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Independent auditors’ report

To the Shareholders and Board of Directors of JSC BTA Bank

We were engaged to audit the accompanying financial statements of JSC BTA Bank (the "Bank"), which comprise the
statement of financial position as at 31 December 2012, and the income statement, statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Management's responsibility for the financial statements

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

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

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

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

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as at

31 December 2012, and its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards.

Emphasis of matter - material uncertainty

Without qualifying our opinion, we draw attention to Note 3 to the financial statements which indicate that the Bank
incurred a total comprehensive loss of GEL 5,281 for the year ended 31 December 2012 and, as of that date, had
accumulated losses of GEL 2,170. These conditions, along with other matters as set forth in Note 3, indicate the existence
of a material uncertainty which may cast significant doubt about the Bank's ability to continue as a going concern.

Emphasis of matter - related party transactions

Without qualifying our opinion, we draw attention to Note 29 to the financial statements which disclose a significant
concentration of the Bank's financing activities with related parties.

Senst & gouag LLC

17 July 2013

A member firm of Ernst & Young Giobal Limited



JSC BTA Bank Financial statements

Statement of financial position
As at 31 December 2012

(Thousands of Georgian Lari)

2011 2010
As restated As restated
Notes 2012 (Note 2) (Note 2)
Assets
Cash and cash equivalents 6 8,305 6,491 12,843
Amounts due from credit institutions 7 9,770 5,774 8,185
Loans to customers 8 . 75,409 71,564 48,221
Investments securities:
- available-for-sale 9 20 - 40
- held-to-maturity 9 2,873 3,533 4,371
Property and equipment 10 17,335 20,799 22,509
Investment property 11 10,478 11,822 11.245
Intangible assets 12 415 592 593
Current income tax assets 13 199 198 198
Other assets 14 1;923 2,108 1,738
Total assets 126,727 122,881 109,943
Liabilities
Amounts due to credit institutions 15 6,273 8,598 4,009
Amounts due to customers 16 35,228 27,236 19,947
Other borrowed funds 74 49,802 45 452 44,935
Subordinated loan 18 2,507 2,528 2,683
Deferred income tax liabilities 13 959 1,717 1,908
Provisions 19 30 100 218
Other liabilities 14 821 862 421
Total liabilities 95,620 86,493 74,121
Equity
Share capital 20 30,000 30,000 30,000
Land and buildings revaluation reserve 3,302 5,207 5,579
(Accumulated losses)/retained earnings (2.195) 1,181 243
Total equity 31,107 36,388 35,822
Total liabilities and equity 126,727 122,881 109,943
Signed and authorised for release on behalf of the Management Board of the Bank:
FEN0
p - 0 i _J - '\j'
0N Q \‘._‘ /
1 - 7Te ' “ N F - -~
%LLLL-\.Q_. ll L i'\ \,':'llli.: { :‘rﬁ" {if,{‘ é-‘ /
Kairat Kenzhegatin - an«\ |l Natalia Modrekelfizé”
General Director 2% | . = /' v/ Chief Accountafit
\.-—l-'-'-._ / f
A :’;!
.L:.. {_ii'_._.,. =

17 July 2013

The accompanying notes on pages 6 to 43are an integral part of these financial statements.



JS5C BTA Bank

Financial statements

income statement
For the year ended 31 December 2012

{Thousands of Georgian Lari)

Interest income
Loans to customers
Investment securities - Held-to-maturity
Amounts due from credit institutions

Interest expense
Other borrowed funds
Amounts due to customers
Amounts due to credit institutions

Subordinated loan

Net interest incame
Loan impairment {charge)/reversal
Net interest income after lean impairment charge

Net fee and commission income
Met gains/(losses) from foreign currencies:
- dealing
- translation differences
Net losses on investment property revaluation
Net Josses on property revatuation
Net losses from disposal of investment property

Other income
Mon-interest income

Personnel expenses

Other operating expenses

Depreciation and amaortisation

Other impairment and provisions (charge)/reversal
MNon-interest expenses

(L.oss)/profit before income tax benefit
Income tax benefit/(expense)

{Loss)/profit for the year

2011
As restated
Notes 2012 {Note 2)
14,733 11,086
384 445
308 483
15,425 12,014
(4,773} (3,449}
(2,573} (1,088)
(500 (505>
(223) (228
(8,069) (5,268}
7.356 6,746
8 (1,982} 2,636
5374 9,382
22 1,051 1,062
1,218 1,330
(168) (55>
i1 (156) {748}
i0 (121) -
(78) 7o)
23 777 973
2,523 2,492
24 (5,420) (4,706}
24 (4,437) 4,772
10,11 (1,558} (1,727)
25 (564) 11
(11,979 (11,194
{4,082) &80
13 464 145
(3,618} 825

The accompanying notes on pages & to 43 are an integral part of these financial statements.



JSC BTA Bank

Financial statements

Statement of comprehensive income
For the year ended 31 December 2012

(Thousands of Georgian Lari)

{Loss)/profit for the year

Other comprehensive income/(loss)

Revaluation loss of land and buildings

Income tax relating to components of other comprehensive
income

Other comprehensive loss for the year, net of tax

Total comprehensive (foss)/income for the year

2011
As restated
Notes 2012 (Notfe 2)

(3,618) 825
10 (1,957 (305}

13 294 46
(1,663} (259}

(5,281) 566

The accompanying notes on pages 6 to 43 are an integral part of these financial statements.



JSC BTA Bank

Financial statemenis

Statement of cash flows

For the year ended 31 December 2012

{Thousands of Georgian Lari)

31 December 2010 (as previously reported)

Correction of errors (Note 2)
31 December 2010 (as restated)

Total comprehensive income/(loss) for the

yvear (as restated)
Transfer of revaluation reserve, net of fax

31 December 2011 (as restated)

Total comprehensive (loss)/income for the
year
Transfer of revaluation reserve, net of fax

31 December 2012

Revaluation Retained
reserve for earnings/
Share property and  (accumulated Tota!
capital eqguipment Josses) equity
30,000 5,579 (1,017} 34,562
- - 1,260 1,280
30,000 5,579 243 35,822
- (259 825 566
- i’ 113 -
30,000 5,207 1,181 36,388
- (1,663} (3,618 (5,281)
- (242) 242 -
30,000 3,302 {2,195) 31,107

The accompanying notes on pages & to 43 are an integral part of these financial statements.



JSC BTA Bank

Financial statements

Statement of cash flows
For the year ended 31 December 2012

(Thousands of Georgian Lari)

Cash flows from operating activities

Interest received

Interest paid

Fees and commissions received

Fees and commissions paid

Net realised gains from dealing in foreign currencies

Other income received

Personnel expenses paid

Other operating expenses paid

Cash flows from operating activities before changes in
operating assets and liabitities

Net (increase) decrease in operaling assets
Amounts due from credif institutions
Loans to customers

Other assets

Net increase (decrease} in operating liabilities

Amounts due to credit institutions

Amounts due to customers

Cther liabilities

Net cash flows from/(used in) operating activities before
income tax

tncome tax paid
Net cash from/{used in) operating activities

Cash flows from investing activities

Purchase of investment securities

Proceeds from sale and redemption of investment securities
Purchase of investment property

Proceeds from sales of invesiment property

Purchase of property and equipment

Proceeds from sale of property and equipment

Net cash from/(used in} investing activifies

Net cash from/(used in) financing activities

Effect of exchange rates changes on cash and cash equivalents
Net increase/{decrease) in cash and cash equivalents

Cash and cash equivalents, beginning

Cash and cash equivalents, ending

2011
As restated
Notes 2012 (note 2)
14,612 12,117
(3,001) (1,557
1,377 1,252
(327 (190}
1,218 1,330
78 950
(5,415) (4,468)
(4,429) (4,775}
4,813 4,659
(4,058) 2,082
(7,486} (26,706)
(45} (BT
(2,302) 4,643
8,039 7,131
383 214
(1,077} (B,654)
(1,077) (8,654)
203 -
675 946
11 - -
2,441 1,796
(334 914)
180 786
2,942 2,614
(51) (312)
1,814 (6,352)
6 6,491 12,843
6 8,305 6,491

The accompanying notes on pages 6 to 43 are an integral part of these financial statements.



JSC BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Principai activities

JSC BTA Bank (the “Bank™) was established on 27 January 2000 as a joint stock company (JSC) following the merger
of two Georgian banks: JSC Export-Import Bank and J5SC Discount Bank. The Bank was established under the name of
the JSC Silk Road Bank. The Bank was registered on 31 January 2000 with the Didube-Chugureti Regional Court of
Thilist, registration number 2/5-98.

Cn 30 May 2003 the Bank acquired the assets and liabilities of JSC EA Bank.

On 23 September 2005 based on resaluticn number 2/5-98 of the Didube-Chugureti Regional Court, the shareholders
of the Bank changed, and i was renamed JSC BTA Silk Road Bank, In 2008 based on order number 176-r of Large
Payer Tax Inspection the Bank has changed its name to JSC BTA Bank.,

As at 31 December 2012 the Bank has a head office and seven service centres located in Thilisi, one service centre in
Poti, one service centre in Kobuleti and one branch and service centre in Batumi,

The Bank accepts deposits from the public and extends credit, transfers payments in Georgia and abroad, exchanges
currencies and provides other banking services to its corporate and retail customers. The Bank's registered legal
address is 2 Zaarbrukeni Square Thilisi, Georgia. The Bank is reguiated by the National Bank of Georgia (the "NBG";
the central bank of Georgia) and conducts {he business under license number 238.

The number of Bank's employees as at 31 December 2012 was 250 (2011: 215; 2010; 192),

The Bank's registered leqal address is 2 Saarbrucken Square, 0102 Thilisi, Georgia.

As of 31 December 2012, the shareholders of the Bank are as follows:

2012 2011 2010
Shareholder % % %
Silk Road Finance Group (Georgia) 50.99 50.99 50.59
JSC BTA Bank (Kazakhstan) 49,00 49.00 49.00
Individuals 0.01 0.01 0.01
Total 100.00 100.00 100.00

The Bank is ultimately controlied by Giorgi Ramishvili, a Geergian national.

Basis of preparation
General

These financial statements have been prepared in accordance with International Financial Reporting Standards
("IFRS™) under the historical cost convention except for land and buildings, investment property and investment
securities available-for-sale, which are carried at fair value,

These financial statements are presented in thousands of Georgian Lari ("GEL"), unless otherwise indicated. GEL is
utilised as the functional currency as the majority of the Bank's transactions are denominated or funded in GEL.
Transactions in other currencies are treated as transactions in foreign currencies,

The principal accounting policies applied in the preparation of these financial statements are set out below,
Restatements and reclassifications

When preparing the financial statements as of and for the vear ended 31 Decembar 2012, certain items of the
financial statements as of and for the year ended 31 December 2011 and as at 31 December 2010 were corrected
and reclassified, and accordingly restated.

The following restatements and reclassifications have been made to the statement of financial position as at
31 December 2011:



JSC BTA Bank MNetes to 2012 financial statements

(Thousands of Georgian Lari)

Basis of preparation (continued)

Resiatements and reclassifications (continued)

The following restatements and reclassifications have been made to the statement of financial position as at
31 December 2011:

As previously

reported Restatements  Reclassifi- As adfusted
(2011) (2011) cations (2011) (2011) Notes
Statement of financial position
Cash and cash equivalents 7.266 (775 - 6,491 a), by
Amounts due from credit institutions 5,024 775 25 5774 a), b, o
Loans to customers 71,804 (240} - 71,564 d)
Property and equipment 20,876 7 - 20,799 exrfy
Investment property 2,645 9,177 - 11,822 Q.h)
Other assets 10,150 (8,067 25 2,108 ) q)
Amounts due fo credit institutions 6,420 - 2,178 8,598 D
Cther borrowed funds 49,044 (1,414) (2,178} 45,452 DAY
Deferred income tax liabilities 1,615 i02 - 1,717 D, m)
Provisions - - 100 100 ny
d), n,
Cther liabilities 908 54 (100) 862 o) P P
Land and buildings revaluation
reserve 4,757 450 - 5,207 b
(Accumulated losses)/retained
earnings 422> 1,603 - 1,181 Q), m}

The following restatements have been made to the income statement for the year ended 31 December 2011 to
conform to 2012 presentation:

As previously
reported Restatements As adjusted

(2011) (2011) (2011) Notes

Income statement
Interest income on loans to customers 11,216 (130) 11,086 3!
Interest expense on other borrowed funds (4,574 1,125 (3,449) k)
Loan impairment {charge)/reversal 2,606 30 2,636 d)
Net gains/(losses) from foreign currencies translation

differences {344} 289 (55) k)
Net gains/(losses) on investment property revaluation - (748) (748) q}
Net losses from disposat of investment property - (70} (70) e).
Other income 1,639 (666) 973 gn o
Personnel expenses (4,366) (340 {4,706) o), Q)
Depreciation and amortization (1,663} (64) (1,727) ey
Other operating expenses (5,478) 706 4.772) @.H. P
Other impairment and provisions (Charge)/reversal - i1 11 al, ),
income tax benefit/(expense) (53) 198 145 m)
(Loss)/profit for the year 471 354 825

The following restatements have been made to the statement of comprehensive income for the year ended
31 December 2011:

