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PEOPLE’S BANK OF GEORGIA GROUP

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION AND APPROVAL
OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

The following statement, which should be read in conjunction with the independent auditors’ responsibilities

stated in the independent auditors’ report set out on pages 2-3, is made with a view to distinguishing

the respective responsibilities of management and those of the independent auditors in relation to the
lidated financial of Joint Stock Company “People’s Bank of Georgia™” (the “Bank™) and

its subsidiaries (the “Group” or “People’s Bank of Georgia Group™).

isT ible for the preparation of the consolidated financial statements that present fairly the

financial position of the Group at 31 December 2007, the results of its operations, cash flows and changes
in equity for the year then ended, in accordance with International Financial Reporting Standards (“IFRS™).

In preparing the consolidated financial statements, management is responsible for:

e Selecting suitable accounting principles and applying them consistently;
s Making judgments and estimates that are reasonable and prudent;

¢ Stating whether IFRS have been followed, subject to any material departures disclosed and explained
in the consolidated financial statements; and

e Preparing the consolidated financial statements on a going concern basis, unless it is inappropriate
to presume that the Group will continue in business for the foreseeable future.

Management is also responsible for:

®  Designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Group;

s Maintaining proper accounting records that disclose, with reasonable accuracy at any time,
the financial position of the Group, and which enable them to ensure that the consolidated financial
statements of the Group comply with IFRS;

¢ Taking such steps as are reasonably available to them to safeguard the assets of the Group; and

e Detecting and preventing fraud, errors and other irregularities.

The consolidated financial statements for the year ended 31 December 2007 were authorized for issue on
15 September 2008 by the Management Board.
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INDEPENDENT AUDITORS’ REPORT

To the Shareholders and the Board of Directors of People’s Bank of Georgia Group:

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Joint Stock Company “People’s
Bank of Georgia™ and its subsidiaries (together the “Group” or “People’s Bank of Georgia Group™), which
comprise the consolidated balance sheet as at 31 December 2007, and the consolidated income statement,
consolidated statements of changes in equity and cash flows for the year then ended, and a summary of

significant accounting policies and other explanatory notes

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidat
slav.emcnls m accordanee with Immmucna] Financial Reporting Standards. This respon:

and ining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances,

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence aboul the amoums and d:sclosurcs in the
financial statements. The procedures selected depend on the auditor’s judi 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 pohc:es used and the
reasonableness of accounting estimates made by , as well as eval the overall pr ion 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.

. " . . Member of
Audit . Tax, Consulting , Financial Advisory. Deloitte Touche Tohmatsu




Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects the
financial position of People’s Bank of Georgia Group as at 31 December 2007, and its financial
performance and cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Empbhasis of Matter

As discussed in Note 4, the financial statements for the year ended 31 December 2006 have been
restated.

Detoite 5 Touck

15 September 2008



PEOPLE’S BANK OF GEORGIA GROUP

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

Notes Year ended Year ended
31 December 31 December
2007 2006
(restated)
Interest income 524 15,430 6,037
Interest expense 524 (4,553) (806)
NET INTEREST INCOME BEFORE PROVISION FOR
IMPAIRMENT LOSSES ON INTEREST BEARING ASSETS 10,877 5231
Provision for impairment losses on interest bearing assets 6,24 (8.426) (1,.274)
NET INTEREST INCOME 2,451 3,957
Net gain on foreign exchange operations. 7 1,495 752
Fee and commission income 8 28,178 20,685
Fee and commission expense 8 (788) (839)
Gain on the purchase of subsidiary - 391
Other income 9 10,092 2.327
NET NON-INTEREST INCOME 38,977 23,316
OPERATING INCOME 41,428 27,273
OPERATING EXPENSES 10,24 (38.799) (24.020)
Provision for impairment losses on other transactions 6 (352) (516)
Loss from associate 15 9) !
PROFIT BEFORE INCOME TAX 2,268 2,737
Income tax benefit/(expense) 11 176 866
NET PROFIT 2,444 1.871
Attributable to:
Equity holders of the parent 2,290 1,888
Minority interest 154 7
2,444 1,871

On behalf of the Managemeit-Boa /
/%}/ // { /
Chairm:;rvbf%e anagement Board Chief Accountant /fﬂ'_'.?ﬁ”’?
S

Karlo Goginava Tamar Kasareli

15 September 2008 9 September 2008

The notes on pages 9-44 form an integral part of these consolidated financial statements.



