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Independent auditors’ report

To the Shareholders and Board of Directors of JSC BTA Bank -

Ve have audited the accompanying financial statements of JSC BTA Bank ({he "Bank”), which comprize the
statemnent of financial position as at 31 Secember 2009, and the ncome statement, stalements of comprehensive
income, of changes in equity and of cash flows far the year then ended, and a summary of significant aceaunting
policies and other explanatory noles.,

Management's Responsibility for the Financial Stalements

Management is responsible for the praparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards. This responsioility includes: designing, implemending and
maintzining internal control relevant to the preparation and fair presentalion of inancial statements that are free
fromt material misstatement, whether due to fraud or error; selecting and applying apprapriate accouniing policies;
and making acceunting estimates that are reascnable in the circumslances

Auditors’ Responsibiiity

Our responsibility is 1o express an cpinion on these financial staternents based on our audit. We conducted our
audit in accordance with Inlernational Standards on Auditing. Those slandards reguire thal we comply with
ethical requirements and plan and perform the audid o obtain reasonable aszurance whether the financial
statements are free from material misstatemeant.

An audit involves paerforming procedures to obtain audit evidenca aboul the amcunts and disclosures in the
financial statements. The procedures selecled depend an the audilors’ judament, inctuding the assessment of the
risks of material misstaternent of the financial stalements, whether due to fraud or error in making those risk
assessments, the audilar considers internal control relevant to the entity's preparation and fair presentalion of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the enlity's indernal control. An audit &lso includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounling eslimates
made by management, as well as evaluating the overall prezentalion of the financial slalemenis,

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

Opinion

In our opinion, the financial statements presant fairly, in all material respects, the financial posilion ot the Bank as
at 31 Decamber 2004, and ils financial performance and its cash flows for the year then ended in accordance
wilh Internationat Financial Repaorling Standards.

Emphasis of matter

Vyithout qualifying our opinion, we draw atlentian to Note 27 in the financial statements which indicates that the
Bank has negative liquidity gap through one year amaunting to GEL 44 356 thousand and GEL 725 thousand in
total. This condition, including significant dependence on continuing suppart from sharehclder Bank Kazakhstan
as set forth in Note 21, indicate the exisience of a maierial uncerainly which may cast significant doubl atiou 1he
Bank’s ability to continue as a going concem g
YWe also draw atlention to Note 28 to the financial sialemeanis wiich disclose a significant concendration of the
Bank’s financing activilies with related parlies.

EQNCSTRYBMUNG e

13 May 2010
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JSC BTA Bank _ Financial Statemenis

Statement of financial position
As at 31 December 2009
(Thousands of Georgian Lari)

_Notes 2009 2008 2007

Assets
Cash and cash equivalents 5 16,637 18,002 25,988
Amounts due from credit institutions 6 2,579 2,707 17.918
Loans to customers 7 82427 105.055 112,228
Investment securities: g
- available-for-sale 40 40 40
- held-to-matunty - 3472 8,180
Repossessed assets held for sale 14 5.338 725 578
Property and equipment g 23,599 20232 8.518
Intangible assets 10 703 742 153
Prepaid income fax 158 518 -
Investment property 13 2,194 1,337 -
Other assets 15 2,986 2,707 3,238
Total assets _'_LO_.“!D:I 155,537 __1 76,849
Liabilities
Amounls due to credif institutions 16 5] 8,706 1,369
Amoeunts due to custemers 17 58,321 60,710 111,762
Loans from shareholder 18 41,5830 43 226 24 851
Current income tax liability - - 346
Deferred income tax liabilities 11 1,132 1599 an
Other liabilities 15 494 213 280
Subordinated debt from shareholder 19 2,551 2,501 2,387
Total liabilities 104,024 114,955 141,286
Equity
Shara capital 20 30.0C0 30,000 30,000
Revaluation reserve for property and eguipment 5.5C0 5.076 438
Retained earnings _ 567 5,506 5127
Total equity 36,067 40,582 35,563

140,101 155,537 176,649

Total liabilities and equity S —

Signed and autharised for release on behalf of the Management Board of the Bank:

v} i

Kairat Kenzhegann Geaneral Director

Rusudan Mdinaradze Chief Accountant

13 Way 2010

The accompanying notes on pages 6 to 41 are an integral part of these financial statements.




JEC BTA Eiank_ Financial Statements

Income statement
For the year ended 31 December 2009
{ Thousands of Georgian Lar)

Notes 2009 2008

interest income

Loans 1o cuslomers 20,733 22,068

Amuounts due from credit insfitutions 16B 1.881

Investmen! securifies 28 567

20,949 24 516

Interest expense

Leans from shareholder {5.326) {3,337)

Amaounts dug te custemers {4,538) {3,845)

Amounis due to credit instifutions {473) {Bz24)

Subordinated debt from sharanolders _ 1226) {229)

(10,561) (8,036)

Net interest income 10,388 16,480
Loan impairment charge 7 - [5.523) (10,796}
Netinterest income after loan impairment charge 4885 56584
Nel fee and commission income 22 1,542 2723
N=l gains (fosses) from foreign currencies;

- dealing 1.127 1,894

- transtation differences {181) 152
Cther income 23 - 1.000
Non-interest income 3,246 5769
Fersonnel expenses (5.672) (4,801
Depreciation and amortisation S 10 (1,301) (B%2)
Other cperating expenses 24 {4,778) (4,776
Loss on disposal of properly and eguizment {3GE) -
Other (mpairmant and provision charges 12 (1.478) {48
Non-interest expenses (13,625) (10.617)
(Loss) profit before income tax expense {5,514) 836
Income tax benefit {expense! I 441 {467)
(Loss) profit far the year (5,023] s

The accompanying notes on pages 6 lo 42 are an integral part of these financial stafomoents.




JSC BTA E!a_nﬂ-c Financial Statements

Statement of camprehensive income
For the year ended 31 December 2009
{ Thousands of Geerglan Lari)

Note 2009 2008
(Loss) orofit for the year (5,023) 369
Other comprehensive income
Revaluation of buildings 9 598 5471
Income {ax relating 1o revaluation of buildings 11 - By [821)
Other comprehensive income for the year. net of tax ~ &oB . 4,650
Total comprehensive (loss) income for the year : (4515) 5019

The accompanying nolos on pages 6 to 42 are arni infegral part of these financial staternents.

IL¥ ]




JSC BTA Bank Financial Stalements

Statement of changes in equity
For the year ended 31 December 2009
{Thousands of Geargiarn Lan)

Attributable to sharehoiders of the Bank

31 December 2009 2 e

Revaluation
reserve for
Share praoperty and Retained Total
capftal equipment earnings/ equity
31 December 2007 30,000 436 5127 35,563
Total comprehensive income for the year 4 650 269 5,019
Seprecialion of revaluation reserve . (o gLy ;
31 December 2008 30,000 5,076 5,506 40,582
Tolal comprehensive (loss) income for the year 508 (5.023) (4.5158)
Cepreciation of revaluation reserve ) (84) . B4 :
30,000 5,500 567 36,067

The accompanying notes on pages 6 to 42 are an integral parf of these financial stalements.
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Statement of cash flows
For the year ended 31 December 2009
{Thousands of Georglzin Lari)

Notes 2009 2008
Cash flows from opcrating activitics
Interest received 19.257 23.228
imerest paid (G.473) (7 BE1)
- Fees and commissions recewca 1,766 3.027
Fees and commissions paid {307) (325)
Realised gains less Insses fram dealing in fereign currencies 1,427 1.804
Cther income received 768 412
Personnel expensas paid {5,352 (4.901)
Other operating expenses paid [5,004) (4, 778)
Cash flows from operating activities before changes in
operating assets and liabilitics 2782 10,896
Mot fincrease) decrease in operaling assals
Amounts due from credit institulions 261 15,924
Loans to customers 10,383 1,534
Other assets (1.960) (1.252)
Nel increase (decraase] in aperaling labilities
Amounts due 1o credit institutions {6,704} 5.303
Amaounis gue to cuslomers (4,977 (52 B81)
Other fabilities 107 {384)
Net cash flows uscd in operating activities before income
tax (128) (20 876)
inceme tax paid ) - (518)
Net cash used in operating activities (128) (21,384)
Cash flows from investing activities
Purchase of investment securilies - (18.817)
Proceeds from sale and redempticn of invesiment secunties 3472 23,535
Furchase of proserly and equipment {3.255) (6.791)
e Proceeds from sale of propeny and equipment 38 -
Net cash from (used in) investing activities 256 (2.073)
—
Cash flows from financing activities
Loans from shareholder (1,353) 15,031
Net cash (used in) from financing activitics {1,353) 15,031
o Effect of exchange rates changes on cash and cash equivalents o (e 450
s = Net decrease in cash and cash equivalents {1.2B5) (7,586}
Cash and cash equivalents, beginning 5 18,002 25988
- Cash and cash equivalents, ending 5 18,637 18,002
—
T
-
—
—
The accompanying notes on pages 6 1o 42 are an infeqgeal part of these financial statemien(s
—
.




J5C BTA Bank ] Notes to ;’DDQ Financial Statements

{ Thousands of Gecrglan Lan)

1. Principal activities

JSC BTA Bank (the "Bank”} was formed an 27 January 2000 as a joint stock company (JSC) following the merger of
two Georgian banks: JSC Export-Imparn Bank and JSC Discount Bank. The Bank was eslablished under the name of
tre JEC Sitk Road Bank. The Bank was registered an 31 January 2000 with the Didube-Chugureti Regicnal Count of
Thilisi, registration number 2/5-88.

On 30 May 2003 the Bank acguired the assels and liabilities of JSC EA Bank.

On 23 September 2008 based an resolution number 2/5-98 of the Didube-Chugureti Regional Cour, the sharehclders
of the Bank changed, and it was renamed J5C BTA Silk Road Bank |n 2008 based on order number 178-r of Large
Payer Tax Inspection lhe Bank has changed its name tc JSC BTA Bank

As at 31 December 200% the Bank has a head office and six service centres located in Toilisi, one senkce centre in Poli
and ene branch 0 Batumi (2008: head office and four service centres, located in Thilisi, one service centre in Pati and
one branch in Batum:},

The Bank accepts deposits from the public and extends credil, transfers payments in Geargia and abroad, exchanges
currencies and provides ofther banking services 1o its commercial and retail customers. The Bank's registered legal
address is 2 Saarbrukeni Square Thilisi. Georgia (2008, 73a Tseretel Avenue, Teilisi, Georgia). The Bark is regulated
by the National Bank of Georgia (the "NEG". the central bank of Georgia) and conducts the business under ficense
number 235.

As of 31 December, the foflowing shareholders owned mare than 5% of the outstanding shares.

Sharcholder 2009 2008
% %

JSC BTA Hank (Kazakhnstan) 49 00 4300
Silk Read Finance Group (Georgia) 23,99 2359
ZRL Beteiligungs AG {Austria) 18.00 18.00
Interfunding Faciities Ltd. (United Kingdom) 5.00 .00
Individuals 001 G0
Tota 100.00 10000

2. Basis of preparation

General

These financial slatements have been prepared in accordance with International Financial Reporting S1andards
IFRSM.

The Bark is required {o maintain its records and prepare 1s financial stalemeants for regulatory purposes in Georaian
Lari in accordance with Gegrgian accounting and banking legislation and related instructions. Tnese financial
statements are based on the Bank's books and records, as adjusted and reclassified in order to comply with [FRS

The financial statements have been prepared under the historical cost convention except as disclosed in the
accounting policies below For example, avalable-for-sale securities and buildings have been measured at fair value

These financial siaternents are presented in thousands of Georgian Lari ("GEL"), unless otherwise indicated
Reclassifications

Due to the significant balances of investment property and repossessed assels held for sale as of 31 December 2009
the following reclassificalions have heen made to 2008 balances 1o conform to the 20059 presentation:

> Reclassification of invesiment property from Other assets o Investment properly;
> Reclassification of repossessed assets held for sale from Other assels 1o Regpossessed assets neld for sale
As previously Effect of As
reported reclassifications reclassified
Investimean! propernty 4 1,337 1337
Hepossessed assets neld for sale = 728 725
Cther assets 4,759 (2,062) 2,707




JSC BTA Ennk_ mMotes 1o 2005 Financial Statemenis

{Thousands of Georgian Lar)
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JSC BTA Bank _ Motes 10 2009 Financial Statements

{Thousands of Georgian Lari)

2. Basis of preparation {continued)
Reclassifications (continued)

The following reclassification has baen made 10 2007 balances to conform to the 2008 and 2008 presentation:

» Reclassification of repossessed assels held for sale from Other assets o Repossessed assets neld for sala.
As previously Effcct of As
reported reclassifications recfassified
Repossessed assets held for sale : 578 573
Other assets 35814 (578) 3,236

3. Summary of significant accounting policies

Changes in accounting policies
The Bank has adopted the fellowing amended IFRS and new IFRIC Interpretations effective dunng the year. The
principal effects of these changes are as foflows:

Improvements fo IFRS

in May 2008, the |ASB issued amendments to [FRS, which resulted from the 1ASB's annual improvements praject
They comprise amendments that resull in accounting changes for presentation, recognition or measurement purcoses
as well as 1erminalegy or editarial amendments related to a variety of individual IFRS standards Most of the
amendmenis are effeclive for annual pericds beginming on or after 1 January 2009, with earlier application permitted
Amendments included in May 2008 “Improvements to IFRS" did not have any impact on the accounting policies,
financial position or perfermance of the Bank

IAS 1 Presentation of Financial Statements {Revised)

A revised |AS 1 was issued in September 2007, and became effective far annual pericds beginning on ar after

1 January 2009 This revised Standard separates owner and non-owner changes in equity. The statement of changes
irs equity will include only details of fransactions wilh ownars, wilh non-owner changes in equity presented as a single
line. In addition, the Standarg intreduces the staternent of comprehensive income. it presents all items of recognised
income and expense, either in one single stalement. or in twa linked statements. The revised standard ailsa reguires
that the income tax efiect of each component of comprehensive income be disclosed. In addition, it requires entities o
presen! a comparalive stalement of financial position as at the beginning of the earlies! comparative penod when the
entily has applied an accounting policy retrospectively, makes a retraspective reslatement, or reclassifies items in the
financial slalements.

