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Basisbank is a development-oriented universal bank
offering premium quality services and diverse products to its
customers.

The bank has a great history and its present image is the
result of the solid experience gained over the years.

2011 was another successful year for our bank, confirmed
with continuously increasing financial indicators and
growing investor interest in Basisbank.

The positive results achieved in the past years gave us the
platform for expanding our business. Backed by the strong
support and new credit lines received from our international
partners, Basisbank remained increasingly active in SME
crediting during 2011

This strategic area will continue to be a priority for
Basisbank in 2012, as we believe that it is this area that
creates most jobs in the country and, consequently, makes
a significant contribution to the development of the national
economy.

Another brilliant example of our business expansion is
opening of the new Head Office. The new Head Office
building is a historical architectural monument. The bank
invested 5 million GEL into buying and renovating the
building.

Just like in previous years, the bank stood out for its high
sense of social responsibility over the past year. The bank
took an active part in the financing of a variety of charity or
social projects.

We believe that one of the most important preconditions for
further development of our bank is a continued
improvement of service quality which we plan to achieve by
offering a wider variety of products and by rendering high
level of service to our customers.

I'd like to take an opportunity to thank our customers for
using our services, our local and international partners —for
the demonstrated trust and recognition and the entire
Basisbank team, as the success scored by the Bank is the
result of their commitment and efficient work.
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Service center network

At the end of 2011, Basisbank was represented by sixteen
service centers and fifty one ATMs.

For the improvement of customer service and operations
efficiency, all the bank service centers are universal, which
means that each service center serves retail, as well as,
corporate customers and offers them the whole spectrum of
products and services.

The bank service centers are staffed with highly skilled and
experienced professionals who go through regular service
plus and professional retraining.




dN%B6AL 3AMMBNCN
BUSINESS PROFILE

2011 Bemob g@o-gdon @dbbgomagbo 3Gmgd@o sboma
Loomom mggabol goblbbs ngm.

3dgbmds, ®m3gmdoi aobmogbgdymos sboma Lamom

mxobo, ab@mEogm sOJodgd&nenm dgamb Bomdmsw-
3960L. 8ab 39dgbabs s Mgedamo@s(300da ,85b0bdsb3ds" 5

dogmombo mamnb 0bggb@os0s gobsbmmsogme.

mgobob bodgndm gobbbabg mgb@n mdamabol 8gM38s gogn
Damegsd, gMmgbymo dsb30b 3Mgbowgb@ds gomman
Jo0030d98 s 65630L LoadgomgomynEgm Ladgmb oog-
3 mIoMgd BMod (30babmagds gogdmgl.

10

It is our staff's outstanding contribution that the customer
loyalty towards Basisbank is increasing. One of the largest
projects in 2011 was the opening of the new Head Office.

The building accommodating the new Head Office is a
historical architectural monument. The bank invested 5
million GEL into buying and renovatingiit.

The new Head Office was opened by Thilisi Mayor Mr. Gigi
Ugulava, President of the National Bank of Georgia Mr.

George Kadagidze and Mr. Zurab Tsikhistavi, the Chairman
of Basisbank's Supervisory Board.
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The ceremony hosted the opening of the exhibition of Thilisi
Academy of Fine Arts post-graduate students' works.
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3960dab m 3968E0b bLadgdnsbo 33068 g80. Vakhtang Kakhidze Orchestra String Quartet.

mbobdngdadyg abggg Imgbym ,85babdsb 3oL 30Dbybdgbms
3adab® 36G9bg6@ o003 gmyda bymb dgubymdl
Logddnsbo gHNngMHMgdal Redmysmndgdsl s Bgzmgdl

30l godmzmomgdob gobosmgdsb.

Basisbank Businessmen Club was also presented at the
event. The Club is expected to promote the development of
business relations and sharing of experience among the
members. The guests confirmed their Club membership by
solemn signature at the opening ceremony.

dmbBgggmds LEMIMygdds Lobgndm gomoMmgdodo
bgm3mbgFgdom ©os@ab@n@gl 3emmdda gobggmasbgds.
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New products

The year 2011 was quite a success in terms of product
development, too. Anumber of new bank products such as
Mobile Banking, Your Mortgage and Useful Auto Loan were
created to meet the customer interests.

Mobile Banking is a joint Magticom and Basisbank product.
It is the newest, most convenient and flexible payment
system enabling customers to perform a variety of bank
transactions simply by using their mobile phones. Any
transaction can be performed even when the balance
expires

Your mortgage is a mortgage loan in GEL and is intended for
customers wishing to buy or renovate real estate. The main
advantage of the product is that the loan is issued in GEL
and is very comfortable for those earning income in national
currency. In such case, users are protected from currency
risks.

Useful Auto Loan is intended for the customers wishing to
buy brand new or secondhand cars. One of the product
advantages is that a customer may apply for a 2-month
grace period each year during the loan amortization.

13
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SME, Sales

Just like in previous years, the main goal of the Sales and
Personal Service Department was the attraction of
individuals and legal entites on one hand, and the
maintenance and personal services provision to the existing
customers on the other hand. The priority for 2011 was to
attract SME segment to increase portfolio of loans (up to
500000 USD) and the Department employees successfully
accomplished this objective. On average, each employee
fulfilled his plan by 100% that had a positive reflection on the

overall plan of the Department.

As a result, the bank was able to significantly strengthen its
positions in the segment. In total, SME credit portfolio
increased by 86% over2011.

In parallel, the bank made active efforts to improve the
quality of SME credit portfolio., as a result the volume of
overdue loans dropped significantly.

Individual clients also make up a considerable part of
Basisbank's credit and deposit portfolios.

In the wake of the overall economic stability in the country,
the objective to step up crediting came to the fore.

To accomplish the objective, the Retail Sales Policy is based
on such factors as efficiently developed sales channels,
special offers and individual approach to customers.

In the light of the above, Basisbank witnessed a
considerable growth in both deposit and credit portfolios in
2011.
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International achievements

The recognition and growing interest shown in Basisbank by
international financial institutions came thanks to the bank's
flexible, stable, progressive and sound policy.

LEMEMBo Mm@ o8 gobadaMmmds. ) )
The cooperation between OPIC and Basisbank that started

2009 Bemob 3ol @oBygBgmo cmsbs83EmAemds OPIC- towards the end of 2009 when Overseas Private Investment

abo 05 ,600b3563L“ InMOb, HmEgbs 533-0b Insgmmdals
396dm abggbEo0gdal 3m@3mEs(3003 dob3L 3069 o
Lodgomm baBbgLolb oxnbsbbgdobogolb & 3mb 533
Mmool dmnmmdol bsgMgoogm boba asdmaym,

330053 393 dgmes.

Corporation (a US government corporation) allocated a $5
million credit facility to Basisbank for financing Small and
Medium Enterprises, still continued.

Proceeding from the successful cooperation, OPIC made a
decision to allocate an additional $5 million investment
package to Basisbank, including $3 million to finance Small
and Medium Enterprises and $2 million as a subordinated
loan.

»35D0b35630“ LogMmadmMabm LB sbEsMEgdobs s LEma
39bg%396@0b 3Jmbg 356305, GmMIgmdsi gho-ghmo
360336gmmgobo, sbgomndasbobgzo s LEsbamuMo
80bsbbyco 0bbGoGyBob LEsGYLo ©s0d3z300Ms
bogdommggmmdn. OPIC-0bs ©s ,65b0bdsb30L* bomds@ gdemma
0565830 m3mmdaEob godmBmnbamy, Bzgb dogomgom
300006943980mgds, 8s63L ©ods@gdom 3ogz S Imb 533
©mEsm0b dmmmmdal boobggb@aom 383980 gedmznymm,
Gm3mob  360336gmmgoba bsboma, abggg Gmams Babs
bogMgmo@m bodo, Lagdommggmmdo 3306y o badgymsrm

30bbgbob gobgnmamgdsl dImbdsmmgds.

30600) J63RkIT20
OPIC-0b 36mgd@gd0b 05930656L5d0b ot gd@meo

“Basisbank” is the bank of international standards and proper
management, bearing the status of one of the major,
considerable and stable financial institutions in Georgia.
Considering the successful cooperation between “Basisbank”
and OPIC, we have made a decision to allocate the additional
investment pack of 5 million USD to the Bank, which will also
basically, like the previous credit line, will be used for SME
developmentin Georgia”

Kenneth Angel
Projects Financing Director of OPIC
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The cooperation between Basisbank and Commerzbank is
also worth mentioning — Commerzbank allocated a credit
facility to Basisbank to finance trade operations.

The line is expected to facilitate and considerably ease the
interaction of customers conducting international trade
operations with their partners.

Basisbank has closely cooperated with major European and
Asian international financial institutions such as European
Bank for Reconstruction and Development (EBRD), World
Bank (WB), United States Agency for International
Development (USAID),
Development of Agriculture (IFAD), Black Sea Trade and
Development Bank (BSTDB).

International Foundation for

It is also worth mentioning that Fitch Ratings, an

international ratings agency, affirmed its ratings for

Basisbank.

The agency experts left Basisbank's Long-term Issuer
Default Rating to a B level, with Stable Outlook. The rating of
Basisbank shows that the bank's current capitalization is
adequate and that the share of problem loans in the credit
portfoliois low.

According to Fitch Rating's official statement, during the
year the bank successfully diversified its funding base.

Basisbank won the nomination of Most Reliable Bank in the
international contest GUAM Best Banks.

The results of the contest were summed up by GUAM, a
democratic and economic development organization and
«KBC-M3pat», international publishing house (Ukraine).
The contest winner award ceremony was held in GUAM
Secretary Office.

