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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Shareholders of the International Bank of Azerbalan - Georga:

1 We have audited the accompanying fnancial statements of The intarnational Bank of
Azerbafjan - Georgia (referred as ey which comprise the balance sheet as at

31 Daceamber 2007 and the income statemant, statement of changes in squity and siatsmant of
cash flows for the year then ended and summary of significant accounting policies and other
axplanatory notes,

Managemenis Responsibiity for the Financial Statements

2. Maragemant is responsibie for the preparstion and Fair presentation of these financiy
statements in accordance with internationa! Finansial Reporting Standards. This responsibifity
inchides; designing, implemanting and maintaning internal control relevant in the preparation
and fair presentation of financial slatemants that are free from material misstatomant whather
due o fraud or eror selacting and applving appropriate accounting policies; and making
accounting astimates that are reasonable in the circumstances.

Auditor's Respongibiity

3 Cur responsibiity 8 to express an opinion on thase francial statemants based on our gudr
We conducted our audi in accordance with International Standards on Auditing. Those
Standards require that we comply with ethical renuiremants and plan and parform e audit o
obtain reascnable assurance whether the financial statemonts ars free from magterial
rHssiatemant.

4. An audd involves pefforming procedures to obtain audit evidence abaut the amounrg and
disclosuras in the Francial statements. The procedures selected depend on the auditors
judgement, including the assessment of the rsks of matenal misstalement of the financial
staternents, whether due to favd or el In making thoss rigk assessmants. the auditer
considers internal controf relevant 1o the enfity's preparation and fair presentation of the
financial statemsnis in order o design audit procedures at e appropnsts in the
cHtumstances, byl not for the purpose of expressing an opinion an the effectivensss of the
entiy's internal contrel An audit alsn nchudes evaluating tha approprateness of accounting
policies used and the reasonableness of aucounting estimates made by managament, as woll

a5 evaluating the overall presentation of the firancial siatemants,

5 We believe that the gudi eviderce wa have obtainad i sufficient and sppropriate o provids a
basie for rHon
Cipirstears
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The international Bank of Azerbaijan - Georgia
Balance Sheet

in Georgian Lary

Mote 31 December 2007

ASSETS
Cash ardd cash squivalenta 7 44 44 2R 2000 000
Mandalory cash balances with the NBG 22433 .
Loans and advances to cuslomers g 8706970 -
Advance current incoms tax payment 7IBY -
Pramiges, squipment and intangible sssets G ERCTish g -
Oher fnancia! assels 14 #Haazz -
Giher assels 1 67,529 -
TOTAL ASSETS 62,205,812 12,000,600
LIABIITIES
Due 1 other bania G -
Customer aconunts 12 44 055 182 -
Cither hnancial Habiities 15 115,808 -
Prosaigion for habilies and charges 14 5B B3R
1 38148 -
13 5,368 400 -
TOTAL LIABHITIES 50,833,183 -
EQUITY
Share capitat 17 12.000.000 12,006 000
Accumutiated defioq 428374 -
TOTAL EQUITY 11,670,828 12,000,000
TOTAL LIABILITIES AND EQIHTY 52,203,812 12,608,000

Approved for issue and signed on behalf of the Board of Directors on 12 June 2008

L LTSS

Samir Velivev
General Director
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The Infernational Bank of Azerbaijan - Georgia
income Statement

i Georgdan Lan Notfe 2007 2008
interast inooms H -
interes? supense 18 -
Net interest income 27LTFEZ -
Prowigion for loan impairmend - .
Net interest income after provision for loan impairment 72,722 -
Fes and commission income G 72 A8 -
Fee ardd commission expense iz {15617 -
(3pins lass loasas From frading In forsign currencies 82,658 -
Forgign sxchangs translation gaing lsss losses (58.341; -
Provigion charge for potential pensities 14 {88 534} -

wwirative and other cperaling sxpenses 20 (730,212 -
var operaling ncome 2485 -
i oss before tax {429,371 -
oome tax (expenseinredl 21 - -
Logs for the period {428,371 -
Loss per share of the Bank, basic and diluted
{expressed in GEL par ghare) 22 35.78




The International Bank of Azerbaijan - Georgia
Statement of Changes in Equily

Share  Accumulated Total
I Georpars Lay Note capital deficit equity
Balance at 186 November 2008 - - -
Share igsue 17 T2,000 (4 - 12,000,000
Balance at 31 December 2008 % 12,000,000 - 12,000,000
foss for the year - {428,371 {428,371
Balance at 31 December 2007 12,000,000 {429,371} 11,670,828




The §§3§é{ﬁ3§3£}§}§}‘f 33;3&: afﬁzwiaagsﬁ ﬁ“eargss - o B
Statement of i::asﬁ gfaws : S

in Beorian bar ' Node 007

Cash m;ez% i operating activitios

Indgrast recsives 435 0U7 w
Intarest paid (2G4 AT w
Foog st commissions recelvesd 18 72881 -
Fees and commissinng pald 18 (15 “
ncome recelved from rading in forsion currsncies gd.nus -
O operating income recsived 2488 -
Administrative and other operating expenses paid g‘ﬁ’? 1,288 -
e tow paldd ?%?;:s -

Cash used in operating activities before changes in
operating assets and Habilitios {294,400} -

Changes in operating assets and Habilities
Net intrease In mendalory cash balsnces with the Natiansg

Bank of Georgla {820,201 -
Het inoregse i loans and advances &0 customers 8753555 -
Nt increase in other fnancisl assets 14 {271,358 -
Net increase i other assels i BT B2 -
Netincrease i dug fo other banks S -
Hat increase In customer aorounis 48 160 215 -
Mat incresse in other Bnancial fabiitles 34387 -
Het cash flow provided from operating activities 34,998,380 -

Cash flows from investing activities

Acquigition of property and equipment g 73401843 -
Aomdsition of intangible assets G {659,087 -
Net cash used in investing activities i7.410,0161 -
Cash flows from financing activities
ssue of ordinary shares 17 - 1200500
fssue of subordinated dap 8680000 -
Net cash provided from financging activities 8,680,000 12,000,000
Effect of exchange rate changes on cash and cash

eguivalents {1,324,.080; -
Met increase in cash and cash equivalents 32,944,320 12,000,000
Cash and sash equivalenty 8t the heginning of the yvear 12,000,000 -
Cash and cash equivalents at the and of the year 7 44,944 3120 12,006,050

Vhe rotes 98t ol on SBgeS G W 35 form an inteqra pant of In




The international Bank of Azerbaijan - Georgia
»ﬁmfes to the Financial Statements - 31 December 2007

4 introduction
These financial statements have been prepared in acoordance with Internationst Fianclal Reporting
fandards for the year ended 31 Decerber 2007 for the inlsrnational Bank of Azerpaijan - Georgla (the
‘Bank™l. The comparative information covers the perind betwesn the date of the aestablishment of the
Bank on 186 November 2008 and 31 December 2008, The ondy fransaction during the period 18
November 2008 and 31 December 2008 was the Issue and payment of share capital of e total amount
of GEL 12.000,000. As such, all comparative figures for the penod ended 31 December 2006 are nj,
uress otherwise stated.

The Bank was incorporated and is demiciled in Georgia. The Bank is 2 joint stock company iimitag by
shares and was sef up in accordance wih Georgian regulations.

The Bank's immediate parent iz the Interrational Bank of Azerbalian (registered inn the Repubdic of
Azerbaian} that holds 75% of the Bani’s ordinary shares as at 31 December 2007 The Bank is ultimately
controfied by the Government of the Republic of Azerbailan.

Principal activity. The Bank's principal business activity is commercial and retail banking sperstions
within Georgia. The Bank has operated under a full banking licence issusd by the National Bank of
Georgla ("NBG") since February 2007,

A5 at 31 December 2007, the Bank had no branches (31 December 2008 no branches).

Registered address and place of business. The Bank's registered address i
#1 Leoridze st

105

Thilisi

Georgia

Presemfation currency. These financial stafements are presented in Georglan Las "GEL™Y. The
Georgian Lari ("GEL") is the official currency of Georgia.

The Board of Directors who approved these financial statements has the power to amend the financial
statements after issue.

2 Operating Environment of the Bank

The business environment in Georgia during previous pericds has showed sighs of improvement, but
continues 1o display certain characteristics of an emerging markel. including the existence of & currency
that is in practice no convertibie in most countries outside of Georgia, refatively high inflation and strong
gconomic growth. The tax. customs and acsounting legislation of Georgia became more or less satiled,
though it has bean subject to varying inferpretations, and existence of ambiguous reguizgtions.

The banking sector, as well as other industrial sectors, in Georgia Is sensitive to adverse fuctuations in
confidence and economic condiions and may oucasionaily experience reductions in liquidity.
Management is unable to predict sl developments. which could have an impact on the banking sector
ard consequently what effect, i any, there could have on the financial position of the Bank,

In particutar, the recoverability of the Bank's loans and advances 1o demestic clients as well as their
financial situation and, consequantly their ability ©o repay the inans depends on the fulure direction of the
stenomic policy and certain steps, sunh as diversification of tha ioan portfolio by sconomic seciors,
ragions and types of loans, in order to avoid sny potential losses. The future economic direction of
Georgis is fargely dependent upon the effectivensss of soonomic financial and monelary measures
undertaken by the Government, together with tax, legal, regulatory, and political developments,

I 2007, there has beer a sharp rise in freciosures In the LS. subprime rtigans market The effscis
have spread beyond the U S housing marke! as global invesions have re-avaluated ther eXpOBUTE i
risks, resulling in increased volatilty and inwer flouidity in e fixed income, anuty, and dervatives
markets,

Tha volums of wholess
flzct the ability of the Bany

wonditions that appled §
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&

€45




The international Bank of Azerbafjan - Georgia -
Notes 1o-the Financial Statemients < 31 Decemiber 2007

% Operating Eavironiment of the Bank (Continusd) _
Debtors of the Bank may be dfecied by the lower Bouldity situstion which could in i impact their i
to repay the amourts owed. Deferiorating operating conditions for deblors may also have an impagiion:
managements cash flow forecasts and ocur aesessment of the impairment of financial and nonfinangial
assets. To the extent that Information is avallable management have properly refiected revised estimaties
of expected future cash flows in our impairment assessments, howaver management is unable o relisily

estimaie the effects on the Bank's financial pogition of any further deterioralion in the Hquidity of the

fnancial markets or thelr ncreased volatility.

3 Summary of Significant Accounting Policies

Basis of f’mgaaraﬁaﬁ, These financial statemants lave been prepared in accordance with éﬁ%emaﬁ{mg%
Finangial Reporting Standards (IFRE" under the historical cost convention. The principal sccounting
policies applied in the preparation of these financial statements are 2t out batow,

Key measurement terms. Depending on their classification financial instruments are carried at fair valie
cost, or amorteed cost as desaribed below.

