair values of all financial instruments except for unquoted equity securities
available-for-sale approximate their carrying values. As disclosed in note 15 the fair value of
unquoted equity securities available for sale with a carrying value of GEL 63 thousand could not
be determined as at 31 December 2012 and 31 December 2011.

Valuation techniques include net present value and discounted cash flow models, comparison to
similar instruments for which market observable prices exist and other valuation models. The
objective of valuation techniques is to arrive at a fair value determination that reflects the price of
the financial instrument at the reporting date that would have been determined by market
participants acting at arm’s length.

The following assumptions are used by management to estimate the fair values of financial
instruments:

e discount rates of 3%-5% and 12%-19% are used for discounting future cash flows from
deposits and other advances to banks and loans to customers, respectively
e adiscount rate of 1%-10% is used for discounting future cash flows from liabilities.

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

The Group measures fair values for financial instruments recorded on the statement of financial
position using the following fair value hierarchy that reflects the significance of the inputs used in
making the measurements:

e Level 2: Valuation techniques based on observable inputs, either directly (i.e, as prices) or
indirectly (i.e, derived from prices). This category includes instruments valued using: quoted
market prices in active markets for similar instruments; quoted prices for identical or similar
instruments in markets that are considered less than active; or other valuation techniques
where all significant inputs are directly or indirectly observable from market data.

The table below analyses financial instruments measured at fair value at 31 December 2012, by
the level in the fair value hierarchy into which the fair value measurement is categorised:

GEL’000 Level 2

Available-for-sale financial assets 28,809

The table below analyses financial instruments measured at fair value at 31 December 2011, by
the level in the fair value hierarchy into which the fair value measurement is categorised:

GEL’000 Level 2

Available-for-sale financial assets 20,008

Events after the reporting period

On 19 March 2013 the Bank sold 100% of its subsidiary Basis Asset Management Limited for a
total consideration of GEL 4,985 thousand.

On 29 March 2013 the Bank sold 100% of its subsidiary Basis Asset Management - Kobuleti
Limited to its related party for a total consideration of GEL 2,987 thousand.
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