The goal of the contest is to identify the best banking
institutions operating in GUAM countries (Georgia, Ukraine,
Azerbaijan, Moldova) in different areas of their business.
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Personnel and personnel capacity building

2011 was a stable year for HR and Administrative
Management Department. The Department continued
staffing, opened vacancies and hired 45 new employees.
About 40 students completed an internship program in
Sales and Personal Service and Small and Medium Loans
Departments.

The year 2011 proved to be particularly outstanding in terms
of capacity building. A World Bank trainer conducted a 3-
week training in Loan Administration and Business
Simulations for Corporate and Retail Crediting, Sales and
Personal Service, Corporate Small and Medium Loans, and

Customer Financial Analysis Divisions.

The bank arranged trainings in project management for a
medium level management (20 employees). The bank
considered all the programs offered by almost all
educational establishments, including Independent
University, Caucasus University, Management Academy,

CTC.
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As part of the training, the employees will learn planning,
organization and control methods, study the theory and
acquire necessary project management skills.

At the end of 2011, the bank traditionally held a corporate
evening for its employees. Winners in various nominations
were revealed and, a number of prizes were awarded.

A sports and amusement event was also organized under
the initiative of the HR and Administrative Management
Department. The bank employees had the opportunity to
compete with each other in bowling, billiards, table tennis

and karaoke. Winners in respective contests were identified
and awarded prizes.
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Social responsibility and charity

Basisbank Funds Imedi Heroes Charity Evening

8 March —Thbilisi Marriott Hotel hosted Imedi Heroes Charity
Evening. The event was held to help Bodbiskhevi Nursing
Home.

Basisbank decided to take part in the event after hearing
Ketevan Lekveishvili's story who, in memory of her
grandmother, opened a nursing home in the village and
takes care of the elderly there.

Basisbank Takes Part in the lavnana Foundation
Charity Event Held in Barcelona

9 March —the Grand Theatre of Liceu in Barcelona hosted a
joint charity event of lavnana Foundation and SOS, a
Spanish foundation.

The event was held with the patronage of Montserrat
Caballé, a renowned opera singer. It is noteworthy that
Ramon Vargas, a famous tenor, and Miguel Gomes-
Martinez took part in the concert, who joined the event
organized by lavnana Foundation on September 25, 2008
to donate funds to the children orphaned in the war of 2008.

Besides, Renato Bruzoni, Michel Kreider, a friend of the
lavnana, soprano Tamar lveri and Paata Burchuladze, a
world bass, took part in the evening. The event was
honored with the attendance of the members of the Spanish
Government, members of the Spanish Royal Family, and
Georgian delegation.

The concert was held as a TV-marathon. The proceeds
were donated to the children orphaned in the war of August
2008.

Basisbank also made a contribution to the event. As a result
of cooperation with lavnana Foundation, it has become a
tradition for Basisbank to take partin such charity events.

21



LMBNICIAMN 39LTbNLEBIBMBY B J3IC3MIBICIBY
SOCIAL RESPONSIBILITY AND CHARITY

30BNL3O63NL  BbOGHROFIHNA)  LOTOGOIBIRML
653600M60RIHN) 30I&NL LIBLNB3NRIBOL
dMBGIGGI3N 350306 0)o.

10-11 0360bL gomo@dmbool ©om LsgmbigmG™
©0Md5bd0, 35Dabdsbzol bosmmoggMom, LodoMomggmmb
Bogombamgma domg@ob "bybodgzomgdal”™ 3mb3g@Egdn
35035600,

3Mb39ME Dy 30Mzgmam ndbs BoMBmeagboma ab sboemn
(3033000, ®m3mgdo PIEMmL3S omogm  bybodgomads
3obsb3bgmn 10 Bemol g068o3mmmdadn ©oas. Loso-
Bobggmnsbo 3Mmamads dmazogms 15 sbom bm3gMb, dom
dn@0b ngm mEn 8bo gomamo 3m83mdogos(s.

30vV0L356330
6033333 TJ30L 3O3MBVIGO 350306 0)O

30630 00330200L

3 0360bL, Jgogzeb Bo898mol Nel-3n, 3obobdsb zals
Logodmygbm ©oMmdsDdn dgmas  dabgoe 08d30mab
65893936 9d0L a58mgggbol 3MgDgb@o(300. ©odmge-
mog@mgdmgdl dmEmob 0y3zbgb Gmame i 356300
®56033OmImagda, sbgzg Imbggymo LEGMIGgdo.
369bgb@ o300y bohzgbgda 0gbs 3abgam nsdgomoal Bng®
39090 338 mdamafogogmn goedo, Mmdgmbacs
gmbo d0yzgdmes (36mdomo xanxnol "Beatles”-ol
dnbogo.

1 0g3emabl, 30 35babdsbzolb 3baMmadgmnom 339 dsormdals
bgmmgbgdal 3Dgnddn, Jotmggem 80-00bgem dbo@zomms
65893936980 g03mggbs asnds@ms. 29 8bo@geMmads
B3gMBgMs, 5935090, 3553035 S Jobs 390 Bafmowmanbs.
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Basisbank Sponsors the Sukhishvili Georgian National
Ballet Concerts

10-11 June — the Sukhishvili Georgian National Ballet
concerts were held in the Philharmonic Hall with Basisbank
support.

The new dances choreographed by lliko Sukhishvili, Jr., for
the last 10 years were presented at the concert for the first
time. An hour and a half long program included 15 new
performances, including a musical composition.

Basisbank Hosts Mikheil lashvili Exhibition

3 June — the presentation of the exhibition of Mikheil
lashvili's works was held in Basisbank Exhibition Hall at 1
Ketevan Tsamebuli Avenue. The exhibition attracted the
bank employees as well as the invited guests. The event
presented an autobiographic film shot by Mikheil lashvili
against the background of the Beatles music.

1 June — Basisbank sponsored the exhibition of Georgian
artists of the eighties that was held in Batumi Art Museum.
29 artists presented their works in oil, water colours,
graphics and sculpture.
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Basisbank Sponsors International Scientific-Practical
Conference

4-5 June — Basisbank funded an International Scientific-
Practical Conference held with Shota Rustaveli State
University support in Batumi and in High Mountainous
Regions of Ajara.

At the conference, professors and instructors from the
leading Georgian, Turkish, Ukrainian, German, Latvian,
Norwegian, American and Azeri universities as well as
experts and tourism industry representatives presented 150
reports. For two days, scientists, industry specialists and
businessmen worked jointly on the topical issues in the
development of tourism. The conference participants
formulated recommendations for the attention of the

relevant agencies.

Basisbank Acquires SAP Maintenance for llia State
University

30 June - llia State University hosted the presentation of
SAP University Alliances.

Since 2011, llia State University has been a member of SAP
University Alliances, allowing it to engage SAP system
teaching in its curriculum and use it in preparing post-
graduate and doctoral theses. Basisbank's financial support
contributed greatly towards llia State University's accession
to SAP University Alliances. Basisbank also purchased SAP
maintenance for llia State University. Basisbank has
sponsored a number of the projects implemented by the
University.

SAP teaching is expected in undergraduate Business
Administration courses. Besides, from the summer

semester, llia State University will launch a postgraduate

program in IT Management, a significant component of
which is the courses related to SAP teaching.
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Basisbank Awards UG Olympiad Winners

14 October — Georgian University Examination Hall hosted
the ceremony to award the winners of the English Olympiad.
The pupils from various secondary schools had taken partin
the Olympiad.

Georgian University and Basisbank awarded the three
winners with certificates, funding their study in Munster
University (Germany).

Basisbank Sponsors Tea Festival

The tea festival is intended to promote and support tea
growing. This year it has been held for the 6" time,
traditionally with Basisbank sponsorship. Tea growers from
Caucasus as well as tea importing companies took part in
the festival.

Unique sorts of tea from different parts of Caucasus were
presented.

Different sorts of tea, including black, green, and plant
curative tea products were presented and tasted, and

competitions of presented products were held at the festival.
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FINANCIAL RESULTS

In 2011 BasisBank proved once again that despite of all
difficulties existing in the market and the previous years'
problems that emerged in the aftermath of 2008-2009 economic
and political crisis which affected the bank's financials and which
still remained unresolved, the bank was able to successfully
generate respectable results.

Overall 2011 was a good year for the Bank. Following the 16%
recession of portfolio in 2009, in 2011 the bank recorded 14.5%
growth in loan portfolio (2010: 14%) and 14% growth in its assets
amounting to 159 million Gel at the end of the year (2010: 140
million Gel, and 2009: 119 million gel). In terms of the assets size,
BasisBank ranks 11th on the list of banks, holding 1.33% share of
the banking sector assets.

The main factors influencing the bank's annual financial results
were the impact of non-performing assets and the bank-owned
properties. In 2007, the pre-crisis period, growth of the bank's
assets accounted for nearly 32% (70% in the sector). With such
high growth rates, the concentration level of credit risks
increased. The growth occurred mainly in consumer and
construction sectors. In pre-crisis period the bank's assets were
highly concentrated in these sectors. In subsequent years the
bank has foreclosed a substantial amount of property on
defaulted loans. Following the local standards substantial
reserves were created on these assets which negatively affected
the bank's capital ratios and net profit (total impact on capital
was 5.3 million in terms of reserve expenses and 5.2 million in
terms of deductions from capital due to transfers of part of
foreclosed properties to subsidiaries. Thus resulting in
corresponding reduction of the bank's Tier 1 capital from 21
million Gel in 2008 to 19 million Gel in 2011 (Tier 1 capital at end
2009 was 19 million Gel, at end of 2010 17.5 million Gel) and
regulatory capital from 22,4 million Gel to 22 million Gel
(Regulatory capital was 18 million Gel at the end of 2009 and
2010)

However the bank managed to succeed in mitigating these
problems and preserve the bank's activity at an optimal level. In
May 2011, the bank attracted USD2m of subordinated loan from
the Overseas Private Investment Corporation (OPIC) in order to
support its Tier Il capital. As a result the regulatory capital ratio
improved from 12.8% (the CAR before Sub-loan) to 15%
(afterwards), the minimum requirement is 12%.