Falr value is the amount, for which an asset could be exchanged, or a Hability seitled, betwoen
knowledgeable, willing parties in an arm's length transacton. Fair vaiue is the current bid price for
finanocial assets and current asking price for finangial habififies, which are quoled i an active market, Baor
assels and labiities with offseliing market risks, the Bank may use midemmarket prices as g basis for
establishing fair values for the offsetting risk positions and apply the bid or asking price to the net open
position as sppropriate. A financial instrument is regarded as quoted in an active market if quoted prices
are readily and regularly availabls from an exchange or other institution and those prices represent aciual
and regularly occurring market transactions oh an arm’s length basis.

Veluation techniques such as discounted cash flows models or modeis based on recent arms length
transactions or consideration of financial data of the investess are used o fair value cerain finarncial
instruments, for which external market pricing information is not available. Valuation techniques may
require assumptions not supported by chservable market data. Disclosures are made in these financial
staternents if changing any such assumplions to a reggonably possible allernative would resull in
significantly different profit, income, total assets or total liabilities.

Cost s the emount of cash or cash equivalents paid or the fair value of the other consideration given o
acquire an asset at the time of its acquisition and includes fransacfion costs. Transaction cosis e
ncremantal costs that are directly atiributable o the acquisition, issue or disposal of a financial
mstrument. An incremental cost is one that would not have been incurred if the wansacion had not taken
plage. Transaction costs include fees and commissions paid to agents {including employees acting as
selling agents), advisors, brokers and dealers, levies by reguiatory agencies and securities exchanges,
and fransfer taxes and duties. Transaction costs do not include debt premuims or discounts, financing
custs or internal administrative or holding costs,

Amortised cost is the amount, at which the financial instrument was recogrised at initial recognition less
any principal repayments, plus acerued interest, and for financial assets less any write-down for incurred
mpaimment losses, Accrued interest includes amortisation of transaction costs deferred at initial
recogrition: and of any premium or discount to maturity amount using the effective interest method.
Accrued interest income and accrued interest expense, including both accrued coupon and amortissd
discount or premium ncluding fees deferred &t orignation, if any). are not presented separately and are
cluded in the carrying values of related balance sheet items.

The effective intorost msthod s a methed of allooating inferest income or inderest expense over the
relevant pertod so as W achieve a constant periodic rate of interest {effective interest rate) on the carrving
amenint, The effective interest rate is the rate that sxaclly discounts estimated future cash payments or
receipts (excluding future credit fosses) through the expected e of the financial instrument or a shorter
period, § appropriate, o the net canying amount of the finandal instrument. The effective interagt rade
discounts cash flows of variable intsrest nstruments & Hie next interast repricing date except kv the
premivm or digcount, which reflects the cradd spread over the faling rate specified in the instrument, or
olher varaples that are nof reset & marke! rates. Such premiums or discounts are 2mertize wver the
whole dxpected e of e instument, The prasent valus cslouistion includss sl foos pald or recelved
belwesn parties o the comfract that sre o integral pard of e s%active interest rate {refer i income and
sxpnie recognilion polloy:

L




The international Bank of Azerbaijan - Georgia
Notes fo the Financial Statements — 31 December 2007

3 Summary of Significant Accounting Policies {Continued)

inftial recognition of financial instruments. Trading securitles, derivatives and other financial
nstruments al falr value through profit or loss are initially recorded at fair vaiue Al other firancial
instruments are initially recorded st fair value plus Fansaction costs. Eair valug at initial recognition is bast
evidenced by the tansaction price. A gain or ioss on nitial recognition is only recorded if there s 2
difference between fair value and ransaction price, which can be evidenced by other ohservable current
markel tansactions in the same instrument or by a valuation technigue whose inputs include only data
from observable markets,

Al purchases and sales of fnancial assets that requive delivery within the time fame established by
regulation or market convention {“reguiar way’ purchases and sales) are recorded at rade date, which js
the date that the Bank commits to deliver a financial asset. All othar purchases and sales are recognises
on the setilement date with the change in value between e commitment date and settfement date not
recognised for assets caried af cost or amortised cost recognised in profit or toss for trading securitiss,
derivatives and other financial assets at fair vaius through proft or foss; and resognised in equily for
assels classified as available for sale.

(Cash and cash equivalents. Cash and cash equivalents are Hems. which are readily converible to
known amounts of cash and which are subject to an insignificant risk of changes in vatue. All short-term
inter-bank placements, beyond overnight placemants, are included in due from other banks., Amounts,
which relate to funds that are of a restricted nature, are excluded from cash and cash eqguivalents, Cash
and cash equivalents are carried at amortised cost,

Mandatory cash halances in foreign currency held with the NBG. Mandatory cash haiances in GEL
and forelgn currency held with the NBG are carried at amortised cost and represent non-inferest bearing
mandatory reserve deposits, which are not available to finance the Bank's day-to-day opergtions, and
hence are not considered as part of cash and cash equivalents for the purposes of the cash fow
statement.

Loans and advances fo customers. Loans and advances to customers are recorded when the Bank
advances monay 1o purchase or originate an unquoled non-derivative receivable from a customer dus on
fixed or determinable dates and has no intention of trading the receivable Loans and advances fo
customers are carried at amortised cost,

When impaired financial assets are renegotiated and the renegotiated terms and conditions differ
substantially from the previous terms, the naw assef is iifially recognised at its fair value.

impairment of financial assets carried at amortised cost. impairment iosses are recognised in profit
o loss when incurred as a resulf of one or more events {loss everts”s that occurred after the inifial
recognifion of the financial asset and which have an impact on the amount or timing of the estimated
future cash flows of the financial asset or group of financial assets that can be reliably estimated. if the
Bank determines that no objective evidence exisis that impairment was incurred for an individually
assessed financial asse!, whether significant or not, it includes the asset in a group of financial assels
with similar credit risk characteristics and collactively assesses them for impairment, The primary factors
that the Bank considers whether a financial asset impaired s its overdue status and realisability of
related collateral, if any. The following other principal criteria are also used to determine that there is
ubjective avidence that an impalrment loss has occurred:

any instalment is overdus and the fate payment cannat be alributed o a delay caused by the
setlament sysiems;

the borrower experiences a significant fnancial difficulty as evidenced by borrowar's fnancial
wformation that the Bank obtains;

the borrower considers bankruptoy or a financis recrganisabon:

there & adverse change i the paymert stafus of the borower as & resulf of changes in the
national or local econcemic conditions that impact the barrawer: or

the value of collateral significartly decreasas as o resull of deteriorating market condiiions,

—

For the purposes of & coflective evaluation of impairment, financial assets are groupad on the basis of
siriar cradit nsk charactenistics, Those chasactanistics are relevant to the estmation of fiure cash flows
for groups of such assefs by being indicative of the dabiory’ ability w0 pay all amounts dus according fo

i
the contractual terms of the sssets being evalualed.

o




The Internationil Bank of Azerbajjan - Georgia .
Notes.to the Financial Statements ~ 31 December 2007 -

3 éﬁ%ﬁmag%g of Sigﬁ'iﬁégﬁt Accounting Policiss Continued)

Future cash flows in a group of fnancdsl sssets that are collectively evalusted for impairment ams -
estimated on the basis of the conbractisal cash Sows of the gssets and the experience of Management, in
respect of the sxtent to which amounts wil become overdus zs a resull of past logs avends and the -
suscess of recovary of ovardue amounts. Past sxparience is adjusted on the basis of currert observable
data 1o reflect the effects of current conditions that did not affect past pericds and o remove the effesiy of
past conditions that do not exist currenty.

impairment iosses are always recognised twough an afowance account o write down e assebs
carrying amount o the present value of expected cash fiows {which excluds Rdure oredit losses that have
not been incurred) discounted st the original effactive interest rate of the asset, The catculation of the
present value of the estimated future cash flows of a collateralised financial asset reflects the cash fleaws
that may resull from foreclosurs less costs for oblaining and selfing the colinters!, whether or not
foreclosure is probable. I, in a subsequent pericd, the amount of the impairment loss dedreases and the
decrease can be related oblectively to an evert coourring sfter the impairment was recognised (such as
an improvement in the deblor's credit rating), the previously recognised Impairment loss is reversed by
adjusting the alfowance account rough proft or lnss,

Uncellectible sssels are written off against the related impairment loss provision after ail the NECBSRsary
procedures 1o racover e assel have been completed and the amount of the loss has been determinesd,

Credit related commitments. The Bank enters into credit related commitments, including letters of cradit
and financial guarantees. Financial guaranises represent irrevocable assurances to make payments in
the event that a customer cannot mest its obligations to third parties and camy the same credi rsk as
loans. Financial guarantees and commitments to provide a loan are initiatly recognised at their fair value,
which is normally evidenced by the amount of fees received. This amount is amortised o a siraight fne
basis over the life of the commitment, except for commiiments to originate lvans ¥ it is probable that $he
Bank will enter into a specific lending arrangement and does not expect o sell the resulting loan shorlly
after origination; such loan commitment fees are deferred and mcluded n the carrying value of the loan
on initial recognition,

Derecognition of financial assefs. The Bank derscognises financial assels when (a) the assets are
redeemed or the rights to cash flows from the assels otherwise axpired or (b} the Bank has fransferred
the rights to the cash flows from the financial assets or entered into & qualifying pass-through
arrangement while () also transforring substantially afl the risks and rewards of ownership of the assels or
(i} neither transferring nor retaining substantially all risks and rewards of ownership, but not rataining
control. Control is retained if the courterparty does not have the practical abliity to sell the assef in its
entirety to an unrelated third party without needing to impose additional restrictions on the sale.

Premises and equipment. Premises and equipment are stated at cost less accumulated depreciation
and provision for impairment, where required,

Construction in progress is carried at cost less provision for impairment where required. Cost incluties
borrowing costs incurred on specific or general funds borrowed o finance construction of quaiifying
assets. Upon completion, assets are transforrsd o premises and equipment at thelr canrying amourd.
Construction in progress is not depreciated until the asset is availabie for use.

Costs of mingr repairs and maintenance are expensed when mourred. Cost of replacing major parts or
components of premises and eguipment tlems are capitalised and the replaced part is retired.