As
previousty
reported Restatements  As adfusted
(2011) (2011) (2011) Notes
Statement of comprehensive income
(Loss)/profit for the year 481 344 825 5)
Other comprehensive income/{loss)
Revaluation loss of land and buildings 834 529 (305) 3]
Income tax relating to components of other
comprehensive income 125 (79 46 n
Other comprehensive (loss)income for the year,
net of tax {709} 450 (259) )
Total comprehensive (loss)/ income for the year (228) 794 566 5)




JSCBTA Bank Notes to 2012 financial statements

(Thousands of Georgian t.ari)

Basis of preparation (continued)
Restatements and reclassifications (continued)

The following restatements and reclassifications have been made to the statement of financial position as at
31 December 2010 to conform to 2012 presentation:

As previously

reported Restatements  Reclassifi- As adjusted

(2010) (2010} cations (2010) (2010) Notes
Statement of financial position
Cash and cash equivalents 5,826 7.017 - 12,843 a), b}
Amounts due from credit institutions 15,230 (7,017 {(28) 8,185 a)y, o
Invesiment property 2,034 9,211 - 11.24% Q)
Other assets 9,439 (7,729 28 1,738 i
Amounts due to credit institutions 906 - 3,103 4,009 )
Other borrowed funds 48,038 - (3,103) 44,935 )
Deferred income tax liakilities 1,686 222 1,208 m)
Provisions - - 218 218 ny
Other liabilities 639 - (218) 421 ny
(Accumulated tosses)/retained

earnings (1,016) 1,259 243 @), i). m3

a) Amounts held as obligatory reserve with NBG (National Bank of Georgia) equal to GEL 2,938 (2010:
GEL 2,836) that did not meet definition of cash and cash equivalents were erroneously classified in prior
periods as Cash and cash equivalents. To correct the error they were reclassified to Amounts due from credit
institutions.

b) Current accounts with resident and non-resident credit institutions equal to GEL 2,163 (2010 GEL 9,853) that
met definition of cash and cash equivalents were erroneously classified in prior periods as Amounts due from
credit institutions. To correct the error they were reclassified {o Cash and cash equivalents.

c) Amounts blocked by international financial organizations Western/Visa egual to GEL 25 (2010: GEL 28) that
were classified in prior periods as Amounts due from credif institutions were reclassified to Other assets.

d) In 2011 the deferral of foan origination fee was not taken into account for the amortized cost calculation of
loans to customers. Respectively unearned income was included in other liabilities. To correct the error
deferred commission income amounting to GEL 270 (2010: nil) were raclassified from Other liabilities to Loans
to customers to achieve proper application of effective interest method. Adjustment for the amortized cost
also caused decrease of allowance for impairment in amount of 30 GEL in 2011 (2010: nil}.

g) Certain items of other property and eguipment in amount of GEL 517 (2010: GEL nil) were erroneously
classified in prior period as construction in progress and were not depreciated. To correct the error they were
reclassified within the property and eguipment into category “other” and depreciation expense for 2011
amounting to GEL 64 (2010: nily was recognized in the income statement,

f3 Effect of disposal of property and eguipment amounting to GEL 13 (2010; nil} related to reporting year ended
31 December 2011 were not recognized in prior year's financial statements. The effect of correction has been
reflected in Other operating expense and resulted in decrease of property, plant and eguipment as at
31 December 2011 by GEL 13 (2010: nil}.

g} The Company identified that in prior years certain repossessed properties that should be accounted for as
investment property at fair value in accordance with 1AS 40 was erroneously classified as Assels held for sale
and accounted for in accordance with IFRS S while criteria for such classification were not met as at
31 December 2011 and 2010. Changes in their fair value less cost to sale were presented within other
operating expenses or other income. As result of correction of these errors as at 31 December 2011
investment property increased by GEL 8,620 (2010: GEL 9,211), Other assets decreased by GEL 8,067 (2010:
GEL 7,895).



JSC BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Basis of preparation (continued)

Restatements and reclassifications (continued)

hl

mj

)

o)

p)

)

r)

s)

In 2011 certain repossessed investment property erroneously was not refiected in the statement of financiat
position. As result of correction of this error investment property as at 31 December 2011 increased by
GEL 557. In addition to that in prior years gains and losses related to investment property disposals and
revaluations as well as assets held for sale impairment and reversals of impairment were recognized in Other
operating expense and Other income rather than in separate line items Net gains/(losses) on investment
property revaluation and Net gains/{losses) from disposal of investment property, The overafl effect of these
corrections and reclassifications as well those described in g} above was increase of losses presented within
Net gains/(losses) on investment properfy revaluation for 2011 by GEL 748, increase of losses from
investment property disposal presented within Net losses from disposal of investment property for 2011 by
GEL 70, decrease of other operating expenses by GEL 822 and decrease in other income by GEL 267. At the
same time reversal of impairment presented within Other impairment and provisions (charge)/reversal was
decreased by GEL 108,

Certain repossessed motor vehicles were erroneously recegnized as at 31 December 2010 as assets held for
sale and accounted for in accordance with IFRS 5 while they did not meet criteria for such classification. To
correct the error their carrying amount presented within Other assets were increased by GEL 166 which
represents estimated costs fo sell deducted in accordance with IFRS 5 (2011: nil).

Term deposit from BTA Bank (Kazakhstan) amounting to GEL 2,178 (2010: GEL 3,103) that was presented in
prior pericds as Other borrowed funds was reclassified to Amounts due to credit institutions.

The Company identified that certain Other borrowed funds erroneously were not presented at amortised cost.
To correct this error Other borrowed funds decreased by GEL 1,414 (2010: nil). The effect on income
statement is represenied by decrease of Interest expense and Net gains/{losses) from foreign currencies
translation differences in amounts of GEL 1,125 and GEL 289, respectively.

The Company identified that in 2011 effect of revaluation of certain properfy and eguipment was erroneousty
recognized in other income within profit or loss instead of being recognized in other comprehensive income. In
addition to that respective deferred tax effect was not recognized in financial statements for 2011, To correct
this error gain on property revaluation amounting to GEL 529 (2010: nil) less respective deferred tax liability
amounting to GEL 79 (2010C: nil) were recognized in other comprehensive income with respective deferred tax
liability. The effect of restatement on Other income is decrease amounted to GEL 529.

The company recognized additional Deferred income tax liability in total amount of GEL 23 (2010: 222)
resulted from all adjustments made. The effect of correction to Income tax expense amounted to GEL 198.

Provision for guarantees amounting to GEL 100 (2010: GEL 218) that was included in prior periods in Cther
liabilities is now presented separately,

In prior periods the Company did not recognize accrual for unused vacation amounting to GEL 213 (2010; nil)
and liabilities related to Management and other personne! honuses amounting to GEL 114 (2010: nild. This
error was corrected by increasing ameunt of respective tiabilities as well as increase of Personnel expenses
amounted to GEL 327.

The Company identified that amount of GEL 119 (2010Q: nil) related to guarantee matured in 2011 was
erroneously included in other liabilities as at 31 December 2011. To correct this error the Company
derecognized the liability presented in the statement of financial position and accordingly adjusted Other
impairment and provisions (charge)/reversal line item in the income statement.

The Company identified that certain other liabilities existed as at 31 December 2011 erroneously were not
recognised in the financial statements for 2011. To correct this error Cther liabilities as at 31 December 2011
were increased by GEL 116 (2010: nil} and other operating expenses were increased by GEL 103 and
personnel expenses were increased by GEL 13,

The Company identified that in 2011 penalties accrued on Loans to customers amounting fo GEL 130 were
erronecusly classified as Interest income. To correct this error this amount was reclassified to Cther income.

As a result of the restatements the profit for the year increased by GEL 354. The total comprehensive income
for the year increased by GEL 794 comprised of the GEL 354 increase of profit for the year and GEL 450 and
increase of other comprehensive (loss)/income for the year, net of tax of GEL 450,



J5C BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Geing concern

The Bank incurred totat comprehensive loss of GEL 5,281 for the year ended 31 December 2012 and as of that date
had accumulated losses of GEL 2,170.

As of 31 December 2012 the Bank's financing arrangements with BTA Bank (Kazakhstan} comprised of GEL 49,802
classified as Other borrowed funds maturing in the period from February 2014 till October 2014 (Note 17},
GFL 2,507 classified as Subordinated loan maturing in March 2013 (Note 18) and GEL 1,415 classified as Amounts
due to credit institutions maturing in November 2014 (Note 15). Moreover the Bank has negative liguidity gap of
GEL 7,322 for within one year {(Note 28). Notwithstanding these facts management assesses that the Bank will have
the ability to meet alt of its liabilities as they come due for the following reasons:

> The Bank’'s capability to discharge its liabilities relies on its ability to realize an equivalent amount of assets
within the same period of time. The undiscounted financial liability gap does not reflect the historicat stability
of current accounts, Their liquidation has historically taken place over a longer period than indicated in the
tables disclosed in Notes 26 and 28, These balances are included in amounts due in less than one year in the
Maturity Analysis of assets and liahilities (Note 28).

> The Bank's management is currently in the process of negotiating the restructuring of the total indebtedness
towards BTA Bank (Kazakhstan). BTA Bank Kazakhstan agreed to initiate the restructure of the total
indebtedness if the Silk Road Finance Group (Georgia) will pledge as collateral 24% of its shares, transfer voting
rights for these shares to BTA Bank (Kazakhsian), repay the subordinated debt that matured in March 2013
and was not repald by the Rank, and increase the number of supervisory board members. Majority shareholder
and the Bank have the ability to meet the requested conditions of BTA Bank {(Kazakhstan) however they intend
to further negotiate the details. The management of the Bank estimates that the process of negotiations and
further approval of restructure of indeiredness wilt be completed by 30 September 2013.

- The Bank's management is estimating that the reduced cost of debt after the restructure of the indebtedness
will enable it to attract more borrowers and thus increase ifs loan portfolio.

The aggregate of these actions will result into reduced negative liquidity gap.

The management estimates that the Bank will violate the liquidity prudential ratio of the National Bank of Georgia in
August 2013 as Other borrowed funds maturing in February 2014 {(Note 17) will become current liabilities for the
purposes of calculation of the prudential liguidity ratio. As a result there is a risk of sanctions from NBG towards the
Bank. The management intends to obtain a waiver letter from NBG as it wilt be able to demonstrate that liquidity
prudential ratic will be met in September 2013 after indebtedness restructure and as a result no sanctions will be
applied to the Bank by NBG.

For the reasons described above the financial statements of the Bank are prepared on the going concern basis.
However the conditions described above indicate the existence of material uncertainfy that may cast significant doubt
about the Bank's abiiity to continue as & going concern.

Summary of significant accounting policies

Changes in accounting policies and adoption of new or revised standards and interpretations
The Bank has adopted the following amended IFRS during the year:

Amendments to IFRS 7 Financial Instruments; Disclosures

The Amendments were issued in October 2010 and are effective for annual periods beginning on or after 1 July
2011. The amendment requires additional disclosure about financial assets that have been transferred to enable the
users of the Bank’s financial statements to evaluate the risk exposures relating to those assets. The amendment has
no impact on the Bank's financial position or performance.

Other amendments resulting from Improvements to the following standards did not have any impact on the
accounting policies, financial position or performance of the Bank:

[ IAS 12 Income Taxes (Amendment) - Deferred Taxes: Recavery of Underlying Assets;

> IFRS 1 First-Time Adoption of International Financial Reporting Standards (Amendment) - Severe Hyperinflation
and Removal of Fixed Dates for First-Tirmne Adopter.
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JSC BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies {(continued)

New accounting pronouncements

Certain new standards and interpretations have been published that are mandatory for the Bank's accounting periods
beginning on or after 1 January 2013 or later periods and which the Bank has not early adopted:

IFRS 9 Financial Instrumenis

IFRS 9, as issued, reflects the first phase of the IASB's work on the reptacement of IAS 39 and applies to classification
and measurement of financial assets and financial liabilities as defined in IAS 39. The standard was initially effective
for annuat periods beginning on or after 1 January 2013, but Amendments to IFRS 9 Mandalory Effective Date of
IFRS 9 and Transition Disclosures, issued in December 2011, meoved the mandatory effective date to 1 January 2015.
In subsequent phases, the IASB will address hadge accounting and impairment of financial assets. The bank will
quantify the effect of the adoption of the first phase of IFRS 9 in conjunction with the other phases, when issued, to
present a comprehensive picture,

IFRS 10 Consolidated Financial Statemenis

IFRS 10 establishes a single contro! model that appiies to all entities including special purpose entities. The changes
introduced by IFRS 10 will require management to exercise significant judgment to determine which entities are
conirolled, and therefore, are required fo be consolidated by a parent, compared with the reqguirements that were in
IAS 27. In addition IFRS 10 introduces specific application guidance for agency relationships. IFRS 10 replaces the
portion of tAS 27 Consolidated and Separate Financial Statements that addresses the accounting for consolidated
financial statements. It also includes the issues raised in SIC-12 Consolidation — Special Purpose Entities. It is effective
for annual periods beginning on or after 1 January 2013. Earlier application is permitted. Currently the Group
evaluates possible effect of the adoption of IFRS 10 on its financial position and performance.

IFRS 11 Joint Arrangements

IFRS 11 removes the option fo account for jointly controlled entities (JCEs) using proportionate consolidation.
instead, JCEs that meet the definition of a joint venture must be accounted for using the equity method. IFRS 11
supersedes |AS 31 inferests in Joint Yentures and S1C-13 Jointly Controfied Entities ~ Non-monefary Contributions by
Venturers and is effective for annual periods beginning on or after 1 January 2013, Earlier application is permitted.
The Group expects that adoption of IFRS 11 will have no effect on its financial position and performance.