PEOPLE’S BANK OF GEORGIA GROUP

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2007
(in Georgia Lari and in thousands)

ASSETS:
Cash and balances with the National Bank of Georgia
Due from banks
Loans to customers
Investments available-for-sale
Investments in associates
Property, plant and equipment
Current income tax assets
Other assets

TOTAL ASSETS
LIABILITIES AND EQUITY

LIABILITIES:
Due to banks
Customer accounts
Provisions
Current income tax li
Deferred income tax liabi
Dividends payable
Other liabilities

Total liabilities

EQUITY:

Equity attributable to equity holders of the parent:
Share capital
Share premium
Property, plant and equipment revaluation reserve
Accumulated deficit

Total equity attributable to equity holders of the parent

Minority interest
Total equity

TOTAL LIABILITIES AND EQUITY

" AR
Chairmian of the Management Board
Karld Goginava/

15 September 2008

Notes 31 December 31 December
2007 2006

(restated)

12 28,049 21,505
13 24,184 14,757
14,24 120,457 41,801
871 44

15 789 -
16 93,300 43,343
636 653

17 21.419 5279
289,705 127.382

18,24 2,977 9,295
19 207,887 80,433
22 146 -
1,294 R

11 8,807 6,322
" 1,861

20 9,006 4,235
230,117 102,146

21 15,021 12,000
8,200 -

36,556 14,046
(369 1,302)

59408 24.744

180 492

59.588 25236

289,705 127,382

e a

Chief Accountant /é. 1P
Tamar Kasareli # =3

15 September 2008

The notes on pages 9-44 form an integral part of these consolidated financial statements.



PEOPLE’'S BANK OF GEORGIA GROUP

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

31 December 2005

Share capital increase
Gain on revaluation of
buildings, net of tax
GEL 3,365 thousand
Dividends declared

Share purchase
Net profit/(loss)

31 December 2006 (as
previously reported)

To adjust the retained
earnings by the amount
of paid dividends
previously reported as
salary

To adjust the net profit
by the amount of paid
dividends previously
reported as salary

To adjust the retained
earnings for the amount
of unrecorded
dividends payable

31 December 2006
(restated)

Share capital increase

Gain on revaluation of
bulldm%s. net of tax
GEL 3,972 thousand
and revaluation
increase of GEL 362
thousand recognized in
income statement
reversing a revaluation
decrease of the same
bu\]dingligrevpously
recognized in incormne
statement,and
eliminated depreciation
of GEL 1,522 thousand

Dividends declared

Purchase of treasury
shares

Net profit
31 December 2007

On behalf of the

/’/
o /gefh'em Boar{-’"r
i

Chairma qf'lhe)danagemem Board

Karmﬁ(}g/l?a/y:a

/1)
15 Styflepttel 2008
7

Tamar Kasareli

15 September 2008

L
The nidtefon pages 9-44 form an integral part of these consolidated financial statements.
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Property. Retained Total equity
Note s‘“!lul Treasury  Share  plantan earnings/ s':g'eh&'ui‘;" Mi‘nori Tul}:l
capital p = o (A ila f0. Qa0 g interesi equity
:gsg?vle ted deficit)  ghe pare?\l
10,000 2 C 654 1,711 12,365 671 13,036
21 2,000 = - - 2,000 - 2,000
16

- - - 13,392 - 13,392 - 13,392
5 . - 229) (2,222) - 2222)
N - - - - - (162)  (162)

- - - - 1,070 1.070 (17)y_ 1,053

12,000 - - 14,046 559 26,605 492 27,097

" 5 : (818) (818) - (818)