The Bank has elected 10 present comprehensive income in two separate slatements: income slatement and statement
of comprenensive income. The Bank has not provided a reslated comparalive set of financial position for the sarliest
comparalive period, as il has nol adopled any new accounting policies reirospectively, or has made a retrospective
restatement, or refrospeclively reclassified nems in the financial statements.

IFRS 7 "Financial instruments: Disclosuras”

The amendments to IFRS 7 were issued in March 2009, fo enhance farr value and figuiddy disclosures. With respect lo
fair value, the amendments require disclosure of a three-level fair value hierarchy, by class, far all financial instrumenis
recognised al fair value and specific disclosures relaied 1o the transfers between levels in the hierarchy and detailed
disclosures related to level 3 of the fair value nierarchy. In addition, the amendments modify tne required liguidity
disclosures with respect to denvalive transactions and assets used for liguidily management, Comparative information
has nat been provided as permilted by the fransition provisions of the ameandment.

1AS 23 “Borrowing Coslts” {Revised)

A revised [AS 23 Borrowing costs was issued in March 2007, and became effective for financial years beginning an or
after 1 January 200%. The standard has been revised to require capilalisation ef borrowing costs when such costs
relate to @ qualifying asset. A gualifying asset is an asset that necessarly takes a substantial pericd of time to gel ready
farits intended use or sale. . In accordance with the transitional requirements in the Slandard, the Bank has adopted
this as a prospective charge. Accordingly, borrowing costs are capitalised on quahfying assefs with a commencement
dgate after 1 January 2009. No changes have been made for borrowing costs incurred 1o this date that have been
expensed.

3. Summary of significant accounting policies (continued)

'y ™




JSC BTA Bank Notes 1o 2009 Financial Statermnents

{Thowsands of Georgian Lan)

Changes in accounting policies (continued)

IAS 24 "Reialed parly discloswes” (Revised)

The revised IAS 24, issued in November 2003, simplifies the disclosure requirements for government-related anhties
and clarifies the definiticn of a related pary. Freviously. an entity controlled ar significandly influenced by a government
was reguired 1o disclose snformation about all fransactions with olher entities controlled or significantly influenced by
the same government. The revised standard requires disclosure atout these transactions cnly if they are individually or
collectively significant. The revised 1AS 24 1= effective for annual percds beginning on or adter 1 January 2071, with
earlier application permilted. This amendment did nol have any impact on the financial pesition or parfarmance of the
Bank.

Amendmenls to IAS 32 “Financial instrumients: Fresantahon” and JAS T "Presenfation of Financial Slateranis” -
Puttable Financial instruments and Obligations Anising on Liguidation

These amendments were issued in February 2008, and became effective for annual periods beginning an or afler

1 danuary 2009. The amendments require putlable instruments that represent a residual inlerest in an entity to be
classified as equity, provided they satisfy cerain conditions. These amendments did net have any impact an the Bank

Amendmenis to IFRS 2 “Share-based Payment - Vesting Coniditions and Cancelfations

Amendments 10 [FRS 2 were issued in January 2008 and became effective for annual periods beginning on or after

1 Januwary 2009. This amendment clarifies the definition of vesting conditions and prescribes the accounting treatment
of an award thal is effectively cancelled because a nen-vesting condition 1s not satisfied. This amendment did nol have
any impact on the financial position or performance of the Bank

[FRS 8 "Operaling Segments”

IFRS B bacame effective for annual periods heginning on or after 1 January 2009. This Standard requires disclosure of
information about the Bank's aperaling segments and replaces the reguirement 1o determing primary (business) and
secondary (gecgraphicaly reporling segments of the Bank. This is standard 15 not applicable to the Bank

IFRIC 13 'Cuslomer Loyally Progranumes”

IFRIC Interpretation 13 was issued in June 2007 and became effective for annual pefiods beginning on or after 1 July
2C08. This Imerpretation requires customer foyalty award credits to He accounted for as a separate compenent of the
salas transaction in which they are granted and theretfore pan of the fair value of the consideration received 15 alloccated
to the award credits and deferred over the period that the award credits are fuffilled. This intergretation did not have any
impact on the Bank's inancial statements as no such schemes currently exist.

IFRIC 15 "Agraements for the Construction of Real Estate”

IFRIC Interpretation 15 was issued in July 2008 and is applicable retrospectively for annuai periods teginning on or
after 1 January 2003, IFRIC 15 clarifies when and how revenue and related expenses from the sale of a real estate unit
should be recognized if an agreement between a developer and a buyer is reached before the construction of the real
estate is completed. The interpretation also provides guidance on how to determine whetnar an agreemeaant is within the
scoepes of IAS 11 “Censtruction Contracts” or IAS 18 "Revenue” and supersedes the current guidance for real estate in
the Appendix to |AS 18. This interpretation did not have any impact on 1he Bank's financial statemeants

IFRIC 16 "Hedges of a2 Net Invesiment in a Foreign Operalion”

IFRIC Intarpretation 16 was issued in July 2008 and is applicable for annual perieds beginning an or after 1 Cctober
2008, This Interpretalion provices guidance on identifying the feraign currency risks that qualify for hedge accounting in
ihe hedge of net investment, where within the group the hedging insfrument can be held and how an entity shoula
determine the amount of foreign currency gain or loss, relating o both the net investment and the hedging instrument,
to be recycled on disposal of the net invesiment This inlerpretation did not have any impact on the Bank's financial
stalemants

Amendments to IFRIC 8 "Reasaossment of Embedded Danvalives”

The amendments reguire entilies to assess whether to separate an embedded derivative from a host contract in the
case wnere the enlily reclassifies a hybrid financial asset out of the fair value through profit or loss category. This
assessment s to be made based on circumsiances that existed on the later of the date the entily first became a parly
to the contract and the date of any contract amendments that significantly change the cash flows of the contract

The amendments are applicable for annual periads ending on or after 30 June 2009, This interpretation did not nave

any impact on the Bank's financial slatemenls as the Bank has no embedded derivatives

Summary of significant accounting policies (continued)




J3C BTA Bank _ Malas to 2D_.'._‘r§ Financial Statements

(Thousands of Georguan Lar)

Changes in accounting policies (continued)
{FRIC 18 Transfers of Assels from Customers

IFRIC 18 was issued in January 2009 and becomes eflective for transfers of assels from customers received on or
after 1 July 2008 with early application permitied, provided valuations were oblained at the date those transfers
occurred. This inderpretation should be applied prospectively IFRIC 18 provides guidance on accounting for
agreements in which an enlity receives from a customer an item of propery, plant and eguipment {hat the entity must
then use either to connect {he customer 1o a2 nebwerk or 1o provide the customer wilh cngeing access (0 a supply of
goods or senvices or to do both. This inlerpretation cid net have any impact on the financial pesiticn ar performance of
tne Bank as the Bank has ne fransfers of assels from its customers

Financial assets
fnitial recogrifion

Financial assels in the scope of IAS 3% are classified as either financial assels at fair value through profit or loss, loans
and receivables. held-le-malurity investimenis, or available-for-gale financial assets, as appropriate. When financial
assels are recognised initially, they are measured af fair value. plus, in {he case of investments not at {air value through
profit or loss, directly aftricutable transaction costs. The Bank determines the classification of ifs financial assets upon
initial recognition, and subsequently can reclassify financial assets in certain cases as described Delow

Date of recagnifion

All reguiar way purchases and sales of financial assets are recognised an the trade dale i.e. the date that the Bank
commils 1o purchase the asset. Regular way purchases or sales are purchases or 5ales of financial assets that require
delivery of assets within the period generally established by regulaticn ar cenvention in the marketplace

Financial agsets at fair value through profif or loss

Financial assets classified as neld for trading are included in the calegory financial assets at fair value through profit or
loss'. Financial assels are classified as held for frading if they are acquired for the purpose of selling in the near {erm
Cerivatives are also classified as held for trading unless they are designated and effective hedging instruments. Gains
or losses on financial assels held for trading are recognised in the income stalerment.

Held-to-matudly invesimenls

Non-derivalive financial assels with fixed or determinable payments and fixed maturity are classified as neld-ta-maturity
when the Bank has the positive intenticn and ability to hold them to matunty. Investmenis intended 1o be held for an
undefined period are not included in this classification. Held-to-matunty investmenis are subsequently measured at
amartised cost. Gains and losses are recegnised in the incoma siatement when the investments are impaired, as wall
as thrcugh the amartisation process

Loans and receivables

Loans and recelvatles are non-gerivative financial assets with fixed or determinable payments that are not gquoled in
an active market. They are not enterad inle with the intention of immediate or short-term resale and are not classified
as frading secunlies or designalted as invesiment secunties avalable-for-sale, Such assels are carnegd at amertised
cost using the effective interest maethod. (ains and losses are recognised in the income staterment when the loans and
receivables are derecognised or impaired. as well as through the amartisation process

Availablo-for-sale financial assets

Available-for-saie financial assals are ihose nan-denvative financial assels that are designated as availlable-for-sale or
are not classified in any of the three precading categories ANer inilial recognition available-for sale financial assels are
measured at fair value wilh gains or losses being recognised in other comgrehensive income until the investment 15
derecognised or until the investmen! is determined to be impaired at which time the cumulative gan or loss previously
reporied in cther comprehensive incame is reclassified to the incomea statement. However, interest calculated using the
effective interes! method i3 recogmsed in the income statement

Summary of significant accounting policies {(continued)

Financial assets (continued)

' —




JSC BTA Bank Moles to 2008 Finangial Slatements

(Thousands of Georgran Lar)

Geterminaticn of fair value

The fair value for financial instruments fraded in active market 21 the reporing date 15 based on their quoted marked
price or dealer price quotations (bid price for long positions and ask price for short positions), without any deducticn for
ransaction costs.

For all ofner financial instruments not listed in an aclive marke!, the fair value is determined by using approprate
valuation fechrigues. Valuation technigues include net present value tlechmques, companson 1o similar insiruments for
which market observable prices exist, options pricing models and otner relevant valuaticn models

Offsaling
Financial assels and labilities are offset and the net amound is reported in the stalement of financial position when
there is a legally enforceable right to set off the recognised amounts and there s an intention to sedtle on a net basis or

to reafise the asset and settle the liabilily simultaneously. This is not generally the case with master netting
agreements, and the related assets and liabilities are presented gross in the statement cf financial posilion

Reclassificalion of inancial assels

If a nen-derivative financial asset classified as held for trading is no lenger held for the purpose of selling in the near
term, it may ba reclassified cut of the fair value through profit or loss category in one of the following cases:

> a finarciz| asset that would have met the definition of loans and receivables above may be reclassified to loans
and receivables category if the Bank has the intention and ability to hold if for the foreseeable future or until
mafurity;

» cther financial assets may be reclassified to available for sale or held to maturity categaries only in rare

circumstances

A financial asset ¢lassitied as available for sale that would have mat the definttion of lpans and recerables may be
reclassified to loans and receivables calegory of the Bank has the intention and ability to hold it for the foreseeable
future or until maturity.

Financial assets are reclassiied at their fair value on the date of reclassification. Any gain or less already recognized in
profit ar loss is not reversed. The fair value of the financial asset on the date of reclassification becemes its new cost or
amorised cost, as applicable

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due frem the NBG, excluding obligatory reserves. and
amcounts due from credil instilutions {hat mature within ninety days of the dale of crigination and arm free from
cantractual encumbrances.

Derivative financial instruments

In the normal course of business, the Bank enters into various dervative financial instruments including futures,
forwards, swaps and options in the foreisn exchange and capital markets Such financial instruments are held for
trading and are recorded at fair value. The fair values are estimaied based en guoted market prices or pricing medels
that take inta account the current market and contractual prices of the underlying instruments and other factors.
Derivalives are carried as assets when their fair value is positive ang as liahilities when it 1s negative. Gains and losses
resulling from these insirumens are included in the income statement as ref cains/(losses) from trading securnities or
net gains/{lesses) fram fareign currencies dealing, depending on the nature of the instrument.