IFRS 12 Disclosure of Inferests in Other Entities

IFRS 12 is effective for annual periods beginning on or after 1 January 2013, IFRS 12 includes all of the disclosures
that were previously in IAS 27 related to consclidated financial statements, as well as all of the disclosures that were
previously included in tAS 31 and IAS 28. These disclosures relate to an entity's interests in subsidiaries, joint
arrangements, associates and structured entities. A number of new disclosures are also required. In particular, the
Group will need to disciose more information about the consolidated and unconsolidated structured entities with which
it is involved or which it has sponsored. However, the standard will have no impact on Group's financial position or
performance.

IFRS 13 Fair Value Measurement

IFRS 13 establishes a singte source of guidance under IFRS for alf fair value measurements. IFRS 13 does not change
when an entity is required to use fair value, but rather provides guidance on how to measure fair value under IFRS
when fair value is required or permitted. IFRS 13 is effective for annual periods beginning en or after 1 January 2013,
Earlier application is permitted. The adoption of the IFRS 13 may have effect on the measurement of the Group's
assets and liabilities accounted for at fair value. Currently the Group evaluates possible effect of the adoption of
IFRS 13 on its financial position and performance.

IAS 27 Separate Financial Statements (as revised in 201 1)
As a consequence of the new IFRS 10 and IFRS 12, what remains of 1AS 27 is limited to accounting for subsidiaries,
jointly controlled entities, and associates in separate financial statements. The amendment becomes effective for

annual periods beginning on or after 1 January 2013. Currently the Group evaluates possible effect of the adoption of
[AS 27 onits financial position and performance.
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JSC BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)

New accounting pronouncements (continued)
IAS 28 Investments in Associates and Joint Ventures (as revised in 2011)

As a consequence of the new IFRS 11 and IFRS 12. 1AS 28 has been renamed IAS 28 Investments in Associates and
Joint Ventures, and describes the application of the equity method fo investments in joint ventures in addition to
associates, The amendment becomes effective for annual periods beginning on or after 1 January 2013. Currently
the Group evaluates possible effect of the adoption of 1AS 28 on s financial position and performance.

Amendments to IAS 19 Employee Benefits

The IASB has published amendments to IAS 19 Employee Benefits, effective for annual periods beginning en or after
1 January 2013, which involve major changes to the accouniing for employee benefits, including the removal of the
option for deferred recognition of changes in pension plan assets and liabilities (known as the “corridor approach”). In
addition, these amendments will imit the changes in the net pension asset {tiability) recognized in profit or lass to net
interest income (expense) and service costs. The Group expects that these amendments will have ne impact on the
Group's financiat position.

Amendments to 1AS 1 Changes to the Presentation of Other Comprehensive Income

The amendments to 1AS 1 change the grouping of items presented in other comprehensive income. ltems that could
be reclassified {or recycled) to profit or loss at a future point in time (for exampte, net losses or gains on available-for-
sale financial assets) would he presented separately from items that will never be reclassified (for example,
revaluation of buildings). The amendment affects presentation only and has no impact on the Group's financial
position or performance. The amendment becomes effective for annual periods beginning on or after 1 July 2012.

Amendments to IFRS 7 Disclosures - Offsetting Financial assets and Financial Liabilities

These amendments require an entity to disclose information about rights to set-off and related arrangements
{e.q., cellateral agreements). The disclosures would provide users with information that is useful in evaluating the
effect of netting arrangements on an entity's financial position. The new disclosures are required for alf recognized
financial instruments that are set off in accordance with 1AS 32 Financial Instruments: Presentation. The disclosures
also apply to recognized financial instruments that are subject te an enforceable master netting arrangement or
simflar agreements, irrespective of whether they are set off in accordance with IAS 32. These amendments will nof
impact the Banks’ financial position or performance and will become effective for annual periods beginning on or after
1 January 2013,

Amendments to 1AS 32 - Offsetting Financial Assets and Financiaf Lisbilities

These amendments clarify the meaning of “currently has a legally enforceable right to set-off". It will be necessary to
assess the impact to the Group by reviewing settlement procedures and legal documentation to ensure that offsetting
is stilf possible in cases where it has been achieved in the past. In certain cases, offsetting may no longer be achieved,
In other cases, centracts may have to be renegotiated. The reguirement that the right of set-off be available for all
counterparties to the netting agreement may prove to be a challenge for contracts where only one party has the right
to offset in the event of default,

The amendments also clarify the application of the 1AS 32 offsetting criteria to seftlement systems (such as central
clearing house systems) which apply gross settlement mechanisms that are not simultaneous. While many settlement
systems are expected to meet the new criteria, some may not. As the impact of the adoption depends on the Group’s
examination of the operational procedures applied by the central clearing houses and settlement systems it deals with
to determine if they meet the new criteria, it is not practical to quantify the effects.

These amendments become effective for annual periods beginning on or after 1 January 2014,
Amendment to IFRS 1 - Government foans
These amendments require first-time adopters to apply the requirements of {AS 20 Accounting for Government Grants

and Disclosure of Government Assistance, prospectively to government loans existing at the date of transition to IFRS.
The amendment will have no impact on the Group.
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JSC BTA Bank Notes to 2012 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)

New accounting pronouncements (continued)
improvements fo IFRS

The amendments are effective for annual periods beginning on or after 1 January 2013, They will not have an impact
on the Group.

- RS 1 First-time Adoption of international Financial Reporting Standards: This improvement clarifies that an
entity that stopped applying IFRS in the past and chooses, or is required, to apply IFRS, has the option to re-
apply IFRS 1. If IFRS 1 is not re-applied, an entity must retrospectively restate its financial statements as if it
had never stopped applying IFRS.

- IAS 1 Presentation of Financial Statements: This improvement clarifies the difference between voluntary
additional comparative information and the minimum required comparative information. Generally, the
minimum required comparative information is the previous period.

[ IAS 16 Property Plant and Equipment: This improvement clarifies that major spare parfs and servicing
equipment that meet the definition of property, plant and equipment are not inventory.

> IAS 32 Financial Instruments, Presenlation: This improvement clarifies that income taxes arising from
distributions te equity helders are accounied for in accordance with [1AS 12 income Taxes.

» IAS 34 Interim Financial Reporting: The amendment aligns the disclosure requirements for total segment assets
with total segment liabilities in interim financial statements. This clarification also ensures that interim
disclosures are aligned with annual disclosures.

Financial assets
Initial recognition

Financial assets in the scope of 1AS 39 are classified as either financial assets at fair value through profit or loss, loans
and receivables, held-to-maturity investments, or available-for-sale {inancial assets, as appropriate. When financiat
assets are recognised initially, they are measured at fair value, plus, in the case of investments not at fair value
through profit or loss, directly attributable transaction costs. The Bank determines the classification of its financial
assets upon initial recognition and subsequently can reclassify financial assets in certain cases as described below.

Date of recognition

Alt regular way purchases and sales of financial assets are recognised on the {rade date i.e. the date that the Bank
commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the period generally established by regulation or convention in the marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. They are not entered into with the intention of immediate or short-term resale and are not classified
as trading securities or designated as investment securities avallable-for-sale. Such assets are carried at amortised
cost using the effective interest method. Gains and {esses are recognised in the income statement when the loans and
recelvables are derecognised or impaired, as well as through the amartisation process.

Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held-to-
maturity when the Bank has the positive intention and abifity to hold fhem to maturity. Investrments intended {0 be
held for an undefined period are not Included in this classification. Held-to-maturity investments are subseguently
measured at amortized cost. Gains and losses are recognized in the income statement when the investments are
impaired, as well as through the amortization process,

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or
are not classified in any other category. After initial recognition available-for-sale financiat assets are measured at fair
value with gains or losses being recognised in other comprehensive income until the investment is derecognised or
until the investment is determined to he impaired at which time the cumulative gain or loss previously reparted in
other comprehensive income is reclassified to the income staternent. However, interest calculated using the effective
interest method is recognised in the income statement.
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Summary of significant accounting policies (continued)

Financial assets (continued)

If the Bank has both the intention and ability to held investment securities available-for-sale to maturity, they may be
reclassified as investment securities held-to-maturity. In this case the fair value of securities, as of the date of
reclassification, becomes their new amortised cost. For instruments with a fixed maturity the revaluation reserve as of
the date of reclassification is amortised to profit or loss during the period until maturity using the effective interest
rate method.

Determination of fair value

The fair vatue for financial instruments traded in active market af the reporting date is based on their quoted market
price or dealer price quotations (bid price for fong positions and ask price for short positions), without any deduction
for transaction costs.

For all other financlal instruments not listed in an active market, the fair value is determined by using appropriate
valuation techniques. Valuation technigues inctude net present value technigues, comparison to similar instruments
for which market observable prices exist, options pricing models and other relevant valuation models.

Offsetting

Fimancial assets and liabilities are offset and the net amount is reported in the statement of financial position when
there is a legally enforceabte right to set off the recognised amounts and there is an intention to settle on a net basis,
or to realise the asset and settle the liability simultaneously. This is not generally the case with master nefting
agreements, and the related assets and liabilities are presented gross in the statement of financial position.

Reclassiffcation of financial assets

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

» a financiat asset that would have met the definition of {oans and receivables above may be reclassified o loans
and receivables category if the Bank has the intention and ability to hotd it for the foreseeable future or until
maturity;

- other financial assets may be reclassified to available for sale or held to maturity categories anly in rare

circumstances.

A financial asset classified as available for sale that would have met the definition of loans and receivables may he
reclassified to loans and receivables category of the Bank has the intention and ability to hold it for the foreseeable
future or until maturity.

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

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due from the NBG, excluding obligatory reserves, and
amounts due from credit institutions that mature within ninety days of the date of origination and are free from
contractual encumbrances.

Borrowings

1ssued financial instruments or their components are classified as liabilities, where the substance of the contractual
arrangement results in the Bank having an obtigation either to deliver cash or another financial asset to the hoider, or
to satisfy the obligation other than by the exchange of a fixed amount of cash or another financial asset for a fixed
number of own equity instruments. Such instruments include amounts due to the National Bank of Georgia, amounts
due to credit institutions, amounts due io customers, borrowings from shareholders and subordinated debt. After
initial recognition, borrowings are subseguently measured at amortised cost using the effective interest method.
Gains and losses are recegnised in the income statement when the borrowings are derecognised as well as through
the amortisation process.
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Summary of significant accounting policies (continued)
Leases

Operating - Bank as lessee

Leases of assets under which the risks and rewards of ownership are effectively retained by the lessor are classifled as
operating leases. Lease payments under an operating lease are recognised as expenses on a straight-line basis over
the lease term and included into other cperating expenses.

Operating - Bank as fessor

The Bank presents assets subject to operating leases in the statement of financial posttion according to the nature of
the asset. Lease income from operating leases is recognised in the income statement on a straight-line basis over the
iease term as other income. The aggregaie cost of incentives provided to lessees is recognised as a reduction of rentat
income over the fease term on a straight-line basis, initial direct costs incurred specifically to earn revenues from an
operating lease are added to the carrying amount of the leased asset,

impairment of financial assets

The Bank assesses at each reporting date whether there is any objective evidence that a financial asset or a group of
financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if,
there is objective evidence of impairment as a result of cne or more events that has occurred after the initial
recognition of the asset (an incurred “loss event”) and that loss event (or events) has an impact on the estimated
future cash flows of the financial asset or the group of financial assets that can be refiably estimated. Evidence of
impairment may include indications that the borrower or a group of borrowers is experiencing significant financial
difficulty, default or delinquency in interest or principal payments, the probability that they will enter bankruptcy or
other financial reorganisation and where observable data indicate that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or economi¢ conditions that correfate with defaults.

Amounts due from credit institutions and loans to customers

For amounts due from credit institutions and loans to customers carried at amortised cost, the Bank first assesses
individually whether objective evidence of impairment exists individually for financial assets that are individually
significant, or collectively for financial assets that are not individually significant. If the Bank defermines that no
objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, it
includes the asset in a group of financial assets with simitar credit risks characteristics and collectively assesses them
for impairment. Assets that are individually assessed for impairment and for which an impairment joss is, or continues
to be, recognised are not included in a collective assessment of impairment.

If there is an objective evidence that an impairment 1oss has been incurred, the amount of the foss is measured as the
difference between the assets' carrying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the asset is reduced through the use
of an allowance account and the amount of the loss is recognised in the income statement. Interest income continues
to be accrued on the reduced carrying amount based on the original effective interest rate of the assel. Loans
together with the associated aliowance are written off when there is no realistic prospect of future recovery and all
collaterat has been realised or has been transferred to the Bank. If, in a subsequent year, the amount of the estimated
impairment loss increases or decreases because of an event cccurring after the impairment was recognised, the
previously recognised impairment loss is increased or reduced by adjusting the atlowance account, If a future write-off
is later recovered, the recovery is credited to 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 rate, the discount rate for measuring any impairment loss is the current effective
interest rate. The calculation of the present value of the estimated future cash flows of a collateralised financial asset
reflects the cash flows that may result from foreclosure less costs for obtaining and selling the collateral, whether or
not foreciosure is probable.