- - - & 818 818 - 818

- = - 1,861 1,861 - _(1.861

12,000 - - 14,046 (1,302) 24,744 492 25236

21 3,521 - 10,130 - - 13,651 13,651

16

o - - 22,510 = 22,510 (466) 22,044
- - - - (1,357 (1,357) (1,357)
- (5000 (1,930) - - (2,430) - (2430)

- - - - 2290 2,290 154 _ 2.444

15,821 (500 8,200 36,556 (369) 59,408 180 _ 59,588

P
Chief Accountant /1,?'},‘)_)



PEOPLE’S BANK OF GEORGIA GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgia Lari and in thousands)

Notes Year ended Year ended
31 December 31 December
2007 2006
(restated)
CASH FLOWS FROM OPERATING ACTIVITIES:
Profit before income tax 2,268 2,737
Adjustments for:
Provision for impairment losses on interest bearing assets 8,426 1,274
Unrealized gain aroused from revaluation of previously
down-value buildings (361) -
Provision for impairment losses on other transactions 352 516
Depreciation and amortization expense 3,291 1,665
Net unrealized loss arising from changes in foreign currency
exchange rates 80 23
Gain on purchase of subsidiary - (391)
Dividend income 235 (296)
Cash flows from operating activities before changes in operating
assets and liabilities 14,291 5,528
Changes in operating assets and liabilities
(Increase)/decrease in operating assets:
Minimum reserve deposit with the National Bank of
Georgia (2,000) (4,478)
Due from banks (9.427) 4,588
Loans to customers (85,190) (22,137
Other assets (15,427) (141)
Increase/(decrease) in operating liabilities
Due to banks (6,318) (4,816)
Customer accounts 127,454 30,802
Other liabilities 4,764 (414
Cash inflow from operating activities before taxation 28,147 8,932
Income tax paid - (1,130)
Net cash inflow from operating activities 28,147 7,802
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment (26,217) (7.896)
Proceeds on sale of property, plant and equipment 60 26
Purchase of intangible assets (1,148) (1,344)
Purchase of investments available-for-sale (827) ()
Purchase of investments held to maturity - 1,019
Purchase of shares of minority interest - (162)
Acquisition of investments in associates (798) -
Share in losses of associate 10 -
Net cash outflow from investing activities (28.920) (8,361)




PEOPLE'S BANK OF GEORGIA GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgia Lari and in thousands,

CASH FLOWS FROM FINANCING ACTIVITIES:
Issue of ordinary share capital
Share premium
Purchase of treasury shares
Dividends paid

Net cash inflow/(outflow) from financing activities

Effect of changes in foreign exchange rate on cash and
cash equivalents

NET INCREASE/{DECREASE) IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

On behalf of the M?;geme Board: /
o
7 /

Chair/nz(\ of the M;ﬁw‘agemcm Board

Karlo Goginava /

T
15 Saptember2008

Notes Year ended Year ended
31 December 31 December

2007 2006

3,521 2,000

10,130 -

(2.430) 5

(3,218) (3,040)

8,003 (1,040)

121 (23)

7,351 (1,622)

12 18,370 19,992
12 25,721 18,370

-

Chief Accountant
Tamar Kasareli

15 September 2008

The notes on pages 9-44 form an integral part of these consolidated financial statements.
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PEOPLE’S BANK OF GEORGIA GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

ORGANISATION

Joint Stock Company “People’s Bank of Georgia™ (the “Bank™) was incorporated in Georgia. The
Bank is the legal successor of State owned bank “Agromretsvbank”. By the Decree of the Cabinet of
Ministers of Georgia number 288, dated 14 April 1993, and the Ordinance of the President of
Georgia number 178, dated 29 May 1994 the organizational forms of state owned banks and
enterprises were transformed into Joint Stock Companies. On 3 September 2002 in accordance with
the above mentioned Ordinance, based on the decision of a shareholders” meeting of ISC
“Agromretsvbank™, and pursuant to the Resolution number 4/5-1 of the Tbilisi Mtatsminda-Krtsanisi
District Court, dated 7 October 2002, the name, legal address, authorized capital, and members of the
Board of Directors and Supervisory Board of JSC “Agromretsvbank™ were changed. In terms of the
above mentioned Resolution of the Court, the legal name of JSC “Agromretsvbank™ has changed to
JSC “People’s Bank of Georgia”.