In 2011, the Bank gained 3.3 million Gel in net profit, that is the
best result since 2007 where net profit amounted to 3.8 million
Gel. Income before taxes amounted to 3.5 million gel which is
70% up from the prior year results (2.1 million Gel). Operating
income (pre-impairmentincome from banking operations before
provisions) equaled 4.5 million Gel and is by 1.3 million more
thantheincome of 2010 (3.2 million Gel).
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dgdmbogmada 48% (2010: 49%), gEbog®o gomy@ob
a005(33m0b M3gMa(309000006 Fomgdmmo 3gdmbagamagda
24 %, goM0dgdo bLgbbgddg 15%, wobsgyomgdymo
59&03980L Mgomabs3000056 domgdemo dgd8mbagama 11
%. 2011 bgmb domgdmem 3.3 domomb momMnsbo 630bws
3magdob agbgMma@gdal doMomowem bgmb ¢bymdws
Lgbbgdob DS s bogmgdow 360d3bgmmgaba bamggdn
Lgbbgdab @obojamagdalb MgbgMmgzgddy. JoMmamoo,
sMobom3gMmainm bamggdolb dgdmbogommsb mobo-
FoMomdob  3mgnn0gb@n dgwomgdom Jamama MAgds,
3ogM53 656335 Imabgmbs gb 3mggxai0gb@o 2010 Bgmal
74%-000056 2011 Bgemb 66%-3g Badmygabs (80% - 2009
Bgmb), Mos dofMomaaw bam3gMaznm dgdmbagmoal b wals
bomgdg dmbes. 2011 Bgmb 35630L 8m3ggdnobmdals
85B39bg39mo  3og8xmdgbrs, >d&ggdeb 93Qagde @
3930@ ol 0393935 2010 Bemal 8.1 % s 1.3 %-0006 2011
Byl dgbedsdabow 12.2 %-3wg o 1.9 %-3g gondsfs
(2009: -1.8% 56 -9.9%).

35630b B0g® ao3999mo Lybbgdolb dmymmmds 14.5 %-0m
a00baMes (2010: 14%), gnMopmgds doMomsmawm (3067 ©d
Lodommm dadbgb Lgbbgdab aszg8sdg aym 3mb(396-
GM0Mgdgema.
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Pre-impairment profit increased by 43% compared to 38%
increase in 2010. Main drivers of generated income were interest
income from loans and Gov. Securities. Net income increased by
11% (2010: 6%), non interest income accounted for 34% of all
revenue earned in 2011 (33% in 2010). This income was mostly
attributed to fees and commission income 48% (2010: 49%),
earnings on FX conversion 24%, penalty for loans 15% and
income received from the disposal of repossessed property 11%.
Net profit of 3.3 million gel earned in 2011 was mainly supported
by loan growth and less significant credit costs. Though the cost
to income ratio remains relatively high the bank managed to
reduce it from 74% in 2010 to 66% in 2011 (80% in 2009), due to
increase of operating income. The Bank's profitability in 2011
improved, return on average assets (ROA) and return on average
equity (ROE) increased from 8.1% and 1.3% in 2010 to 12.2% and
1.9%in 2011 respectively (2009:-1.8% and -9.9%).

The bank's volume of lending has risen by 14.5 %, (2010: by 14%),
with a particular focus on SME business loans extension. As of the
end 2011, 40 million Gel was issued on SME and 31 million Gel on
retail loans. Corporate loans comprise only the minor part of the
bank's portfolio 4 millioni.e.5%.

The Bank continued to manage credit risks to keep them at low
level. The portfolio contains no material concentrations of risks.
Atend 2011, loans that were more than 30 days past due stood at
3.9%, 3% of loans were restructured. Total impairment reserves
on loans equaled to 4.6% (2010: 3.4%, 2009: 5.6%). Loan
impairment reserves (LIR) covered NPLs (overdue loans more
than 30 days) by 106%.

In 2011 deposit volume grew by 2.5% and reached 98 million Gel
(2010: 95 million gel). Such increase is moderate in comparison
with 2010 year growth of 18% and with the sector growth of
23%, but the Bank's liquidity stood at comfortable level, liquid
assets (cash, short-term interbank placements) made up 22% of
total assets at end of 2011(end-2010: 25%). In total liquid assets
government securities amounted to 20 million Gel (2010: 9
million Gel). These funds are fully liquid and freely convertible in
cash. The securities can either be sold or pledged to receive a

loan from NBG.
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2011 Bemob dmembogal, 33069 s badgsmm dodbglbdg
3539993 Lgbbgdds 40 Bomambo msma dgomanbs, bonemm
Logamm bLgbbgdds — 31 Bomombo. 3mE®3mMs@ogmn
Lgbbgdo d5630L 3mMEeGgmal 1360d3bgmmm bsbomoas o 4
domomblb dgoa gbl, Ho(3 8mmnsbo 3m@ @ aqgmolb 5%-0o.

356335 dmobg@bs LszMmgmn@m Mabigdal adsrm ©mbgby
3gbo@habgds. 3mEGRgmo Mabzgdob 8603369mmgeb
3Mb(396@Mo(3098L oM dgazegb. 2011 Bemals dmenml, 30
©egdy Jgdor gorogorsEemgdgme bbbgde 350z 9brs
3.9 %-L, 3 % Lgbbgdobs 3o FgbEGHNIGNHboMgdama
0gdbs. Lgbbgdol ©sbs3oMagdal MgbgMm3zds 4.6% dgoanbs
(2010: 3.4%, 2009: 5.6 %). bgbbob sbs3Magdal MgbgMzgo
06539135 Lgbbgdl (30 PMydg Ig@ow 3osasms(30mgdama
Lgbbgdn) 106 %-00 BoMogws.

2011 Bgemb, ©93mD0@gdol ImEgemmds 2.5% -oo
350bsMEs s 98 Fomombo momo dgemanbs (2010: 95
domomba maMa). s dz0Mgs, Lyd@mM@do ©ognd-
Lofgdam 23 %-006 BOobmeb JgmoMmgdom, 8oamsd
35630L mo3z00mds bondgom Embydg ombs. 2011 Bemals
dmmmb moggoeg®ds sd@03gdds (bosmmo gyymo,
Mg g3000060 35b3medmmabo ©g3mba@gdn) dJmemnsbo
0d@03980b 22 % dgogobs (2010: 25 %). 3oymnsh
™0330096 5§8039830 Lobababm Gobnsbds Jomomogdds
20 Bomombo mamo dgowgnbs (2010:9 Boemombo). gb
Bmbegdo LEMMmE M0 3zoEYMas ©s LEYmaw 3mbzgm-
&0Mgds bamo g3m3a. gb gabosbo Jomomogdn Igadmagds
350940mb 56 @sg0Mogmgb bgd-0bask bybbob dabsmgdac.

2011 Brolb dmemmb, 30630L 3930@omds 25.4 doemombo
oMo dgomanbs, Moy 85630l domnsbo og@0ggdolb 16 %-b
d9000a90L. Bemab a06353mmd0d0 356 30b 3odn@oma 15%-0m
350b3M©s doMnmaa 630bos Imagdab batyk by.

At the end of 2011, the bank's equity amounted to 25.4 million
Gel, which accounts for 16% of the bank's total assets (2010: 2.3
million Gel). During the year, the bank equity grew by 15% mainly

atthe expense of net profit.
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Thilisi Branch of KPMG CIS Limited Telephone +995 (32) 2935695
4, Besiki Street, Fax +995 (32) 2935713
Tbilisi, 0108, Internet www.kpmg.ge
Georgia

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 2011, 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 from material
misstatement.

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

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

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as at 31 December 2011, and its financial performance and its cash
flows for the year theg ended in accordance with International Financial Reporting Standards.

TbA9 braa

Thilisi Branch of KPMG CIS Limited
7 May 2012

Toilisi Branch ot KPMG CIS Limited, a branch incorporated under the
Laws of Georgis, a subsidiary of XPMG Europe LLP, and a member firm
of the KPMG network of independent member firms atliliated with KPMG
Intemational Cooperative ("KPMG Internotional”), a Swiss entity.