Borrowings

Issued financial instruments or their compeonen!s are classified as lizhilities, where the substance of the cantraciual
arrangement results in the Bank having an chligation either to deliver cash or another financial asset to the halder, or to
salisfy the cibligation ather tnan by the exchange of a fixed amount of cash or another financial asset for a Tixed number
of cwn equity instruments. Such instruments include amounts due 1o the Central bank and Sovernment, amounts due
to credit institutions, amounis due lo customers and debt securities issued. After initial fecegnilion, barrowings are
subsequenlly measured al amortised cost using lhe effective interes! melhod Gains and losses are recognised in the
income statement when the borrowings are derecognised as well as through the amontisation process.

Summary of significant accounting policies (continued)

Leases
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i Opcrating - Bank as lessee

leases of assels under which the risks and rewards of ownership are effectively retained by (he lessor are clagsified as
operaling leases. Lease payments under an operating lease are recognised as expenses on a straight-line basis over
the lease term and included into other operaling expenses

fi. Operating - Bank as lessor

The Bank presants assels subject to operating leases in the slaternant of financial position according to the nature of
the assef. Lease income from oparating leases is recegnised in the income statement on a straight-line basis over the
lease term as olher income. The aggregate cost of incentives provided to lessees is recognised as a reduction of rental
income over (he lease 18rm on a straign!-line basis. Initial direct costs incurred specifically to earn revenues from an
operating lease are added 1o the carrying amount of the leased asset

Impairment of financial assets

The Bank assesses al each reporting date whether there is any objective evidence that a financial assei or a group of
financial assels is impaired. A financial asset or a group of financiz! assets is deemed to be impaired if. and only if,
there is objective evidence of impairmert as a result of one or mare events that has ocourred after the initial recognition
af the assel (an incurred 'loss event’) and that loss event {or events) has an impact on the estimated fulure cash flows
of the financial asset or the group of financial assets that can ke reliably estimated, Evidence of impairment may
include indications that the barrower or a group of borrowers is experigncing significant financial difficully. default or
delinguency in inlerest ar principal payments, the prokability that they will enter bankruptey or other financial
reorganisalion and where observable data indicate that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that carrelaie with defaulls.

Amounts due from credit institutions and loans to customers

For amounis due fram credit instituticns and loans to cuslomers carned al amontised cost, the Bank first assesses
individually whether objective evidence of impairment exists individually far financial assets that are mdividually
sigrificant, or collectively for financial assets that are not individually significant. if the Bank determines that no
chjective evidence of impairment exists for an individually assessed financial assel, whether sigrificant or not, it
includes the assetin a group of financial azsets with similar credit nsks characleristics and colleclively assesses them
for impairment. Assets that are individuaily assessed for impairment and forwhich an impairment loss is, ar confinues
to be, recognised are not included in a collective assessment of impairment

If there is an objective evidence that an imparment loss has been incurred, the amount of the loss s measzured as the
difference between the assets’ carrying amodnt and the present value of estimated future cash flows {excluding future
expected cradit losses that have not yet been incurred). The carrying amount of ihe asset is reduced through the use of
an allowance account and the amount of the oss is recognised in the income statement. Interest income continues to
be accrued on the reduced carrying amount based on the original effective interest rale of the assel. Loans together
with the aszsociated allowance are written off when there is no realistic prospect of future recaovery and all collateral has
been realised or has been transferred to the Bank _1f, in @ subsequent year, the amaunt of the estimated impairment
ioss increases or decreases because of an event occurring after the impairment was recegnised, the previclsly
recognised impairment loss is increased or reduced by adjusling the allowance account. If a fulure wrile-off1s later
recovered, the recovery is credited ta the income statement

The present value of the estimated future cash flows is discounted at the financial asset’s original effective interest rate
If a loan has a variable interest rale, the discount rate for measuring any fmpairment foss is the current effective interest
rate. The calcuiation of the present value of the estimated future cash flows of a collateralised financial asset reflects
the cash flows that may result from foreclosure |2ss costs for abtaining and selling the collateral whether or rot
foreclosure 1s probabie.

For the purpose of a collective evaluation of impairment, financial assels are grouped on the basis of the Bank's
infernal credit gracing system that cansiders credit risk charzcteristics such as assel lype, industry, geographical
location, collaieral type. past-due status and other relevant factors

3. Summary of significant accounting policies (continued)

Amounts due from credit institutions and loans to customers {continued)
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Fulure cash flows on a group of financial assets that are collectively evaluated for impairment are estimated on the
hasis of histoncal loss experience for assets with credit risk charactenstics simifar to those in the group. Histoncal loss
experience is adjusted on the basis of current observable data to reflect the effects of current conditians that did nat
affect the years on which the hislorical loss experience is based and 1o remove the effects of condifions in 1he historical
period that do not exist currently. Estimales of changes in fulure cash flows refliect, and are directionally censistent
with. changes in related observable data from year to year (such as changes in unemployment rates, propery prices,
commodity prices, paymend slatus, or other factors that are indicative of incurred losses in the group or their
magnitude). The methodology and assumgtions used for estimating future cash flows are reviewad regularly e reduce
any differences between loss estimates and actual l0ss experience

Held-to-maturity financial investments

For held-to-maturity invesiments the Bank assesses individually whether there is objective ewdence of impairment |f
there is objeclive evidence that an impairmen less has been incurred, the amouwnt of the loss is measured as the
difference between the assel’'s carrying amount and the present value of estimated future cash fiows. The carrying
amount of the asset is reduced and the amount of the loss is recognized in the income statement

tf in a subsequent year, the amount of the estimated impairment loss decreases because of an event acourring after
Ihe impairment was recegnised, any amounts formerly charged are credited 1o the income slatemant

Available-for-sale financial investments

For available-for-sale financial invesiments, the Eank assesses at each reporting date whether there is objective
cvidence that an investment or a group of investments is impaired

In the case of equily investments classified as available-for-sale, cbjective evidence would include a significant o
prolonged decline in the fair value of the investmant below s cost Whare there is evidence of impasrment, {he
cumulalive loss — measured as the difference between the acquisition coast and the current fair value, less any
impairment loss en thal invesiment previcusly recognised n the income siatement — is reclassified fram other
camprehensive incoma to the income statement. Impairment losses on equily invesiments are not reversed through the
income statement; increases in their fair value after impairment are recognised in other comprehensive income.

In the case of dett inslruments classified as available-lor-sale. impairment is assessed based on the same criera as
financial assets carned al amorlised cost. Future interest income is based on the reduced carrying amount and is
accrued using {he rate of interest used (g discount the fulure cash flows far the purpose of measuring the impairment
loss. The interast income is recorded in the inceme statement. If, in a subsequent year, the fair value of a deht
instrument increases and the increase can be objectively related to an event occurring after the impairment oss was
recognised in the income statement, the impairment l0ss (s reversed through the income statement.

Renegotiated loans

Where possible, the Bank seeks 19 restructure foans rather than to take possession of collateral. This may invoive
extending the payment arrangements and the agreement of new loan canditions Orce the terms have been
renegoliated, the lzan is no longer considered past due. Management conlinuously reviews reneqotialed loans to
ensure that all criteria are met and that fulure payments are likely to occur. The loans conlinue to be supject 1o an
individual or collective impairment assessment, calculated using the foan's original effective interes! rate

3. Summary of significant accounting policies (continued)
Derecognition of financial assets and liabilities

Financial assels
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A financial asset (or. where applicable a part of a financial asset or part of a group of similar financial assels) s
derecognised where:

> the rights 10 seceive cash flows from the assel have expired,

> ihe Bank has transferred ds rights to receive cash fiows from fhe asset, or retained the right to receve cash
flows from the asset, but has assumed an ophgation 1o gay hem n full without material defay to a third party
under a ‘pass-through' arrangerment. and

> tne Bank either {a) has transferred subslantially all the nsks and rewards of the asset, or (b) has neither
transferred nar retained substantially ali tne risks and rewarzs of the asset, bul has transferred control of the
asset.

Where the Bank has fransferred its rights to receive cash flows from an asset and has nesther transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the assel, the assetl is recognised 10 the
extenl of the Bank’s continuing involvement in the asset. Continuing involvemend that takes the form of a guarantee
over the transferred asset is measured at the lower of the ariginal carrying amaount of the asset and the maximum
amount of consideration that the Bank could be reguired 1o repay

Where centinuing involvement takes the form of a written and/er purchased option (including a cash-seitled oplion or
similar provision) on the transferred asset, the extent of the Bark's cantinuing involvement is the amourd of the
transferred asset thal the Bank may repurchase, excepl that in the case of awritten put eption (including a cash-settled
oplion or similar provision) an an asset measurad at fair value, the extent of the Barnk's continuing involvement is
Wmited 1o the lower of the fair value of the transferred asset and the cplion exercise price.

Fmnancral liabilities

A financial fiability is derecognised when the cbligation under the liability 15 discharged or cancelled or expires.

Vithere an existing financial liabilily is replaced by ancther from the same fender on substantially different terms, or the
terms of an existing liability are subslantially modified, such an exchange or medification is treated as a derecognition
of the original lighility and the recognition of 2 new liability, and the difference in the respective carrying amounts s
recognised in the income statement.

Financial guarantees

In the ardinary course of business, the Bank gives financial guarardees, consisting of letters of credil, guarantees and
acceplances. Financial guarantees are initially recognised in the financial statemaents at fair value, in"Ciher fiakilities’
being the premium received. Subsequent to inilial reccgnition, the Bank's liability under each guaraniee is measured at
the higher of the amodised premium and the bes! estimate of expenditure required to setile any financial obligaticn
arising as a result of the guarantee.

Any increase in lhe liability relaling to financial guarantees is 1aken to the income slatement. The premium received is
recognised in the income statement an a straight-line hasis over the life of the guarantee,

Taxation

The current incame tax expense is calculaled in accordance with the regulations of the Georgian Tax Code.

Deferred iax assets and liabilities are calculated in respect of temporary differences using the liabilily method. Deferred
income taxes are provided for all temparary differences arising between the {ax bases of assels and liabilities and their
carrying values for financiad reparting purposes, except where the deferred income tax arises from the initial recognibion
of goodwill or of an asset or habifity in a transaction that 15 not a business combination and. at tne time of the
transaction, affects neithar the accounting profit nor taxakle prafit or loss.

Summary of significant accounting policies {continued)

Taxation {contininued}
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A deferred tax asse! is recorded only to the extent that i1 15 probakle that taxable profl will be available against which
the deduchible temporary differences can be utilised. Daferred tax assets and liabilities are measured at 1ax raies that
are expectad to apply to the perind when the asset is realised or the habilty 15 sellled, based on tax rales that have
been enacled or substantively enacted at the reporting cate.

Ceferred income tax is providged on temparary differences ansing on invesiments in subsidianes, associales and joind
venlures, excent where the timing of the reversal of the temporary difference can be conlrolled and it is probable that
the temporary difference will not reverse i1 the foreseeatle fulure,

Georgia alsc has various operaling taxes that are assessed on the Bank's aclivities. These taxes are included as a
comgcnent of other operating expenses

Property and equipment

Following initial reccgnition at cost, builldings are carried al & revalued ameunt, wihich is the fair value at the date of 1he
revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses.
Valuaticns are performed frequently encugh 1o ensure that the fair value of a revalued assel does nat differ matenally
froum s cadrying amount

Accumulated deprecialion as at the revaluation date is eliminated against the gross carrying amcunt of the asset and
the net amount is reslated to the revalued amaunt of the assed. Any revaluation surplug is crediled to the revaluation
resenve for properly and eguipment included in other comprehensive income, excepl to the extant that it reverses a
revaluation decrease of the same asset prewviously recognised in the income stalement. in which case the ncrease 1s
recaognised in the income sfatement. A revaluation deficit is recocgnised in the income statement, excep! that a deficit
directly offsetting a previous surplus on the same asset Is directly offset against the surpius in 1he revalualion reserve
for property and equipment

An annual fransfer from the revaluation reserve for preperty and equipment to retained eamings is mads for the
difference between depreciaticn based on the revalued carrying amecunt of the assels and depreciation based on the
assels onginal cost. Wpon disposal, any revaluation reserve relating to the parlicular asset being sold is transfesred to
refained earnings

Construction-in-pragress comprises costs direclly related 1o construction of propery and equipment. Depreciation of
these assels. on the same basis as similar proparty assels. commences when the assats are pul inlo operation

Property and equipment (continued)

Depreciation of an asset begins when it is available for use. Depreciation s calculated on a straight-line basis over the
following estimated useful lives:

Years
Buldings 50
Furndlure and fixtures 4-10
Computers and office equipment 4
Motor vehicles 5
Other 410

The asset's residual values, useful lives and methods are reviewed, and adjusted as appropsiate, at each financial
year-enc

Cosls related to repairs and renewals are charged when incurred and included in other operating expenses, unigss
they qualily for capialization

3 Summary of significant accounting policies {continued)
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Intangibie assets include computer software and licenses

fnfangible essets acquired separately are measured on intial recocgrtion at cos!. The cost of intangible assets acguired
in-a business combinaticn is fair value as at the date of acquisition. Following initial recognition, intangible assets are
carned at cost less any accumulated amertisalion and any accumulated impairment loases. The useful lives of
intangible assets are assessed Yo be either finite or indefinite. Imangible assets with finile lives are amonised aver the
useful ecanamic lives of B to 7 years and assessed for impairment whenever there is an indicalion that the infangible
asset may be impaired. Amodisation penods and methods for intangible assels with indefinite uselul lives are reviewed
at least at each financial year-end.