For the purpose of a collective evaiuation of impairment, financial assets are grouped on the basis of the Bank's

internal credit grading system that considers credit risk characteristics such as asset type, industry, geographicat
location, coliateral type, past-due status and other relevant factors.
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Summary of significant accounting policies (continued)
Amounts due from credit institutions and loans {o customers (continued)

Future cash flows on a group of financial assets that are cotlectively evaluated for impairment are estimated on the
basis of historical loss experience for assets with credit risk characteristics simitar to those in the group, Historical loss
experience is adjusted on the basis of current observable data to reflect the effects of current conditions that did not
affect the years on which the historical loss experience is based and to remove the effects of conditions in the
historical period that do not exist currently. Estimates of changes in future cash flows reflect, and are directionally
consistent with, changes in related observable data from year to year (such as changes in unemployment rates,
property prices, commaodity prices, payment status, or other factors that are indicative of incurred losses in the group
or their magnitude). The methedology and assumptions used for estimating future cash flows are reviewed regularly
to reduce any differences between loss estimates and actual loss experience,

Held-to-maturity financial investments

For held-to-maturity investments the Bank assesses individually whether there is objective evidence of impairment. If
there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the asset’s carrying amount and the present value of estimated future cash flows. The carrying
amount of the asset is reduced and the amount of the loss is recognised in the income statement.

If, in & subsequent year, the amount of the estimated impairment {oss decreases because of an event occurring after
the impairment was recognised, any amounts formerly charged are credited to the income staterment.

Available-for-sate financial investments

For available-for-sale financial investments, the Bank assesses af each reporting date whether there is objective
evidence that an investment or a group of investmenis is impaired.

in the case of equity investments classified as available-for-sale, objective evidence would include a significant or
proionged decline in the fair value of the investment below its cost. Where there is evidence of impairment, the
cumulative loss - measured as the difference between the acquisition coast and the current fair value, less any
impairment [oss on that investrment previously recognised in the income statement - is reclassified from other
comprehensive income to the income statement. impairment losses on equity investments are not reversed through
the income statement; increases in their fair value after impairment are recognised in other comprehensive income.

In the case of debt instruments classified as available-for-sale, impairment is assessed based on the same criteria as
financial assets carried at amortised cost. Future interest income is hased con the reduced carrying amount and is

accrued using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment
loss. The interest income is recorded in the income statement. If, in a subsequent year, the fair vatue of & debt
instrument increases and the increase can be objectively refated to an event occurring after the impairment loss was
recognised in the income statement, the impairment loss is reversed through the income statement.

Renegotiated foans

Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement of new loan conditions.

The accounting treatment of such restructuring is as follows:
> If the currency of the lean has been changed the old foan is derecognised and the new loan is recognized;

- If the loan restructuring is not caused by the financial difficulties of the borrower the Bank uses the same
approach as for financial liabilities described below;

> If the loan restructuring is due to the financial difficuities of the borrower and the loan is impaired after
restructuring, the Bank recognizes the difference between the present value of the new cash flows discounted
using the eriginal effective interest rate and the carrying amount before restructuring in the provision charges
for the period. in case loan is not impaired after restructuring the Bank recalculates the effective interest rate.

Once the terms have been renegotiated, the loan is no longer considered past due. Management continuously reviews
renegotiated loans to ensure that all criteria are met and that future payments are likely to occur. The loans continue
to be subject to an individual or ¢ollective impatrment assessment, calculated using the loan's original or current
effective interest rate.
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Summary of significant accounting policies (continued)

Derecognition of financial assets and liabilities

Financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised where:

> the rights to receive cash flows from the asset have expired;

> the Bank has transferred its rights to receive cash flows from the asset, or retained the right to receive cash
flows from the asset, but has assumed an obligation to pay them in full without material delay to a third party
under a “pass-through” arrangement; and

8 the Bank either {a) has transferred substantially all the risks and rewards of the asset, or (b} has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the
asset,

Where the Bank has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the
extent of the Bank's continuing involvement in the asset. Continuing involvement that takes the form of a guarantee
over the transferred asset is measured at the lower of the eriginal carrying amount of the asset and the maximum
amount of consideration that the Bank could be required to repay.

Where continuing invclvement takes the form of a written andfor purchased option (including a cash-setfled option or
similar provision) on the transferred asset, the extent of the Bank’s continuing involvement is the amount of the
transferred asset that the Bank may repurchase, except that in the case of a written put option (including a cash-
settled option or similar provision} on an asset measured at fair value, the extent of the Bank's continuing involvement
is limited to the lower of the fair value of the transferred asset and the option exercise price,

Financial liabilities
A financial liabiity is derecognised when the obligation under the lability is discharged or cancelled or expires.

Where an existing financial liabitity is repiaced by ancther from the same lender on substantially different terms, or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and the recegnition of a new liability, and the difference in the respective
carrying ameounts is recognised in the income statement.

Credit related commitments

In the ordinary course of business, the Bank gives credit related commitments, consisting of letters of credit, and
financial guarantees. Financial guarantees represent irrevocable assurances to make payments in the event that a
customer cannot meet its obligations to third parties and carry the same credit risk as loans. Financial guarantees are
initially recognised in the financiat statements at fair value, in ‘Other figbilities’, being the amount of fees received.
Subsequent to initial recognition, the Bank's liability under each guarantee is measured at the higher of the amortised
tee and the best estimate of expenditure required to settle any financial obligation arising as a result of the guarantee.

Any increase in the liability refating to financial guaraniees is taken to the income statement. The amount of fee
received is recognised in the income statement on a straight-line basis over the fife of the guarantee.

Taxation

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable
profits or losses for the current and prior periods. Taxable profits or [osses are based on estimates if financial
statements are authorised prior to filing refevant tax returns. Taxes other than on income are recorded within
administrative and other operating expenses.
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sSummary of significant accounting policies (continued)

Taxation (continued)

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes. In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary
differences on initial recognition of an asset or a tability in a transaction other than a business comhbination if the
transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred tax balances are measured
at tax rates enacted or substantively enacted at the end of the reporting period which are expected to apply to the
period when the femporary differences will reverse or the tax loss carry forwards will be utilised. Deferred tax assets
and liabilities are netted only within the individual companies of the Group. Deferred fax assefs for deductible
temporary differences and tax loss carry forwards are recorded only to the extent that it is probable that future
taxable profit will be avaiable against which the deductions can be utilised,

Deferred income tax is provided on post acguisition retained earnings and other post acquisition movements in
reserves of subsidiaries, except where the Group controls the subsidiary's dividend pelicy and it is probable that the
difference will not reverse through dividends or otherwise in the foreseeable future,

Property and equipment

Equipment is carried at cost, excluding the costs of day-to-day servicing, less accumulated depreciation and any
accumulated impairment. Such cost includes the cost of replacing part of equipment when that cost is incurred if the
recognition criteria are met. The carrying values of equipment are reviewed for impairment when events or changes
in circumstances indicate that the carrying value may not be recoverable,

Following initial recognition at cost, buildings are carried at a revalued amount, which is the fair value at the date of
the revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses.
Valuations are performed frequently encugh to ensure that the fair value of a revalued asset does not differ materially
from its carrying amount.

Accumutated depreciation as at the revaluation date is eliminated against the gross carrying amount of the asset and
the net amount is restated to the revalued amount of the assei. Any revaluation surplus is credited to the revaluation
reserve for property and equipment included in other comprehensive income, except to the extent that it reverses a
revaluation decrease of the same asset previously recognised in the income statement, in which case the increase is
recognised in the income statement. A revaluation deficit is recognised in the income statement, except that a deficit
directly offsetting a previous surplus on the same asset is directly offset against the surplus in the revaluation reserve
for property and equipment.

An annual transfer from the revaluation reserve for property and equipment to retained earnings is made for the
difference between depreciation based on the revalued carrying amount of the assets and depreciation based on the
assets original cost. Upon disposat, any revaluation reserve relating to the particular asset being sold is transferred to
retained earnings.

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

Years
Buildings 50
Furniture and fixtures 4-10
Computers and office equipment 4
Motor vehicles 5
Other 4-10

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

Costs related to repairs and renewals are charged when incurred and included in other operating expenses, unless
they qualify for capitalization,
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summary of significant accounting policies (continued)

Investment property

investment property is land or building or a part of a building held to earn rental income or for capital appreciation and
which is not used by the Bank or held for sale in the ordinary course of business.

Investment properties are measured initially at cost, including transaction costs. Subsequent to initial recognition,
investment properties are stated at fair value, which reflects market conditions at the reporting date. Gains or losses
arising from changes in the fair values of invesiment properties are included in the income statement in the period in
which they arise. Fair values are determined based on an annual evaluation performed by an accredited external,
independent valuer, applying a vaiuation model recommended by the Internationat Valuation Standards Committee.

Transfers are made to or from investment property only when there is a change in use. For a transfer from investment
property to owner-accupied property, the deemed cost for subsequent accounting is the fair value at the date of
change in use. If owner-occupied property becomes an investment property, the Bank accounts for such property in
accordance with the policy stated under property and equipment up {o the date of change in use.

Investment properties are derecognised either when they have been disposed of or when they are permanently
withdrawn from use and no future economic benefit is expected from their disposal. The difference between the net
disposal proceeds and the carrying amount of the asset is recognised in the income statement in the period of
derecognition.

Earned rental income is recorded in income statement within other operating income.

Intangible assets
tntangible assets include computer software and licenses,

intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets
acquired in a business combination is fair value as at the date of acquisition. Following initial recegnition, intangible
assets are carried at cost less any accumulated amortisation and any accumulated impairment losses. The Bank's
intangible assets have definite useful life. Intangible assets are amortised over the useful economic lives of 2 to
7 years (computer software: 6-7 years, licenses: 2-7 years) and assessed for impairment whenever there is an
indication that the intangible asset may be impaired.

Provisions
Provisions are recognised when the Bank has a present legal or constructive obligation as a result of past events, and

it is probable that an outflow of resources embodying economic benefits will be reguired to settle the obligation and a
reliable estimate of the amount of obligation can be made.

Share capital
Ordinary shares are classified as equity. External costs directly attributable to the issue of new shares, other than on a

business combination, are shown as a deduction from the proceeds in equity. Any excess of the fair value of
consideration received over the par value of shares issued is recognised as additional paig-in capital.

Contingencies
Contingent liabilities are not recognised in the statement of financial position but are disclosed uniess the possibility of

any outflow in settiement is remote. A contingent asset is not recognised in the statement of financial position but
disclosed when an inflow of economic benefits is probable.
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Summary of significant accounting poficies (continued)

Recagnition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Bank and the
revenue can be rellably measured. The following specific recognition criteria must also be met before revenue is
recognised:

Interest and similar income and expense

For all financiat instruments measured at amortised cost and interest bearing securities classified as trading or
avallable-for-sale, interest income or expense is recorded at the effective interest rate, which is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial instrument or a
shorter pericd, where appropriate, fo the net carrying amount of the financial asset or financial liabitity. The
calculation takes into account all contractual terms of the financtal instrument and includes any fees or incremental
costs that are directly attributable to the instrument and are an integral part of the effective interest rate, but not
future credit losses. The carrying amount of the financial asset or financial liability is adjusted if the Bank revises its
estimates of payments or receipts. The adjusted carrying amount is calculated based on the original effective interest
rate and the change in carrying amount is recorded as interest income or expense.

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an
impairment loss, interest income continues to he recognised using the original effective interest rate applied to the
new carrying amount,

Fee and commission income

The Bank earns fee and commission income from a diverse range of services it provides fo its customers, Fees earned
for the provision of services over a period of time are accrued over that perfod. These fees include commission income
agency fees and other fees. Loan commitment fees for loans that are likely to be drawn down and other credit related
fees are deferred (together with any incremental costs) and recognised as an adjustment to the effective interest rate
on the loan.

Foreign currency transtation

The financial statements are presented in Georgian Lari, which is the Bank’s functional and presentation currency.
Transactions in foreign currencies are initially recorded in the functional currency, converted at the rate of exchange
rufing at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rate of exchange ruling at the reperting date. Gains and (osses resulting from
the translation of foreign currency transactions are recognised in the income statement as gains less losses from
foreign currencies - translation differences. Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rates as at the dates of the initial transactions. Non-monetary
iterns measured at fair value in a foreign currency are translated using the exchange rates at the date when the fair
value was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and the NBG exchange rate
on the date of the transaction are included in gains less losses from dealing in foreign currencies. The official
NBG exchange rates at 31 December 2012, 31 December 2011 and 31 December 2010 were 1.6567, 1.6703 and
1.7728 GEL to 1 USD, respectively.

Significant accounting judgements and estimates

Judgments

In the process of applying the Bank's accounting policies, management has made the foliowing judgements, apart from
those involving estimates, which have the most significant effect on the amounts recognised in the financial
statements:

> Classification of investment securities as held to maturity;
8 Usefui life periods for the tangible and intangible assets;
> Tax aceruals,
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Significant accounting judgements and estimates (continued)

Estimation uncertainty

In the process of applying the Bank's accounting policies, management has used its judgments and made estimates in
determining the amounts recognised in the financial statements. The most significant use of judgments and estimates
are as follows:

Altowance for loan impairment

The Bank regularly reviews its loans and receivables fo assess impairment. The Bank uses its judgement to estimate
the amount of any impairment loss in cases where a borrower is in financial difficulties and there are few available
sources of historical data relating to similar borrowers. Similarly, the Bank estimates changes in future cash fiows
hased on the chservable data indicating thaf there has been an adverse change in the payment status of borrowers in
a group, or nationat or local economic conditions that correlate with defaults on assets in the group. Management
uses estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of
impairment similar to those in the group of loans and receivables. The Bank uses its judgement to adjust observable
data for a group of ioans or receivables to reflect current circumstances.