JSC BasisBank
Consolidated Statement of Comprehensive Income for the year ended 31 Deceniber 2011

2011 2010
Notes GEL’000 GEL’000
Interest income 4 14,479 13,416
Interest expense 4 (6,924) (6,600)
Net interest income 7,555 6,810
Fee and commission income 5 3,605 3,270
Fee and commission expense 6 (1,547) (1,534)
Net fee and commission income 2,058 1,736
Net foreign exchange income 7 1,806 1,754
Other operating income 8 2,051 1,606
Operating income 13,470 11,906
Impairment losses 9 (1,019) (1,100)
Personnel expenses 10 (4,976) (4,998)
Other general administrative expenses I (3.956) (3,738)
Profit before income tax 3,519 2,070
[ncome tax expense 12 (414) (286)
Profit for the period 3,105 1,784
Other comprehensive income, net of income tax
Net change in fair value of available-for-sale financial assets 227 -
Revaluation of land and buildings - 173
Other comprehensive income for the period, net of
income tax 227 173
Total comprehensive income for the period 3,332 1,957
Total comprehensive income attributable to:
- Equity holders of the Bank 3,332 1,957
- Non-controlling interests - -
Total comprehensive income for the period 3,332 1,957

The consolidated financial statements as set out on pages 4 to 58 were approved by management
on 7 May 2012 and were signed on its behalf by:

/l -//
= N /
a2 2530 4 — ,?W;Z/ )
David Tsa’g\ja 7 (_,\L Lla.ue,s_l_‘.;n.u.;,-k /
General Directof’ ~ Chief Finangfal-Ofticer

The consolidated 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 2011

2011 2010

Notes GEL’000 GEL’000
ASSETS
Cash 11,747 11,460
Due from the National Bank of Georgia 13 13,128 17,983
Placements with banks 14 9,905 5,190
Available-for-sale financial assets
- Held by the Group 15 14,376 63
- Pledged under sale and repurchase agreements 15 5,695 -
Loans to customers 16 72,264 63,976
Held-to-maturity investments
- Held by the Group 17 - 7,165
- Pledged under sale and repurchase agreements 17 - 2,085
Assets held for sale 18 1,953 2,338
Investment property 1,295 436
Property and equipment 19 15,370 15,764
Intangible assets 231 275
Other assets 20 13,388 13,660
Total assets 159,352 140,395
LIABILITIES
Deposits and balances from banks 21 5,353 394
Amounts payable under repurchase agreements 22 5,502 2,000
Current accounts and deposits from customers 23 98,211 95,877
Subordinated borrowings 24 3,462 -
Other borrowed funds 24 18,470 18,006
Deferred tax liability 12 1,005 551
Other liabilities 25 1,711 1,261
Total liabilities 133,714 118,089
EQUITY
Share capital 26 5,912 5,912
Share premium 5,612 5,612
Revaluation surplus for land and buildings 2,361 2,361
Revaluation reserve for available-for-sale financial assets 227 -
Retained earnings 11,276 8,171
Total equity attributable to equity holders of the Bank 25,388 22,056
Non-controlling interests 250 250
Total equity 25,638 22,306
Total liabilities and equity 159,352 140,395

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

5



JSC BasisBank

Consolidated Statement of Cash Flows for the year ended 31 December 2011

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)/from operations

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

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

Sale and repayment of held-to-maturity investments
Purchases of property and equipment

Purchases of intangible assets

Sales of property and equipment

Sales of investment property

Cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Receipts of subordinated borrowings
Net receipts of other borrowed funds

Cash flows from financing activities

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

Cash and cash equivalents as at the end of the period

2011 2010

Notes GEL’000 GEL’000
16,497 16,165
(8.469) (7.594)
1,887 1,754
1,241 1,192
(7,411) (7,582)
752 -
43 884
(6,605) (1,752)
(3.023) 7,407
(12,810) (13,345)
(138) (1,546)
5,005 (469)
3,500 2,000
5,137 14,666
167 (73)
(4,227) 11,707
(28,967) -
10,449 -
- (9.299)
9,432 6,133
(821) (4.,575)
- (127)
75 4
580 -
(9,252) (7,864)
3,462 _
1,521 3,257
4,983 3,257
(8,496) 7,100
(331) 250
30,681 23,331
33 21,854 30,681

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

consolidated financial statements.
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JSC BasisBank
Consolidated Statement of Changes in Equity for the year ended 31 December 2011

GEL’000 Attributable to equity holders of the Bank
Revaluation
Revaluation reserve for
surplus for available-for- Non-
Share land and sale financial Retained controlling
Share capital premium buildings assets earnings Total interests Total equity
Balance as at 1 January 2010 5,912 5,612 2,188 - 6,387 20,099 250 20,349
Total comprehensive income
Profit for the period - - - - 1,784 1,784 - 1,784
Other comprehensive income
Revaluation of land and buildings, net of income tax - - 173 - - 173 - 173
Total other comprehensive income - - 173 - - 173 - 173
Total comprehensive income for the period - - 173 - 1,784 1,957 - 1,957
Balance as at 31 December 2010 5,912 5,612 2,361 - 8,171 22,056 250 22,306
Balance as at 1 January 2011 5,912 5,612 2,361 - 8,171 22,056 250 22,306
Total comprehensive income
Profit for the period - - - - 3,105 3,105 - 3,105

Other comprehensive income

Net change in fair value of available-for-sale financial

assets, net of income tax - - - 227 - 227 - 227
Total other comprehensive income - - - 227 - 227 - 227
Total comprehensive income for the period - - - 227 3,105 3,332 - 3,332
Balance as at 31 December 2011 5,912 5,612 2,361 227 11,276 25,388 250 25,638

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.



(a)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

Background

Organisation and operations

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

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

The registered address of the Bank is 1 Ketevan Tsamebuli Street, Tbilisi 0103, Georgia. The
majority of the Bank’s assets and liabilities are located in Georgia. The average number of people
employed by the Bank during the year was 251 (2010: 270).

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

The principal subsidiaries of the Bank are as follows:

Ownership %

Name Country of incorporation  Principal activities 2011 2010
Basis Asset Management Limited Georgia Asset management 100% 100%
Basis Asset Management —Kobuleti Georgia Asset management 100% -
Limited
Paladi Imperial Partnership Georgia Construction 75% 75%
Shareholders

As at 31 December 2011 and 2010, the following individuals owned the share capital of the Bank:

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

100.00 %

Related party transactions are detailed in note 32.



(b)

(a)

(b)

(c)

(d)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

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 consolidated financial position of the Group. The future business
environment may differ from management’s assessment.

Basis of preparation

Statement of compliance

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

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that
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.



(e)

(a)
(i)

(ii)

(b)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

Information about significant areas of estimation uncertainty and critical judgments in applying
accounting policies is described in the following notes:

¢ Joan impairment estimates - note 16

Changes in accounting policies and presentation

With effect from 1 January 2011, the Group changed its accounting policies in the following
areas:

¢ The Group retrospectively applied a revised version of IAS 24 (issued in 2009) Related Party
Disclosures. This change did not have a significant impact on the related party disclosures;

e The Group retrospectively applied limited amendments to IFRS 7 Financial Instruments:
Disclosures issued as part of Improvements to IFRSs 2010. These amendments mainly relate
to disclosures on collateral and other credit enhancements, as well as to renegotiated assets
that would otherwise be past due or impaired.

Significant accounting policies

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

Basis of consolidation

Subsidiaries

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

Transactions eliminated on consolidation

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

Non-controlling interests

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

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

10
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(d)

(e)
(i)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

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 or qualifying cash flow hedges, 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 and overnight deposits with the NBG. 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
amortized cost in the statement of financial position.

Financial instruments

Classification

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

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

- intends to sell immediately or in the near term

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

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

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

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturity that the Group has the positive intention and ability to hold to
maturity, other than those that:

- the Group upon initial recognition designates as at fair value through profit or loss
- the Group designates as available-for-sale or,
- meet the definition of loans and receivables.

Available-for-sale financial assets are those non-derivative financial assets that are designated as

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

11



(ii)

(iii)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

Recognition

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

Measurement

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

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

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

- held-to-maturity investments that are measured at amortized cost using the effective interest
method

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

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.

(iv) Amortised cost

v)

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.

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.

12



(i)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

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 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.

(vii) Derecognition

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

The Group writes off assets deemed to be uncollectible.

(viii) Repurchase and reverse repurchase agreements

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

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

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

®
(@)

(ii)

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

Property and equipment

Owned assets

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

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

Revaluation

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

(iii) Depreciation

(2

Depreciation is charged to profit or loss on a straight-line basis over the estimated useful lives of
the individual assets. Depreciation commences on the date of acquisition or, in respect of
internally constructed assets, from the time an asset is completed and ready for use. Land is not
depreciated. The estimated useful lives are as follows:

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

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

Investment property

Investment property is property held either to earn rental income or for capital appreciation or for
both, but not for sale in 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 parts of an item of investment property have different useful lives, they are accounted for as
separate items (major components) of investment property.

Assets held for sale

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

Repossessed assets

The Group recognises repossessed assets in the statement of financial position when it has the full
and final settlement 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.
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Impairment

Financial assets carried at amortized cost

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

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

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

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

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

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

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

(iii) Available-for-sale financial assets

(v)

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.

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.
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Credit related commitments

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

Financial guarantees are contracts that require the Group to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument.

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

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

Share capital
Ordinary shares

Ordinary shares are classified as equity.

Share premium

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

(iii) Dividends

(m)

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
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related to investments in subsidiaries where the parent is able to control the timing of the reversal
of the temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future. Deferred tax is measured at the tax rates that are expected to be applied to the
temporary differences when they reverse, based on the laws that have been enacted or
substantively enacted by the reporting date.

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

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

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

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

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

New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective as
at 31 December 2011, 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 [FRS 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.

e IFRS 10 Consolidated Financial Statements will be effective for annual periods beginning on
or after 1 January 2013. The new standard supersedes 1AS 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

19



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

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).

IFRS 12 Disclosure of Interests in Other Entities will be effective for annual periods
beginning on or after 1 January 2013. The new standard contains disclosure requirements for
entities that have interests in subsidiaries, joint arrangements, associates and unconsolidated
structured entities. Interests are widely defined as contractual and non-contractual
involvement that exposes an entity to variability of returns from the performance of the other
entity. The expanded and new disclosure requirements aim to provide information to enable
the users to evaluate the nature of risks associated with an entity’s interests in other entities
and the effects of those interests on the entity’s financial position, financial performance and
cash flows. Entities may early present some of the IFRS 12 disclosures without a need to
early-adopt the other new and amended standards. However, if IFRS 12 is early-adopted in
full, then IFRS 10, IFRS 11, TIAS 27 (2011) and TAS 28 (2011) must also be early-adopted.

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.