Investment property

Invesiment propery is neld o eam rental income, generate capilal appreciation or bath. Invesiment property is
measured initially at cest, including transaction costs. Subseguent 1o initial recognition, investment property is slated at
fair value. Gains or losses arising from changes in fair values of investment prepery are included o the income
statement as “Med gains from revaluation of investment property”.

Investrment property is dereccgnized when either they have been disposed of or when the invesiment properly 15
permaneantly withdiawn from use and na fulure econenuc benefit is expected from its disposal. Any gains or losses
ansing from retirement or disposal of an investment property is recognized in the income statemer in the year of
relirement or dispoesal.

Assets classified as held for sale

The Bark classifies a non-current assed {or a disposal group) as held for sale if its carrying ameount will be recovered
principally through a sale transaction rather than through conlinuing use For 1his {o be the case, the non-current assel
(or disposal group) must be available for immediate sale in its present condition subject only to terms that are usual
and customary for sales of such assels {or disposal groups) and its sale must be highly probabls.

The sale qualifies as highly probable if the Bank's management is commitied {0 a plan to sell the non-current asset (ar
disposal group) and an active program to lecate a buyer and complete the plan must have been initiated. Further, the
non-curren assel (or disposal group) must have been actively marketed for a sale at price that is reasonable in relation
to its current fair value and in addition the sale should be expecied 1o qualify for recognition as a completed sale within
one year from the date of classification of the non-current asset (or disposal group) as held for sale.

The Bank measures an asset (or disposal group) classified as held far sale at the lower of its carrying amount and fair
value less costs to sell. The Bank recognises an impairment loss for any inilial or subsequent write-down of the asset

{or dizsposal group} to fair value less costs to sall if events or changes in circumstance indicate that their carmying
amount may be impaired.

Provisions

Provisiens are recognised when the Bank has a present legal or constructive abligation as a result of pas! events, and
it is probable that an oulflow of resources embadying econamic benefits will be required fo settle the obligaticn and a2
rehable estimate of the amount of obligation can be made

Retirement and other employee benefit obligations

The Bank does not have any pension arrangements separate from the State pension system of Georgia, which
reguires current contributicns by the employer calculaled as a percentage of current gross salary payments; such
expense is charged in the period the related salaries are earned. In additicn, the Bank has no post-retirement benefils,

Share capital

Qrdinary shares are classified as eguily. External cosls directly attributatle o the issue of new shares are shown as a
deduction from the proceeds in equily. Any excess of the fair value of consideration received over the par value of
shares issued will be recognised as additional paid-in capital B

Summary of significant accounting policies (continued)

Contingencies
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Contingen liabilities are not recognised in the statement of financial position but are disclosed unless the poassibility of
any cutfllow in sefilement is remate. A contingent asset 1s not recogrised in the statement of financial position put
disclosed when an inflow of economic benefits is probabie.

Recognition of income and expenses

Revenue 15 recogrised to the extent that it is probable that the econamic benefits will flow to the Bark and the revenue
can be reliably measured The follewing specific recognition criteria must alse be mel hefare revenue is reccgnised

Interest and similar income and expense

Far all financial instruments measured at amorised cost and interest bearing securities classified as trading or
available-for-sale, inlerest income or expense is recorded at the effective interest rate, which s the rate that exacily
discounts estimated future cash payments or receipts threugh the expected life of the financial instirument or a sharler
period, where appropriate, 1o the nel carrying amount of the financial asset or financial liability. The calcudation takes
into account all contraciual terms of the financiad instrument and includes any fees or incremental costs that are directly
atiributable to the instrument and are an integral part of the effective inferest rate, but not future credit losses. The
carrying amcunt of the financial assel or financial liability is adjusted if the Bank revises its estimates of payments or
receipts. The adjusied carrying amount 1s calculated based on the onginal effective interest raie and the change in
carrying ameunt is recorded as interest INCOME Or expense

Once the recosded value of a financial asset or a group of similar financial assets has been reduced due to an
impairment loss, interes! income centinues {e be recognised using the original effective interest rate applied to the news
carrying amaournt.

Fee and commission income

The Bank earns fee and commission income from a diverse range of services it provides to ils custamers. Fees earned
{or the provision of services over a periad of time are accrued over that peried. These fees include commission incame,
agency fees and other fees Loan commitment fees for joans 1that are likely to be drawn down and olher credit related
fees are deferred (together with any incremental costs) and recognised as an adjustment to the effective inlerest rate
zn the loan.

Foreign currency translation

Tne financial statements are presented in Geargian Lari, which is the Bank’s functional and presentation currency,
Transactions in foreign currencies are initially recarded in the functicnal currency, converted at the rate of exchange
ruling at the date of the fransaction. Monetary assets and liabilities denominated in foreign currencies are retranslated
at the functianal currency rate of exchange ruling at the reperting date. Gains and Ioszes resulling fram the translation
of foreign currency transactions are recegnised in the income statement as gains less Iosses fram foreian currencies -
translation differences. Mon-manetary fems that are measured in terms of historical cost in a foreign currency are
translaled using the exchange rates as al the dates of the initial transacticns, Non-monetary items measurad al fair
value in a foreign currency are translated using the exchange rates at the date when the fair value was determinec.

Differences between the contractual exchange rate of a transaction in 2 fareign currency and the NBEG exchange rate
cn ihe date of the transaction are included in gains less losses from dealing in foreign currencies. The official NBG
exchange rales at 31 December 2006 and 31 December 2008 were 1.8858 Lan and 1.667 Lari 1o 1 USD, respectively.

Future changes in accounting policies

Standarcls and infcrprotations issued but not vet effective

Amendment lo 1AS 39 “Financial instruments: recognition and measurement” - Eligible Hedged jlems

The amendment to IAS 30 was issued in August 2008, and becomes effective for anaual penads beginning on or after
1 July 2002. The amendment addresses the designation of a ene-sided risk in a hedged item, and designation of
wilation as a hedged risk or portion in particular situations, It clarfies that an entity is permitied 4o cesignate a portion of
the fair value changes ar cash flow variability of a financial instrument as hedged itemn. Management does not expect
lhe amendment to 1AS 32 10 affect the Bank's financial statements as the Bank has rot entered into any such hedges

3. Summary of significant accounting policies {continued)

Future changes in accounting policies {continued)

IERS 3 "Business Combinations (rewvised m Jangary 2008} and 1AS 27 ‘Censolidated and Separate Financial
Statements” (revised in January 2008)
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The revised standards were issued in January 2008 and become effective for financial years beginning on or afier

1 July 2008, Revised IFRS 3 introduces a number of changes in the accounting for business combinations that will
impact the amount of goodwill recognised, the reparted resulls in the period that an acquisition occurs, and fulure
reported resulls. Revised IAS 27 requires that a change in the ownership intarest of a subsidiary is accounted for as an
equity transaction. Therefore, such a change will have no impact on goodwill, nor will it give raise to a gain or Inss
Furthermaore, the revised standard changes the acceunting for losses incurred by 1he subsidiary as well as the loss of
conltrol of a subsidiary. The changes intreduced by the revised Standards must be applied prospectively and will affect
only future acguisitions and transactions with minority interesis

IFRS 2 Share-based Payment: Group Cash-seifled Share-based Payment Transactions

The amendment ta IFRS 2 was issued in June 2009 and become effective for financial years beginning on or afler

1 January 2010 The amendment clarifies the scope and the accounsting for group cash-setlled share-based payment
fransactions. This amendment also supersedes IFRIC 8 and IFRIC 11 The Bank expects that this amendment will
have no impact on the Bank's financial statements.

IFRIC 17 "Distribulion of Non-Cash Assets fo Owners

IFRIC Interpretation 17 was issued on 27 November 2008 and is effective Tor annual periods beginning on ar after

1 July 2003. IFRIC 17 applies to pro rata distribulions of nen-cash assets except for common contral transactions and
requires that a dividend payable should be recognised when the dividend 15 appropriately autnonsed and is no longer
at the discreticn of the entity; an enfity should measure {he dividend payable at the fair value of the net assets o be
distnowted,; an enlity should recognise the difference between the dividend paid and the carrying amount of the net
assels distributed in profit or loss. The Interpretadion also requires an entily to provide addilicnal disclasures if the net
assets being held far distribution 1o cwners meet the definition of a discontinued operation. The Bank expects that this
interpretation will have no impact on the Bank's financial statements

hniprovements to IFRSs

In April 2009 the IASE issued the second omnibus of amendments to its standards, primarily with a wview to remaving
inconsistencies and clarifying wording. Most of the amendments are effective for annual perieds beginning on or after
1 January 2010 There are separale transitional pravisions for each slandard. Amendments included in April 2009
‘Improvements to IFRS” will have rno impact cn the accounding palicies, financial position or performance of the Bank,
excep! the following amendments resulting in changes 1o accounting palicies, as described below

. IAS 7 Statement of Cash Flows: Explicitly states that only expenditure that resilis in recognising an assel can
be classified as a cash flow from invesling activities
> IAS 36 Impairment of Assets: The amendmant clarifies that the largest unit permitted for allocating goodwll

acquired in a business combination, is the operating segment as defined in IFRS 8 before aggregation for
reporting purposes. The amendment will have no impact on the Bank as the annual impairmeant 1est is
performed before aggragation.

Amendments (o JAS 32 "Financial instruments. Presentation ' Classification of Righls Issues”

In October 2009, the IASH issued amendment 1o IAS 32. Enfities shall apply that amendment {or annual pariods
beqginning on or after 1 February 2010 Earlier application is permitled. The ameandment alters the definition of a
financial liability in 1AS 32 to classify rights issues and certain options ar warrants as equity instruments. This is
applicable if the rights are given pro rata to all of the existing owners of the same class of an enlity's non-derivaiive

equily instruments, in order to acquire a fixed number of the entity’'s own equity instrumenis for a fixed amount in any
currency. The Bank expects thal this amendment will have no impact an the Bank's financial stalements.

Summary of significant accounting policies (continued)
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In November 2009 the |ASE issued the first phase of IFRS 9 Financial instruments. This S{andard will eveniually
replace 1AS 38 Financial Instrument. Recagnition and Measurement. IFRS 9 becomes effective for financial years
teginning an or after 1 January 2013. Entitizs may adopt the lirst phase for reporting penods ending on or afler
31 December 2009

The first phase of IFRS 9 introduces new reguirements on classification and measurerment of financial assets. In
padicular, for subsequent measurement all financial assets are to be classified at amarised cost or at fair value
through grofit or (oss with the irrevocable option for equity insfruments not held for trading 10 ke measured at fair valie
through other comprehensive income. The Bank now evaluates the impact of the adoption of new Siandard and
considers the initial agplication date.

Significant accounting judgements and estimates

Judgements

in the precess of applying the Bank's accounting pelicies. management has made the following judgements, apard from
those involving estimates, which have the most significant effect on the amounts recognised in the financial statements

> Classification of invesiment securitias as held to maturty,
> Useful life penods for the tangible and infangiole assets
> Tax accruals

Esttmation unceriainly

In the process of applying the Bank's accounting policies, managemeni has used ils judgements and made estimates
in delermining the amcunts recognised in the financial statements. The most significant use of judgements and
estimates are as follows:

Alfowance forloan impainment

The Bank reqularly reviews iis loans and receivables lo assess impairment. The Bank uses its judgement 1o eslimate
the amaount of any impairment 10ss in cases where a borrower is in financial difficulties and there are few availabie
sources of historical data refating to similar borrowers. Similarly, the Bank estimates changes in future cash flows
based on the chservable dala indicating that there has been an adverse change in the payment status of borrewers in
a group. or national or loca) economic condilions that correlale with cefaulls on assets in the group fManagement uses
estimales based on historical loss expenence for assets wilh creait rfisk characleristics and ohbjective evidence of
impairment similar 1o those in the group of [nans and receivables. The Bank uses its judgement to adjusl chsenvable
data for a group of Inans or receivables o reflect current cirgumstances

Deferred fax assels

Deferred tax assels are recognised in raspect of 1ax losses to the extent that it is probable that faxable profil will be
available against which the losses can be wiilised. Judgment is reguired to determine the amount of deferred lax assels

that can be recognised, based upon the lkely timing and fevel of future taxable profils, together with future tax planning
stralegies

Defermination of collateral valtic

Management monitors market value of collateral on a regular basis. Management uses its expenenced judgment ar
independent opinicn to adjust the fair value o reflect current circumstances. The amount and type of collateral required
depends on the assessment of credit risk of the countarparty

Cash and cash equivalents

2009 2008
Cash on hand 7,029 5,745
Current accounts with the Natinnal Bank of Georgia 6,074 3321
Current accounts with other gredit instilutions 3.534 7,838

W m
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Cash and cash equivalents