The registered address of the Bank is 74 Ilia Chavchavadze Avenue, 0162 Tbilisi, Georgia

The Bank’s primary business consists of making payments and money transfers, commercial
activities, trading with foreign currencies, originating loans and issuing guarantees.

As at 31 December 2007 the Bank had 182 branches, outlets and pavilions operating in Georgia.

The number of employees of the Bank as at 31 December 2007 and 2006 was 4,121 and 3,687
respectively.

As at 31 December 2007 and 2006 the share capital was distributed among following shareholders:

Shareholder 2007 2006
Ownership Ownership
interest, % interest, %

Jincharadze Irina 25% 19%

Starcode Resources LLC (United Kingdom) 21% 24%

Kovalenko Elena 21% 24%

Goguadze George 9% 6%

Agureva Anna 8% 9%

Marshania Tamar 6% 7%

Marshania Gaioz 2% 2%

Other shareholders (individually hold less than 1%) 8% 9%

Total 100% 100%




The Bank is a parent company of the banking group (the “Group”) which consists of the following
enterprises consolidated in the financial statements:

The Group ownership
interest
Name Country of 2007 2006 Type of operation
incorporation

JSC Peoples Insurance Company Georgia 100% 100% Insurance
LLC Real Estate Development Georgia 100% 100% Real Estate
LLC Peoples Post Georgia 100% 100% Postal
LLC Public Investment Management Georgia 100% 100% Brokerage
JSC Sakkalakmshenproekti Georgia 98% 98% Architectural design

services and renting

JSC People s Insurance Company was registered on 4 February 2004. The Company’s principal
activity is providing insurance services. The company holds insurance licenses N 004/2 dated 13
October 2006 and life insurance license N 002/1 dated 13 October 2006 granted by Insurance
Regulatory Department of Georgia. The insurance company was bought by the Bank in the year
2005.

LLC Real Estate Develop was established on 18 N ber 2005 by the Tax Inspectorate of

Thilisi, Georgia, order number 1422/006. The company is owned by the Bank from the date of
incorporation. The principal activity is leasing of commercial space on bus stations.

LLC People’s Post was established on 27 September 2005. The company is owned by the Bank from
the date of incorporation. The principal activity is providing postal and courier services.

LLC Public I Mar was regi d on 31 July 2006 by the Tax Inspectorate of
Thilisi, Georgia, order number 205168833. The company holds brokerage license number 129 dated
13 September 2006 granted by Securities National Commission of Georgia. The company is owned
by the Bank from the date of incorporation.

JSC Sakkalakmshenproekti was bought by the Group in the year 2005. The Company’s principal
activity is providing architectural design and other related services.

These consolidated financial statements were authorized for issue by the Management Board
on 15 September 2008.

BASIS OF PRESENTATION
Accounting basis

These consolidated financial statements of the Group have been prepared in accordance with
International Financial Reporting Standards (“IFRS”) issued by the International Accounting
Standards Board (“IASB”) and Interpretations issued by the International Financial Reporting
Interpretations Committee (“IFRIC™).

These consolidated financial slatemenls are presemed in thousands of Georgian Lari (“GEL"), unless
otherwise indicated. These consolid: have been prepared under the historical
cost convention, except for the measurement at fair value of certain financial instruments and
measurement of buildings at revalued amounts according to International Accounting Standard
(“IAS™) No. 16 “Property, Plant and Equipment”.




Key assumptions

The preparation of lidated financial in accordance with IFRS requires management
to make estimates and assumptions that affect the reported amounts. Such estimates and assumptions
are based on the information available to the Group’s management as of the date of the consolidated
financial statements. Therefore, actual results could differ from those estimates and assumptions.
Estimates that are particularly susceptible to change relate to the provisions for impairment losses
and the fair value of financial instruments.