Amendment to IAS 1 Presentation of Financial Statements: Presentation of Items of Other
Comprehensive Income. The amendment requires that an entity present separately items of
other comprehensive income that may be reclassified to profit or loss in the future from those
that will never be reclassified to profit or loss. Additionally, the amendment changes the title
of the statement of comprehensive income to statement of profit or loss and other
comprehensive income. However, the use of other titles is permitted. The amendment shall be
applied retrospectively from 1 July 2012 and early adoption is permitted.

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 2012. 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
Available-for-sale financial assets
Placements with banks

Loans to customers

Held-to-maturity investments

Interest expense

Deposits and balances from banks

Amounts payable under repurchase agreements
Current accounts and deposits from customers
Subordinated borrowings

Other borrowed funds

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
Other

21

2011 2010
GEL’000 GEL’000
1,216 -
222 137
12,859 12,788
182 491
14,479 13,416
(107) (50)
(628) (103)
(5212) (5,588)
(114) -
(863) (865)
(6,924) (6,606)
7,555 6,810
2011 2010
GEL’000 GEL’000
1,245 1,094

959 933

658 558

498 458

245 227
3,605 3,270
2011 2010
GEL’000 GEL’000
958 980

223 202

366 352
1,547 1,534
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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

22

2011 2010
GEL’000 GEL’000
1,887 1,754
(81) -
1,806 1,754
2011 2010
GEL’000 GEL’000
1,145 1,142
32) (55)

457 423

366 -

115 9%

2,051 1,606
2011 2010
GEL’000 GEL’000
1,169 (1,228)

- 577

(150) 1,751
1,019 1,100
2011 2010
GEL’000 GEL’000
3,981 3,998

995 1,000
4,976 4,998
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11 Other general administrative expenses

12

(a)

Depreciation and amortization
Professional services

Security

Occupancy

Adpvertising and marketing
Taxes other than income tax
Communications and information services
Office supplies

Repairs and maintenance
Insurance

Travel and training

Other

Income tax expense

Current year tax expense

Deferred taxation movement due to origination and reversal of temporary

differences

Total income tax expense

2011 2010
GEL’000 GEL’000
1,250 1,136
564 490

458 462

356 540

289 304

206 167

172 154

126 119

55 49

40 28

30 12

410 277
3,956 3,738
2011 2010
GEL’000 GEL’000
(414) (286)
(414) (286)

In 2011, the applicable tax rate for current and deferred tax is 15% (2010: 15%).

Reconciliation of effective tax rate:

Profit before tax

Income tax expense at the applicable tax rate

Non-taxable income

2011 2010
GEL’000 % GEL’000 %
3,519 2,070
528 15% 311 15%
(114) (3%) (25) (1%)
414 12% 286 14%

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 2011 and 2010.
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Movements in temporary differences during the years ended 31 December 2011 and 2010 are

presented as follows.

Recognised in other

Balance Recognised comprehensive Balance

GEL’000 1 January 2011 in income income 31 December 2011
Available-for-sale financial assets - - 40) 40)
Property and equipment (1,410) (546) - (1,956)
Other assets 734 (117) - 617
Otbher liabilities 59 (D - 58
Tax loss carry-forwards 66 250 - 316
(551) (414) 40) (1,005)

Recognised in other

Balance Recognised comprehensive Balance

GEL’000 1 January 2010 in income income 31 December 2010
Loans to customers (143) 143 - -
Property and equipment (1,495) 115 30) (1,410)
Other assets 450 284 - 734
Other liabilities 47 12 - 59
Tax loss carry-forwards 906 (840) - 66
(235) (286) 30) (551)

Tax loss carry forwards amount to GEL 316 thousand as at 31 December 2011 (2010: GEL 66
thousand). Of these losses, GEL 250 thousand expires in 2016 and GEL 66 thousand expires in

2014.

Income tax recognised in other comprehensive income

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

2011 2010
Amount Tax Amount Amount Tax Amount
GEL’000 before tax  expense  net-of-tax  before tax expense net-of-tax
Net change in fair value of
available-for-sale financial assets 267 40) 227 - - -
Revaluation of land and buildings - - - 203 30) 173
Other comprehensive income 267 (40) 227 203 30) 173
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Due from National Bank of Georgia

2011 2010

GEL’000 GEL’000

Mandatory minimum reserve deposit 9,568 3,610
Nostro accounts 2,160 14,373
Overnight deposit 1,400 -
13,128 17,983

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
2011 2010
GEL’000 GEL’000
Nostro accounts
- rated AA-to AA+ 463 758
- rated A- to A+ 5,860 442
- rated Aa3 - 2,352
- rated BBB- 30 -
- rated BB- to BB+ 8 -
- rated below B+ 74 232
- not rated 112 1,064
Total nostro accounts 6,547 4,848
Deposits and other advances to banks
- rated AA-to AA+ - 342
- rated BBB- 117 -
- not rated 3,241 -
Total deposits and other advances to banks 3,358 342
9,905 5,190

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

agency ratings.

Included in deposits and other advances to banks is GEL 117 thousand (2010: GEL 342 thousand)

which represents a blocked deposit for plastic card settlements.

As at 31 December 2011 the Group has two banks (2010:

one bank),

whose balances exceed 10% of equity. The gross value of these balances as at 31 December 2011

is GEL 8,453 thousand (2010: GEL 2,352 thousand).
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Available-for-sale financial assets

2011 2010
GEL’000 GEL’000
Held by the Group
Debt and other fixed-income instruments
Georgian Government treasury bills 6,612 -
Georgian Government treasury bonds 4,739 -
NBG deposit certificates 2,962 -
14,313 -
Equity instruments — Unquoted
Corporate shares 63 63
14,376 63
Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
Georgian Government treasury bills 3,705 -
NBG deposit certificates 1,990 -
5,695 -

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

Investments without a determinable fair value

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

flows in this industry.

Loans to customers

2011 2010
GEL’000 GEL’000
Loans to legal entities 33,414 31,913
Loans to individuals
Loans collateralized by real estate 27,022 19,373
Credit cards 6,429 6,607
Auto loans 1,065 1,104
Other consumer loans 7,814 7,201
Total loans to individuals 42,330 34,285
Gross loans to customers 75,744 66,198
Impairment allowance (3,480) (2,222)
Net loans to customers 72,264 63,976
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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 entities Loans to 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

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

31 December 2010 are as follows:

Loans to legal entities Loans to individuals Total

GEL’000 GEL’000 GEL’000

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

Credit quality of loans to customers

The following table provides information on the credit quality of 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%
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Credit cards

- 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 credit cards

Auto loans

- not overdue

- overdue less than 30 days
- overdue 30-89 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
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 %
6,258 158 6,100 2.5%
65 33 32 50.8%

60 49 11 81.7%

7 7 - 100.0%

27 25 2 92.6%

12 11 1 91.7%
6,429 283 6,146 4.4%
987 23 964 2.3%

23 21 8.7%

28 20 28.6%

19 13 31.6%

8 - 100.0%
1,065 47 1,018 4.4%
7,413 340 7,073 4.6%
352 10 342 2.8%

42 11 31 26.2%

7 3 4 42.9%
7,814 364 7,450 4.7 %
42,330 1,850 40,480 4.4%
75,744 3,480 72,264 4.6 %

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

31 December 2010:

Loans legal entities

Loans without individual signs of impairment

- not overdue
-watch list loans
Impaired loans:
- not overdue

- overdue less than 90 days

- overdue more than 90 days and less than 1 year

Total impaired loans

Total loans to legal entities

Impairment

Impairment allowance to

Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
27,279 612 26,667 2.2%
795 16 779 2.0%

2,118 124 1,994 5.9%
1,235 122 1,113 9.9%
486 131 355 27.0%

3,839 377 3,462 9.8%
31,913 1,005 30,908 31%
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Impairment
Impairment allowance to
Gross loans allowance Net loans gross loans,
GEL’000 GEL’000 GEL’000 %
Loans to individuals
Loans collateralised by real estate
- not overdue 17,593 649 16,944 3.7%
- overdue less than 30 days 868 39 829 4.5%
- overdue 30-89 days 727 67 660 9.2%
- overdue 90-179 days 185 48 137 25.9%
Total loans collateralised by real estate 19,373 803 18,570 4.1%
Credit cards
- not overdue 6,461 139 6,322 2.2%
- overdue less than 30 days 69 6 63 8.7%
- overdue 30-89 days 62 23 39 37.1%
- overdue 90-179 days 15 7 8 46.7%
Total credit cards 6,607 175 6,432 2.6%
Auto loans
- not overdue 1,057 22 1,035 2.1%
- overdue less than 30 days 19 1 18 5.3%
- overdue 30-89 days 25 5 20 20.0%
- overdue 90-179 days 3 1 2 33.3%
Total auto loans 1,104 29 1,075 2.6%
Other consumer loans
- not overdue 6,947 190 6,757 2.7%
- overdue less than 30 days 201 195 3.0%
- overdue 30-89 days 40 32 20.0%
- overdue 90-179 days 13 7 46.2%
Total other consumer loans 7,201 210 6,991 2.9%
Total loans to individuals 34,285 1,217 33,068 3.5%
Total loans to customers 66,198 2,222 63,976 3.4%

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
which can be reliably estimated. Loans without individual signs of impairment do not have
objective evidence of impairment that can be directly attributed to them.

The objective indicators of loan impairment include the following:

e overdue payments under the loan agreement

® significant difficulties in the financial conditions of the borrower

e deterioration in business environment, or negative changes in the borrower’s markets
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The Group estimates loan impairment for loans to legal entities 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 legal entities, management makes the
following key assumptions:

e for non-impaired loans the Group creates a collective provision of 2% (2010: 2%) based on
the expected loss rate of the Group and other comparable banks in Georgia

e for impaired loans a discount of 25% to the originally appraised value if the property pledged
is sold and a delay of 36 months on average in obtaining proceeds from the foreclosure of
collateral.