Deferred tax assets

Deferred tax assets are recognised in respect of tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Judgment is required to determine the amount of deferred tax
assets that can he recognised, based upon the likely timing and level of future taxable profits, together with future tax
planning strategies.

Determination of collateral value

Management monitors market value of collateral on a regular basis. Management uses its experienced judgment or
independent opinion to adjust the fair value to reflect current circumstances. The amount and type of collateral
required depends on the assessment of credit risk of the counterparty.

Cash and cash equivalents

2011 2010
2012 (as restated) (as restaied)
Cash on hand 5,234 4,187 2,183
Current accounts with the National Bank of Georgia a7 141 807
Current accounts with other credit institutions 3,034 2,163 9,853
8,305 6,491 12,843

Cash and cash equivalents

As at 31 December 2012 current accounts with other credit institutions consist of non-interest bearing correspondent
accounts balances with resident and non-resident banks in the amount of GEL 2,796 (2011: GEL 231,
2010; GEL 7,014) and GEL 238 (2011: GEL 1,932; 2010: GEL 2,839), respectively.

Amounts due from credit institutions

2011 2010
2012 (as restated) (as restated)
Obligatory reserve with the National Bank of Georgia 6,203 2,937 2,836
Time deposits for more than 90 days 3,567 2.837 5,349
9,770 5,774 8,185

Amounts due from credit institutions

Credit institutions are required to maintain an interest earning cash deposit (obligatory reserve) with the NBG at 10%
and at 15% (2011: 5% until January 2011, 10% until February 2011, 15% untii December 2011; 2010: 5%} of the
previous month average of funds in GEL and foreign currencies, respectivety, attracted from customers by the credit
institution. The Bank's ability to withdraw such deposit is restricted by statutory legislation.

In 2012, 2011 and 2010 the obligatory reserve on USD account bears Interest at the rate of U.S. Federal Reserve
System less 0.5 % p.a.; on EUR account - the rate of the European Central Bank less 0.5 % p.a.

Time deposits for more than 90 days or overdue are placed with 3 resident banks (2011: 2 resident banks, 2010:
2 resident banks).
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Loans to customers

Loans to customers comprise:

2011 2010
2012 (as restated)  (as restated)
Corporate lending 42,093 42,206 25,989
Residential mortgages 23,514 17,588 7,308
Small business lending 6,773 6,613 6,554
Consumer lending 4,172 3,805 3,580
Credit cards 3,053 i.241 224
Auto loans 1,193 896 1,826
Other 3,054 5,808 12,051
Gross loans to custemers 83,852 78,157 57,532
Less: allowance for impairment (8,443) (6,593) (9,311}
Leans to customers 735,409 71,564 48,221
Altawance for impairment of loans to customers
A reconciliation of the allowance for impairment of loans to customers is as follows:
Smait
Corporate Residential business Consumer Credit Auto
lending  mortgages lending lending cards loans Other Total
2012 2012 2012 2012 2012 2012 2012 2012
At 1 January 2012 3,792 1,257 av9 523 33 192 417 6,583
Met charge/(reversal) for the
year 585 735 (167 {258) 166 (118) 1,039 1,982
Recoveries of previously
written off loans and
advances - 1 4 216 - 18 68 307
Amounts written off - 10 (22} (107} (1) (36) (263) (439}
At 31 December 2012 4,377 1,683 194 374 198 56 1,261 8,443
Individual impairment 4,044 945 80 - - - 344 5,413
Collective {mpa”ment 333 1¢038 114 374 198 26 917 3,030
4,377 1,983 194 374 198 56 1,261 8,443
Gross amount of loans and
advances, individuaily
determined te be impaired,
before deducting any
individually assessed
impairment aliowance 17,142 2.878 442 - - - 633 21,095
Smail
Corporate Residential business Consumer Credit
lending mortgages  lending fending cards Auto loans Other Total
2011 2011 2011 2011 2011 2011 2011 2011
Af 1 January 2011 4,424 723 765 520 21 316 2,541 9,311
Net charge/(reversal) for the
year (653) 313 (261} {181) 12 (GLY (1,787) {2,636)
Recoveries of previously
written off loans and
advances 149 218 11 196 - 16 4 594
Amounts written off (128) {2) (137) (12 - (56} (341) (676)
At 31 December 2011 3,792 1,257 379 523 33 192 417 6,593
Individual impairment 2,428 - - - - - - 2,428
Caollective impairmen[ 1.364 1,25? 379 523 33 192 417 4,165
3,792 1,257 379 523 33 192 417 6,593
Gross amount of loans and
advances, individually
determined to be impaired,
before deducting any
individuaily assessed 16,429 _ _ _ . _ _ 16,429

impairment altowance
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Loans to customers (continued)
individually impaired loans

Interest income accrued on loans and advances, for which individual impairment allowances have been recognized, for
the year ended 31 December 2012 comprised GEL 2,485 (2011: GEL 1,156; 2010: GEL 1,166).

in accordance with the Georgian legislation, ioans may only be written off with the approvat of the Board of Direcfors
and, in certain cases, with the respective decision of the Court.

Collateral and other credit enhancements

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 collateral and valuation parameters.

The main types of collateral obtained are as follows:
> For commercial lending, charges over real estate properties, inventory, and cash held in bank;

> For retail lending, mortgages over residential properties.
The Banrk also obtains guarantees from parent companies for loans fo their subsidiaries.

Management maonitors the market value of collateral, requests additionat collateral in accordance with the underlying
agreement, and monitors the market value of collateral obtained during its review of the adequacy of the allowance
for toan impairment,

It is the Bank's poficy to dispose repossessed properties in an orderly fashion. The proceeds are used to reduce or
repay the outstanding claim. In general, the Bank dees not occupy repossessed properties for business use. The
repossessed properties are recorded separately on the face of statement of financial position.

Concentration of foans to customers

As of 31 December 2012, the Bank had a concentration of loans represented by GEL 23,503 due from the ten fargest
third party borrowers (28% of gross loan portfolio) (2011: GEL 24,548 or 31.4% and 2010: GEL 16,259 or 28%). An
allowance of GEL 3,035 (2011: GEL 2,457 and 2010: GEL 3,079) was recognised against these loans. Included in
total loans to customers is an exposure to @ single greatest borrower of GEL 2,485 or 4.7% of total loan portfolio
(2011: GEL 3,659 or 4.7% and 2010: GEL 3,661 or 6.4%), that bears an annuat interest rate of 18%.

Loans have been extended to the foliowing types of customers:

2011 2010

2012 (as restated) (as restated)
Commercial legal entities 48,867 48,819 32,544
individuals 34,985 29,338 24988

83,852 78,157 57,532
Loans are made within Georgia in the following industry sectors:

2011 2010
2012 (as restated) {as restated)

Individuals 34,985 29,338 24,988
Construction 15,572 11,207 9,329
Retail 10,548 8,984 4,568
Financial 4,880 5,147 5,064
Food Industry 4,672 6,734 3,395
Agriculture 3,977 5,448 1,493
Energy 2,643 2,924 4,429
Manufacturing 2,619 3,013 1,711
FPharmacy 1,848 2,518 198
Tourism 652 791 562
Transportation and Communication 212 219 217
Other 1,244 1,784 1,678
Gross loans and advances to customers 83,852 78,157 57,532
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Investment securities

Available for sale securities comprise:

2012 2011 2010
Carrying Carrying Carrying
Share % value Share % value Share % value
JSC Gudauri (JSC Gergetiin
201 2.05% 260 2.05% 260 2.57% 260
JSC United Clearing Centier 6.25% 20 - - - -
Thifisi Interbank Stock Exchange - . - - 8.33% 40
280 260 300
Less: allowance for impairment (260) (260) (260)
Available-for-sale securities 20 — 40
Held-to-maturity securitias comprise:
2012 2011 2010
Government Treasury bonds of the Ministry of Finance of Georgia 2,873 2,765 301
Government Treasury bills of the Ministry of Finance of Georgia - 768 1,693
Government certificate of deposits of the National Bank of
Georgia - - 2,377
Held-to-maturity securities 2,873 3,533 4,371
2012 2011 2010
Nominafl Nominaf Nominal
annual annual annual

interest rate  Maturity

interest rate  Maturity interest rate  Maturity

Government Treasury bonds of

the Ministry of Finance of 8.90%

Georgia 13.00% 1-5 years
Government Treasury hills of the

Ministry of Finance of Georgia - -
Gavernment certificate of

deposits of the National Bank of

Georgia - -

9.50%- 5- 5 months -

13.00% 7 months 13.80% 1 year

9.20%- 10.07%-

9.37% 1-5 years 14.00% 2 years
9.05%-

- 9.75% 3 months
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Property and equipment

The movements in property and equipment were as follows:

Computers Furniture,
and commu- fixtures and Leasehold

Land and nication office Motor improve-

buildings gquipment equipment vehicles ments Other Total
Cost
31 December 2010 17,573 1,962 1,881 435 2,395 1,804 26,054
Additions - 51 71 76 50 666 914
Disposals - (151} (289) (226) (418) (529 (1,623)
Effect of revaluation {1,201y - - - (687) - {1,888)
31 December 2011 16,372 1,862 1,663 275 1,344 1,941 23,457
Additions 15 70 81 122 - 46 334
Transfers from investment

property 250 - - - - - 250

Disposals - - - (132) - (109 (241}
Write-offs - 55 {85) - - (551) (691)
Effect of revaluation (2,422) - - - - - (2,422)
31 December 2012 14,215 1,877 1,659 265 1,344 1,327 20,687
Accumuiated depreciation
31 December 2010 - 910 761 268 1,158 448 3,545
Depreciation charge 367 250 263 76 393 210 1,559
Disposals - (102) (164) (175} (317 (105} {(863)
Effect of revaluation (367) - - - (1,216) - (1,583
31 December 2011 - 1,058 860 169 18 553 2,658
Depreciation charge 344 172 235 556 351 214 1,372
Disposals - - - (48) - (&) (54)
Write-pfis - {53} (78 - - {14%) (280}
Effect of revaluation (344) - - - - - (344
Net book value
31 December 2010 17,573 1,052 1,120 167 1,241 1,356 22,509
31 Decernber 2011 16,372 804 803 106 1,326 1,388 20,799

14,215 700 642 88 aT7s 715 17,335

31 December 2012

As of 31 December 2012, an independent appraiser, Baker Tiily, determined the fair value of the Bank's land and
buildings. The appraiser is an industry specialist in valuing these types of property and equipment.

The market value of the property was determined based on the active market data. The market approach was used to
determine the fair value, the income approach was used to validate the obtained value astimates, and the cost
approach was used to determine the value of real property where no information on recent sales or lease rates for
similar properties within the same area was available.

As a result of revaluation of land and buildings, their value decreased by GEL 2,078, from which GEL 1,957 is
unrealized loss on revaluation of tand and building recognized in other comprehensive income, GEL 121 is loss
recognized in income statement of the Bank,

if no revaluation of property and equipment had been performed, the original cost of property and equipment as of
31 December 2012 and 31 December 2011 recorded under the caption “Land and Buitdings" would be as foliows:

2012 2011 2010
Cost 19,955 19,690 19,690
Accumulated depreciation (3.498) (3,153) (2,785)
16,457 16,537 16,905

Net carrying ameunt
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investment property

2012 2011
Opening balance at 1 January 11,822 11,245
Additions 1,581 3,170
Disposals 2,519 (1,866)
Net losses from fair value adjustment (156) (748)
Transfer to property and equipment, NBY 250) -
Recoveries - 21

10,478 11,822

31 December

Investment property is represented by several properties which the Bank took possession in satisfaction of non-
performing loans, and holds for long-term appreciation in value.

As of 31 December 2012 the Bank engaged an accredited independent appraiser to determine the fair value of these
properties. The appraiser is an industry specialist in valuing these types of investment properties,

The fair value of the property was determined based on the active market data. The market approach was used to
determine the fair value, the income approach was used to validate the obtained value estimates, and the cost
approach was used to determine the value of real property where no information en recent sates or lease rates for
similar properties within the same area was available.

Rental income arising from investment properties comprised GEL 424 (2011: GEL 392).

Intangible asseis

The movements in intangible assets were as follows:

Computer
Licences Software Total

Cost
31 December 2010 232 735 967
Additions - 167 167
31 Pecember 2011 232 902 1,134
Additions 9 - g
31 becember 2012 241 ag2 1,143
Accumulated amortization
31 December 2010 (138) (236) (374)
Amortisation charge {37) (131) (168)
31 December 2011 (175) (367 (542)
Amortisation charge (34) (152) {186}
31 December 2012 209 (519 {728
Net book value
31 December 2010 24 499 593
31 December 2011 57 535 592

32 383 415

31 December 2012
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Taxation

The corporate income tax expense comprises:

2012 2011
Deferred tax expense - origination and reversal of temporary differences 758 191
Less: deferred tax expense recognized directly in other comprehensive income (294) (46)
464 145

income tax benefit

The effective income tax rate differs from the statutory income tax rates. A reconciliation of the income tax expense
based on statutory rates with actuat is as follows:

2012 2011
(Loss)/profit before income tax {4,082) 680
Statutory tax rate 15% 15%
Theoretica! income tax benefit/(expense) at the statutory rate 612 (102)
Non-deductible expenses 160 247
Tax exempt income less income recognized for tax purposes only (308) -
464 145

Income tax benefit

In accordance with Georgian tax legislation business and capital losses may be carried forward for up to 5 years.