#impairsd, premises and squipment are written down o the higher of thelr value in use and Sir valus
Hs cosls o sell The decrease in carrving amount is charged 1o profit or loss. An impairment oss
recognised for an asset in prior pediods is reversed ¥ thars has been g change in the astimates Jysed o

determine the sssef’s value in use or falr value lees costs fo sall

Gaine and losses on disposals determined by comparing proceeds with carrving smount are recognised
in proft or loss,

£




7he international Bank of Azerbaijan - Georgia o

Notes to the Financial Statements = 31 December 2007

3 $ﬂmma;§g§ lﬁ'égﬂiﬁgam Aacﬁammg ?aﬁa:ieé {Eangmaaﬁ} '

Q&pmsr:faffm& Land is not ﬁ&pr&a@aﬁezﬁ; Depreciation on other Bems of premises and ﬁgﬁépm;@; [
calcutated using the straight-line method to alfocate their cost to their residual vaiues over their estimatey
usehd hves as follows: L

Bulldings LS R

CHice and computer squipment 25%;

Furnifure, fixiures and othey exuipment 259

Stoior vehicles 25%; and

Leasehold improvemeants over the term of the underiving lsase

The residusl value of an asset is the estimated amount that the Bank would currently cbiain from disposal
of the asset less the estimated costs of disposal, # the asse! were giteady of the age and in the corndifion
expacied at the end of its useful iife. The residual value of an sgset is nit if the Bank expects to use e
asset until the end of its physical fe. The assets’ residual values and useful fives are reviewed, ang
adiusted ¥ appropriste, at each bakence sheet date.

irtangible assets. All of e Bank's intangible assets have definite useful e and primarily includs
capitalised computer sofwares,

Acquired computer sctware licences are capifalised on the hasis of the costs ncurred 1o scquire and
bring fo use the specific software. Development costs that are directly associated with identifiable apd
urique software controlled by the Bark are recorded as infangible assets if the inflow of incremeantsl
economic benefits exceeding costs is probable. Capitaiised costs include staf costs of the softwars
development team and an appropriate portion of relevant cverneads. Al other COsis associated with
computer software, eg fts maintenance, are expensed when incured, Capitalised computer software iz
amuortised on & straight line basis over expecied useful ives of 4 to 5 yBars,

Operating leases. Where the Bank is a lesses in a lease, which does not transfer substantialiy all the
risks and rewards incidental to ownarship from the lessor to the Bank, the lolal lease payments are
charged fo profit or loss on a straight-ine basis over the period of the jease,

Due to other banks. Amounts due o other banks are recorded when monay or other assels are
advanced to the Bank by counterparty banks. The non-derivative hiability is carred at amorlised cost, if
the Bank purchases its own debt, it is removed from the balance sheet and the difference between the

carrying amowt of the Hability and the consideration paid is included in gains or iosses arising from
refirement of debt.

Customer accounts, Customer accounts are non-derivative labiifies to individuals, state or corporste
customers and are carried at amortised cost,

Subordinated debt Subordinated debt includes ong-term ror-derivative Habilifies to financial institutions
and i carrted at amortised cost. The repayment of subordinated debt ranks after ail other llabilifias i the
event of the Bank's liquidation and is included in “fier 2 capital® of the Bank.

Income taves. Income taxes have bheen provided for in the fnancial statemaents in accordance with
Georgia legislation enacted or substantively snacted by the balance sheet date. The income tax charge
comprises current fax and deferred tax and is recognised in the ncome statement, except if it s
mmoogrised directly in oquily becsuse 1t relates to fransections that are also recognisad, in the same of
different period, directly in saguity.

Current fax Is the amount expectsd o be paid to or racovered from the taxation suthoriies in respect of
taxahle profits or losses for the current and prior periods. Taxabie profits or iosses ars based on
esfimates If financial statements are suthorised prior o B w relevant tay returns, Taxes, other than on
moome, are recorded within adeinistrative and other operaiing eipanses.




The international Bank of Azerbaijan - Georgia
Notes to the Financial Statements ~ 31 December 2007

3 Summary of Significant Accounting Policies {Continued)

Deferrad income tax is provided using the balance sheef Hablity method %r fax loss carry fotwards and
temporary differences arising between the tax bases of assets and labilities ard their carrving amounts
for financial reporting purposes. in accordance with the indial recognition exemption, deferred taxes are
rot recorded for temporary differences on initial recogrition of an asset or 4 liabl#y in a ansaction other
than & business combination ¥ the transaction, when initialy recorded, affects neither accounting nor
taxable profit Deferred tax balances sre maassured at tax rates enacied of subsiantively enacted gt the
balance shesat date which are expected io apply o the perind when the temporary differances will reverse
or the tax loss carry forwards will be utiised. Deferred tax assets for deductible temporary differences and
tax loss carry forwards are recorded onty 1o the extent that it is probabie that futurs taxahie profit will he
avalable against which the deductions can be ufifsed.

Uncertain tax positions. The Bank's uncertair tax posifions are reassessed by Management at every
balance sheet date. Liabilities are recorded for income tax positions thal are determined by Managemant
as more likely than not (o result in additional taxes being levied if the positions wers to he challenged by
the tax authorities. The assessment is based on the interpretation of tax laws tha! have been enacted or
substantively enacted by the balance sheet date and ary known Court or other rulings on such issues,
Lizbilities for penalties, inferest and taxes other than on income are recognised based on Management's
best estimate of the expenditure required 1o seftle the obligations at the balance sheset date.

Provisions for liabilities and charges. Provisions ‘or liabilities and charges are non-financial liabilities of
uncertain fiming or amount They are accrued when the Bank has a present legal or consbructive
obligation as a resull of past events, it is probable that an outflow of resources embodying economic
benefits will be required to settie the obligation, and a refiable estimate of the amount of the obligation can
be made.

Income and expense recognition. interest income and expense are recorded In the income statement for all
debt instruments on an accrual basis using the effective interest method. This method defers. as part of
nterest incomea or expanse, all fees paid or received between the parfies to the confract Bt arg an integral
part of the effective interest rate, transaction costs and aft ciher premiums or discounts.

Fees integral to the effective interest rate include origination fees received or paid by the entity refating o
the creation or acquisition of a financial asset or issuance of a financial abiity, for example fees for
evaluating creditworthiness, evaluating and recording guarantees or coflateral, negotiating the terms of
the instrument and for processing transaction documents. Commitment fees received by the Bank o
onginate loans at market interest rates are mntegral to the effective inferest rate if it is probable that the
Bank wilf enter into a specific lending arrangement and does not expect to sell the resulting loan shortly
after origination. The Rank does ngt designate loan commitments as financial liabilties at fair vaiue
trrough profit o loss.

When loans and other debt instruments become doubtiuf of coltection, they are writien down to present value
of expected cash inflows and Interest income is thereafter recorded for the unwinding of the present value
distount based on the asset's effective intarest rate, which was used (o measurg the Impairment 1oss.

Al other fees, commissions and other income and expense items are generally recorded on an acorua
basis by reference to completion of the specific transaction assessed on the basis of the actual service
provided as a proportion of the ‘otal services io be provided. Loan syndication fses are racognised as
mcome when the syndication has been completed and the Bank refained no par of the loan package for
tself or retained a part at the same sffective interest rate for the other participants.

Commissions and fees arising from negotiating. or participating in the negotiation of 3 fransaction for a
third party, such as the acou n of loans, shares or other securfieos or tha purchase or gsale of
Businesass, which are sarmed on axeculion of ta underlying transaction are racorded on iis compietion,
Forfioho and other menagement advisory and sarvice fees are recognised based on the apphcable
service contracts, usually on 2 me-proportion basis. Azsat management fBaes reigtad fo mvesiment Lnds
are recorded rateably over the perind the servies is provided. The seme principle is anplisd for wealih
mRagement, financial planming and custody services that are cordinuousty provided over an extenderd
perind of ime

f1e nationzl curvency of Georgla, the Seorgian Lad {EELY
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i Summary of Significant Accounting Policies {Continued)

Moretary assets and liabilifies are ranslated into the Bani's Surctionai currancy at the official exchange
rate of the NBG af the respactive balance shee! dale. Farginn exchangs gains and iosses resuiting from
the setiferment of transactions and from the transiation of manetary assets and Habilitiss into the Bank's
funcional currency af the paricd-end officis! exchangs rates of the NBS are recogrised in proft or loss,
Transiation at period-end rates doos not apply to non-monetary flems, including sguily investments,
Effects of exchangs rate changes on the fair value of aquity securities are recorded 33 part of the iy
value gain or iogs.

At 31 December 2007, the principal rate of exchange used for franslating foreign currency balances was
USD 1= GEL 158915,

Offsetting. Financial assets and labilties sre offset and the net amount reported In the balance shest
only when there is a legally enforceable right to offsat the recognised amounts, and thers is an intention
io gither seftie on a nel basis, or to realiss the asset and soitle tha fimbility simultaneousty.

Staff costs and related contributions, Wages. salaries, contributions to Georgia state pension and
soclal insurance funds, paid annual leave and sick leave. bonuses, and non-monetary bensfite are
acerued in the period, in which the associated services are rendered by the emplovees of the Bank.

Segment reporting. A segment is a distinguishable component of the Bank that is engaged in providing
products or services (business segment), which is subject to riske and rewards that are diferent fom
those of other segments. Segments with a majority of revenue earned from services o external
customers and whose revenue, result or assets are ten percent ar more of all the segments are reported
separately, Geographical segments of the Bank have heen reported separately within these financial
statements, on the basis thal, a significant majority of the Bank's cperations are carded out in Georgia
and revenues from other segments are not more than ten percent of total revenues earned by the Bank

4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

Management of the Bank makes estimates and assumptions that affect the reported amounts of assets
and labilitles of the Bank within the next financial penod. Estimates and judgements are continually
evalualed and are based on Management's experience and other factors, including expectations of future
events that are believed o be reasonable under the circumstances. Managemeni aiso makes certain
judgemenis, apart from those invelving estimations, in the process of applying the accounting policies.
Judgements that have the most significant effect on the amounts recognised in the financial staferments
and estimates that can cause a significant adiustment 1o the carrying amount of assels and Sabifties
within the next financial period include:

impairment losses on loans and advances. Management of the Bank reguiarly reviews the Bank's ioan
portfchios to assess impairment. In determining whether an impairment loss should be recorded in the
income statement, Management makes judgements as to whether there is any observable data indicating
that there fs & measurable decrease in the estimated future cash flows from a portfolio of loans before the
decrease can be identified with an individua! loan in that portfotio. This evidence may include obsarvable
data indicating that there has been an adverse change in the payment status of borrowers in a group, or
rational or local economic conditions that correlate with defaulls on assets in the Bank, The methodology
and assumptions used for estimating both the amount and timing of fulure cash fiows are reviewsd
regularly to reduce any differences between foss estimates and actual loss expearience,

Tax fegisiation. Georglan tax, cumency and customs legislation is subjest to varying mterprefations,
Rafer io Note 78,

Deterred fax asset. While Management expscis that the Bank wif have future taxable profits i order o
be able io wiifise the tax losses caried forward, as o newly formead entity, Managemant do not yet have
convincing eviderice that would confirm sufficient taxable profit being availabie against which valus could
be obiaingd for the caloulation of deferred tay pssef. As such ne deferred tax asset has been recognised,
Had Maragement considerad convincing svidence of fulure faxable profit had been available a potential
deferred fax asset of GEL 64 344 would have been recogrised in these Fnancial gistemeanis,
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4 Critical Accounting Estimates, and Judgements in Applying Accounting Policles
{Continued}

Initial recognition of related party transactions. In the normal course of business the Bank enters inio
transactions with s relsted partiss, 1AS 29 requires initial recognition of financial insruments basaed on
their fair values, Judgement is applied in determining ¥ transactions are priced at markst or nor-iark et
mterest rates, where there is no active market for such fransactions, The basis for udgement is pricing for
similar types of transactions with unrelated parties and effective interest rate analysia.