Amounts due from credit institutions

Obligatory reserve with the Nalional Bank of Georgia
Other

Amounts due from credit institutions

16,637 18,002 -
2009 2008
2,552 2515
27 92
2,579 2,707

Credit instituticns are required to maintain an interest-eaming cash depesit (obligatory reserve) with the Nationad Bank
of Georgia, the amount of which depends on the levet of funds attracted by the credit instilution. Obligatary resenve
percentage far attracted {unds represents 5% (2008 5%) both far local and fareign currencies. The Bank's abilily to

withdraw such deposit is restricied by the statutory legistation

I'® ™ ]
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7. Locans to customers

2009 2008
Consumer [oans 1,264 58 950
Corporale lzans 35,213 41,6830
Small business lending 478 2,844
Residential morigages 4511 7.385
Other 437 _1,205
Gross loans to customers 95,603 118,025
Less — Allowance far imgairment {13.178) {(12,570)
Loans to customers 82,427 105,055

Allovweance for impairment of loans fo cusiomears

A reconctliaticn of the aflowance for impairment of leans 1o customers by class is as follows

Small
Corporate busincss Consumer Residential
lending fending lending mortgages Other Total
2009 2009 2009 2008 2009 2009
A4 1 January 2005 5246 G957 5 585 689 73 12,870
Charge for the year 238 265 4,201 432 as87 5523
Hecovenes 1,379 117 134 - - 1535
Amounts wrilten aff _ (2808)  (292) (3009 @13 (432)  (B.95D)
At 31 December 2009 4,057 1,057 T,31E= 718 28 ) 1311_75
Ingividual smpairment 2214 206 4737 509 . 4,366
Collective impairmeant 1,843 1591 2,579 209 28 4510
4,057 1057 7316 71B 28 13178
Gross amount of Inans,
individually determined o be
impaired, bafore deducting any
individually assessed impairment
allowance E,_O_5_1==._ 1,781 10,459 1,209 e 18,500
Small
Corporate business Consumer Residential
fending fending lending mortgages Other Total
2008 2008 2008 2008 2008 2008
Al T January 2008 1,263 51 1.192 212 54 3,262
Charge for the year 4117 664 5,509 487 18 10,785
Recovernes - = 28 - - 28
Amounts writlen off _ (134) (258) {744) - - {1,138)
At 31 December 2008 5248 967 5985 699 73 12,970
Individual impairment 3637 583 3,484 3856 14 8,103
Collective impairment 1,609 384 2501 314 59 4,857
5246 967 5,985 699 73 12,870
Gross ameount of loans,
individually determined o be )
impaired, befere deducting any
individuaily assessed impairment
o 9,188 1,100 B,534 1,064 14 19,300
21
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Loans to customers (continued)
ndividuaily nnpained Ioans

Interest income accrued on loans, for which indwidual impairment allowances have been recognized, as at 31
Cecember 2009, compnsed GEL 1.353 (2008 — GEL 1.452)

The fair value of collateral 1that the Bank holds relating to loans wndividually detenmined to be impaired at 31 Decamber
2009 amounts to GEL 25,767 (2008 — GEL 14, 800). In accordance with the Georgian legislation, loans may only be
written off with the approval of the Board of Directors and. in cerain cases, with the respective decision of the Court

Coltateral and other credit enhancerments

The amount and type of cellateral required depends on an assessment of the credit risk of the counterparty. Guidelines
are implemented regarding the acceptability of types of callateral and vailuation garameters.

The main types of collatera!l oblained are as follows

For commercial lending, charges over real eslate properties. inventory, and cash held in oank.
For retail lending, morigages over residential properies

The Bank also obtains guarantees from parent companies for loans to their subsidiaries

tanagement moniters the market value of collateral, requests additional cellateral in accordance witn the underying
agreement, and monitors the market value of collataral obtained during its review of the adequacy of the allowance for
loan impairment.

During the year, the Bank took possession of indusirial and residential buildings with an estimated value of GEL 2,323
(2008: GEL 1.542). It s the Bank's policy to dispose repossessea properties in an orderly fashicn. The proceeds ara
used lo reduce er repay the oulstanding claim. in general. the Bank does not occupy repossessed properlies for
business use. The repossessed properties ate recorded within Other assels

Caoncentration of loans fo custormerss

As of 31 December 2008, the Bank had a concentration of loans represented by GEL 30,320 due from the ten larges!
third parly entilies {32% of gross loan porifolio) (2008 — GEL 24,175 or 20°%) An allowance of GEL 2,710 (2008 -
GEL 3,754) was recognised agains! these loans

Lecans have been extended to the following types of cuslamers:

2009 2008
Private companies 65,330 58,535
Individuals 30,273 59,489
95,603 118,025
Loans are made within Geargia in e following ndustry seclors
2009 2008
Individuals 273 53,489
Trading enterprises 51872 45,722
Other 13,358 12814

95,603 118,025
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8. Investment securities

As of 31 December 20049 and 2608 investment securities available-for-sale comprise corporate shares of Georgian

companies
Share % 2005 Share % 2008
JSC Gergeti 257% 260 2.57% 260
Thilisi Inlerbank Stock Exchange 8 33% 40 8.33% 40
300 300
Less Allowance for impairment (Note 12) {260} (260
Available-for-sale securities __ 40 R e .—ft_(L_,_,____
Held-to-maturily securitlies comorise:
2008 2008
Annual Annual
interest interest
t . . . .
O_ Carrying Nominal to Carrying Nominal
nominal — Marturity value value nominal  Maturity value value
Covernment deb!
securities - - = = 11.00% 3 Months 3472 3.500
Held-to-maturity
securities .. S I 3,472 3,500

9. Property and equipment

The movements in property and equipment were as follows:

Furniture Computers

and and cffice Motor  Assets under
Buildings  fixtures  equipment  vehicles canstruction Other Tatal
Cost/ revaluation
31 December 2008 10,154 1,261 1.038 455 5,258 3,244 21,408
Addilions - 584 165 133 3.494 120 44828
Disposals {80} - - (105) (i) - [(198)
Tranzfers 7150 19 718 (8.7G9) 822 .
Effect of revaluation 485 - - - - - 485
Effact of impairment (3) - A - : (9)
31 December 2009 17,706 1.864 1,951 483 30 4,186 26,220
Accumulated depreciation
31 December 2008 - 231 337 114 - 494 1,176
Cepreciaton charge 114 227 256 103 - 477 ) T
Disposals {n - - (18} - - (19)
Effect of revaluation (113) - . . < : (113)
31 December 2009 - 458 593 199 - a7 2,221
Net book value:
11 December 2008 10,154 B _1_,030 o 701 _ 3{41_ 5,256 2,750 B _20.232
31 December 2009 17,706 1408 1358 284 = 30 35 2 23999
23
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8. Property and equipment (continued)

Furniturc Computers

and and office Motor Assets under
Buildings  fixtures  equipment vehicies _construction Other Total
Caostirevaluation
31 December 2007 1,188 642 G631 231 4,067 2,166 8,925
Additions - 620 407 224 5,758 74 7.083
Cisposals - (1 - - . (13 (2)
Transfers 3.564 - - . {4,563} 1,005 -
Effect of revaiuation 5402 £ - - - - 5402
31 December 2008 10,154 1.261 1,038 455 5,256 3,244 21,408
Accumulated depreciation
31 December 2007 47 78 133 34 - 115 407
Depreciation charge 24 153 2C4 80 - 378 240
Effect of revaluation [71) . : - . (71
31 December 2008 - 231 337 114 - 494 1,176
Net book value:
11 December 2007 ) 1,141 564 438 197 4,067 2,051 8,518
31 December 2008 10,154 1,030 701 341 ddol &AL . 20232

Tre Bank engaged an independent appraiser to determing the fair value of its buildings. Fair value 1s dedermined by
reference to market-based evidence. The date of the revaluation was 31 December 2009, If the buildings were
measured using the cost model, the total carrying amounts of propery and equipment would be as follows:

2009 2008
Cost 15.550 15,360
Accumulates depreciation [2.418) {1,222)
Net carrying amount 17,272 . 14,138
10. Intangible assets
The movemenis iminlangikble assets wera as follows:
Computer
Licenses software Total
Cost
31 December 2008 B22 34 856
Additions 35 50 a5
31 December 2009 857 34 941
Accumulated amortization
31 December 2008 100 14 114
Amortisation charge 118 6 124
31 December 2009 218 20 238
Net book value:
31 December 2008 = = 722 20 e 142
31 December 2009 639 . 64 703
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10. Intangible assets (continued)

Comptiter
Licenses software Total
Cost
31 December 2007 181 34 215
Additions £41 i £ 641
31 December 2008 g22 4 _ B5E
Accumulated amortization
31 December 2007 57 5 62
Amortisation charge ; 43 9 be
31 December 2008 100 14 114
Nct book value;
31 December 2007 124 29 153
31 December 2008 S ;. a 742
11.  Taxation

The corparate income lax expense Comprises

2009 2008
Currenl tax expense = =
Defarred tax expense —arigination and reversal of 1emporary differences (467) 1.2E6B
Less: deferred tax expense recagnized direclly in equity (24} (821)
Income tax {bencfit) expense (491) __AeF

Geergian legal entities must file individuzi tax declarations. The tax rate for banks for profils other than on state
securities was 15% for 2009 and 208,

The effective incame lax rate differs from the statutory income tax rates. A reconciliation of the income tax expanse
based on statulory rates with actual is as foliows.

2009 2008
(Loss) profit before tax (5,514) 836
Statutory 1ax rale 15% 15%
Theoretical income tax (benefit) cxpense at the statutory rate {827) 125
Non-deduclible expenses 23 347
Impairment of investment propery 204
Income recognised for tax purposes only 39
Income tax (benefit) expense (431) — =ﬂ
Inceme tax liabilities comprise:

2009 2008

Current income tax liability -
Deferred income 1ax liabilities 1132 1.599
Income tax liabilities _'1-1_3_2 ] 1,599




JSC BTA Bar]_!-a _ Notes to 2009 Financial Statemenis

(Thousands of Georgian Lari)

14. Taxation (continued)

Ceferred tax asse!s and liabilities as of 31 December and their movemenis for the respective years comprise

Origination and reversal Origination and
of temporary reversal of temporary
differences differences
in the In the
income Directly in incame Directly

2007 statement equity 2008 statement  in equity 2009

Tax effect of deductible
temporary differences:

Property and eguipmeant 513 (593) - - E 2 .
Tax losses carmried forward . 163 - 168 1,197 - 1,365
Cther assels 27 (223 - . . . _
Other liakilities . 6 - 5] 0 - 16
Deferred tax assets 515 (295} 2 240 2,135 : 2,375

Tax effect of taxable
temporary differences:

FProperty and equipmenrt and

intangitle assels (716) (218) (821 {1,755) (1.728) (24) (3,507
Allowance for loan impairment {B4Y 658 - . . B }
interest income en leans 1o

cusiomers - (B4) - {84) 84

Amounts due to customers (52) 52 ¥ - - - -
Deferred tax liabilities (848) (172} {821) {1.833) {1,644} {24y  (3.507)
Deferred tax liahilities (311} _ (467) (821)  (1599) 491 _ (24) (1132

As af 31 December 2003 the Bank has available GEL 8,949 of tax loss carry forwards which will expire in 2014 if not
utilised

12. Other impairment allowances and provisions

The movements in oiher impairment allowances and provisions were as follows:

Investment Guarantees
securitics held- and Unusced

to-maturity  Other assels commitments vacations Total
31 December 2007 260 - - - 260
Charge 43 48
Write-offs - . (48) (48)
31 December 2008 260 - - - 260
Charge - 1,252 117 108 1,478
Write-cffs (267) _ (267}
31 December 2009 260 985 o 108 1471

Allowance for impairment of assels 15 deducted fram the carrying amaounts of the relaied assets. Provisions for unused
vacations, guarantees and commitments are recorced in habililies,
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Investment property

2009 2008
At 1 January 1,337 -
Purchases 1,264 721
Net change in fair value through profit and loss (437} 618
At 31 December 2,194 1,337

investment propenies are stated at far value, which has been determined based on the valuation performed by Baker
Tilly Georgia, an accrediled independent appraiser, as at 31 December 2009, Baker Tilly Georgia is an induslry
specialist in valuing theze types of invesiment properties The fair value represents the amount at which the assels
could be exchanged belween a knowledgeakle, willing buyer and a knowledgeable, willing seller in an arm's length
iransaclion at the date of valuation, in accardance with Inernational Valuation Standards Committee standards,

Rental income arising from invesimeant properies comprise

2009 2008
Rental income 144

e
N

Repossessed assets held for sale

Repossessed assels held for sale comprise land, buildings and motor vehicles located in Thilisi and cther regions of
Georgia. The Bank has an intention to sell the assels and it 15 anticipated that the transaction will take place in 2010

The fair value and carrying amount of repossessed assels are as follows:

2009 2008

Carrying Carrying

Fair Value amaunt Fair Valueg armaotrt
Land 25876 2 598 - -
Buildings 7,507 6 440 725 725
Vehicles 185 185 - =
Repossessed assets held for sale 10,668 8323 725 725
Allowance for impaimment (Note 12) (5as) — :
Net repossessed assets held for sale o _ 53333 ) . 725