Deferred tax assets and liabilities as of 31 December and their movements for the respective years comprise:

Crigination and
reversal of temporary

Orilgination and
reversal of temporary

differences differences
in the in other In the in other
income compre- income compre-
state- hensive state- hensive
2010 ment incame 2011 ment income 2012
Tax effect of deductibie
temparary differences
AHowance for loan
impairment S4 14 - 68 (68) - -
Tax losses carried forward 1,422 (151) - 1,271 465 - 1.736
Investment property - 22 - 22 252 - 274
Other 28 66 - 94 44) - 50
Gross deferred tax assets 1,504 (49) - 1,455 605 - 2,060
Unrecognized deferred tax
asset - - - - (308) - (308>
Net deferred tax assets 1,504 (49) - 1,455 297 - 1,752
Tax effect of taxable
temporary differences
Allowance for loan
impairment - - - - (211) - (211}
Investment Property BL 81 - - - - -
Property and equipment (3,306) 114 46 (3,146} 352 294 (2,500)
Other Assets 25 (1) (26} 26 -
Deferred tax liabilities (3,412) 194 46 (3,172) 167 294 (2,711)
(1,908) 145 46 (1,717) 464 294 (959}

Net deferred tax liabilities

Georgian legal entities must file individual tax declarations. The tax rate for banks for profits was 15% for 2012, 2011
and 2010, The tax rate for companies other than banks was also 15%. According to the Georgian legislation, revenue
from state securities is exempted from taxation.
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Taxation (continued)

As of 31 December 2012, 2011 and 2010 tax assets and liabilities consist of the following:

2011 201¢
2012 (as restated) (as restated)
Currant income tax assets 159 198 198
Income tax assets 199 198 198
Current income tax liabilities 953 1,717 1,908
g59 1,717 1,908

Income tax liabilities

As of 21 December 2012 the Bank has tax iosses carried forward amounting to GEL 7,802, GEL 672 and GEL 3,099
that will expire on 31 December 2014, 31 December 2015 and 31 December 2017 respectively.

Other assets and fiabilities

QOther assets comprise:

2011 2010
2012 {as restated) (as restated)
Financial assets
Repossessed collateral {equipment 234 - 166
Other 126 371 156
Total financial assets 360 371 322
Non-financial assets
Prepaid expenses 1,285 1,502 1,217
Prepaid operational taxes 278 235 199
Total non-financial assets 1,563 1,737 1,416
Other assets 1,923 2,108 1,738
Other liabilities comprise:
2011 2010
2012 {as restated) (as restated)
Financial liabilities
Creditors 415 469 304
Unsettled transactions on money transfers 73 3 -
Accrued bonuses 81 114 -
Total financial liabilities 569 586 304
Non-financial Babilities
Unused vacations 252 213 89
Cperational taxes payable - 63 12
Other - - 16
Total non-financial liabilities 252 276 117
Total other liabilities 821 862 421
Amounts due to credif institutions
Amounts due to credit institutions comprise:
2011 2010
2012 (as restated) (as restated)
Term deposits 6,262 8,220 4,003
Current accounts 11 378 &
6,273 8,598 4,005

Amounts due to credit institutions
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Amounts due to credit institutions (continued)
Included in term deposits is a deposit from JSC BTA Bank (Kazakhstan) of GEL 1,415 (2011: GEL 2,178; 2010:
GEL 3,103) maturing in November 2014 and bearing interest rate of 10% p.a. Remaining term deposits are received from

resident banks, mature in January 2013 and are bearing annual interest rates ranging from 2.5% to 6% (2011: maturing in
January 2012, interest rates from 6% to £.75% p.a.; 2010: maturing in June 2011, interest rate of 7.72% p.a.).

Amounts due to customers

The amounts due fo customers include the following:

2012 2011 2010
Current accounts 8,006 9,463 11,767
Time deposits 2?.222 17,7?3 8,180

35,228 27,236 19,947

Amounts due {o customers

At 31 December 2012 amounts due to customners of GEL 12,751 (36%) were due to ten largest third party customers
(2011: GEL 11,015 (40%)), 2010: GEL 10,969 (55%)). Cash held as securfty against guarantees amounts GEL 408
(2011: GEL 1,673; 2010: GEL 84).

In accordance with the internal procedures and contractual terms, the Bank is obliged to repay term deposits upon
demand of a customer. In case a term deposit is repaid upon demand of the customer prior to maturity, interest on it
is paid based on the interest rate for demand deposits, untess a different interest rate is specified in the agreement.

Amounts due to customers include accounts with the following types of customers:

2012 2011 2010
Individuals:
- Current accounts 1,615 1,400 1,913
- Term depasits 24,311 11,650 4,271
Taotal due to individuals 25,826 13,050 6,184
Commercial legal entities:
- Current/settlament accounts 6,491 8,063 9,854
- Term deposits 2,911 6,123 3,909
Total due to commercial legal entities 9,402 14,186 13,763
Tetal due to legal entities 9,402 14,186 13,763
Total amounts due to customers 35,228 27,236 15,947
Held as security against guarantees issued 408 1,673 84
Heid as security against undrawn fean facilities 9 ) -
An anatysis of customer accounts by economic sector follows:
2012 2011 2010
Individuals 25,826 13,050 6,184
Trade and service 4,338 7,828 7.639
Real estate 2,293 2115 2,548
Finance sector 1,892 117 -
Construction 312 1,207 773
Agricutture 98 389 -
Retail 41 1,762 1,171
Mining and metatlurgy 21 1 51
Other 407 767 1,581
35,228 27,236 19,947

Amounts due to customers
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Other borrowed funds

Other borrowed funds comprise of {oans received from JSC BTA Bank (Kazakhstan) with interest rates of 12% p.a, Alt
loans are denominated in USD with initial maturities ranging from January 2010 tilt March 2011. in March 2010 the
loans were restructured and maturity dates were prolonged until 2014

Date of 2011 2010
placement Maturity date 2012 (as restated) {as restated)
25 January 25 Qctober
JSC BTA Bank (Kazakhstan) 2010 2014 9,478 8,668 8,562
30 November 27 August
JSC BTA Bank (Kazakhstan) 2009 2014 11,456 10,463 10,408
28 September
JSC BTA Bank (Kazakhstan} 201C 28-May-14 10,571 9,638 9,645
JSC BTA Bank (Kazakhstan) 5 March 2010 4 March 2014 4,173 3,804 3,718
JSC BTA Bank (Kazakhstan) 5 March 2010 4 March 2014 440 401 391
18 February 18 February
JSC BTA Bank (Kazakhstan) 2010 2014 10,376 9,462 9,258
18 February 18 February
JSC BTA Bank {(Kazakhstan) 2010 2014 1,427 1,301 1,273
11 February 11 February
JSC BTA Bank (Kazakhstan) 2010 2014 1,881 1,715 1,680
49,802 45,452 44,535

Other borrowed funds

Interest accrued on these loans and the lgan principal is repayable at maturity.

Subordinated loan

On 14 March 2006, the Bank enfered into a subordinated loan agreement with JSC BTA Bank (Kazakhstan) for the
total amount of USE 1,500 thousand, with inferest rate of 9% p.a. payable quarterly and maturity date of 14 March
2013. Qutstanding at 31 December 2012 amounts to GEL 2,507 (2011: GEL 2,528; 2010: GEL 2.683). (Refer to
Note 31).

Provisions

Provisions comprise:

2011 2010
2012 {as restated) (as restated)
Provision for legal claims 30 100 100
Pravision for guarantees and other commitments - - 118
Provisions 30 100 218
Equity
Share capital
Number of Number of
shares shares fully Nominal
guthorized paid amount, GEL
30,000 30,000 30,000

31 December 2012, 2011, 2010

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

Dividends

in accordance with the Georgian legistation, dividends may oniy be declared to the shareholders of the Bank from the
net income as shown in the Bank's separate financial statements prepared in accordance with the NBG requirements.
National Bank shall be infermed regarding declaration of dividends and also shall be authorized to suspend or restrict
payment of dividends, if a commercial bank has violated requlatory requirements of the National Bank.
No dividends were declared nor paid in 2012, 2011 and 2010.
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Commitments and contingencies

Operating environment

As an emerging market, Georgia does not possess a well-developed husiness and regulatory infrastructure that would
generally exisi in @ more mature market economy. Operations in Georgia may involve risks that are not typically
associated with those in developed markets ¢including the risk that the Georgian Lari is not freely convertible outside
of the country, and undeveloped debt and equity markets). However over the last few years the Georgian government
has made & number of developments that positively affect the overall investment climate of the country, specifically
implementing the reforms necessary to create banking, judicial, taxation and reguiatory systems. This includes the
adoption of a new body of legislation (including new Tax Code and procedural laws}. In management’s view, these
steps contribute to mitigate the risks of doing business in Georgia.

The existing tendency aimed at the overal! improvement of the business environment is expected to persist, The
future stability of the Georgian economy is largely dependent upon these reforms and developments and the
effectiveness of economic, financial and monetary measures undertaken by the Government. However, the Georgian
economy is vulnerable to market downturns and economic slowdowns elsewhere in the world.

While management believes it is taking appropriate measures to support the sustainability of the Bank's business in
the current circumstances, unexpected further deterioration in the areas described above could negatively affect the
Bank’s results and financial position in 8 manner not currently determinable.

Going concern

As shown in Note 29 the Bank has significant concentration of financing activities with the shareholder, JSC BTA Bank
{Kazakhstan), and is highly dependent on its support for funding its daily operations.

Management believe that it will be able to improve fiquidity with financial assistance from the shareholders and as
such be able to continue to meet its obligations as they become due and payable and therefore, these financial
statements were prepared on going concern basis (Note 3).

Legal

In the ordinary course of business, the Bank is subject to legal actions and complaints, Management believes that the
ultimate liability, if any, arising from such actions or complaints will not have a material adverse effect on the financial
condition or the results of future operations of the Bank.

Taxation

Georgian tax, currency and customs legislation are subject to varying interpretations, and changes, which can occur
frequently. Management's interpretation of such legislation as applied to the transactions and activity of the Bank may
be challenged by the relevant regional and central authorities. Recent events within Georgia suggest that the tax
authorities are taking a more assertive position in its interpretation of the legisiation and assessments and, as a result,
it is possible that transactions and activities that have not been challenged in the past may be challenged. As such,
significani additional taxes, penalties and interest may be assessed. Fiscal periods remain open to review by the
autherities in respect of taxes for six calendar years proceeding the year of review., Under certain circumstances
reviews may cover longer periods.

As at 31 December 2012 management of the Bank believes that its interpretation of the relevant legislation is
appropriate and that the Bank's tax, currency and customs positions will be sustained.
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Commitments and contingencies (continued)

Financial commitments and contingencies

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

Credit-related commitmenis
Undrawn loan facilities

Guarantees issued

Operating lease commitments
Not tater than 1 year
Later than 1 year but not later than 5 years

Later than 5 years

Financial commitments and contingencies (before deducting collateral)

Less: cash held as security guarantees issued (Note 16)
Less: cash held as security against loans (Note 16)

Financial commitments and contingencies

insurance

The Bank has arrangement for employee's medical insurance with insurance company "Ardi Group™.
agreement, the Bank makes monthly payments of insurance prermium to the insurer.

Net fee and commission income

Net fee and commission income comprises:

Commissions on seftlements operations
Commission on cash operations
Commission on guaraniees issued
Currency conversion operations

Other
Fee and commission income

Commission on settlements operations
Commission on cash operations
Commission on plastic card operations

Cther
Fee and commission expense

Met fee and commission income

Other income

Other income comprises:

Renta! Income {(Note 11)

Refunded court fees

Income from fines and penalties on loans to customers
Other

Net gains from disposal of fixed assets

Total other income

2012 2011
2,389 3,280
1,054 2,272
3,443 5,552

113 32
594 1,367
1,175 2,402
1,882 3,861
5,325 9,413
(408) (1,673
(DN 6)
4,908 7,734

Accerding to the

2012 2011
959 849
262 285
130 o8

20 18

7 2
1,378 1,252
(55) 47
(133) (31
(110 (96)
29 (16)
(327 (190)
1,051 1,062

2012 2011
424 392
221 365
124 136

8 54
- 26
777 973
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Personnel and other operating expenses

Personne! expenses comprise:

2012 2011
Salaries 4,927 4,449
Bonuses and cther benefits 493 257
Personnel expenses 5,420 4,706
2012 2011
Other operating expenses comprise:
Cccupancy and rent 1,079 1,141
Legal and consultancy o948 865
Office supplies 665 574
Security 384 347
Marketing and advertising 337 325
Cperating taxes 302 410
Penalties incurred 114 261
Entertainment &9 105
Business travel and related 45 72
insurance 39 33
Repair and maintenance of property and equipment 35 55
Loss on disposat of repossessed collateral 29 13
Personnel training 24 54
Other 360 517
Net losses from disposal of fixed assets 7 -
Other operating expenses 4,437 4,772
Other impairment aflowances and provisions
The movements in other impairment allowances and provisions were as follows:
Guarantees
and Other investment  Property and
Legal cases  commitments assets property equipment Total
31 December 2010 100 118 - - - 218
Chargef(reversal) - (118) 128 (21) - (11
Write-offs - - (128) 21 - (1073
31 December 2011 100 - - - - 100
Charge/(reversal} {70} - 223 - 411 564
Write-affs - - (223 - 411) (634)
31 December 2012 30 - - - - 30

Risk management

The Bank is required to manage financial risks that arise as a consequence of its operations to defiver its policy
ohjectives as welf as in the course of managing the Bank's statement of financial position. These risks primarily include
credit risk, liquidity risk and funding management, market risk, prepayment risk and operational risk.