Key assumptions concerning the future and other key sources of estimation uncertainty at the balance
sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial period include:

31 December 31 December

2007 2006

Allowance for impairment losses on loans to customers 10,523 3,989
Property, plant and equipment 93,300 43,343

Loans to customers and due from banks are measured at amortized cost less allowance for
impairment losses. The estimation of allowances for impairments involves the exercise of significant
Jjudgment.

The Group estimates allowances for impairment with the objective of maintaining balance sheet
provisions at a level believed by management to be sufficient to absorb probable losses incurred in
the Group’s loan portfolio. The calculation of provisions on impaired loans is based on the likelihood
of the asset being written off and the estimated loss on such a write-off. These assessments are made
usmg statistical techniques based on historic experience. These determinations are supplemented by
various formulaic calculations and the application of management judgment.

The Group considers accounting estimates related to provisions for loans key sources of estimation
uncertainty because: (i) they are highly susceptible to change from period to period as the
assumptions about future default rates and valuation of losses relating to impaired loans and
advances are based on recent performance experience, and (i) any significant difference between the
Group’s estimated losses (as reflected in the provisions) and actual losses will require the Group to
take provisions which, if significantly different, could have a material impact on its future income
statement and its balance sheet. The Group’s assumptions about estimated losses are based on past
performance, past customer behavior, the credit quality of recent underwritten business and general
economic conditions, which are not necessarily an indication of future losses.

Certain property (buildings) is measured at revalued amounts. The date of the latest appraisal was
31 December 2007. The next revaluation is preliminary scheduled as of 31 December 2008.

Investments available-for-sale are measured at fair value less impairment losses. The estimation of
impairments involves the exercise of significant management judgment.

The management of the Group is confident that no valuation allowance against deferred tax assets at
the balance-sheet date is considered necessary, because it is more likely than not the deferred tax
asset will be fully realized.

The accounting policy for the impairment of financial instruments is discussed in Note 3 below.

Functional currency

The functional currency of these financial statements is the Georgian Lari.



SIGNIFICANT ACCOUNTING POLICIES
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank and entities
controlled by the Bank (its subsidiaries) made up to 31 December each year. Control is achieved where
the Bank has the power to govern the financial and operating policies of an investee entity so as to
obtain benefits from its activities.

On acquisition, the assets and liabilities and contingent liabilities of a subsidiary are measured at their
fair values at the date of acquisition. Any excess of the cost of acquisition over the fair values of the
identifiable net assets acquired is recognized as goodwill. Any deficiency of the cost of acquisition
below the fair values of the identifiable net assets acquired (i.e. discount on acquisition) is credited
to the consolidated income statement in the period of acquisition. The minority interest is stated at
the minority’s proportion of the fair values of the assets and liabilities recognized. Subsequently, any
losses applicable to the minority interest in excess of the minority interest are allocated against the
interests of the parent. The equity attributable to equity holders of the parent and net income
attributable to minority shareholders” interests are shown separately in the consolidated balance sheet
and income statement, respectively. For a business combination involving entities or business under
common control all assets and liabilities of a subs are measured at their carrying values recorded
in the stand-alone financial statements of the subsidiary with the difference between the carrying value
of the acquired share in net assets of the subsidiary and the cost of acquisition recorded directly in
equity attributable to the equity holders of the parent.

The results of subsidiaries founded, acquired or disposed of during the year are included in the
consolidated income statement from the effective date of acquisition or up to the effective date of
disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring the
accounting policies used into line with those used by the Group.

All significant intra-group tr i income and expenses are eliminated on consolidat

The difference, if any, between the carrying amount of minority interest and the amount received on
its purchase is recognized in equity attributable to the equity holders of the parent.

Investments in associates

An associate is an entity over which the Group is in a position to exercise significant influence,
but not control or joint control, through participation in the financial and operating policy decisions
of the investee.

The results and assets and liabilities of associates are incorporated in these financial statements using
the equity method of accounting.