5 Adoption of New or Revised Standards and Interpretations

The Bank complies with 21l Standards and interpretations that were effective as at 31 December 2007

& New Accounting Pronoun cements

Certain new standards and intarpretations have been published that are mandatory for the Bank’s
accounting periods beginning on or after 1 January 2008 or later pericds and which the Bank has not
eany adopted:

IFRS 8, Operating Segments [effective for annual periods beginning on or after 1 January 20608,
The standard applies to entities whose debt or equity instruments are fraded in a public market or that filg,
or are in the process of filing, their financial staterments with a regulatory organisation for the purposs of
imsuing any class of instrumants in a public market IFRS § requires an entity to report financial and
destriptive information about s operating segments and specifies how an entity should repert such
information. The Bank is currently assessing what impact the standard will have on segment disclosurss
in the financial statements,

IAS 23, Borrowing Costs {revised March 2007; effective for annual periods beginning on or after 1
January 2009). The revised IAS 23 was issued in March 2007, The main change (o IAS 23 is the removal
of the option of immediately recognising as an expense borrowing costs that relate to sssets that take a
substantial period of time 1o get ready for use or sale. An entity is, therefore, required to capitalise such
borrowing costs as part of the cost of the asset. The revised standard applies prospectively to borrowing
costs relating to qualifying assets, for which the commencement date for capitalisation is on or after 1
January Z009. The Bank is currently assessing the impact of the amended standard on ifs financial
statements.

IAS 1, Presentation of Financial Statements {revised September 2007; effective for annual periods
beginning on or after 1 January 2008). The main change in |AS 1 is the replacement of the incomes
statement by a statement of comprehensive incoma which will algw include all non-owner changes i
equity. such as the revaluation of avaiiable-for-sale financial assals. Alternatively, entities will be allowed
to present two statements: & separate income siatement and a statement of comprehensive income. The
revised IAS 1 alse introduces a requirement to present a statement of financial position (balance sheef) at
the beginning of the earfiest comparative period whenever the entity restates comparatives due to
reclassifications, changes in accounting puolicies, or corrections of errors. The Bank eéxpects the revised
iAS 1 to affect the presentation of its financial statements, but 1o have no impact on the recognition o
measurement of specific ransactions and balances.

IAS 27, Consolidated and Separate Financial Statements {revised January 2008; effective for
annual periods beginning on or after 1 July 2008}, The revised IAS 27 will require an entify {o atiributs
total comprehansive income to the owners of the parent and to the non-controfiing interests {previously
“minority inferests”) even if this results in the non-controling interests having a deficit balance (the current
standard requires the excess losses to be allocated to the ewhars of the parent in most cases). The
revised standard specifies that changes in a parant's cwnership intersst in & subsidiary that do not resuit
in the loss of controd must be accountad for as aguity ransactions. i also specifies how an entity should
measure any gar or 1oss ansing on the loss of sontrol of 2 suibsitdiary. At the date whan contrel is lost,
any investment retained in the former subsidiary will have o be measured at s falr value. The Bank s
currently assessing the impact of e amended siandard on its financial siatements.

Yesting Conditions and Cancellations-—Amendment to 1FRS 2, Share-based Payment (issued in
January 2008; effective for annual periods beginning on or after 1 January 2009}, The amendrment
clarifies that only service conditions and parformance conditions are vesting condiions Other featires of
& sharg-based payment gre not vesling conditions. The amendmern specifiss that ol cancelialions,
whether by the entity or by other parties should recajve He o tng reatment, The Bank s
surrently assessing the impast of the amendas standard on jis francial sigtemenis
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& New Accounting Pronouncements {Continued)

FRS 3, Business Combinations (revised January 2008; effective for business combinations for
which the acquisition date is on or after the beginning of the first annual reporting period
beginning on or after 1 July 2009]. The revised IFRS 3 will aiiow entilies (o choose o measure non-
conboiing inferests using the existing IFRS 3 mathod iproportionate share of the acguiree’s identifiabie
net assets) or on the same basis as US GAAP [at fair valuel The revised FRS 3 is more detailed in
providing guidance on the application of the purchase method to business combinstions. The requirement
o measure 2t falr value every asset and Hability st each step i g step acquisiion for the purposes of
catculating a portion of goodwitl has been rermoved Instead, goodwill will be measured as the difference
at acquisition date between the far valus of any investment in the business held before the acquisition,
the consideration transferred and the net assats acquired. Acquisition-related costs will be accounted far
separately from the business combination and therefors recogrised as expenses rather than included in
goodwil. An acquirer will have o recognise at the auquisition date a fiability for any comtingant purchass
consideration. Changes m the valus of that hapility after the acquisition date will be recognised in
accordance with other applicable IFRSs, as appropriate. rather than by adjusting goodwill. The revised
IFRS 3 brings info its scope business combinations mvolving only mutual entities and business
combinations achisved by contract aione. The Bank is currently assessing the impact of the amendead
standard on its financial statements.

IFRIC 13, ‘Customer loyalty programmes’ (issued in June 2007; effective for annual periods
beginning on or after 1 July 2008). IFRIC 13 clarifies that where goods or services are sold together
with & customer foyalty incentive (for example. loyalty points or free products), the arrangement is a
multicle-element arrangement and the consideration receivable from the cusiomer is allocated between
the components of the arrangement using fair values. IFRIC 13 is not relevant to the Bank's operations

because no companies operale any loyalty programmaes,

Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate—IFRS 1 and IAS 27
Amendment (revised May 2008; effective for annual periods beginning on or after 1 January 2008},
The amendment allows fret-time adopters of IFRS to measure investments in subsidiaries, jointly
controlled entities or associates at fair value or at previous GAAP carrying value as desmed cost in He
separate financial statements. The amendment also requires distributions from pre-acquisition net assets
of investees to be recognised in profit or loss rather than as a recovery of the investment The
amendments will not have an impact on the Bank's financial statements.

improvements to International Financial Reporting Standards (issued in May 2008). In 2007 the
International Accounting Standards Board decided to initiate an annual improvements project as a
method of making necessary. but non-urgent amendments to IFRS. The amendments issued in May
2008 consist of & mixture of substantive changes. carifications, and terminciogical corrections to various
standards. The Bank does not expect the amendments to have any material effect on s financia!
statements, however, is currently considering any impact on s financial statements of JAS 40,
Investment Property (and consequential amendments to IAS 16}, where property that is under
construction or development for fulre use as investment property s brought within the scope of the
revised IAS 40. Where the fair value maodet! is applied. such property is measured at fair valus. Where the
fair value of investment properly under construction is not reflably measurable, the propery is measured
at cost until the earlier of the date construction is completed or the date at which the fair value becomes
refiably measurable. The amendment is effective for annual penods beginning on or after 1 January 2009,

Other new standards or interpretations. The Bank has not garly adopted the following other new
standards, interpretations or exposure drafls:
* IFRIC 11, IFRS 2 - Treasury Share Transactions (effective for annual periods beginning on or
after 1 March 20071
* FRIC 12, Service Concession Arrangements (efective for annual penods beginning on of after 1
January 2008);
* FRIC 14 JAS 18 The Limit on 8 Definod Benefi Assel, Minimum Funding Requirements and
Hrelr interaction (efective for annual periods beginning on or after 1 January 2008k or

it
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7 Cash and Cash Equivaients

in Georglan Lart 31 December 2007 31 December 2008
Cash an hand 81,421 -
Cash balances with the NBG (other then mandatory reserva deposis) 4 6858 4597 -
Larrsspondent acoounts and overnight placemants with other banks “
- Georgia 85,656 12,000,000
- Trg Parent Bang, the Republio of Azersaian 43,111,848 -

Total cash and cash equivalents 44.844 320 12,000,000

Ovarnight placements with other banks inciude damand deposits of GEL 65,856 placed with 2 loca! bank
at interest rates of 5% to 8.5% per annum. The cash balance as at 31 December 2008 is the total of the
contribution made by the Parent Bank to share capital of the Bank placed on a non-interest bearing
corraspondeant account with a resident banic,

The analysis by credit quality of the cash and cash equivalents at 31 Decamber 2007 ig as follows:

Cash on  Cash balances Correspondent Total

hand with the NBG accounts and

overnight

placements with

i Georgian Lari ) ) other banks

Current snd nof Impaired

- Cash on hand 21471 “ - 81,421
- Govermment of the Republic of Georgia - 4685897 - 4885857
- Top 10 Geargian banks - - 5,656 55 855
- The Parent Bank. the Repubiic of Azerbaian - - 40,111 548 40,111 B4
Total current and not impaired 81,421 4,685 697 40,177,202 44,944,320
Total cash and cash equivalents 81,421 4,685 887 40,177,202 44,844,320

The rating of issuer default ("RID) of the Parent Bank is "BB+* {Fitchy.