As of 31 December 2009 the Bank performed valustion of repossessed assets, For certain individual properties fair
value was less than carrying amounl. Conseguently such assets were recognized al fair value. Impairment loss of GEL
8B5S was recegmsed as of 31 December 2009 (2008 GEL 0)

Other assets and liabilities

Other assels comgprise:

2009 2008
Prepayments 2,13 1,885
Recerables fram other services 325 70E
Dervative assels 214
Prepaid taxes other tnan income tax 256 106
Other assets 2,386 2707
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Other assets and liabilities (continued)

Cther liabilities comprise

2008 2008
Payabie for audit senvices 113 113
Otner payables 03
Provisions for unused vacations 109
Provisions for guarantees and commitments 7 -
Taxes payahle 52 &5
Derivative lahilities ) - 15
Other liabilities 434 213

The Bank enlers into derivative financial instruments, primarily currency swaps, for trading purposes. The table below
shows the fair values of denvative financial instrumeants, recorded as assels or liabillies, tegether with their principal
amounts. The principal ameount, recorded gross, 15 the amount of a derivative’s undertying asset, reference rate or
index and is the basis upen which changes in {he value of derivatives are measured. The principal amounts indicate the
volume of fransactions outstanding at year end and are indicative of neither the market nsk nor the cradit risk

2008 2008
Fair values Fair value
Principal Asset Liability Principal Assot Liability
Foreign exchange contracts
Currency swaps 5351 214 2 3,547 - 15
Total derivative assets 214 - s . e EiCE
Amounts due to credit institutions
2009 2008
Current acceunts 6 4
Time deposits - = 6,702
Amounts due to credit institutions ; & 6,706 =
Amounts due to customers
2009 2008
Cureni accounts 25,815 28,224
Time deposils _ 28,708 32,486 i
Amounts duc te customers 58'3_21 _50'”0

As at 31 December 2008 amounts due to customers of GEL 44 284 (76%) were gue 10 len largest third
party custorners of the Bank (2008 - GEL 46,964 (78 %))

Amaounts due fo cuslomers include accournits with the following types of custamers:

2008 2008
Private enterpnses 46,022 53,388
Indiwiduals 7.0490 7264
State and budgetary organisations 5,208 B0
Amounts due ta customers 58,32 _GUJE

25
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Amounts due to customers {(continued)

Notes 0 2009 Financial Statements

An analysis of customer accounts by economic sector Tollows

2009 2008
Trade 24 804 31,534
Hotels 14,343 14,488
Real estate construchon B74 218
Transpor and communicalion 152 150
Energy 34 22
Individuals 7.090 7.264
Other 11,220 7034 =
Amounts duc to customers 53__%21 60'7_10

Loans from shareholder

Loans recewved from tne sharehalder, BTA Bank. are unsecured and as at 31 December 2005 comphnse

Currency Amount Maturity Interest rate
(in thousands of GEL) per annum
denomination 2009 2008 2009 2008 2009 2008
usD 8819 B.714 1B-Feb-10 05-Mar-09 18.00% 14.00%
ush 8731 B BG5S 27-Aug-10 28-May-09 18.00% 14.00%
uso 8,119 8.080 28-May-10 27-dan-0%8 18.00% 13.00%
UsD 7,271 8,075 25-Jan-10 27-Nov-Go 1B DO%: 14 00%
usD 3.703 4 364 14-Mov-14 14-Nov-14 10.00% 10.00%:
UsD 3,437 3525 05-Mar-10 06-Aug-08 18.005%: 14 00%:
ush 1.450 1,738 08-Jan-10 11-Sep-03 1B8.00% 14 00%
41,530 43,226

Except for the outstanding loan of GEL 3,703 as of 31

==

December 2009 which matures on 14 Novernber 2014, refer o

Note 30 for the subseguent approval of the sharehalder to reduce the annual imerest rates and extension of maturity for
up o 4 {four) years of ioans oulstanding as of 31 December 2005

Subordinated debt from shareholder

The Bank received US dollar-denominaled subordinated debt from JSC BTA Bank, sharehelder, on 14 March 2006. As
at 31 December 2009 the halance comprises GEL 2,551 (2008 — GEL 2,501). The doan principal is to be paid at
maturity on 14 March 2013 The interest rate is 8% per annum, and is paid quarterly. The loan is subordinated to all
other creditars of the Bank.

Equity

Share capilal

Tre number of authorised ordinary shares is 30,000 (2008 30,000) with a nominal value per share of GEL 1. Al
autherised shares have been issued and fully paid

The share capital of the Bank was contriowted by the shareholders in Georgian Lari and they are entitled to dividends
and any capital distribution in Georgian Lari

Cividards

Nao dividends were declared nor paid in 2005 and 2008,
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Commitments and contingencies
Operating environment

As an emerging market, Georgia does not possess a well-developed business and reguatory infrastructure that would
generally exist in 2 more mature market ecocnony. Cperations in Georgia may involve risks that are not typically
associaled with 1hose in developed markets (including the risk thal the Georgian Lan is not freely convertinle outside of
the country. and undeveloped debt and equity markets). However over the |ast few years the Gecrgan government has
made a number of developments that positively affect the overall investment climate of the country, specifically
implementing the reforms necessary lo create banking, judicial, taxation and regulatory systems. This includes the
adoption of 2 new body of legislation (including new Tax Code and procedural laws). In managament's view, these
steps contnbute to mitigate the risks of doing business in Georgia

The existing tendency aimed a1 the overall improvement of the business environmaeant is expected to persist. The future
stakility of the Georgian eccnomy is largely dependent upen these reforms and developments and the effectiveness of
ecanomic, financial and maonelary measures undertaken oy the Sovernment, However, the Geaorgian economy is
vuineratle to market downturns and economic slowdowns elsewners in the world Tre military conflict in August 2008
involving Georgia, the Russian Federation and South Ossetia and global financial crisis have resulled in capital
markets insiability, deterioraticn of liquidity in the banking sector, ang tighiter credit conditicns within Georagia. Whils the
Georgian Government has introduced a range of stabilization measures aimed at providing liquidity to Georgian banks
and companies, there continues to be uncerainty regarding the access to capital and cost of capital far the Bank and
iis caunterparties. which could affect the Bank's financial position, results of operations and business prospects.

Aiso, factors including reduced corporate liquidity and profitability. and increased corporate and personal insclvencies, have
aflected the Bank's borrowers’ ability to repay the amounts due {o the Bank. In addition, changes in ecanomic conditions
have resulled in detercration in the value of cellateral held against loans and other obligations. Te the extent that informaticn
is available, the Bank has reflected revised estimates of expectad future cash flows in its impairment assessment

YWhile management believes it is taking appropnrate measures 1o support the sustainability of the Bank's business in the
current circumsiances, unexpected further deterioration in the areas descnbed above could regatively affect the Bank's
results and financial position in a manner nat currently determinakle,

Going Concern

As of 31 December 2009 the Bank has a significant negative liquidily gap for the period up to ane year from the
repcring date as disclosed in Nole 27 Furiher, as shown in Note 28 the Bank has significant concentraticn of financing
activities with the shareholder, BTA Kazakhstan, and is highly dependent on its support for funding. ©f the negalive
liquidity gap through ane year of GEL 44,356 the |loans received from the shareholder amounts 1o GEL 37 827, On 26
fharch 2010 the malurity date of the loans from the shareholder of GEL 37 827 were extended up to 4 years.

Management beleve that it will ke able to improve Houidity with financial assistance fram shareholder and as such be
able 1o continue to meet its obligations as they become due and payable and therefore, this financial staternents were
prepared on going concern basis.

Howewver, there is a matenal uncenainty related 1o the ability of sharehclder BTA Kazakhstan lo provide continuing
support to the Bank, which may cast significant doubt on the Bank's ability to cantinue as a going concern and,
therefore, it may be unable to realize its assets and discharge its liahilities in the normal course of business.

Legal

In the erdinary course of business, the Bank is subsect 1o legal actions and complaints. Management believes thal the
ultimate Laoility, if any, ansing from such acticns or complaints will not have a material adverse effect on the financial
condiion or tne results of future operations of the Bank

Taxation

Georgian tax, curiency and customs legislation arg subject 1o varying interpretalions, and changes, which can cacur
frequently. Management's inferpretation of such legislation as applied to the transactions and activity of the Bank may
be challenged by the relevant regional and central autherities. Recent gvenls wilhin Georgia suggest that the tax
aulhorities are taking a2 more assertive position in its interpretation of the legislation and assessments and, as a resull
il is possible that fransactions and activities that have not been challenged in the past may be challenged. As such,
significant additional taxes, penalties and interest may be assessed. Fiscal penads remain open to review by the
authorities in respect of taxes for three calendar years proceeding the year of review  Under cerlain cirgcumsiances
reviews may cover longer perinds

As at 31 December 2008 management of the Bank believes that its inlerpretation of the relevant fegislation is
appropriale and that the Bank's tax, currency and customs positions will be sustained

30
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21, Commitments and contingencies {continued)
Commitments and contingencies

As of 31 December the Bank's financial commitments and contingencies compnsed the following:

2009 2008
Credit related commitments
Undrawn loan commiiments 2,862 13,292
Guarantees _ 15150 16,158
18,012 29,450
Operating lease commitments
MNatdater than 1 year 7896 583
Later than 1 year bul not |ater than 5 years 1,880 1,649
Later than &5 years 1'}“‘9 2o 9?0
3725 3,207
less — Cash held as security against ietters of credit and guarantees (3.113) (8.897)
Commitments and contingencies 12,624 23,760
22. Net fee and commission income
2009 2008
Guaraniees issued 508 425
Setllements aperations 480 a5y
Cash collection 45 47
Currency conversion operalions 40 31
Custodian cperations 20 i85
Agency fee - 629
Other S 950
Fee and commission income 1,848 3.048
Setllemenis operalions 112 71
Cash operaltions 14 47
Currency conversion ocperatians 1 ig
Guarantees received 12 1
Cusiodian service ) i
Other 182 177
Fee and commission expense 306 325
Net fee and commission income ; 1ad2 2'72?’
23. Otherincome
. 2008 2008 )
Refunded court fees 237 26
Gain on remeasuremnent of financial assets 214 -
Rental income 144 45
Fines and penalties 106 7
Gains from sale of repossessed asset 59 253
Fee received from insurance company 4 52
Gauins on revaluaticn of investrment property - 616
Cther 4 1 i
Total other income . TEBB 1,000
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Other operating expenses

3 2009 2008
Coccupancy and rent BG4 804
Marketing and advertising 769 BY6
Legal and consultancy 567 s02
Communizations 244 2710
Utilily expenses 324 245
Qperating laxes aom 651
Otfice supplies 281 243
Security 279 232
Fenalties incurred 186 3
Expenses related 1o production of plastic cards 153 146
Husiness travel and related 62 9z
Repair and maintenance of property and equiprment &1 130
Entertainment 48 98
Insurance 28 22
Personnel training 10 35
Other 401 427
Other operating expenses 4,178 : __ﬁ.'v?s S

Risk management

Introduction

Risk iz inherent in the Bank's aclivities but It is managed through a process of ongoing identification, measurement and
menitering, subject 4o rizk limils and other controls This process of risk management is crilical to the Bank's continuing
profitability and each individual within the Bank is accountanle {or the risk exposures relating to his or her
responsibilities. The Bank is exposed to credit risk, liquidily risk and market sk, the latter being subdivided info frading
and nen-trading risks. 11 is also subject to operaling risks.

The independent risk conirol process does not include business risks such as changes in the environmeant, technclogy
and industry, They are monitored through the Bank's strateqic planning process

Risk management sfructure

The Board of Directors is ultimaiely responsible for identidying and controliing risks, however, there are separate
independent bodies responsibie far managing and monitoring rnsks

Board of Dircclors

The Board of Direclors is responsible for the overall risk management approach and for appraving the risk sirategies
and principles

rdanagement Board

The Management Board has the responsibilily to manitor the overall risk process within the Bank

Risk Coimnitlee

The Risk Commitiee has the overall responsibility for the cevelopment of the risk strategy and implementing principles,
framewarks, pelicies and limits. it is responsible for the fundamental risk issues and manages and monitors relevant
nsk decisions

Risk Management Uni

The Risk Management Unit is responsible for implementing and mairdaining nsk related procedures 1o ensure an
independent contro) process. .

Risk Conitrolling Uit

The Risk Centralling Unit is responsible fer monitonng compliance with risk principles, policies and limits, across the
Bank. Each business group has a decenlralised unit which is responsible for the independent candrel of risks, including
manitering the risk of exposures against imis and the assessment of risks of new products and structured
fransaclions This unil also ensures the complete capture of the risks in risk measurement and reporting systems

-

L
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25. Risk management {continued)
Introduction (continued)
Bank Treasuty

Bank Treasury is responsible for managing the Bank's assetis and lalities and the overall financial siructure. 1tis also
primarly responsibte for the funding and hquidily risks of the Bank

Inlernal Audit

Risk management processes throughout the Bank are audited annually by the inlernal audil funclion that examines
both the adequacy of the procedures and the Bank's compliance wilh the procedures. Internal Audit discusses the
resuils of all assessments with management. and repeds its findings and recommendations to the supenvisory boarg.