Changes in these estimates could effect the loan impairment provision. For example, to the extent
that the net present value of the estimated cash flows differs by minus one percent, the impairment
allowance on loans to legal entities as at 31 December 2011 would be GEL 318 thousand higher
(2010: GEL 309 thousand higher).

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:

® Joss migration rates are constant and can be estimated based on the historic loss migration
pattern for the past 36 months for loans collateralised by real estate, auto loans and other
consumer loans.

¢ Joans to individuals overdue for more than 180 days are allocated 100% probability of loss.

Loan loss rates are as follows:

— Loans collateralised by real estate — 4.3%
—  Credit cards — 4.4%

— Auto loans — 4.4%

—  Other consumer loans — 4.7%

Changes in these estimates could effect the loan impairment provision. For example, to the extent
that the net present value of the estimated cash flows differs by minus three percent, the
impairment allowance on loans to individuals as at 31 December 2011 would be GEL 1,214
thousand higher (2010: GEL 992 thousand).
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Analysis of collateral
Loans to legal entities

The following table provides information on collateral securing loans to legal entities, net of
impairment, by types of collateral as at 31 December 2011:

2011 2010

Loans to Loans to
customers, net % of loan customers, net % of loan
GEL’000 portfolio GEL’000 portfolio
Real estate 24,655 77.57% 23,460 75.90%
Third party guarantee 1,548 4.87% 2,037 6.59%
Equipment and motor vehicles 1,439 4.53% 800 2.59%
Cash 3,599 11.32% 4,197 13.58%
Inventories 365 1.15% - -
Other collateral 115 0.36% - -
No collateral 63 0.20% 414 1.34%
31,784 100% 30,908 100 %

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

Loans to legal entities that are past due or impaired

Impaired or overdue loans to legal entities are secured by collateral with a fair value of GEL 4,946
thousand (2010: GEL 4,241 thousand), excluding the effect of overcollateralisation.

Loans to legal entities that are neither past due nor impaired

As at 31 December 2011 the fair value of cash balances, serving as collateral for loans to legal
entities is GEL 4,191 thousand (2010: GEL 3,701 thousand).

As at 31 December 2011, for loans to corporate customers with a carrying amount of GEL 18,317
thousand (2010: GEL 17,876 thousand), which are neither past due nor impaired, management
estimates that the fair value of collateral is at least equal to their carrying amounts. The
recoverability of these loans is primarily dependent on the creditworthiness of the borrowers
rather than the value of collateral, and the current value of the collateral does not impact the
impairment assessment.

For remaining loans to corporate customers with a net carrying amount of GEL 4,948 thousand
(2010: GEL 5,718 thousand), which are neither past due nor impaired, there is no collateral or it is
impracticable to determine the fair value of the collateral.

Collateral obtained

During the year ended 31 December 2011 the Group obtained assets with the carrying amount of

GEL 269 thousand by taking control of collateral securing loans to legal entities (2010: GEL
3,989 thousand). The Group’s policy is to sell these assets as soon as it is practicable.
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Loans to individuals

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

Loans collateralised by real estate

Included in loans collateralised by real estate are loans with a net carrying amount of GEL 909
thousand (2010: GEL 1,787 thousand), which are secured by collateral with a fair value of less
than the net carrying amount of the individual loans. The fair value of collateral for these loans
amounts to GEL 668 thousand (2010: GEL 1,319 thousand). In addition, the loans are
collateralised by third party guarantee of GEL 1,370 thousand (2010: GEL 1,369 thousand).

For loans collateralised by real estate with a net carrying amount of GEL 24,957 thousand
(2010: GEL 16,783 thousand) management believes that the fair value of collateral is at least
equal to the carrying amount of individual loans at the reporting date.

The Group updates the appraised values of collateral obtained at inception of the loans 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.

Auto loans

Included in auto loans are loans with a net carrying amount of GEL 68 thousand (2010: GEL 90
thousand) which are secured by collateral with a fair value of less than the net carrying amount of
the individual loans. The fair value of collateral for these loans amounts to GEL 50 thousand
(2010: GEL 74 thousand). In addition, the loans are collateralised by third party guarantee of
GEL 18 thousand (2010: GEL 71 thousand).

For auto loans with a net carrying amount of GEL 950 thousand (2010: GEL 985 thousand)
management believes that the fair value of collateral is at least equal to the carrying amount of
individual loans at the reporting date.

Collateral obtained

During the year ended 31 December 2011 the Group obtained assets with the carrying amount of

GEL 183 thousand by taking control of collateral securing loans to individuals (2010: GEL 67
thousand). The Group’s policy is to sell these assets as soon as it is practicable.
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Industry and geographical analysis of the loan portfolio

Loans to customers were issued primarily to customers located within Georgia who operate in the

following economic sectors:

2011 2010
GEL’000 GEL’000
Trade and services 22,935 18,218
Education 2,509 4,306
Mining/metallurgy and production 2,884 3,662
Construction 1,545 2,803
Transportation and communication 168 807
Agriculture 316 466
Energy 109 147
Other 1,318 499
Loans to individuals
- Trade and services 10,944 3,844
- Other 29,536 29,224
72,264 63,976

Significant credit exposures

As at 31 December 2011 and 2010 the Group did not have borrowers or groups of connected

borrowers whose loan balances exceed 10% of equity.

Loan maturities

The maturity of the loan portfolio is presented in note 27(d), which shows the remaining period

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

Held-to-maturity investments

2011 2010
GEL’000 GEL’000
Held by the Group
Debt and other fixed-income instruments
Georgian Government treasury bills - 2,165
NBG deposit certificates - 5,000
- 7,165
Pledged under sale and repurchase agreements
Debt and other fixed-income instruments
NBG deposit certificates - 2,085
- 2,085
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18 Assets held for sale

In 2011 management committed to sell property, plant and equipment of GEL 1,953 thousand
(2010: GEL 2,338 thousand). Efforts to sell the assets have commenced, and a sale is highly
probable in 2012.

As at 31 December 2011 and 31 December 2010 the carrying amount of assets held for sale
approximately equals its fair value less costs to sell.

2011 2010
GEL’000 GEL’000

Assets classified as held for sale
Land and buildings 1,953 2,338
1,953 2,338

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

2011:
’000 GEL 2011 2010
GEL’000 GEL’000
Assets held for sale as at the beginning of the year 2,338 4,469
Transferred to repossessed assets - (4,469)
Transferred from repossessed assets - 2,915
Disposals (385) -
Impairment loss (note 9) - 577)
Assets held for sale as at the end of the year 1,953 2,338
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Land and communication Fixtures and Motor Leasehold
GEL’000 buildings equipment fittings vehicles improvements Other Total
Cost/revalued amount
Balance at 1 January 2011 13,883 3,936 901 131 125 127 19,103
Additions 469 180 142 - 6 24 821
Disposals ) 13) amn - (125) - (164)
Balance at 31 December 2011 14,343 4,103 1,026 131 6 151 19,760
Depreciation
Balance at 1 January 2011 - 2,656 477 106 46 54 3,339
Depreciation for the year 221 618 253 18 75 15 1,200
Disposals - (13) 17 - (119) - (149)
Balance at 31 December 2011 221 3,261 713 124 2 69 4,390
Carrying amount
At 31 December 2011 14,122 842 313 7 4 82 15,370




GEL’000

Cost/revalued amount
Balance at 1 January 2010
Additions

Disposals

Transfer to investment property
Revaluation

At 31 December 2010

Depreciation

Balance at 1 January 2010
Depreciation for the year
Disposals

Transfer to investment property
Revaluation

Balance at 31 December 2010

Carrying amounts
At 31 December 2010
At 1 January 2010

Computers and

JSC BasisBank
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Land and communication Fixtures and Motor Leasehold
buildings equipment fittings vehicles improvements Other Total
10,612 3,866 884 131 129 134 15,756
4,236 119 39 - 4 3 4,401
- (49 (22) - (® (10) (89)
(440) - - - - - (440)
(525) - - - - - (525)
13,883 3,936 901 131 125 127 19,103
517 1,981 382 79 46 43 3,048
215 724 117 27 2 14 1,099
- (49 (22) - @ 3 (76)
@) - - - - - )
(728) - - - - - (728)
- 2,656 477 106 46 55 3,339
13,883 1,280 424 25 79 73 15,764
10,095 1,885 502 52 83 91 12,708
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Revalued assets

In 2010 the buildings were revalued by management based on the results of an independent
appraisal performed by Georgian Valuation Company Ltd. The basis used for the appraisal was
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 2011 the management concluded that the fair value of land and buildings did
not change significantly during 2011 based on the analysis of market trends and recent market

transactions for comparable land and buildings.

The carrying value of land and buildings as at 31 December 2011, if the land and buildings would
not have been revalued, would be GEL 11,614 thousand (2010: GEL 11,367 thousand).

Other assets

2011 2010

GEL’000 GEL’000

Receivables from payments processing systems 943 101
Accounts receivable 372 564
Other financial receivables 475 460
Impairment allowance (302) (147)
Total other financial assets 1,488 978
Repossessed assets 13,806 13,205
Prepayments 1,275 2,494
Taxes other than income tax, recoverable 953 1,422
Impairment allowance on repossessed assets (4,134) (4,439)
Total other non-financial assets 11,900 12,682
Total other assets 13,388 13,660

Analysis of movements in the impairment allowance

Movements in the impairment allowance for the year ended 31 December 2011 and 2010 are as
follows:

2011 2010

GEL’000 GEL’000

Balance at the beginning of the year 4,586 3,700
Net (recovery)/charge (note 9) (150) 1,751
Transfer to assets held for sale - (865)
Balance at the end of the year 4,436 4,586
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The nature and net carrying value of repossessed assets as at 31 December 2011 and 2010 are as
follows:

Carrying value Carrying value

31 December 2011 31 December 2010

GEL’000 GEL’000

Land and buildings 9,025 7,059
Construction in progress 647 1,707
9,672 8,766

Repossessed assets with a carrying value of GEL 21 thousand (2010: GEL 461 thousand) were
disposed of 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 2011 and 31 December 2010.