The analysis by credit quality of the cash and cash eguivalents at 31 December 2008 is as follows:

Correspondent Total

accounts and

overnight

placements with

ir Georgian L ar ) ) other banks

Current and not impaired

- Top 10 Georgian banks 12000000 12.006000
Totat current and not impaired 12,000,000 12,000,000
Yotal cash snd cash equivalents 12,000,000 12,000,000

The publishad internagtional rating for the Republic of Gaorgis i B8 {rating pariormed by Filchy,

BiEiL

Interast rate analysis of cash and cash SHBVEENS 15 disciosed in Note 24 The information on relnied
party balances s disciosed in Noe 58,

Es%
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g Loans and Advances to Customers

in Georgian Lar 31 December 2007
Corporsis o 5445 285
Loang toin sais -~ morigage inans 1.286,372
Loans fo individuals - consumer loans 5231857
Loans i individuals - purchase of molor vehiciss 261,264
Loans to individuals - antreprensurs 230,387
Less: Provision for loan impairment .
Total loans and advances to customers 8708970

Economin sector risk concentrations within the customer loan portfolic as at 31 Decamber 2007 are as
follows:

In Georgian Lari ) , ) Amount e P

Reatal loans

- mortgage loans 1.288372 144
- consumer ioans 523 887 B0
- purchase of motor vehices 281 2648 Kis)
- enfreprensurs 220,387 28
Total retal loans 2,261,765 28.0
Corporate foans

Pradustion 2474262 284
Trade and services 1,380,147 158
Construction 198 251 23
Odbar £.384 5585 275
Total corporate loans 6,448,288 74.0
Tolal loans and advances to customers 8,709,870 100

At 31 December 2007, the Bank had 12 borrowers, each with an outstanding loan amount above
GEL 100,000, The total aggregate amount of these loans was GEL 8.431.430 or 87% of the gross loan
porifolic,

To the extent that there was any assessed defay in the repayment of principal on 5% of the total loans
and advanoes to customers, the provision would be approximately GEL 38,291 higher in respect of a one
month detay. As the provision as at 31 December 2007 is ni, this is based on there being no defays in
the repayment of principal in the portfolic,

information about collateral at 31 December 2007 is as follows:

Corporate Loans to Loans to Loans to Loans to Total
isans  individuals - individuals - individuals - individuals-
consumar purchase of entreprensurs morigage
In Georgdan Lar loans motor vehicles foans
Unsscured lbans BES B4 18 518 13700 0z
Loans coltateraised by
- residentisl redd esiaie - 505 178 - - I S CE {3
- other ragl goigls 3,084 115 - - 18
- gther assels 2474267 - PTG 220,387 - Y
Total foans and
advances {o customers 4,443 268 3587 i1 iet 220,387 $.288 372 B 708870
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2 Loans and Advances to Customers {Continued’

The anafysis by credi guality of inans owtstanding at 31 December 2007 is as foliows:

Corporate Loang to Loans to Loans to Loans io Total

loans  individuals - Individuals - individuals -  individuals.

COnsumer purchase of entreprencurs muorigage

in Goorgian Lari lsans motor vehicies loans

Current and nof impaired
inang 288 8R4 % Ate IR 7o% - 842 707
rakised by

- regidential real esiate - 505,178 - - TEER372 1 T7EY EaD
- oiher rost estats 3.084, 114 - - - - 3084710
- siher assels 2474 367 . ZET A0 230367 - 2822088

Total loans and

advances to customers 6,448 268 523,897 281,269 220,387 1,258,372 8,705,878

The Bank applied the portolio provisioning methodology prescribed by 1AS 28 Financial instruments:
Recognition and Measuremant. The Bank's policy is to ciassify each an as ‘current and not mpaired’
urdif & specific objective evidence of unpairment of the loan is Wentified. Tha impairment provisions miay
exceed the total gross amount of individually impaired loans as a result of this poficy and the portfolio
impairment methoedology.

The primary factors that the Bank considers in order to enlity whather a loan is impaired are its overdue
status and realisability of related collateral if arty. At 31 December 2007, the Bank did not have any
averdue or impaired loans,

The carrying value of sach class of ioans and advances o customers approximates fair value at 31
December 2007 At 31 December 2007, the estimated fair value of toans and advances to customers was
GEL 8,708,870 Refer to Note 27

The interest rate analysis of loans and advances to cusiomears is disciosed in Note 24 The information on
related party batances is disclosed in Note 28,

9 Premises, Equipment and intangible Assets
Note Leasehold Landand Office and Furniture, Construce Total intangible  Total
improve- buildings  computer fixtures tionin  premises asgels
ments equipment  and other progress and
in Georgian Lar eqguipment

Carrying amount at
1 January 2007

¥
f
|
.
L

Additions 3841 £851 4878 SUEDE  12BFRO PRBATD 7.340.84% 83087 7410010
Cepreciation and _
amortisation chargs 20 (b - 12,302y 122147 - {34887 {4.340; 327
Carrying amount at

31 Decembaer 2007 3,333 6.881.676 78204 167,603 265,170 7,308,984 B4,727 T.370.713
Cost oat B

Dascemnbar 2007 3847 B85 876 Y0508 179 7H 285 ATE 7340083 88087 7 A10010
Actrmsistad

desrecation sng

Careying amount gt
¥

31 Decomber 2007 1331 &Bs51878 78204 107803 Z8B1TL 7308888 84727 1370741

&
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8 Premises, Eguipment and Intangible Assets (Continued)
Construction in progress consists of the construction and refurbishment of 2 buliding. Upon completion n

2008, asssts will be transferred to premises and eguipment and the buliding will be used as the main
office of the Bank,

10 Other Financia! Assets

in Beorgian Lar 31 December 2007
Receivabies 271,358
Actruad commission on quarantess 14.784

Total other financial assets 283,122

The analysis by credit quality of other financial receivabies outstanding at 31 Dscember 2007 iz as
follows:

Receivables Accrued Total
commission on
In Georgian Lad guarantees .
Current and not impaired
- The Parent Bank 271,388 - 271,358
- Medium size companies - 11,7684 11 764
Total other financial receivables 271,358 14.764 283,122

The carrying value of each class of other financial nssets approwimates fair value at 31 December 2007
At 31 December 2007, the estimated fair value of other financial assels was GEL 283,122 Refer to Note
27.

The information on related party balances is disciosed in Note 29,

11 Other Assets

in Gevrgian Lar 31 Pecember 2007
Advances for purchase of furniture and fdures 56,831
Advances for the purchase of services 632
Othar 268
Total other assets 87,5289
Current BOR
Mon-current A58
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12 Customer Accounts

iIn Georgian Lar 31 December 2007

State and public organisations
- Current/zetiiomant aocounts 1E2R AT

Other fegal enfities

- Surrenysetiement accounts 42 400 A
individuals

- Currentdemand acoounts 16 888
Total customer acocounis 44 058 182

Econamic sector concentrations within customer accounis are as follows:

In Georgian Lari Amount )
Transportation 38, 237 307 BE. 78
Energy 3418758 7.8
Publin 1528473 347
Trade and services 883 850 151
Construction 11 426 0.03
Inddividuals 116 BA5 28
Other TEA4TH 18
Totad customer accounts 44,055 182 160.00

At 31 December 2007, the Bank had 12 customers with balances above GEL 100.000. The aggregate
batance of these customers was GEL 43,685,656 or 89% of total customer accounts.

included within current/seltfement accounts of other legal entities is a current account of a jocal
transportation company with a balance of GEL 38,237 308 or §7% of total customer socounts.

The carrying value of sach clags of customer acoounts approximates fair value at 31 December 2007, A2

31 December 2007, the estimated fair value of custormer accourds was GEL 440585182 Refer fo
Mote 27

The information on related party balances 13 disclosed in Note 26,

{13




The Infernational Bank of Azerbaijan - Georgia
Notes to the Financial Statements — 31 December 2007

13 Bubordinated Debt

In Georgiz Lari 31 December 2007
Subordingted debt from the Parent Bank 5,368 400
Total subordinated debt 8,366,400

On 29 June 2007, the Bank signed a Subordinated Debt Agreament with the International Bank of
Azerbaiian {registerad in the Rapubiic of Azerbaian; for obtaining funds in the amount of USD 4.000.000
o be used for working capital purposes. The principal amount is to be repald in ong nstalilment on 28
June 2013 The subordinated debf carried an interas? rate of 10.5% per annum untl 17 September 200 .
when it was decreased to 9 % per annum for the pericd subsequent to 17 September 2007, The Bank is
obliged to make interest repayments on a gquarterly basis.

The above subordinated debt ranks after all other creditors in case of the Bank’s liquidation.

The carrying value of subordinated debt approximates fair value at 31 Pecember 2007, At 31 December
2007, the estimated fair vaiue of the subordinated debt was GEL 5,386,400 Refer to Note 27,

The interest rate analysis of the subordinated debt is disciosed in Note 24, The information on related
party balances is disclosad in Note 20,

14 Provision for Liabilities and Charges

Movements in provisions for Habilities and charges are as follows:

Provigion for labilities
In Georgian Lari ) , , ) , . , ...and charges

Carrying amount at 1 January 2007 -

Additions charged to profit or loss 55 838
Carrying amount at 31 December 2007 £5,538

fn March 2008, the National Bank of Georgia carrisd out a statutory audit and as a result a penalty of GEL
55,536 was imposed for the Bank's nor-compliance with certain NBG reguirements in the year ended 31
December 2007, The areas of non-compliance included adhering to the maumum exposure o related
parties. whereby the total amount of loans issued to related parties should not exceed 5% of total equity
at any time, and a faiture to comply with the reporting requitements on the opening of customer scoounts
by newly incorporated entities, whersby the Bank was expacted o provide NBG, on a regular basis, with
a fist of newly incorporated entities. which opened customer accounts with the Bank, The Bank paid the
penally imposed of GEL 55 536 an 23 March 2008
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18 Other Financial Liabilities

Other financial Habliifies comprise the following:

In Seorgien _ 31 December 2007
Frofessional fass pavable 80,840
Fayables o non resident banks 35 388
Total other financiat fabilities 118,908

The carrying value of each class of offer financial habities approximates fair vaive at 31 December
2007 At 31 December 2007, the estimated fair value of ofher Snancial liabilifes w ‘as GEL 116,508, Rafer

o Note 27,

18 Other Liabilities

Other liabilities comprise the following:

In Georgiarn L 31 December 2007
Property tax payable 38,148
Total other Habilities 349,148

Currant 38,148

Non-ourrent

17 Share Capital

Number of Crdinary Total
outstanding shares

JIn Georglan Lari except for number of sharss shares
At 16 November 2006 - - “
New shares ssued 12,000 12.000.000 12,600,008
Al 31 December 2006 12,080 12,000,006 12,800,000
New shares ssusd - - .
At 31 December 2007 12,000 12,060,000 12,000,000

Ch inoorgoration, the total par vahee of the Bank's authorised, issusd and registared share capiial was
BEL 12,000,000 There have been no subseguent changes 1 the level of share capital in the vear ended
3’3 sosrmber 2007

;Sﬁ WNN:Q 75% of the Bank's shares. In addition,

AL 31 December 2007, the International Bark of A bgﬁ
the industrial Bank of ﬂa rerbagan owned 12.5% of the Bank's shares and Mr fvane Chikbartishll owned

12.5% of the Bank's shares

Al ordiary sharss have o noming! value of GEL 1000 per share ane rank sguaily. fach share carries

S veis

C}
ﬁ"’i

L
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18 interest ncome and Expense

in Georglan Lard

Interest income

Interest income on origingted loens and sdvanoss o customers
interast income on corespongent accolnis with cther banks
Othar

Total interest income

887,217

Interest expense

interast expenss on sebordinated dabt 264 488
Other ]
Toetal interest expense 284 485
Heot interest income IRy v
19 Fee and Commission Incomse and Expense

n Georglan Lar 2007
Fee and commission income

Commission income on guaranises 3521
Commissions on seftlament fransactions 7
Commission o cash iransactions 7823
Total fee and commission income 12,561
Fee and comimission expense