Risk measurement and reporting systeins

The Bark’s risks are measured using a melhod which reflects boln the expected loss likely ta arise in normal
circumstances and unexpected losses, which are an estimate of the ultmate actual 1oss based on slatistical models
The models make use of probabilities denved from historical expenence, adjusted to reflect the economic environmeani
The Bank also runs worst case scenarios that would arise in the event that extreme events which are unlikely to cccur
oo, in fact, oceur.

Maritoring and controlling risks is primarily performed based on limits established by the Bank. These limits reflect the
business sirategy and market enviranment of the Bank as well as the level of risk that the Bank is willing to accept, with
addifional emphasis on selected industnies. In addition the Bank monitors and measures the overall risk beanng
capacity in relation to the aggragate risk exposure across all risks types and activilies.

Information compiled from all the businessas is examined and processed in erder to analyse, conirol and identfy eariy
risks. This information is presented and explained to the Management Board, the Risk Commiltee, and the head of
each ousiness divisian. The repor includes aggregate credil expaosure, credil metnc forecasts. hald imit excephicns
liguidity ratios and risk profile changes. On a monthly basis datailed repoding of industry, customer and geographie
risks lakes place. Senior management assesses the apprapriateness of the allawance for credit losses an a guarierly
basis. The Board of Direclors receives a comprenansive risk report once a quarter which is designed 1o provide 2l the
necessary information o assess and conclude on the risks of the Eank.

For all levels threughout the Bank, specifically tailored risk reports are prapared and distributed in order o ensure that
all business divisions have access (o extensive, necessary and up-to-date information.

A daily briefing is given to the Management Board and all other relevant employees of the Bank on the stifisation of
marke! limits, proprietary investments and liguidily, plus any oiher nisk developments.

Risk mitigaticn

As part of s overall risk management, the Bank uses derivatives and othes instruments 1o manage expesures resulting
from changes in interest rates, foresgn currencies, equity risks, credit risks, and exposures arising from forecast
transactions.

The Bank actively uses callateral to reduce its cradil nsks.
Excessive fsk conceritralion

Concentrafions arise when a number of counterparties are engaged in similar business activities, or aclivilies in the
sama geogiaphic regicn, or have similar econamic features thal would cause their ability to meet contractual
ohligations to be similary affected by changes in econamic, political or other eonditicns. Concentrations indicate the
relative sensitivity of the Bank's performance to developments affecling a particular industry or geographical location

In order 1o aveid excessive concentrations of risks, the Bank's policies and procedures include specific guidelines to
focus an maintaining a diversified portfolio. [dentified concentrations of credit risks are contrelled and managed
accardingly. .
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Risk management (continued)

Credit risk

Credit risk is the risk thal the Bank will incur a loss because its customers, clients or counterparies faled lo discharge
their contraciual obligations The Bank manages and condrels credit risk by setling limits on the amount of risk it is
willing 1o accep! for individual counterparties and for geograprical and industry concentrations. and by manitoring
exposures in relation fo such firmis.

The Bank has established a credit quality review process 1o provide early identification of possible changes in the
creditworthiness of counterparies. incluging reguiar collateral revisions. Counterparty limits are establisned by the use
of a credit risk classidication sysiem, which assigns each counterparty a risk raling. Risk ratings are subject te regular
revision. The credit guality review process allows the Bank to assess the potential loss as a resull of the risks to which
itis exposed and take corrective action

Denvative financiat instiumoents

Credit risk arising from derivative financial instrumants is, al any bme, Imited to thase with positive farr values, as
recorded in the slatement of financial position

Credil-relaled comnutinents risks

The Bank makes available to its customers gearantees which may reguire that the Bank make paymenis on their
behalf. Such payments are collected from customers based on the terms of the letter of credil. They expose the Bank
10 similar nsks o loans and these are mitigated by the same cantrol processes and policies.

The table below snows the maximum exposure 1o credit risk for the components of the statement of financial posilion,
including derivalives The maximum exposure is shown gross, before the effect of mitigation through {he use of master
nefling and collateral agreements

Maximum Maximum
exposure expaosure
Notes 2009 . 008

Cash and cash eauivalents {excluding cash cn hand) 5 9608 11.257
Amounis due from credit institutions G 2.679 2,707
Loans lo customers 7 82427 105,055
Investment securilies available-for-sale B 40 40
Investment securities held-to-maturity 8 - 3,472
94,654 122,531
Financiat commitments and contingencres 21 8,859 20,553
Total credit risk exposure 103,553 143,084

Where financial instruments are recerded at fair value, the amounts shown above represent the current cradit nsk
exposure bud not the maximum risk exposure that could anse in 1he future as a result of changas in values

For mare detail en the maximum exgosure (o credil risk for each class of financial instrument, references shall ne made
1o the specific notes The effect of collateral and other risk mdigation techniques is shown in Note 7.
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25. Risk management (continued)

Credit risk (continued)
Credil qualily per class of financial assets

The credit guality of financial assets 1s managed by the Bank internal credit ratings. The table below shows the credit
quality by class of asset for loan-related statement of financial position ines, based on the Bank's credit raling system

Not impaired

Sub-
High Standard  standard Individually
grade grade grade impaired Total
Notes 2008 2008 2009 2009 2009
Cash and cash equivalents (excluding
cash on hand) 5 G 508 9,608
Amounis due from credit institutions 6 2579 2,579
Loans 1o cusiomers 7
Corporate lending 25,504 2,183 1.380 5,051 35,213
Small business lending 1.349 456 592 ERhASE 4178
Cansumer lending 36,500 1879 2426 10 459 51,264
Residential martgages 2473 290 539 1,205 4 511
Other 47 L 2 - 437
66,353 4,813 4,937 19,500 95603
Total 78,540 4,813 4,937 18,500 107,790
Not impaired -
Suhb-
High Standard  standard  Individually
grade grade grade impaired Total
Notes 2008 2008 2008 2008 2008
Cash and cash eguivalents {excluding
cash on hand) & 11.257 - - - 11.257
Amaounis due from credit instilutrons 6 2707 - - - 2,707
Loans to custamers 7
Corparale lending 29,188 677 2587 9,168 41,630
Small business lending 6217 14 Bi7 1,100 8,844
Cansumer lending 35,591 4700 13,125 8,534 58,350
Residential morgages 4,225 350 1,758 1,084 7.355
Othar 1.192 . . 14 1,206
76,393 B.437 15,265 19,900 118,025
Investments held-te-maturity 8 1472 = - E: 3472
Tota! 93.829 6,437 15,295 19,500 135,461

Past dug loans 1o cuslemers include those that are only past due by a few days. An analysis of past due loans, by age,
is provided below The majority of the pasl due loans are not considered to be impaired.

Itis the Banr's policy 1o maintain accurate and consisleni risk ratings across the cradit pertfolio. The aftributable risk
ratings are assessed and updated reqularly

The credit risk assessmend policy for non-past due and individually non-impaired financial assets nas been determined
oy the Bank as follows:

» A financial asset with average overdue days of less than or equal to 10 days is assessed as a financial asset
with High Grade; )

» A financial asse! with average overdue days of more than 10 days and less than or equal to 20 days 1s
assessed as a financial asset with Standard Grade

» A financial asset with average overdue days of more than 20 days and less than or equal 1o 50 days 1s
assessed as a financial asset with Substandard Grade
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Risk management (continued)

Credit risk (continued)

Aging analysis of unimpaired loans per ¢lass of financial assels

{ess than 31 to 60 67 to 90 More than
30 days days days 90 days Totafl
2009 2009 2009 2009 2009
Amounts due from credit institutions 2579 2,579
[Loans to custcmers, net
Cerporale lending 26,464 1,683 1,005 - 29162
Small business lending 1,687 208 502 - 2,397
Consumer lending 38,125 751 1,216 g 40,805
Residential margages 2910 323 BS - 3,302
Other 436 =z, .. . = _ - 436
68,626 agr8 . o @ded . .8 .. 78402
Total 72,205 2,975 - 3492 -9 78.681
Less than 317 to 60 67 to 30 More than
30 days days days 30 days Total
2008 2008 2008 2008 2008
Amounts due from credit institutions
2707 . - . 2,707
Loans to customers
Corporate lending 25,008 1,727 2,732 2928 32,442
Small business 'ending G147 671 167 759 7.744
Corsumer lending 344612 5335 2,380 8 B4 50,416
Residential mongages 4,154 570 153 1454 5,331
R 1,192 IS SN 1,182
71,110 Bab3 5482 13.230 - 98,125
Total 73,817 8,303 5,482 13,230 100,832

tmpairment assessment

The main consideralions for the loan impairment assessment include whether any payments of principal or interest are
overdue by more than B3 days or there are any known difficulties in the cash flows of counterparties, credit rating
downgrades. or infringement of the enginal terms of the canlract. The Bank addresses impairman! assessment in two
areas’ individually assessed allowances and collectively assessed allowances.

Individually assessed alitwances

The Bank determines the allowances appropriate for each individually significant 1oan on an individual basis. ltems
considered when determining allowance amounts include the sustainahility of the counierparty’s business plan, its
ability to improve performance once a financial difficully has arisen, projected receipts and the expecled dividend
payout shauld bankruptcy ensue, the availabifity of other financial suppert and the realisahle value of collateral, and the
liming of ihe expacled cash flows. The impairment losses are evaluated at each reporting date, unless unforesean
circumstances require maore careful atlention

Caflechvety assessed allowances

Allowances are assessed collectively for losses on loans 1o customers that are not individually significant {including
credil cards, residential mortgages and unsecured consumer lending) and for individually significant loans where there
is not yet objective evidence of individual impairment. Allowances are evaluated on each repering dale with each
parfolio receiving a separate review
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25. Risk management (continued)

Credit risk {continued)

The colleciive assessment lakes account of impairment that is likely to be present in the portfolio even though there is
no yel chjective evidence of the impairment 1n an individual assessment. Impairment losses are estimated by taking
into consideration of the fallowing information. historical lesses on the pertfolio, current economic conditions, the
appropriate delay between the lime a loss is likely o have been uncured and the time it will b2 identified as reguinng an
individually assessed impairment allowance, and expected receipts and recaveries ance impaired. Local management
is responsible for deciding the length of this penod which can extend for as lang as one year. The impairment
allowance is then reviewed by credit management io ensura alignment with the Bank's overall policy

Financial guarantees and letters of credit are assessed and provision macde in a similar manner as for loans

The gecgraphical concendraticn of Bank's monetary assets and liahilites is set out below

2009 - 2008
CIS and CIS and
ather other
foreign fareign
Georgia OECD banks  Total Georgia  OECD banks Total
Assets:
Cash and cash eguivalents 13.607 - 3.030 16,637 12,883 - 5,119 18,002
Amounts due from credit
isstitutions 2579 - - 2,579 2,707 - - 2,707
Loans 1o customers 82,427 - - 82,427 105.055 - - 105,055
Investment securties
- available-for-sale 40 - - 40 40 - - 40
- held-to-matuity - - - - 3,472 - - 3,472
Tax assets 148 - - 198 518 - - 518
Other assets 2,772 - 204 2 986 4,138 - 531 4,769
101,623 - 3,244 104, 867 128,813 - 5,750 134,563
Liabilities: o
Amounts due to credit
institutions 4] - - B G,706 - - 65,706
Amounts due to custemers 5B.321 - - 58,321 50,710 - - 60,710
Loans from shareholder - 41,530 41,530 - - 43,228 43,226
Deferred income tax labiities 1,473 - - 1.473 1559 - - 1,599
Other liabilities 494 - - 494 213 - - 213
Subaordinated debt from
sharehalder - - 2 551 2,551 - = 2.501 2,501
60,294 - 44,081 104,375 69,228 - 45727 114,955
Net assets / (liabilitics) 41,329 ___- 149830 492 59,585 - _(sas9rn) 19808

Liguidity risk and funding management

Liquidiy risk is the risk that the Bank will be unable to meed its payment obligations when they fall due under normad
and stress circumstances. To Imd this nsk, management has arranged diversified funding sources in adaition to 15
core deposit base, manages assets with liguidily in mind. and monijors future cash flows and liguidily on a daily basis
This incorparates an assessment of expected cash flows and the availability of high grade collateral which could be
used o secure additional funding if required.

The Bank maintains a porifolio of ighly marketable and diverse assets that can be easily liguidaled in the event of an
unforeseen interruption of cash flaw. The Bank also has commitied lines of cradit that it can assess 1o meet liguidiy
needs. In addition, the Bank maintams a cash deposit (obligalory reserve) with the NBG., the amount of which depends
on the level of customer funds attracted.