Investments in associates are carried in the balance sheet at cost as adjusted by post-acquisition changes
in the Group’s share of the net assets of the associate, less any impairment in the value of individual
investments. Losses of the associates in excess of the Group’s interest in those associates are not
recognized.

As at 31 December 2007 assets, liabilities and net profit for the year then ended of associate are
presented as follows:

Name of associate Total assets of  Total liabilities of Revenue of Net loss

United System for Instant
Payments 1,527 1,696 2,026 92



Recognition and measurement of financial instruments

The Group recognizes financial assets and liabilities on its consolidated balance sheet when it
becomes a party to the contractual obligation of the instrument. Regular way purchase and sale of the
financial assets and liabilities are recognized using settlement date accounting. Regular way
purchases of financial instruments that will be subsequently measured at fair value between trade
date and settlement date are accounted for in the same way as for acquired instruments.

Financial assets and liabilities are initially recognized at fair value plus, in the case of a financial asset
or financial liability not at fair value through profit or loss transaction costs that are directly attributable
to acquisition or issue of the financial asset or financial liability. The accounting policies for subsequent
re-measurement of these items are disclosed in the respective accounting policies set out below.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, unrestricted balances on correspondent and time
deposit accounts with the National Bank of Georgia with o al maturity within 90 days, advances
to banks in countries included in the Organization for Economic Co-operation and Development
(“OECD™). For purposes of determining cash flows, the minimum reserve deposit required by the
National Bank of Georgia is not included as a cash equivalent due to restrictions on its availability.

Due from banks

In the normal course of business, the Group maintains advances and deposits for various periods of
time with other banks. Due from banks with a fixed maturity term are subsequently measured at
amortized cost using the effective interest method. Those that do not have fixed maturities are carried at
amortized cost based on expected maturities. Amounts due from credit institutions are carried net of any
allowance for impairment losses.

Loans to customers

Loans to customers are non-derivative assets with fixed or determinable payments that are not quoted
in an active market other than those classified in other categories of financial assets.

Loans granted by the Group are initially recognized at fair value plus related transaction costs. Where
the fair value of consideration given does not equal the fair value of the loan, for example where the
loan is issued at lower than market rates, the difference between the fair value of consideration given
and the fair value of the loan is recognized as a loss on initial recognition of the loan and included in
the consolidated income statement according to nature of these losses. Subsequently, loans are
carried at amortized cost using the effective interest method. Loans to customers are carried net of
any allowance for impairment losses.

Write off of loans and advances
Loans and advances are written off against allowance for impairment losses in case of uncollectibility

of loans and advances, including through repossession of collateral. Loans and advances are written
off after management has exercised all possibilities available to collect amounts due to the Group.



Allowance for impairment losses

The Group accounts for impairment losses of financial assets when there is objective evidence that a
financial asset or group of financial assets is impaired. Impairment losses are measured as the
difference between carrying amounts and the present value of expected future cash flows, including
amounts recoverable from and collateral, di d at the financial asset’s original
effective interest rate, for financial assets which are carried at amortized cost. If in a subsequent period
the amount of the impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment was recognized, the previously recognized impairment loss is reversed.
For financial assets carried at cost, the impairment losses are measured as the difference between the
carrying amount of the financial asset and the present value of estimated future cash flows, discounted
at the current market rate of return for a similar financial asset. Such impairment losses are not
reversed.

The determination of impairment losses is based on an analysis of the risk assets and reflecis the
amount which, in the judgment of management, is adequate to provide for losses incurred. Provisions
are made as a result of an individual appraisal of risk assets for financial assets that are individually
significant, and an individual or collective assessment for financial assets that are not individually
significant.

The change in impairment losses is charged to profit, and the total of impairment losses is deducted in
arriving at assets as shown in the consolidated balance sheet. Factors that the Group considers in
determining whether it has objective evidence that an impairment loss has been incurred include
information about the debtors’ or issuers’ liquidity, solvency and business and financial risk exposures,
levels of and trends in delinquencies for similar financial assets, national and local economic trends and
conditions, and the fair value of collateral and guarantees. These and other factors may, either
individually or taken together, provide sufficient objective evidence that an impairment loss has been
incurred in a financial asset or group of financial assets.