Commissions on setiement ransactions 5,505
Commissions on cash collection 3,848
Commissions on guarantees and lefters of credit 1,354
Other fees and commissions 3,482
Total fee and commission expense 18,017

MNet fee and commission income

57,644
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20 Administrative and Other Operating Expernses

MNote
i7t Gecrgtarn Lar _ _ _ Z0G7

Staff costs

Professional fees

Communication oxpenses

Rent expanses

Security expensas

Depreciation on premises and arpmen
Utility expenses

Bublishing and stationary expenses
Repair and maintenance expenses
Business rip cxpense

Amertisation of itangible asseis
fnsurancs exponses

Other expenses

8]

4

Total adminisirative and other operating sxpenses 736,212

included in staff costs are statutory social security contributions of GEL 81 4587,

21 Income Taxes

Income tax expense comprises the foltowing:

1 Georgian Las 2007

Currant {ax
Deforred tax {fexpensebenaft

income tax credit for the year

The income tax rate applicable to the majarity of the Bank’s income is 20%. A reconciliation between the
expected and the actual taxation charge is provided balow,

w1 Georgian Lari 2007
{FRS loss before tax (428,371
Trearetical tax charge at statutory rate (2007 20% 85,874
Effect of changes in tax rates 116% from ¢ Janiary 2008; (31 and;
Tax effect of non daductible sxpanses B2
Unrecognised potential deferred tax zzest {64 344

Income tax expense for the yvear

The Bank has unrecognised nolontial defaresd fay as88tE N respect of ynused i loes oarry forwards of
GEL 78872 (2008 »il ard tavable temporary differgnces of GEL 12 308 (2008 nil), s accordance with
5::5

i
sargan ey lsgsiation pusiness and capital lnsses sy e carried forward for up o 5 vears.

P
A
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24 mcome Taxes (Continued)
The statutory tax rate was changed to 15% sfactive fram 1 Jaruary 2008,

Oifferences batween IFRS and Georgia stahtory taxation regulations give rise w femporary differences
Detween the carrying amount of assets and habiities for financiat reporting purposss and thelr tax bases.
The tax effect of the movemenis in theee termporary differences is detalled below and is recorded at the
rate of 15%.

31 December 2006  Recorded inthe 31 December 26807
i Georgian Lan income statement

Tax effect of taxable temporary differsnces

Tax losses carrled forward - 78872 TEETZ
Acorusi of sudt fas - ERR 11,880
Provision for potantial penalties - 8,330 8,330
Depreciation of premises and equipment - {6,568 (6,558
Loan impairment srovision - [(2ET72} 28773
Gross deferred tax asset - 64,344 84,344
Deferred tax asset - not recognised - 64,344 54,344

While Management expects that the Bank o have hulure taxable profits in order (o be able to uilise the
tax ivsses carried forward. as a newiy formed entity, Management considers that sonvineing evidence iz
nat yet avaiiable that would confirm sufficient taxable profit being avaiiable against which value could ba
obtained for the calculation of deferred tax asset. Refer fo Note 4.

22  Loss per 8hare

Basic eamings per share are caloulated by dividing the profit or ioss atiributable to equity holders of the Bank
by the weighted average number of ordinary shares in issue during the pariod.

The Bank had no dilutive potential ordinary shares; therefore, the diluted earnings per share equal the basic
earmngs per share.

in Georgian Lari Note 2007 2008
Loss for the year atirbutable 1o ordinary sharehoiders (428,371 .
Weighted averags number of ardinary shares in issue 17 12.000 -

Basic and diluted loss per ordinary share {expressed in
GEL per share) 35.78 “

ER%
£,
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23 Begment Analysis

The Bank's primary format for reporting segment information is businass segments. The Bank opergles
only in the Republic of Georgia and, therefore, does nat report geographical segmenis.

Business Segments. The Bank is organisad on a bas's of two main businass segmants:

* Retall banking - representing privete banking services, private customer outren? acoounis, savings,

. deposits, investment savings products, custody, credit and debit cards, consumer loans and
motgaes.

* Corporate banking ~ representing direct debit faciifies, current seoounts, deposits, overdrafls, nan

and other credit facilities, foreign currency and derivative prodicts,

There are no material tems of lncome or expense batwesn the business segments. Segment assets and
fiabilities comprise operating assets and liabilities, being the majority of the balances shest but exciuding
taxation.

Segment information for the main reporiable business segments of the Bank for the year ended
31 December 2007 is set out beiow

Retall banking Corporate Totas
In Getrglan Lard banking
External revenues 188 BE7 483 507 B4Z.274
Total revenues 158,687 483,807 642,274
Total revenues comprise:
- inlarest income 144,128 427 082 567,237
- Fee and corission ncome 17,825 54,635 72,681
- Other opsrating noormss 617 1.87¢ 2,458
Total revenues 158,667 483,807 642,274

fye
on
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23 Segment Analysis (Confinuad)
i Georgias Lan Retail banking Corporate banking Total
Segmeant result {88,363} {293,711 {390,074

Unaliooated coat

(382973

Loss before tax

{429,374%
Income tax (sxpenseVoredit _
Loss for the year {429 3714
Other segment tems
Capitsl expenditure {1.847.020) (58288210 (74788413
Depraciation and amortisation SADENES - - {38,257
Other non-cash expensas {14 860 {44 6813 (58,341

The amounts recorded as capifal expendifure include additions 1o fxed assets plus prepayments for #he

purchase of fixed assets during the vear

Information about segment assets and labiliies of the Bank & 31 December 2

foliowing table:

007 is given in the

in Georgian Lar Retall banking Corporate hanking Total
Total segment assets 13,457 388 41,017,326 54,474,681
Current and deferred tax asset -
Unalfneated assofs 7735,137
Total assets 62,203,812
Total segment Habilities {12.456,084) {37.985,507) (50,421,591
Other unaliceated labilties (211,58
Total Habilities (50,633,183}

s
£ ¥t
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24  Fmancial Risk Management

The Bank has exposure to finanzial risks, which inciude credit fpuidity, market and operational rigie.
The taking of risk is integral to the Bank's business. The Bank's risk management funclon’s aim ig o
achieve an appropriate balance between fsk and return and to rurimise potential adverse effects on the
Bank's financial performance.

Credit risk, Credit risk is the risk of financia! ioss to the Bank if a customer or counierparty falls (o mest
its contractual obligations when due, Ths major portion of credit risk arises from the Banks' lcans ang
advances o cusiomers and off balance shest cradp axposures. For risk reporting purposes. tha Bank
considers and consclidates ail elements of credit riek exposures such as indhvidual customer ang
counterparty default rigk and industry risk.

The Bank has sstablished a Credit Committes, which s responsible for approving credit limits for
individuat borrowers:

The Parent Bank's credit committee 18 required o review and approve all amounts above USD
1.600.000. It is also responsible for issuing guidance 1o the Bank's credit commities in retation in
ai other loans;

- the Bank's Credit commitfee reviews and approves ai amounts befow USD 1,000,000, The
Credit Committee meets on a weekly bagis.

Ag of 31 December 2007, the breakdown of the oan pottfolic by econamic and product ssctors is
provided in Note 8,

Collateral and other credit enhancements. Exposure o oredit nisk is also assessed and managed, in
part, by obfaining, controlling and menitoring collateral in the form of mortgage interests over property,
pledge of assets and securities and other collaterst ingiuding corporate and personal guarantees.

While collateral is an important mitigating factor in assessing the credit nisk, it is the Bank's policy to
astablish that loans are within the customer's capacity to repay rather to rely solely on securily. Collateral
is considered a@s a secondary source of fepayment. in fimited cases, depending on the customers
standing or on the type of product or amounts, the facilitios may be unsecurad.

Related party lemding, The Nationai Bank of Georgia has strict definitions regarding the category of
‘related parties”. Mainly, these are corporate entities owned/contralied by the Sharehoiders or the private
ndividuals themselves or immediate family members. Also included are individuals with senior
managementauthority positions in the Bank, Based on the NBG requirements the largest loan per sach
related party shafl not exceed 5% of the capital of the Bank.

Altowance for Ipan losses — reserve policy. The Bank establishes an allowancs for foan losses that
represents its estimate of losses incurred in its risi exposures, and s established in accordance with the
reserve policy of the Nationatl Bank of Georgia. The categories with ressrve requirements are as follows:

Standard loans 2%
Controllable loans 10%
Non standard 0%
Assetz-at-risk 50%
Hopeless loans 1030%

Thess categories are strictly defined,

@l statemnents, the Bank wiises the ban lose methodoiogy containgd in /1AS 38 Finanoini
cogniion of Measurement,

]
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24  Financial Risk Management {Continued)

Maximum exposure fo credit risk. The Bank's maximurm 2xXposure o on balance sheet credd risk =
gengrally reflected in the carving amounts of financial assets on the batance sheet The impact of
possibie netling of assels and labifities to reduce potential credit exposure 13 not significant,

The credh risk for off-balance items is measured Hhe same as for on-balance fems. The Rank's maximum
exposwre o off-batance credit risk is reflacted in Nots 28 "Contingencies and Commitments”,

Credit risk for off-balance sheet financial instruments is defined as the possibidity of sustaining a bss as &
resull of ancther party to a financia! instrument fafling to perform In accordance with the terms of the
contract. The Bank uses the same credit polictes in making conditional chiigations as it does for on-
patance sheel fnancial instruments through established cradit approvals, sk control limits and
manioring procedures.

Market risk. The Bank takes on exposure to market risks, Market risks arise from open positions in
{a) currency, (b interest rate and (¢} equity products, all of which are exposed to genersl and specific
market movements. The goa! of the Bank's market risk managemeant is to limit and reduce the amount of
possible losses on open market positions fhat may be ncurred by the Bank dus to negative changes in
currency exchange rates and interest rates. Management sets limits on the valiue of rigk that may be
accepted, which is monitored on a dajly bagis. Management are currently formalising the level of risk that
may be accepted by the Bank as the size of operations grow, prior to the limits being approved by the
Board of Directors.

Currency risk. In respect of currency risk, the Management sets limits on the lavel of exposure by
currency and i total for both overnight and idra~day positions, which are monitored daily. The tabie
below summarises the Bank’s exposure to foreign currency exchange rate risk at 31 December 2007

Monetary financial Monetary financial Net balance sheet
In Georgian Lar assets Habilities position
GEL 7524838 3,480,888 4,043 885
uso 47 127,781 48 887 518 240,233
EURO 105,214 170,642 (64, 788)
Total 54,757 803 50,538,499 4,219,304

Ag at 21 December 20086, the Bank's all monetary financial assets of GEL 12,000,000 were denominated
in GEL, while the Bark did not have any monetary financial iabiitiss at the balance sheet date.