Repossessed assets with a carrying value of GEL 269 thousand (2010: 312 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

2011 2010

GEL’000 GEL’000

Vostro accounts 1,352 394
Term deposits 4,001 -
5,353 394

As at 31 December 2011 the Group has one bank (2010: no banks), whose balances exceed 10%
of equity. The gross value of these balances as at 31 December 2011 is GEL 3,001 thousand
(2010: nil).

Amounts payable under repurchase agreements

2011 2010
GEL’000 GEL’000
Amounts due to NBG 5,502 2,000

Collateral

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

the following securities:

2011 2010

GEL’000 GEL’000

Georgian Government treasury bills 3,705 -
NBG deposit certificates 1,990 2,085
5,695 2,085
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Current accounts and deposits from customers

2011 2010

GEL’000 GEL’000

Current accounts 38,176 37,004
Demand deposits 25,432 26,553
Term deposits 34,603 32,320
98,211 95,877

As at 31 December 2011, the Group maintained customer deposit balances of GEL 11,974
thousand (2010: GEL 7,358 thousand) that serve as collateral for loans and unrecognized credit
instruments granted by the Group.

As at 31 December 2011, the Group has one customer (2010: five customers), whose balances

exceed 10% of equity. These balances as at 31 December 2011 are GEL 11,562 thousand
(2010: GEL 14,025 thousand).

Other borrowed funds and subordinated borrowings

2011 2010

GEL’000 GEL’000

Loans from World Business Capital 16,461 8,864
Loans from European Bank for Reconstruction and Development

(EBRD) 4,413 7,813

Loan from Ministry of Finance 962 1,225

Other 96 104

21,932 18,006

Subordinated borrowings

As at 31 December 2011 subordinated borrowings comprise loans received from World Business
Capital of GEL 3,462 thousand as at 31 December 2011, maturing in 2021 and carry 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 2011 the Group was in breach of certain covenant requirements under credit
agreements with EBRD and World Business Capital. Management negotiated waivers during
2011 for the covenants so that the respective borrowings are not payable on demand as at 31
December 2011.
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Other liabilities
2011 2010
GEL’000 GEL’000
Payables for payments processing system 439 448
Accrued expenses 326 57
Other financial liabilities 850 267
Total other financial liabilities 1,615 772
Taxes payable other than income tax 96 489
Total other non-financial liabilities 96 489
Total other liabilities 1,711 1,261

Share capital and treasury shares

Issued capital and share premium

The authorised share capital comprises 6,700,001 ordinary shares (2010: 6,700,001) of GEL 1 per
share, of which 5,911,765 were issued, paid and outstanding as at 31 December 2011
(2010:5,911,765).

During 2008, the Group issued 886,765 new shares with a par value of GEL 1 per share for
GEL 6,499 thousand, which created share premium of GEL 5,612 thousand.

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

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

legislation of Georgia.

Subsequent to 31 December 2011 no dividends have been declared by the Group.

40



JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

27 Risk management

(a)

(b)

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

Risk management policies and procedures

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

The Supervisory Board 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 Treasury Department.

The Group manages its market risk by setting open position limits in relation to financial

instruments, interest rate maturity and currency positions which are monitored on a regular basis
and reviewed and approved by the Management Board.

41



(@)

JSC BasisBank
Notes to, and forming part of, the consolidated financial statements for the year ended 31 December 2011

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
GEL’000 1 month  months months years than 5years Carrying amount
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)
31 December 2010
ASSETS
Cash 11,460 - - - - 11,460
Due from the National Bank of
Georgia 17,983 - - - - 17,983
Placements with banks 5,190 - - - - 5,190
Available-for-sale financial
assets - - - - 63 63
Loans to customers 4,744 7,070 20,410 28,410 3,342 63,976
Held-to-maturity investments - 7,085 2,165 - - 9,250
39,377 14,155 22,575 28,410 3,405 107,922
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GEL’000
LIABILITIES

Deposits and balances from
banks

Amounts payable under
repurchase agreements

Current accounts and deposits
from customers

Other borrowed funds

Average interest rates

Less than 1-3 3-12 1-5 More
1 month  months months years than 5years Carrying amount
394 - - - - 394
- - 2,000 - - 2,000
65,125 8,140 18,613 3,712 287 95,877
- 1,735 2,017 9,897 4,357 18,006
65,519 9,875 22,630 13,609 4,644 116,277
(26,142) 4,280 (55) 14,801 (1,239) (8,355)

The table below displays average effective interest rates for interest bearing assets and liabilities
as at 31 December 2011 and 2010. These interest rates are an approximation of the yields to
maturity of these assets and liabilities.

Interest bearing assets

Due from the National Bank
of Georgia

Nostro accounts with banks

Deposits and other advances
to banks

Available-for-sale financial
assets
Loans to customers

Held-to-maturity
investments

Interest bearing liabilities

Deposits and balances from
banks

Amounts payable under
repurchase agreements

Current accounts and
deposits from customers

- Current accounts and
demand deposits

- Term deposits
Subordinated borrowings

Other borrowed funds

2011 2010
Average effective interest rate, % Average effective interest rate, %
Other Other
GEL USD currencies GEL USD currencies

3.9% - 0.5% - 0.5% 0.5%
0.1% - - - - 1.0%
8.0% - - - - -
10.9% - - - - -
16.8% 16.4% 17.4% 16.0% 18.0% 18.0%
9.1% - - 10.0% - -
6.3% - - 7.0% - -
6.8% - - 8.0% - -
3.5% 3.3% 0.1% 4.0% 4.0% 1.0%
6.8% 9.6% 7.4% 10.0% 10.0% 10.0%
- 5.6% - - - -
- 4.4% - - 5.0% -
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Interest rate sensitivity analysis

The management of interest rate risk based on interest rate gap analysis is supplemented 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 2011 and 2010 is as follows:

2011 2010
Profit or loss Equity Profit or loss Equity
GEL’000 GEL’000 GEL’000 GEL’000
100 bp parallel fall 354 354 414 414
100 bp parallel rise (354) (354) (414) (414)

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 foreign currency exposure structure of financial assets and
liabilities as at 31 December 2011:

Other
GEL USD EUR currencies Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
ASSETS
Cash 4,990 3,810 2,831 116 11,747
Due from the National Bank of Georgia 3,456 8,054 1,617 1 13,128
Placements with banks 3,253 1,975 4,519 158 9,905
Available-for-sale financial assets 20,071 - - - 20,071
Loans to customers 17,585 50,941 3,736 2 72,264
Other financial assets 551 363 574 - 1,488
Total assets 49,906 65,143 13,277 277 128,603
LIABILITIES
Deposits and balances from banks 5,346 6 1 - 5,353
Amounts payable under repurchase
agreements 5,502 - - - 5,502
Current accounts and deposits from
customers 38,452 46,361 13,110 288 98,211
Subordinated borrowings - 3,462 - - 3,462
Other borrowed funds 96 18,374 - - 18,470
Other financial liabilities 748 553 314 - 1,615
Total liabilities 50,144 68,756 13,425 288 132,613
Net position (238) (3,613) (148) (§8))] (4,010)
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The following table shows the currency structure of financial assets and liabilities as at
31 December 2010:

Other
GEL USD EUR currencies Total

GEL’000 GEL’000 GEL’000 GEL’000 GEL’000
ASSETS
Cash 5,044 3,104 3,090 222 11,460
Due from the National Bank of Georgia 4,006 9,696 4,281 - 17,983
Placements with banks 10 3,479 1,508 193 5,190
Available-for-sale financial assets 63 - - - 63
Loans to customers 18,328 40,316 5,324 8 63,976
Held-to-maturity investments 9,250 - - - 9,250
Other financial assets 876 51 51 - 978
Total assets 37,577 56,646 14,254 423 108,900
LIABILITIES
Deposits and balances from banks 387 6 1 - 394
Amounts payable under repurchase
agreements 2,000 - - - 2,000
Current accounts and deposits from
customers 39,941 41,156 14,360 420 95,877
Other borrowed funds 98 17,908 - - 18,006
Other financial liabilities 674 68 29 1 772
Total liabilities 43,100 59,138 14,390 421 117,049
Net position (5,523) (2,492) (136) 2 (8,149)

A weakening of the GEL, as indicated below, against the following currencies at 31 December
2011 and 2010 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.

2011 2010

GEL’000 GEL’000

10% appreciation of USD against GEL (307) (212)
10% appreciation of EUR against GEL (13) (12)

A strengthening of the GEL against the above currencies at 31 December 2011 and 2010 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.

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.
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The credit policy establishes:

procedures for review and approval of loan credit applications

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

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

credit documentation requirements

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

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

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

Retail loan credit applications are reviewed by the 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 2011 qualifying loans with the
carrying amount of GEL 230 thousand were advanced to customers (2010: nil).

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.

The maximum exposure to credit risk from financial assets at the reporting date is as follows:
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2011 2010
GEL’000 GEL’000

ASSETS
Due from the National Bank of Georgia 13,128 17,983
Placements with banks 9,905 5,190
Available-for-sale financial assets 20,071 63
Loans to customers 72,264 63,976
Held-to-maturity investments - 9,250
Other financial assets 1,488 978
Total maximum exposure 116,856 97,440

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 29.