The liguidity posilion is assessed and managed dy the Bank primarily on a standalone basis, based on cedain lguidity
ralios established by the N8G. As at 31 December, these ralios were as follows:

2009, % 2008, %
“Average Liguidity Ralio” (Liouid assets/ Liabilities)>20%: {2008 - 20%) 22 54 2365

%}
~I!
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Risk management {continued)

Liguidity risk and funding management (continued)
Analysis of financial kahifitics by remaining confraclual matunties

The table below summarises the malurity profile of the Bank's financial liabilities at 31 December 2009 based on
contractual undiscounted repayment obligations. Repayments which are subject to notice are treated as if nolice were
to be given immediately. However, the Bank expacts thal many custemers will net request repayment on the earliest
date the Bank could be required 1o pay and the table does nof reflect the expected cash flows indicated by the Bank's
deposit retention history

Financial liabilities Less than Jto 712 1tob Over

As at 31 December 2009 3months  months years 5 years ~ Total
Amounts due to credit institutions 6 - - - 5]
Amounis due to cusiomers 50331 7853 767 756 59,722
Loans from shareholders 21,369 1B.451 5,524 - 45 344
Subordinate debl from shareholders = - 3290 - 3280
Total undiscounted financial liabilities 71.706 _ 26,319 9,581 756 __1_0__B=382
Financial liabilities Less than 3to12 1toh Over

As al 31 December 2008 3months _ months  years Syears Total
Amounis due to credit institutions §.645 - - = 6,685
Amaunts due 1o cusiomers 5237 21,574 6,036 - 62,845
Loans from sharenalder 16.117 22,378 - 6985 45 490
Suberdinale debt from shareholders _ wme i 3,458 - 3,459
Total undiscounted financial liabilities 58,034 43952 9,498 6,995 118479

The table below shows the contractual expiry by malurity of the Bank's financial commitments and continganc.es

Less than 3to 12 1to5s Cver

3 months months Years 5 years _Total
2009 3,183 1,809 4 450 10,278 19,745
2008 5125 5,503 500 8,334 20,5562

The Bank expects that not ali of the contingent liabilities or commitmenis will be drawn before expiry of the
commilments,

The maturity analysis does not reflect the historical stability of current accounts. Their liquidation has histoncally taken
place over a longer period than indicated in the tables above. These balances are included in amaunts due in less {han
three months in the tables above.

Incluged in due to custormers are term deposits of individuals. In accordance with the Geaorgian legisliation, the Bank is
pbliged 1o repay such deposiis upen demand of a deposilor

Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in
market vanables such as inleres! rates, foreign exchanges, and equity prices . Possible market risk is managed by
estimation of potential [oss and using imitalion system

Currency nsk

Currency risk is the risk that the value of a financial instrument will fluciuate due to changes in foreign exchange rates.
The Management Board has set limils on positions by currency based on the NBG regulations. Positions are monitored
on a daily hasis .

The tables below indicate the currencies to which the Bank had significant exposure a1 31 December 2009 on its non-
trading monelany assets and liabilllies and s ferecast cash Nows. The analysis calculates the effect of a reasonahbly
possible movement of the currency rate against tne Lar, with all olner varables held canstant on the income siatement
{due fo the fair value of currency sensiiive non-trading monetary assets and liabililies). Tre efiect on eguity does not
differ from the effect on the income statement. A negalive amount in the tabie reflects a potential net reduction in
income statement or equily, while a positive ameunt reflects a net potential increase.

T ™
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25. Risk management (continued)

Market risk (cantinued)

Change in Effect on Change in Effect an

2009 2009 2008 2008 -
use 162004 (G25) 11.20% (BEE)
EUR 13.20% (97} 15 30% (59)

Operational risk

Operational risk is the risk of loss arising from systems failure, human erfrar, fraud or external events When contrals fail
10 perform, operalional nsks can cause damage 1o reputation, have legal or regulatory implications. or lead to financial
loss. The Bank cannot expect to eliminale all operational risks, but a cantrol framework and menitering and responding
to potential nsks ceuld be effective lools 1o manage the risks. Contrels should include effective segregation of duties.
access, authorisation and reconciliaion procedures, slaff education and assessment processes, incluging the use of
internal audit.

268. Fair values of financial instruments

The Bank uses the following hisrarchy for detarmining and disclosing the fair value of financial instruments by valuation

technigue:

v Level 1: quoted {(unadjusted) prices in active marke!s for identical assels or liahilities;

r Level 2: technigues for which all inputs which have a significant effect on the recorded fair value are observable,
either directy or indirectly, and

’ Level 3: technigues which wse inputs which have a significant effect on the recorded fair value that ara not

based on observable market data.

The following 1able shows an analysis of financial instruments recorded at fair value by level ef the fair value hierarchy

At 31 December 2009 Level 1 Lovel 2 Level 3 Total

Financial asseots

Investmeni secunlies — avalable-for-sale 40 40

Other assels — derivalive instrument _ - 214 i 214
= 214 40 254

Fair value of fmaneial assets and liabifitic s not eariied al farr value

Set oud below is 2 comparison by class of the carnying amcunts and far values of the Bank's financial instruments that are
carried in the financial statements. The 1able does not inciude the fair values of nen-financial assels and nen-financial

hazilities
Carrying Unrecognised  Carrying Unrecognised
value Fair value gain/(loss) value Fair value gain/{loss)}
2009 2008 2009 2008 2008 2608
Financial assets
Cash and cash equivalents 16.637 15.637 - 18,002 18.002 -
Amaounis cue from cradil
instiduticns 2,579 2,579 - 2,707 2707
Loans lo cusiomers 82427 B2 427 - 105,055 105.055
Investmeant secunties
- held-to-maturity - - 3472 3472 -
Financial liabilities .
Amounts due 1o credit instinions (¢ 6 - 6,706 B.706 -
Amounts due 10 customers 58,321 58321 - ED,710 GO.710
Loans from shareholder 41,530 40 807 {923 43,228 43.228
Subordinated debt from
sharenolder 2,551 2011 (540 25 2281 (240)
Total unrecagnised change in N
unrealised fair value (1,463} — . =__ﬁ_i0}__
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Fair values of financial instruments {continued)

The following descrbes the methodologies and assumphons vsed to determune fair values far those financial instruments
which arg not already recorded ai fair value in the financial statements.

Assals for wineh fair value approximales canying valug

For financial assets and financial liakililes thal are liquid or having a shor term matunty (less than three months) it is
assumed that the carrying amcunis apgroximate to their fair value This assumplicn is also applied to demand deposits
savings accounts withow a specific maturily and variacle rate financiat instruments.

Fixed rate financial insfrumen!s

The fair value of fixed rate financial assets and tiabilities carred at amorlised cost are estimated by companng marke]
interest rates when they were first recognised with current market rates offered for similar financial instruments. The
estimated fair value of fixed interest bearnng deposis is based on discounted cash flows using prevailing money-market
interest rates for debts wilh similar credid risk and matunty. For gquoted debt issued the fair values are calculated based cn
quoted market prices. For those notes issued where quoted market prices are nof available, a discounted cash flow model
is used based on a current inlerest rate yield curve approprate for the remaining term to maturity.

Maturity analysis of assets and liabilities

The 1able below shows an analysis of assels and liakilities according to whan they are expecied to be recovered or
sellled. See Nole 25 “Risk management” for the Bank's conlraciual undiscounted repayment abligations.

- 2009 2008
Within one More than Within one Mare than
year ___one year Total ~  year _one year Total

Cash and cash equivalenls 16.637 16,637 18.002 - 18,002
Amounts due from cradit

institutions 2579 2,579 2,707 - 2707
L nans 1o cusiomers 31018 51,408 82,427 36 882 GB,173 105,055
Investment securidies:

- available-for-sale 40 - 40 40 - 40

- held-to-maturity o e : - 34712 § 3,472
Total §0.2_?4 51,408 101,683 £1,103 58,173 129,276
Amcunis due 1o credil

instilutions §] 6 8,705 6,706
Amcunts due 1o customers 56,797 1,524 58,321 E5,471 5235 60,710
Loans frem shareholder 37827 3,703 41,530 36,642 4,384 43,226
Subordinated debt from

snarenclder - 2,551 2,557 2,501 e R
Total Q94 B0 7778 102,408 101.0189 12,124 113,143
Net {44,356} ) 43 631 {725) (39,916) 56,?049 16._13_3_

The Bark's ability 1o cover the liabilities as they come due is primarly dependent on ability to realize equivaleni amaount
of assels. Long-lerm |loans are generally nol available in Georgia except for programs sed up by international financial
instilutions, The maturily analysis does not reflect the historical stabilily of current accounts. Their liquidation nas
historically taken place over a longer period than indicated in the tahles above. These balances are included in
amounis due on demand in the tables above.

As of 31 Decemeer 2008 the Bank had negative liquidity gap through one year in the amount of GEL 44 356, GEL 37 827
represents the lcans obtained from its controlling shareholder which is included under one year matunty. The Bank has
subsequently obtained approval from the shareholder for the reduclion in annual interest rate and for the extension of
malurty up to four (4) years. See Note 30

The financial statemenis have been pregared on a going concearn basis with a significant assumption that the Bank wail
obtain shareholder financial support.

g™
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Related party disclosures

in accordance with |AS 24 "Related Party Disclosures’. parties are considered to te related if one party has the ability
to control the other parly or exercise significant influence cver the ctrer pary in making financial or oparational
decisions. In considering each possible related panly relationship, attention is direcied to the substance of the
relationship, not merely the legal form.

Related parties may enter into transactons which unrelated paries might not, and fransactions belween related parties
may nat be effected on the same terms, condilions and amounts as transactions between unrelaled panies

The volumes of relaied parly fransacifions. outstanding balances at the year end, and related expense and income for
the year are as follows:

2009 —— 2008
Entities under the Entities under the
Shareholders _same Group ___Sharehalders same Group
Mostro accounts at December 31 180 - 3638 =
imterest income on Nastid accounts - . B4
Recenables - 631
Ceposits at 1 January - - - i1
Creposgits received during the year H 2z - -
Ceposits repaid dunng the year . 22 - 5 788
Giher movemeants 3 3 A B . _ nes
Depesits at 31 December R L . . TR Tr -
Current accounts at 31 December-
Interest expense on ceposiis - - - 13
Loans payaole al 1 January 43228 - 23,533
Loans received during the year 250,450 . 141,815
Leans repaid during the year (251 7HE) : - ooopEdaE
Loans payable al 31 December 41530 N 43,228 e 3
interest exganse on lpans 547 - 2569
Subordinated loans payable al 1 January 2,801 - 2387
Subardinated leans received during the year 50 . 114
Sunardinated lcans repaid dunng the year - : e . = —F R B
Supardinated leans payable at 31 Decemzar 2,551 - - 250 =
Interest expense ¢n subordinaled loan 228 - 225

Commiiments and quaraniees issued - - -

Fag and commissian inoome
Fee and commission expense

Loans 1o key management personnel and related income comprise:

2008 2008
Loans cutsianding at 1 January, gross 282 200
Loans issued during the year 386 423
Loan repayments during the year 1204} (347)
Loans outstanding at 31 December, net 464 o _282
interest income on loans 40 ) . 50

Compensation of key management personnel was comarised of tne following

2009 2008
Saiaries and ofner shert-term benefits 589 485
Total key management compensation 589 _ ABS

o
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29. Capital adequacy

The Bank maintains an actively maraged capital base to cover risks inherentn the business. The adeguacy of the
Bank's capifal is monitored using, among other measures, the ratios estavlisned by the NEG in supervising the Bank.
The primary objectives of the Bank's capital management are to ensure that the Bank complies with externalty imposed
capital requirements and that the Bank maintains strong cradit ratings and nealthy capral ratios n arder to suppor its
business and to maximise shareholders’ value.

The Bank manages ifs capial structure and makes adjustments to it in the light of changes in econemic conditions and
ihe risk characteristics of its activilies. 1n erder 1o maintain or adjust the capilal structure, the Bank may adjus! the
amount of dividend payment te sharehelders, return capital te shareholders or issue capital securitizs. No changes
were made in the cbjectives, policies ang processes fram the previous years

NBG capital adequacy ratio

The NBG raquires banks to maintain a minimum capital adeguacy ratic of 12% (2008 - 12%) of risk-weighted assets
As of 31 Becember 2009 and 2008, the Bank's capital adeguacy ralio on this basis was as follows

_ 2008 2008
Core capital 34,802 34,385
Supplementary capital (2,253) 4,054
Total regulatory capijtal 32509 1_]_@,_4!41. —
Risk-weighted assets 144,256 225,798
Capital adeguacy ratio 22 54% 17.02%

Regulatery capilal consists of Tier 1 capital, which compnises share capital and retained sarmings including current year
profil. Certain adjusiments are made to IFRS-based results and reserves, as prescribed by the NEBG. The oiher
component of reguiatory capital is Tier 2 capital, which includes suberdinated debt and revaluation reserve

30. Event after the reporting period

Based on the sharenclders’ meefing on 26 March 2010, BTA Kazakhstan, a sharehofder, has approved tha
restructuring of its loan given to the Bank of GEL 37 827. The new ferms include a reduction of interest rate from 18%
to 12% per annum angd prolongation of maturly uo to 4 years.

On 8 April 2010 Sik Road Finance Group (Georgia) acguired additienal 27% of the total shares of the Bank from ZRL

Beteiligungs AG and Interfunding Facililies Lid. and became the controlling shareholder of the Bank with 5194 of tatal
shares issues thereafler. The change in share ownership has been duly registered by the Bark's imlernal depository.
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