The above analysis includes onfy monetary asssts and lisbilities. Non-monetary assets are not
considered to give rise to any material currency risk,

The Bank has procedures in place to ensure compliance with the requirements of the National Bank of
Georgia. These include:

Ersmuring and monitermg that the open currency positions is below the fimit is se! by the National
Bank of Georgly that is 20% of the fixed supervisory capitah

Calculating the currency risk limits during the working day as well as at the end of each day; and

Whan the open currency positions are misbalanced, the Bank is fable & immadistely procesd on
operations that will get the opan currency positions back to balance These actions are instigated
by Managsment as required.

The Bark has extended loans and advances denominated n foreign currencies. Depending on ¥
revenue siream and cost structurs of the borrower, the posaibls appreciation of the currencies in which
lsans and advances have been extended against Georglan Lar may adversely affect the borrower's
repayrent atilly ana therefore increass the potentisl of fufure oan [nuess
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24 Financial Risk Management {Continued)

The foliowing table presents sensitivities of profit and loss and equity o reasonably possible changes in
axchange rates applied ai the balsnoe sheet date, with all other variables held consiant’

A1 31 Dacember 2007

8 Georgian Lari Impact on profit or foss
US Dollars strangthening by 10% 18210
US Dollars weakening by 10% 18215
Euro strangthening by 5% 12,592}
Eura waskening by 5% 258G

Cthar than as a result of any impadt on he Bank's profit or loss, there is no other impact on the Bank's
equity 28 a result of sush changes in gxchange rafes

The exposure was calculated only for monetary balances denominated in currencies other than fhe
functional currency of the Bank,

Interest rate risk. The Bank takes on exposure to the effects of fiictuations in the prevailing levels of
market ivterest rates on its financial position and cash flows. Imerest MArGING May NCresss as a result of
such changes, but may reduce or create josses in the event that unexpected movemenis arise
Management monitors on a daily basis and sefs limifs on the level of mismatch of inferest rate reprizing
that may be underiaken The table below summarises the Bank's exposure to interest rate risks. The
table presents the aggregated amounts of the Bank's financial assels and Habilittes at carrying amounts,
categonsed by the earlier of contractual interest repricing or maturity dates.

Demand and From1tc From6ic More than Non- Total
less than & months 12 months 1year monetary
In Georgian Lari 1 month

31 December 2007

Teda! financiyl sssets 47 087 079 836,614 108,301 8757 BOE - B4757 803
Total financial abilties 44 172,099 - - B388.400 - B50A38 488
Net interest sensitivity gap at

31 December 2007 2,884,980 835,618 108,304 391,405 - 4,219,304

As at 31 December 2006, the Bank's all financial asssts of GEL 12,000,000 were categorised as
“demand and less than 1 month” for the purposzes of the above table, while the Bank did not have any
financial Habiifies at the balance shest date.

The Bank monitors interest rates for its financial instruments. The table below summarises interest rates
based on reports reviewed by key management personnel;

In%pa Lsh GEL EUR
Assets

Cash and cash sguivalents 50 85 28
Loans and advancas o customers-corporste 2.0 64 -
Loans and advantes o cusfomersraial 1RO 175 -
LiabHities

Subordirmied deit 9.4 - -

sized a% “cash
fi did not have

any financial ighilitie:

PAG SN T in the tabls above means thy the Barnk doss not have tha respeciive assely or lishiles n

TaF
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24  Financial Risk Management {Continued)

Al of the Bank's instruments carry a fixed rate of inferest and accordingly the Bank has nof included
disciosure of any sensitivity of profit to changes in interest rates for the year.

Geographical risk concentrations. The geographical concantration of the Bank's financial assets and
fabilities al 31 Decamber 2007 is set out balow:

In Georgian Lar Georgia QECH Non-OECD Total
Assels

Cash and cash equivalents 4832774 - 40,111,548 44,844 370
Mandaiory cash balances with the NBG 824,39 - - 223,291
Loans and advances to cugtomers 8.709.57¢ - - BTN G770
Oiner fnancial assols 11,784 - 271,258 283107
Total financial assets 14,374,899 . 40,382,904 54,757,803
Non-financial assets 7,540,353 - - 7.510,3583
Total asgets 21,885,252 - 40,382,504 62,203,812
Liabilities

Due to other banks - - g b
Customer azcounts 44 85 182 - - &4 055 182
Subordinated daht - - 5,366 400 8,366 400
Other financial Kahilities 20,540 - 35,368 118 808
Total financial liabilities 44,135,722 - 6,402,777 56,538,459
Non-financial labilities 94,684 - - 94,684
Total liabilities 44,230,406 - 8402777 50,633,183
Met balance sheet position {22,345 154) - 33,880,127 11,870,628
Credit related commitments 1,827,835 - - 1,827 835

As at 31 December 2008, the Bank’s all financial assets of GEL 12,000.000 were concentrated in Geargia
for the purpeses of the above table, while the Bank did nat have any financial labilities at the balance
sheef date,

Aszets liabilities and credit related commitments have generally baeen based an the coundry, in which the
counterparty is tocated. Cash on hand and premises and equinment have been allosaied based on the
country, in which they are physically heid,

Other risk concentrations. Management moniiors and discioses concentrations of oredit rigk by
shlaining various reports relating o borrowings, The Bank did not have any such significant rsk
concantrations at 31 December 2007

Management determines concentration by assessing the guantitalive date about 4s exposure o the risk
at the reporling date. This disclosure Is based on the information provided internaly o key managsment
personnel of the Bank and ndudes for example disclosure of concenfratinn of risks such 23 currenoy,
sredit and nferest,
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24 Financial Risk Management {Continued}

Liguidity risk. Liquidity nsk s defined as the risk that an entity will encounter difficully in mesting
obfigations associated with financial liabiftes, The Bank iz exposad to daily cails on s available cash
resources from customer accounts, guarantees. The Bank does not maintain cash resources fo meet ol
of these nesds as experience shows that a minimum level of reinvestment of maturing finds can be
predicted with a high level of certainty. Liguidity risk is managed by of the Asset/Liabiity Commilles of the
Bank.

The Bank seeks to maintain a stable funding base comprising primarnily amounts due o oher banks,
corporate and retail customer deposits and invest the funds in diversified portfolios of Hguid assels, in
order to be abie o respond quickly and smoothly (o unforeseen liguidity requirements.

The Hquidity management of the Bank requires considering the leve! of figuid assels necessary to seflle
chligations as they fall due: maintaining access 1o a range of funding sources: mamntaining funding
contingency plans and monitoring balance sheet lguidity ratios against reguiatory requirements. The
Bank calculates liquidity ratios on a monthly basis in accordance with the requirement of the National
Bank of Georgia. The ratio that is monitored is the Hnuidity ratio, which g caleulated as the ratio of bighly
iquid assels to liabilities payable on demand (including off balance sheat liabilities with maturily of less
than six month). The ratio was 88 8% as at 31 December 2007,

According to the instruction set by the NBG, the Bank calculates instant liquidity as a ratio of daily
average liquid assets to daily average lguid labifies. This ratio is catculated based on balances derivad
from statutory financial statements of the Bank,

The National Bank of Georgia has in place minimum levels of liquidity required. As of 31 December
2007, the Bank was in compliance with this requirement,

The table below shows liabilities at 31 December 2007 by their remaining contractual maturity. The
amounts disclosed i the maturity table are the contractual undiscounted cash flows and gross lean
commitments.

When the amount payable is not fixed, the amount disclosed is determined by reference fo the conditions
existing at the reporting date. Foreign currency payments are translated using the spot exchange rate at
the balance sheet date.

The maturity analysis of financial dabilities at 31 December 2007 is as follows:

Bemand and From ity Froméio From Over § Total
tegs than 6§ months 12 months 12 months to years

in Georglan Lari 1 month 5 years
Liabilities
Due to ofher banks @ - - - - &
Customer aoonunts 44 G55 187 - - - - 44 055 187
Subordinated debt - 286 488 8RS 438 22975904 4852888 Q817788
Odher Bnancial Habilities 8 B0s - - . - 118,808

Gross oan cormmdments — undrawn

cradit lines TS 000 - - - © o R GERI0D

Tetal potential future payments for

financial obligations 45 172,099 286 488 288,458 2.291.504 B 652888 b4.B3Lu67
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The Bank does not use the above undiscounted maturily analysis to manage liquidity. %r;ssi@ad the %aﬁﬁi
minitors expectsd meturities, which may be sursnansed as follows 22 21 Decomber 2007

Demandand From1ito From&to  Over 12 Total
less than 6 months 12 months months

i Geprgian Ler 1 month
Assels
Cash and cagh equivalenis 44 044 320 - - - 44 544 320
Sandstory cash balances with the NBG B2, 381 - - - 822,381
Loans snd advances i oustomers aag 848 837 608 B ESS ERTRZIE BRTIGSTD
Other financisl assols 283122 - - - 283,122
Total financial asseis 48,937,718 837,806 106,963 6,878,216 B4.757.803
Liabilities
et othar banks g - - - &
Cugtomer aroounts 44 (355 182 - “ - 44 OB 182
Subworifinated debt - - - BI388400 5388400
Orhaer fnancial Babiiifiss I8, B08 - - . 16,508
Total financial Babilities 44,172,008 - - 8368400 80,538,459

Net liguidity surplus at 31 December 2007 2,765,818 B37.508 168,963 508,818 4,219,304

Cumulative Hguidity surplus at 31 December
2007 2,765,819 3BO3525 3,710,488 4,219,304 -

As at 31 December 2008, the Bank's ail financial assets of GEL 12000000 were calegorised as
“demand and less than 1 month” for the purposes of the above table, while the Bank did not have any
financial Habilities at the balance sheet date.

The malching andior controfled mismatching of the mahurities and interest rates of assets and labilities s
fundamental to the managemeant of the Bank. it is unusual for banks ever to be compietely matched since
business transacted is ofter: of an uncertain term and of different types. An unmatched position potentially
enhances profitabiity, but can also increase the risk of lnosses. The maturities of assets and labiifies and
the ability to replace, at an acceplable cost, interest-besring labilities as they mature, are inportant
factors in assessing the liquidity of the Bank and its exposure fo changes in interest and exchange rates.

Liguidity regquirements o support calls under guarantees and standby lefters of credit are considarably

less than the amount of the commitment because the Bank does not generally sxpect the third parly o
draw funds under the agresment The fotal cutstanding contractual amount of commitments fo extend
credit doss not necessardly represent future cash requirements, since many of these commilments will
sxpdre of Werminate without being funded.