Risk is inherent in the Bank's activities but it is managed through a process of ongeing identification, measurement
and monitoring, subject to risk limits and other controls. This process of risk management is critical fo the Bank's
continuing profitability and each individuai within the Bank is accountable for the risk exposures refating to his or her
responsibilities. The independent risk control process does not include business risks such as changes in the
environment, technology and industry. They are menitored through the Bank's strategic planning process.
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Risk management (continued)
Risk managerent structure

The Bank's Board of Directors is ultimately responsible for identifying and controlling risks of the Bank; however,
there are separate independent bodies responsible for managing and manitoring risks.

Management Board

The Management Board has the responsibifity to monitor the overall risk process within the Bank, The Asset - liability
and Risk management Committee has the overall responsibility for the development of the risk strategy and
implementing principles, framewarks, policies and timits. It is respensibie for the fundamentat risk issues and manages
and monitors relevant risk decisions.

Risk Management Unit

The Risk Management Unit is responsible for impiementing and maintaining risk related procedures to ensure an
independent control process.

Bank Treasury

Bank Treasury is responsible for managing the Bank's assets and liabilities and the overall financiat structure. It is atso
primarily responsible for the funding and liquidity risks of the Bank.

internal Audit

Risk management processes throughout the Bank are audited annually by the internal audit function that examines
both the adequacy of the procedures and the Bank's compliance with the procedures. Internal Audii discusses the
results of all assessments with management, and reports its findings and recommendations to the supervisory board.

Risk measurement and reporting systems

Monitaring and controlling risks is primarity performed based con limits established by the Bank. These Himits reflect the
business strategy and market environment of the Bank as well as the level of risk that the Bank is willing {o accept,
with additional emphasis on selected industries. In addition the Bank menitors and measures the overall risk bearing
capacity in relation to the aggregate risk exposure across all risks types and activities.

Information compiled from all the businesses is examined and processed in order to analyse, confrol and identify early
risks. This information is presented and explained to the Management Board, the Risk Committee, and the head of
each business division and used o assess and conclude on the risks of the Bank.

Risk mitigation

The Bank actively uses collateral te reduce its credit risks.

Excessive risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in the
same geographic region, or have similar economic features that would cause their ability to meet contractual
obligations to be similarly affected by changes in econormic, political or other conditions. Concentrations indicate the

relative sensitivity of the Bank's performance to developments affecting a particular industry or geographica location.

In order to avoid excessive concentrations of risks, the Bank's policies and procedures inctude specific guidelines to
focus on maintaining a diversified portfolio. tdentified concentrations of credit risks are controlled and managed

accordingly.
Credit risk
Credit risk is the risk that the Bank will incur a loss because fts customers, clients or counterparties failed to discharge
their contractual obligations. The Bank manages and controts credit risk by setting limits on the amount of risk it is

willing to accept for individual counterparties and for geographical and industry concenirations, and by monitoring
exposures in relation to such limits,
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Risk management (continued)
Credit risk (continued)

The 8ark has established a credit quality review process to provide early identification of possible changes in the
creditworthiness of counterparties, including regular collateral revisions. Counterparty limits are established by the
use of a credit risk classification system, which assigns each counterparty a risk rating. Risk ratings are subject to
regular revision. The credit quality review process allows the Bank {fo assess the potential loss as a result of the risks
to which it is exposed and take corrective action.

Credit-related commitments risks

The Bank makes available to its customers guarantees which may require that the Bank make payments on their
behalf. Such payments are coilected from customers based on the terms of the letter of credit. They expose the Bank
to similar risks to loans and these are mitigated by the same control processes and policies. The maximum exposure to
credit risk for the components of the statement of financial position, before the effect of mitigation through the use of
collateral agreements, is best represented by their carrying amounts,

Where financial instruments are recorded at fair vatue, the carrying value represents the current credit risk exposure
but not the maximum risk exposure that could arise in the future as a result of changes in values.

Credit quality per class of financial assefs

The credit quality of financial assets is managed hy the Bank internal credit ratings.
All neither past due nor impaired loans to customers excluding loans to individuals are classified in three quality Banks
presented in the tables below:

4 High grade group includes borrowers with high level of liguidity and profitability, The probability of default is
assessed as low,

4 Standard grade includes borrowers with average levet of liguidity and profitability, The probabifity of default is
assessed as moderate.

> Sub-standard grade group includes borrowers with satisfactory level of liquidity and profitability. The
probability of breach of default is assessed as above moderate.

Al neither past due nor impaired loans to individuals are classified in three quality groups presented in the tables

below:

i High grade group includes borrowers with good debt servicing and excellent financial position, loans secured
with deposits, loans secured with gold.

. Standard grade group includes borrowers with good/average debt servicing and moderate financial position of
the borrower.

> Sub-standard grade group is represented by loans with average debt servicing and moderate financial position
of the borrower.

The table below shows the credit quality by class of credit risk bearing assets:

Neither past due nor impaired

High Standard Sub-standard Past due but  Individually
grade grade grade notl impaired impaired Total
MNotes 2012 2012 2012 2012 2012 2012
Amounts due from credit
institutions ¥ 9,770 - - - - 9,770
Loans to customers g2
Corporate [ending 10,069 2,130 1,663 4,089 17,142 42,093
Residential mortgages 1,551 15,142 798 3,145 2,878 23,514
Small business lending 2,296 3,060 167 808 442 6,773
Consumer lending 1,022 2,436 113 601 - 4,172
Credit cards 113 2,547 15 Kg:) - 3,053
Auto loans 18 911 74 150 - 1,193
Qther 87 a7 816 1,421 833 3,054
15,156 33,323 3,646 10,632 21,095 83,852
Debt investment securities 9
Held to maturity 2,873 - - - - 2,873
Total 27,799 33,323 3,646 10,632 21,095 96,495

35



26.

JSC BTA Bank

Neotes to 2012 financial statements

(Thousands of Georgian Lari)

Risk management (continued)

Credit risk (continued)

Neither past due nor impaired

High Standard Sub-standard Past due but  Individually
grade gracde grade not impaired impaired Total
Notes 2011 2011 2011 2011 2011 2011
Amounts due from credit
institutions 7 5,774 - - - - 5774
Loans to customers 8
Carparate tending 9,302 10,217 5,560 698 16,429 42,206
Residential mortgages 53 15,144 111 2,280 - 17,588
Small business lending 302 4,218 103 1,950 - 6,613
Consumer lending 546 2,423 61 775 - 3,805
Credit cards 7T 1,034 - 130 - 1,241
Auto loans 22 481 52 341 - 896
Other 72 1,424 631 3,631 - 5,808
10,374 34,941 £,568 9,845 16,429 78,157
Debt investment securities g
Held te maturity 3,533 - N - - 3,533
Total 19,681 34,941 6,568 9,845 16,429 87,464
Aging analysis of past due but not impaired loans per ciass of financial assets:
Less than 31 fo 61 to More than
30 days 50 days 90 days 90 days Total
2012 2012 2012 2012 2012
Loans to customers
Corporate lending 3,566 331 - 192 4,089
Residential mortgages 589 765 352 1,439 3,145
Small business lending 411 164 - 233 808
Consumer lending 170 58 36 337 601
Credit cards 148 42 28 160 378
Auto loans 71 38 16 65 190
Other 300 a7 42 G32 1,421
Total 5,255 1,495 474 3,408 10,632
Less than 31to 61 to More than
30 days 60 days 90 days S0 days Total
2011 2011 2011 2011 2011
Loans to customers
Corparate lending 442 - - 256 698
Residential mortgages 785 125 254 1,116 2,280
Small business lending 333 294 459 204 1,990
Consumer lending 144 38 43 552 775
Credit cards 48 14 i9 49 130
Auio loans 79 26 38 198 341
Other 1,142 149 41 2,299 3,631
Total 2,973 644 854 5,374 G,845

For the purpose of these financial statements a loan is considered overdue when the borrower fails to make any
payment due under the loan agreement at the reporting date. In this case the aggregate amount of all amounts due
from borrower under the respective loan agreement including accrued interest and commissions is recognised as

overdue.
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Risk management (continued)

Credit risk (continued)

Loans and advances to customers have been assessed for impairment on the collective basis. Details of loan loss
allowance of loan portfolio are disclosed in Note 8 “lmpairment assessment”.

The main considerations for the toan impairment assessment include whether any payments of principal or interest are
overdue by more than S0 days for individuals and 60 days for legal entities or there are any known difficulties in the
cash flows of counterparties, or infringement of the original terms of the confract. The Bank addresses impairment
assessment in two areas - individuatly assessed allowances and collectively assessed allowances.

Individually assessed allowances

The Bank determines the allowances appropriate for each individually significant lean on an individual basis. Items
considered when defermining alowance amounts include the sustainability of the counterparty's business plan, its
ahility fo improve performance once a financial difficulty has arisen, projected receipts and the expected dividend
payout should bankruptcy occurred, the avaitability of other financial support and the reafisable value of collateral,
and the timing of the expected cash flows. The impairment losses are evaluated at each reporting date, unless
unforeseen circumstances require more careful attention.

Collectively assessed alfowances

Allowances are assessed collectively for losses on foans and advances to customers that are not individually significant
(including consumer lending and small business lending) and for individually significant loans where there is not yet
any evidence of individual impairment, Allowances are evaluated on each reporting date with each portfolio receiving
a separate review,

The collective assessment takes account of impairment thaf is likely to be present in the portfolio even though there is
no yet any evidence of the impairment in an individual assessment. impairment losses are estimated by taking into
consideration of the following information: historical losses on the portfelio, current economic conditions, the
appropriate delay between the time a loss is likely to have been incurred and the time i will be identified as requiring
an individually assessed impairment allowance, and expected receipts and recoveries once impaired. Local
management is responsible for deciding the length of this period which can extend for as long as one year. The
impairment allowance is then reviewed by Risk management department to ensure alignment with the Bank's overall

policy.

The geographicat concentration of Bank’s financial assets and liabilities is set out below:

2012 2011
CIS and CiS and
other other
foreign foreign
Geargia QECD countries Total Georgia CECD couniries Total
Asgsets
Cash and cash equivalents 8,067 6 232 8,305 6,491 - - 6,491
Amounts due from credit
institutions 9,770 - - 8,770 3,850 1,403 521 5,774
Loans to customners 75,409 - - 75,408 71,564 - - 71,564
Investment securities:
- available-for-sale 20 - - 20 - - - -
- held-to-maturity 2,873 - - 2,873 3,533 - - 3,533
All other assets 30,342 8 - 30,350 35,386 33 100 35,519
126,481 14 232 126,727 120,824 1,436 621 122,881
Liabitities
Amounts due to credit
institutions 4,848 - 1,425 6,273 6,409 - 2,189 8,598
Amounts due to
custorners 30,590 509 4,129 35,228 22,019 1,845 3,372 27,236
Other borrowed funds - - 49,802 49,802 - - 45,452 45,452
Subordinated lpans - - 2.507 2,507 - - 2.528 2,528
Provisions 30 - - 30 10G - - 100
All other liabilities 1,747 - 33 1,780 2,483 - 26 2,579
37,215 509 57,896 95,620 31,011 1,845 53,637 86,453
Net assets/(liabllities) 89.266 (495) (57,664y 31,107 89,813 (409  (53,016) 36,388
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Risk management (continued)

Liquidity risk and funding management

Liquidity risk is the risk that the Bank will be unable to meet its payment obfigations when they fall due under normal
and stress circumstances. To limi this risk, the Bank's Management has arranged diversified funding sources in
addition to its core deposit base, manages assets with liguidity in mind, and moniters future cash flows and liquidity on
a daily basis. This incorporates an assessment of expected cash flows and the availability of high grade collateral
which could be used to secure additional funding if required,

The Bank maintains a portfolio of state securities that can be pledged to the NBG to obtain financing in the event of
demand. The Bank also has committed lines of credit that it can assess to meet liguidity needs.

The liquidity positicn is assessed and managed by the Bank based on cerfain liquidity ratio established by National
Bank of Georgia. The NBG requires banks to maintain fiquidity ratio of more than 30%. As of 31 December 2012 and
2011 the ratio was as follows:

2012 2011

LK “Average Liguidity Ratio” (Average monthly volume of liguid assets /
Average monthly volume of liabilities) 34.70% 33.87%

Analysis of financial iabifities by remaining contractual maturities

The table below summarises the maturity profile of the Bank's financiat liabilities at 31 December 2012 based on
contractual undiscounted repayment obligations. Repayments which are subject to notice are treated as if notice were
to be given immediately, However, the Bank expects that many customers will not request repayment on the earliest
date the Bank couid be required to pay and the table does not reffect the expected cash flows indicated by the Bank’s
deposit retention history.