As at 31 December 2011 the Bank has no debtors or groups of connected debtors (2010: 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:

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

maintaining a diverse range of funding sources

managing the concentration and profile of debts

maintaining debt financing plans

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

maintaining liquidity and funding contingency plans

® monitoring liquidity ratios against regulatory requirements.

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 2011 is as follows:

Total
Demand gross
and less From From From More amount
than 1to3 3to6 6to 12 than outflow Carrying
GEL’000 1 month months months months 1 year (inflow) amount
Non-derivative liabilities
Deposits and balances from banks 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 liabilities 78,046 8,621 13,680 13,022 26,075 139,444 132,613
Credit related commitments 20,874 - - - - 20,874 20,874
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The maturity analysis for financial liabilities as at 31 December 2010 is as follows:

Total
Demand gross
and less From From From More amount
than 1to3 3to6 6to12 than outflow Carrying
GEL’000 1 month months months months 1 year (inflow) amount
Non-derivative liabilities
Deposits and balances from banks 394 - - - - 394 394
Amounts payable under
repurchase agreements - - 2,063 - - 2,063 2,000
Current accounts and deposits
from customers 65,358 8,527 12,474 6,798 4,832 97,989 95,877
Other borrowed funds - 1,792 - 2,565 15,935 20,292 18,006
Other financial liabilities 448 324 - - - 772 772
Total 66,200 10,643 14,537 9,363 20,767 121,510 117,049
Credit related commitments 11,890 - - - - 11,890 11,890
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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:

Demand
and less From From3 From
than 1to 3 to 12 1 More than No

GEL’000 1 month months months toS5 years 5years maturity Overdue Total
Non-derivative 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 2,993 6,912 21,977 32,999 6,252 - 1,131 72,264
Assets held for sale - - 1,953 - - - - 1,953
Investment property - - - - - 1,295 - 1,295
Property and equipment - - - - - 15,370 - 15,370
Intangible assets - - - - - 231 - 231
Other assets 2,250 16 135 65 1,256 9,666 - 13,388
Total assets 59,791 6,928 24,305 33,064 7,508 26,625 1,131 159,352
Non-derivative

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
Deferred tax liability - - - - - 1,005 - 1,005
Other liabilities 1,711 - - - - - - 1,711
Total liabilities 78,086 8,495 25,049 12,258 8,821 1,005 - 133,714
Net position (18,295 (1,567) (744) 20,806 (1,313) 25,620 1,131 25,638

In the above table, 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.

As at 31 December 2011 the Group was in breach of certain covenants under credit agreement with
World Business Capital. Prior to 31 December 2011, representatives from the World Business
Capital indicated their intent to waive their right to demand immediate repayment of the amounts
outstanding. On 24 April 2012 the Group received the waiver letter. The amounts due to World
Business Capital are shown accordingly to their original contractual maturity dates in the table

above.
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The table below shows an analysis, by expected maturities, of the amounts recognised in the
statement of financial position as at 31 December 2010:

Demand
and less From From 3 From
than 1to 3 to 12 1 More than No

GEL’000 1 month months months to5 years 5years maturity Overdue Total
Non-derivative assets

Cash 11,460 - - - - - - 11,460
Due from the National

Bank of Georgia 17,983 - - - - - - 17,983
Placements with banks 5,190 - - - - - - 5,190
Available-for-sale

financial assets - - - - - 63 - 63
Loans to customers 3,837 7,070 20,410 28,410 3,342 - 907 63,976
Held-to-maturity

investments - 7,085 2,165 - - - - 9,250
Assets held for sale - - 2,338 - - - - 2,338
Investment property - - - - - 436 - 436
Property and equipment - - - - - 15,764 - 15,764
Intangible assets - - - - - 275 - 275
Other assets 2,050 1,422 - 1,422 - 8,766 - 13,660
Total assets 40,520 15,577 24,913 29,832 3,342 25,304 907 140,395
Non-derivative

liabilities
Deposits and balances

from banks 394 - - - - - - 394
Amounts payable under
repurchase agreements - - 2,000 - - - - 2,000
Current accounts and
deposits from customers 65,125 8,140 18,613 3,712 287 - - 95,877
Other borrowed funds - 1,735 2,017 9,897 4,357 - - 18,006
Deferred tax liability - - - - - 551 - 551
Other liabilities 448 813 - - - - - 1,261
Total liabilities 65,967 10,688 22,630 13,609 4,644 551 - 118,089
Net position (25,447) 4,889 2,283 16,223 (1,302) 24,753 907 22,306

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 between 20% and
40%. The reported ratios of net liquid assets to deposits from customers at the reporting date are
as follows:

2011 2010
GEL’000 GEL’000
Ratio of net liquid assets to deposits from customers 24% 33%

A similar, but not identical, calculation is used to measure compliance with the liquidity limit
established by the NBG.
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28 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 2011, this minimum level is 12%. The Bank is in compliance with the statutory
capital ratio during the years ended 31 December 2011 and 2010.

2011 2010
GEL’000 GEL’000
Unaudited Unaudited
Primary capital
Share capital 5,912 5,912
Share premium 5,612 5,612
Retained earnings according to the NBG regulations 8,017 6,220
Deductions (231) (275)
Total primary capital 19,310 17,469
Secondary capital
Profit for the year according to NBG regulations 3,214 1,818
Gerneral reserve 1,290 1,167
Subordinated borrowings 3,341 -
Total secondary capital 7,845 2,985
Deductions (5,201) (2,627)
Total authorized capital 21,954 17,827
Risk weighted assets, combining credit, market and operational risks 151,182 118,343
Total capital ratio 14.5% 15.1%

The risk-weighted assets are measured by means of a hierarchy of risk weights classified
according to the nature and reflecting an estimate of credit, market and other risks associated with
each asset and counterparty, taking into account any eligible collateral or guarantees. A similar
treatment is adopted for unrecognised contractual commitments, with some adjustments, to reflect
the more contingent nature of the potential losses.
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Commitments

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

The Group provides financial guarantees and letters of credit to guarantee the performance of
customers to third parties. These agreements have fixed limits and generally extend for a period of
up to five years. The Group also provides guarantees by acting as settlement agent in securities
borrowing and lending transactions.

The Group applies the same credit risk management policies and procedures when granting credit
commitments, financial guarantees and letters of credit as it does for granting loans to customers.

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

2011 2010
GEL’000 GEL’000

Contracted amount
Guarantees 12,936 7,177
Undrawn credit line commitments 1,422 3,116
Undrawn overdraft facilities 6,516 1,597
20,874 11,890

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 2011 and 2010 the Group had no customers whose balances exceed 10% of
total commitments.

Operating leases

Leases as lessee

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

2011 2010

GEL’000 GEL’000

Less than 1 year 70 95
Between 1 and 5 years 5 133
75 228

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.
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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.

Related party transactions

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

Total remuneration included in personnel expenses for the years ended 31 December 2011 and
2010 is as follows:

2011 2010

GEL’000 GEL’000

Members of the Supervisory Board 218 227
Members of the Management Board 713 472
931 699
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The outstanding balances and average interest rates as at 31 December 2011 and 2010 for
transactions with the members of the Board of Directors and the Management Board are as
follows:

Average Average
2011 interest rate, 2010 interest rate,
GEL’000 % GEL’000 %
Consolidated statement of financial
position
ASSETS
Loans to customers 538 16% 566 17%
LIABILITIES
Current accounts and deposits from
customers 422 5% 107 4%

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

2011 2010
GEL’000 GEL’000

Profit or loss
[nterest income 54 13
Interest expense (14) (16)

Transactions with other related parties

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
Entities with Close family members influenced by key
significant influence of key management management
over the Group personnel personnel
Average Average Average
interest interest interest Total

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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The outstanding balances and the related average interest rates as at 31 December 2010 and
related profit or loss amounts of transactions for the year ended 31 December 2010 with other
related parties are as follows.

Consolidated statement of

financial position
ASSETS

Loans to customers
LIABILITIES

Current accounts and deposits

from customers

Other borrowed funds
Profit (loss)

Interest income
Interest expense

Personnel expenses

Companies that are
controlled or

significantly
Entities with Close family members influenced by key
significant influence of key management management
over the Group personnel personnel
Average Average Average
interest interest interest Total
GEL’000 rate, % GEL’000 rate, % GEL’000 rate, % GEL’000
291 19% 267 15% 428 16% 986
365 7% 620 4% 433 1% 1,418
7,813 7% - - - - 7,813
15 1 5 21
(394) (66) 10) (470)
(©2)) - - 2n

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:

Cash

Due from the National Bank of Georgia

Nostro accounts

2011 2010
GEL’000 GEL’000
11,747 11,460
3,560 14,373
6,547 4,848
21,854 30,681
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34 Financial assets and liabilities: fair values and accounting

(a)

(b)

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 2011 and 31 December 2010.

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

» discount rates of 8% and 12% - 19% are used for discounting future cash flows from deposits
and other advances to banks and loans to customers, respectively
 discount rates of 1% - 10% are 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.

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 1: Quoted market price (unadjusted) in an active market for an identical instrument.

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.

e Level 3: Valuation techniques using significant unobservable inputs. This category includes
all instruments where the valuation technique includes inputs not based on observable data
and the unobservable inputs have a significant effect on the instrument’s valuation. This
category includes instruments that are valued based on quoted prices for similar instruments
where significant unobservable adjustments or assumptions are required to reflect differences
between the instruments.

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 1 Level 2 Level 3 Total
Available-for-sale financial assets
- Debt and other fixed income instruments - 20,008 - 20,008
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35 Events after the reporting period

On 27 February 2012 the Bank established a subsidiary — Basis Asset Management Holding, an
asset management company with 100% ownership.
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