L]
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25 Management of Capital

The Bani's oblactives when maraging capital are s comply with the capital requirements set by the | -
Mational Bank Georgla, o safeguard the Bank's ability to continue as a going concemn and to maintaing.
sufficient capital base to achieve a capitel adeguacy rafic of at least 12%. Compliance with capigar
adequacy rafios sel by the Nationai Bank Gecrgia s monitored monthly with reports cutfining their

calicuialion reviewed and signed by the Bank's General Director and the Ohief Accountant snd o

subsequently submitted to the NBG. Other obiectives of capital mansgement sre evaluated annually.

Under the current capiial requiremants set by the Nationsi Bank of Gevrgia banks have 107 () hold the
minimum jevel of share capital of GEL 12000000 &) mainiain a ratio of reguiatory capHal to risk
veighted assets ("statutory capital ratio™) at or above a prescribed minirmum of 12% and {cy maintain s
ratic of tier-1 capifal to the risk-weighted assets (he Tier1 capital rafio’y sl or sbove the prescribed
minimuim of 8%. The tofa} capital that the Bark manages, whish is the sams a8 the amount of capisal
required for NBG statutory capitel adeguacy purposes, s GEL 17 287 507 a5 &t 34 December 2007,

Under the current capital requiremants set by the National Bank of Georgia banks have to maintain a ratio
of regulatory capital to risk weighted assets (statutory capital ratio”) above & prescribed minimum level
Fegulatory capital is based on the Bank's reports prepared under the Georgian accounting standards and
comprises:

1 Georgian Lar . y 31 December 2007
Tier 4 capital

Share capital 12,000,000

Hetaired samings -

Lass: intangible assets 84,745
Total tier 1 capital after deductions 11,935,254

Tisr 2 capital

Current vear loss {BOB. 781
Reservos 171,817

Subordinatad dabt 50687 625

Total ther 2 capital 5,332,658

Total regulatory capital 17,267,807

Risk-weighted agsets:

Crre-halance shest A2 A8 828
Oft-batance shest BT 835
Total risk-weighted assets 43,266,483

3 December 2007

Core capital adequaty ratio (Ter 1 25T
Tetai capital adequacy ratic (Tier 1 and Tier 3 R

Except as detailed in Note 14, Management considers that e Bank has comphisd with the smiufory
capital adequacy ratio requirerments and alto all other extemally imposed capital recuarements Hroughout
2007
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26 Contingencles and Commitments

Legal proceedings. From time o time and in the normal course of business, claims aganst the Bank are
received. Based on its own estimates and infernal professional advice the Bank's Management is of the
opinion that no materiat losses will be ncurred in respect of claims and, acoordingly, N9 provision has
been made in this set of Snancial siatements.

Compliance with the NBG regulations. The Bank is subject to certain statutory regulations set by the
NBG related primarily to its operafions. Non-compliance with such regulations may resull in negative
consequences for the Bank including penafties imposed by the NBE. The Bank was in breach of some of
these regulations as at 31 December 2007 and during the vear then ended. Details of those braaches
and respective provision for lahilities and charges recorded are disclossd in Nole 14

Tax legistation. Georgian tax, currency and customs legisiation is subject to varving interpretations, and
changes, which can occur frequently. Management's inferpretslion of such legiskation as applied to the
transactions and activity of the Bank may be chalienged by the relevant regional and state authorities.
Recant events within Georgia suggest that the tax authorities may be taking a more assertive position in
their interpratation of the legisiation and assessments, and # is possibie that fransactions and activities
that have not been challenged in the past may be challenged. As a result, significant additional taxes,
penaities and interest may be assessed. Fiscal periods remain open io review by the authorities in
respact of taxes for three calendar periods preceding the period of review. Under certain circumstances
reviews may cover onger periods. Management believes that its interpretation of the refevant tegisiation
is appropriate and the Bank's tax, currency legisiaion and customs positions will be susiained.
Accordingly, at 31 December 2007 no provision for potential tax abilities has been recorded,

Capital expenditure commitments. Al 31 December 2007, the Bank does not have material contractual
capital expenditure commibments,

Operating lease commitments. The Bank has operating leases which may be cancefled subject to a
cerfain minimum notice period. The future minimuum lease payments under operating leases ustd the end
of the notice period are as follows:

In Georgfan Lati 31 December 2007
Mot later than 1 year 20,000
Total operating lease commitments 20,000

Credit related commitments. The primary purpose of these nskuments is to ensure that funds are
available t0 a customer as reguired. Guarantees, which represent irrevocable assurances that the Bank
wili make payments in the event that a customer cannot meet ifs obligations to third parties, carry the
samae credit risk as loans.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of
oans or guaranteas, With respect to oredit risk on commitments to extend credit, the Bank is potentially
exposed {0 1088 in an amount equat to the total unused commitments. However, the fikely amount of loss
5 less than the {ofal unused commitments since most commitments o exiend eredif are contingant upon
customers maintaining specific credit standards. The Bank monitors the term to maturity of credit related
commitments because longer-term commitments generally have 2 greater degree of credit risk than
shorterderm commiiments, Outstanding oredit related commitmants are as follows,

31 Dacember 2007
i Beorglan Lan Cutsianding amount Fair value

Cancellable undrawn oredi ines 1000600 E
st 827 535 20,380
Total credit related commitiments 1,827,538 20,390

The tolal outstanding contractusl smount of undraw
0 recuiremanis, a8 thesse fnansigl

reive Of oredit reisted oomm

credd lines and guarardses do
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27 Fair Value of Financial Instruments

Fair vatue s the amount ail which a financial insbrument could be exchanged m 2 current transaction
between willing parties, other than in o forced sale or lguidation, and is best evidenced by an active
guoted market price.

The estimated fair values of financial insfruments have been determired by the Bank using avaiable
market information, where it exists, and appropriate valuation methodologles. However, ludgement is
nacessarily required o inlerpref market data o determine the estimated falr value, Georgla continues to
display some charactenstics of an emerging market and economic conditions continus to limit the volums
of actvily in the financial markets. Market guotations niay be cutdsted or refiect distress sale fransactions
and therefore not reprasent falr values of Bnancia! instrumenis. Management has used sl availabls
market information in estimating the fair valug of financial instruments,

Loans and receivables carried af amortised cost. The falr vaiue of finating rate instruments is normally
their carrying amount. The estimated fair value of fixed interest rale instruments is basad on estimated
future cash flows expecied 0 be received discounted at current interest rates for new instruments with
simistar cradit risk and remaining maturity. The discount rales used depend on currency, maturity of the
msbrument and credit risk of the counterparty and were as follows:

n Georgian Lari 2007
Loans and advances i cusiomers — Nole 8

Corporate foans % IB%pa
Loans o mdividugis — consumer Dans B%hie 8% oa
Loans o individuals — purchase of motor vehicles 18 %0 28 % pa.
Loans o mdividuals - entreprenaurs Wi 18 % pa
Loans to ndividuals — morigage loang W% 18 % pa.

Refer to Note § for the estimated fair values of loans and advances o customers,

Liabilities carried at amortised cost. The estimated fair value of fixed interest rate instruments with
stated maturity, for which a quoled market price Is not available, was estimated based on expected cash
flows discounted at current interest rates for new instruments with similar credit risk and remaining
maturity. The fair value of Habillties repavable on demand or afier a notice period "demandable fiabiliies”
is estimated as the amount payable on demand, discounted from the first date that the amount couid be
required to be paid. Refer fo respeclive notes for the estimated fair values of customer accounts,
subordinated debt, and other financial labilities. Discourt rate used was consistent with the Bank's credit
risk and also depend on currency and matunty of the instrument and ranged from 8 % pa to 10 % pa

28 Reconciliation of Classes of Financial Instruments with Measurement Categories

For the purposes of measurement, 1AS 38, Financial Instruments. Recognition of Measurement, classifies
fnancial assets infe the following categories {a} lnans and receivables, (b} available for sale financial
assets; () financial assels held o maturty and {d) fnancial assets &l falr value through proft or loss
CFVTPL". Financial assets at faiy wvalue through proft or loss have two subcategories () assets
designated as such upon nitial recognifion, and (i those classified as held for trading. At 31 December
2007, all financial assels of the Bank are categornsed as loans and receivables (31 December 2008 ol
financial assels are categorised ag loang and receivables)

Al of the Bark's fnancial Habiites are carried at amortised nost

£l
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2%  Related Party Transactions

Parties arg generally considersd {o be refaled ¥ the parties are under common contred or one parly has
the ability o confrol the other party or can exercise significant influance over the other parly in making
fsancial or operational decisions. In consiering each possible restad parly relationship, attention is
directed to the substance of the relationship, not merely the fegal form,

The Parent Bank is 2 related party of the Bank ang ransactions and balances with the Parent Sank ars
set oul In the tables below. In addiion. transactions wih parties, over which the Parent Bank has
sigrificant influgnce, are set outin the "Related parlies of the Parent Bank” column in the fable below.

In addition, for erdities that other shareholders of the Bank (nof including the Farent Bank! have
sigrificant influence over, these ransactions are disclosed as “other partiss”

At 31 December 2007, the cutstanding balances with refated parties were as follows;

Parent Bank Related parties of  Other partios
in Seorgrar Lart the Parent Bank

(&3]
|
v

Mostro accounts {non interest bearing) 40,141 54

Subnrdinated debt {condractual interest rate, 2007
105 - 8% pal £.366 400 - -

Gross amount of loans and advances 1o customers
{pontractual interest rate, 2007, 12%-18% pa} . 779,884 2,394 508

Customer accounis:
Current/setifemnents aocounts {non interest bearing;

¥
T
Pad
(8]
]
)
]
]
'

Other financial assets:
- Racaivable from the Parent Bank 271,368 - -

Other Habilities:
- Payable to the Parent Bank 365 368 - -

The income and expense items with related parties for the year ended 31 December 2007 were as
follows:

Parent Bank Related parties of Other parties

In Gaorgian Larf the Parent Bank
Interest income on originated gans and advances 1o cusiomers - 134 B89 54,4232
Interest expense on subordinated debt 794 488 - -

During the vear ended 31 December 2007 the remuneration of key management personnel was GEL
172.18% and comprised salaries, discretionary bonuses, social taxes, and other shorf-term benedis,

30 Subsequent Events

oozl Bank of Georgle carmied out 8 staluiory audit and as a resull g penalty of GEL
ii%i% 536 was Imposed for e Bank's non-complisnes with cenain NBG mmgqurements. The arsas of non
compiance ncluded adhering o the maximum exposire 1o refated parties, whareby the otal amount {}?
sans msusd to related parlies shall not exceead 5% of ial equity 8 any time, argd 2 failwre 1o comply with
tha reporiing requirements on the opening of custorsr acoounts by ﬁ"%—”"ﬁf—*?‘y incorporated entiios, whereby
the Bank was expected o provide NBG, on g ragulsr basis. wilh a st of newly mcorporated antifes winch
mpened cuslomsr aocounis wih the Sank Refer o Nple 14

Btarch 2008, the Nat