On demand
and less

Financial fliabilities than 1te 3to Iio Over
As at 31 December 2012 1 month 3 months 12 months 5 years 5 years Total
Amounts due to credit

institutions 4,862 - - 1,680 - 6,542
Amounts due to customers 17,007 3,575 9,933 5,900 617 37,032
QOther borrowed funds - - - 62,203 - 62,203
Subordinated lean - 2,562 - - - 2,552
Pravisions 30 - - - ~ 30
Other financial liabilities 385 151 33 . - 569
Total undiscounted financial

liabilities 22,284 6,278 9,966 69,783 617 108,928

On demand
and less

Financial labilities than Ito 3to ito Over
As at 31 December 2011 I month 3 months 12 months 5 years 5 years Total
Amounts due to credit

institutions 6,425 - - 2,178 - 8,603
Amounts due to customers 15,466 739 9,653 2.080 657 28,595
Other borrowed funds - - - 57,012 - 57,012
Subordinated loan - - - 2,799 - 2,799
Provisions 100 - - - - 100
Other financia liabilities 293 163 63 67 - 586
Total undiscounted financial

Jiabilities 22,284 802 9,716 64,136 657 97,695
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Risk management (continued)

Liquidity risk and funding management {continued)

The table below shows the contractual expiry by maturity of the Bank's financial commitments and contingencies.

On demand
and less
than ito 3to Itos Over
1 month 3 months 12 months years 5 years Total
2012
Undrawn loan facilities 2,389 - - - - 2,389
Guarantees issued 45 173 415 421 - 1,054
2,434 173 415 421 - 3,443
2011
Undrawn loan faciities 2,272 - - - - 2,272
Guarantees issued 58 3 1,950 1,269 - 3,280
2,330 3 1,850 1,269 - 5,652

The Bank expects that not all of the contingent labilities or commitments will be drawn before expiry of the
commitments.

The maturity analysis does not reflect the histeorical stability of current accounts. Their liquidation has histerically
taken place over a longer period than indicated in the tables above. These balances are included in amounts due on
demand and tess than one month in the fables above.

Included in due to customers are term deposits of individuals. In accordance with the Georgian legislation, the Bank is
ohliged to repay such deposits upon demand of a depositor.

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 variables such as interest rates, foreign exchanges, and equity prices. Except for the concentrations within
foreign currency and interest rate risks, the Bank has no significant concentration of market risk.

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange
rates. The Management Board has set fimits on positions by currency based on the Mational Bank of Georgia (NBG)
regulations, Positions are monitered on a daily basis.

The tables below indicate the currencies to which the Bank had significant exposure at 31 December 2012 and 2011
on its non-trading monetary assets and liabilities and its forecast cash flows. The analysis calculates the effect of a
reasonably possible movement of the currency rate against the Lari, with all other variables held constant on the
income staternent (due to the fair value of currency sensitive non-trading monetary assets and liabilities). The effect
on equity does not differ from the effect on the income statement. A negative amount in the table reflects a potential
net reduction in income statement or equity, white a positive amount refiects a net potential increase.

Change in Effect on profit Change in Effect on profit
currency ratein % before tax currency rate in % before tax
Currency 2012 2012 2011 2011
UsDh (0.75%)/0.75% (18)/18 (5.80%)/5.80% (148)/148
EUR 1.34%/(1.34%) (19)/19 (7.56%)/7.56% 10/(103
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Risk management (continued)
Operational risk

Operatignal risk is the risk of loss arising frormn systems failure, human error, fraud or external events. When controls
fail to perform, operationa!l risks can cause damage to reputation, have legal or regulatory implications, or lead to
financial loss. The Bank cannot expect to eliminate afl operational risks, but through a control framework and by
monitoring and responding to potential risks, the Bank is able tc manage the risks. Controls include effective
segregation of duties, access, authorisation and recanciliation procedures, staff education and assessment processes,
including the use of internat audit.

Fair values of financial instruments

The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments by
valuation technique:

- tevel 1: guoted (unadjusted) prices in active markets for identical assets or liahifities;

> Level 2: techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly; and

> Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not
based on ohservable market data.

The following table shows an analysis of financial instruments recorded at fair value by levet of the fair value
hierarchy:

At 31 December 2012 Level 1 Level 2 Level 3 Total
Investment securities available-for-sale = 20 - 20
At 31 December 2011 Level 1 Level 2 Level 3 Total

Investment securities available-for-sale - - - -
Fair value of financial assets and fiabilities not carried at fair value

Set aut below is a comparison by ¢lass of the carrying amounts and fair values of the Bank’s financial insfruments that
are not carried at fair value in the statement of financial position, except for assets for which fair value approximates
carrying value - those assets that are liquid or have a short term maturity (less than three months or bear floating
interest rate).

Carrying Unrecognised  Carrying Unrecognised
value Fair value gain/(loss) value Fair value gain/loss)
2012 2012 2012 2011 2011 2011
Financial assets
Loans to customers 75,409 75,409 - 71,564 71,564 -
Investment securifies held-
to-maturity 2,873 2,984 111 3,533 3,511 22
Financial liahilities
Amounts due to customers 35,228 35,253 25 27,236 26,093 1,143
Other borrowed funds 49,802 49 802 - 45,452 45,452 -
Total unrecegnised change
in unrealised fair value 136 1,165

The foliowing describes the methodologies and assumptions used to determine fair values for those financial
instruments which are not already recorded at fair value in the consolidated financial statements.
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Fair values of financial instruments (continued)
Assets for which fair value approximates carrying value

For financial assets and financial liabilities that are fiquid or have a short term maturity (less than threg months) or
bear floating interest rate, it is assumed that the carrying amounts approximate to their fair value.

Fixed rate financial instruments
The fair value of fixed rate financial assets and liabitities carried at amortized cost are estimated by comparing market
interest rates when they were first recognized with current market rates offered for similar financial instruments. The

estimated fair value of fixed interest bearing deposits is based on discounted cash flows using prevailing money-
market interast rates for debts with similar credit risk and maturity.

Maturity analysis of assets and liabilities

The table helow shows an analysis of assets and liabilities according to when they are expected to be recovered or
settled. See Note 26 "Risk management” for the Bank's contractual undiscounted repayment obligations.

2012 2011
Within More than Within More than
one year one year Total gne year one year Total

Financial assets
Cash and cash equivalents 8,305 - 8,305 6,491 - 6,491
Amounts due from credit

institutions 9,770 - 9,770 5774 - 8,774
Loans to customers 10,376 65,033 75,409 11,940 59,624 71,564
investment securities - - - - - ~

available-for-sale - 20 20 - - -

held-to-maturity 1,950 923 2,873 1,070 2,463 3,533
Other financial assets 117 243 360 371 - 371
Total 30,518 66,219 96,737 25,646 62,087 87,733
Financial liabilities
Amounts due to credit

financial instifutions 4,858 1,415 6,273 6,420 2,178 8,598
Amounts due to customers 29,876 5,352 35,228 25,153 2.083 27,236
Cther borrowed funds - 49,802 49,802 - 45,452 45,452
Suberdinated debt 2,507 - 2,507 - 2.528 2,528
Provisigns 30 - 30 100 - 100
Other financial liabilities 569 - 569 519 67 586
Total 37.840 56,569 94,409 32,192 52,308 84,500
Met (7,322 9,650 2,328 (6,546) 9779 3,233
Cumulative gap (7,322) 2,328 2,328 (6,546) 3,233 3,233

The Bank's capability to discharge its liabilities relies on its ability to realize an equivalent amount of assets within the
same period of time. The undiscounted financial liability gap does not reflect the historical stability of current
accounts. Their liguidation has historically taken place over a longer period than indicated in the tables above. These
balances are included in amounts due in less than one month in the tables above. Refer to Note 3 for the Bank™s
management judgment and discussion refated to liguidity gap.

Related party disclosures

(n accordance with 1AS 24 Related Party Disclosures, parties are considered to be related if one party has the ability to
control the other party or exercise significant influence over the other party in making financial or operationat
decisions. In considering each possible related party relationship, attentien is directed to the substance of the
relationship, not merely the legal form.

Related parties may enter into transactions which unrelaied parties might not, and transactions between related
parties may not be effected on the same terms, conditions and amounts as transaciions between unrelated parties.
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Related party disclosures (continued)

The volumes of related party transactions, outstanding balances at the year end, and related expense and income for
the year are as follows:

As of 31 Decemnber 2012 and 2011 outstanding batances on related party transactions are as follows:

2012 2011
Entities Key Entities Key
under manage- under manage-
Sharehof- common ment Sharehol- common ment
ders contro!  personnel ders confrof  personne!
Amounts due from Banks - - - 377 - -
Loans outstanding at 1 January, gross - - 404 - - 302
Loans issued during the year - - 34 11 - 274
l.oan repayments during the year - - (&5) 1L - (172)

Loans outstanding at 31 December, gross - - 373 - - 404
Less: allowance for impairment at 31 December - - (152) - - (34)
Loans outstanding at 31 December, nat N — 221 - - 370
Deposits at 1 January - - 76 - - 29
Deposits received during the year - - 16 - - 52
Deposits repaid during the year - - (51) - - o)
Deposits at 31 December - - 41 - - 76
Current accounts at 31 December 14 160 39 14 235 75
Other Assets - 775 - - 925 -
Cther Liabilities - - 45 - - 94
Amounts due to credit institutions {Note 15) 1,415 - - 2,178 - -
Other borrowed funds (Note 17) 49,802 - - 45,452 - -
Subordinated loan (Note 18) 2,507 - - 2,528 - -
Commitments and guarantees issued - - 10 - - 32

Entities under the same group are companies that directly or indirectly through one or more intermediaries control or
are controlled by or are under commen control with the Bank (this includes helding companies subsidiaries and feliow
subsidiaries).

The income and expense arising from related party transactions are as follows:

For the year ended 31 December

2012 2011
Entities Key Entities Key
under rmanage- under manage-
Sharehol-  common ment Sharehol- common ment
ders controf persenne! ders controf personne!
Interest income on loans to customers - - 36 - - 58
Loan impairment ¢charge - - 179 - - (51)
Interest expense on amounts due to customers - - 5 - - 3
Interest expense on amounts due to credit
institutions 180 - - 260 - -
Interest expense on other borrowed funds 4,773 - - 3,449 - -
Interest expense on subordinated loan 223 - - 228 - -
Fee and commission income 1 6 2 1 17 2
Fee and commission expense 2 - - - 17 -
Other operating expenses - 150 - - 125 -
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Related party disclosures (continued)

Compensation of key management personnel was comprised of the following:

2012 2011
Salaries and other shori-term benefits 900 748
200 748

Total key management compensation

As of 31 December 2012 other liabilities to key management personnel comprised of accrued bonuses totalling
GEL 55 in 2011 and unpaid vacaticn of GEL 45 in 2012 (2011: GEL 39).

Key management personnel as of 31 December 2012 and 2011 comprised 5 members of the Supervisory Board and
& members of the Management Board of the Bank.

The Bank had no significant transactions with members of the Supervisery Board in 2012 and 201 1.

Capital adequacy

The Bank maintains an actively managed capital base to cover risks inherent in the business. The adequacy of the
Bank's capital is monitored using, among other measures, the ratios established by the National Bank of Georgia
(the “NBG™) in supervising the Bank.

The primary objectives of the Bank's capital management are (i) fo ensure that the Bank complies with externally
imposed capital requirements set by National Bank of Georgia, (ii) to safeguard the Bank’s ability to continue as a going
concern and (i} to maintain sufficient capital base to achieve a capital adeguacy ratic of at least 12%. Compliance with
capital adeguacy ratios set by National Bank of Georgia is monitored monthly with reports outlining their calculation
reviewed and signed by the Bank's General Director and Chief Accountant subsequently submitted to NBG.

The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and
the risk characteristics of its activities. In order to mainfain or adjust the capital structure, the Bank may return capital
to shareholders or issue capital securities. No changes were made in the objectives, policies and processes from the
previous years.

NBG capital adequacy ratio
The NBG reguires hanks to maintain a minimum total capital adequacy ratio of 12% (2011 - 12%) of risk-weighted

assets and Tier 1 Capital adequacy ratio of 8% (2011 - 8%). As of 31 December 2012 and 2011, the Bank’s capital
adequacy ratios on this basis were as follows:

2012 2011
Core capital 20,865 26,183
Supplementary capifal 1,164 1,711
Total requlatory capital 22,029 27,894
Risk-weighted assets 154,038 156,557
Capital adequacy ratio 14 30% 17.82%
Tier 1 Capital adequacy ratio 13.55% 16.72%

Regulatory capital consists of core capital, which comprises share capital and refained earnings including current year
profit. Certain adjustments are made to IFRS-based resuits and reserves, as prescribed by the NBG. The other
component of regulatory capital is Supplementary capital, which includes subordinated debt and revaluation reserve.

Events after the reporting date

in June 2013 BTA Bank (Xazakhstan) agreed to initiate the restructuring of the total indebiedness of BTA Georgia if
Silk Road Finance Group, will pledge as collateral 24% of its shares, transfer voting rights for these shares to BTA Bank
(Kazakhstan), repay the subordinated debt that matured in March 2013 and was not repaid by the Bank, and increase
the number of supervisory board members. Silk Road Finance Group and the Bank have the ability to meet the
requested conditions of BTA Bank (Kazakhstan), however they intend to further negotiate on the details (Note 3).
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