The Group accounts for impairment losses on financial assets at amortized cost using allowance
account, for financial assets measured at cost through direct write off.

It should be understood that estimates of losses involve an exercise of judgment. While it is possible
that in particular periods the Group may sustain losses that are substantial relative to the allowance for
impairment losses, it is the judgment of management that the allowance for impairment losses is
adequate to absorb losses incurred on the risk assets.

Investments available-for-sale

Investments available-for-sale represent equity investments that are intended to be held for an indefis
period of time. Such securities are initially recorded at fair value. Subsequently the securities are
measured at fair value, with such re-measurement recognized directly in equity until sold when
gain/loss previously recorded in equity recycles through the consolidated income statement, except
for impairment losses, foreign exchange gains or losses and interest income accrued using the
effective interest method, which are recognized directly in the consolidated income statement. The
Group uses quoted market prices to determine the fair value for the Group’s investments available-for-
sale. If the market for investments is not active, the Group establishes fair value by using a valuation
technique. Valuation techniques include using recent arm’s length market transactions between
knowledgeable, willing parties, reference to the current fair value of another instrument that is

1 ially the same, di 1 cash flow analysis and option pricing models. If there is a valuation
technique commonly used by market participants to price the instrument and that technique has been
demonstrated to provide reliable estimates of prices obtained in actual market transactions, the Group
uses that technique. Dividends received are included in dividend income in the consolidated income
statement.

Non-marketable equity securities are stated at cost, less impairment losses, if any, unless fair value
can be reliably measured.



When there is abjective evidence that such securities have been impaired, the cumulative loss previously
recognized in equity is removed from equity and recognized in the consolidated income statement for
the period. Reversals of such impairment losses on debt instruments, which are objectively related to
events occurring after the impairment, are recognized in the consolidated income statement for the
period. Reversals of such impairment losses on equity instruments are not recognized in the
consolidated income statement.

Property, plant and equipment and intangible assets

Property, plant and equipment and intangible assets are carried at historical cost less accumulated
depreciation and any recognized impairment loss. Depreciation on assets under construction and
those not placed in service commences from the date the assets are ready for their intended use.

Depreciation is charged on the carrying value of property, plant and equipment and intangible assets
and is designed to write off assets over their useful economic lives. It is calculated on a straight line
basis at the following annual prescribed rates:

Buildings and other real estate 2%-3%
Furniture and equipment 15%-20%
Computer equipment 20%-25%
Vehicles 20%-25%
Leasehold improvements 15%-25%
Intangible assets 10%

Leaschold improvements are amortized over the life of the related leased asset. Expenses related to
repairs and renewals are charged when incurred and included in operating expenses unless they qualify
for capitalization.

The carrying amounts of property, plant and equipment and intangible assets are reviewed at each
balance sheet date to assess whether they are recorded in excess of their recoverable amounts, and
where carrying values exceed this estimated recoverable amount, assets are written down to their

recoverable amount.

An impairment is recognized in the respective period and is included in operating expenses.

After the recognition of an impairment loss the depreciation charge for property, plant and
equipment and intangible assets is adjusted in future periods to allocate the assets® revised carrying
value, less its residual value (if any), on a systematic basis over its remaining useful life.

Land and buildings held for use in supply of services, or for administrative purposes, are stated in the
consolidated balance sheet at their revalued amounts, being the fair value at the date of revaluation,
determined from market-based evidence by appraisal undertaken by professional independent
appraisers, less any subsequent accumulated depreciation and sul accumulated impai

losses. Revaluations are performed with sufficient regularity such that the carrying amount does not
differ materially from that which would be determined using fair values at the balance sheet date.

Any revaluation increase arising on the revaluation of such land and buildings is credited to the
property, plant and equipment and intangible assets revaluation reserve, except to the extent that it
reverses a revaluation decrease for the same asset previously recognized as an expense, in which case
the increase is credited to the consolidated income statement to the extent of the decrease previously
charged. A decrease in carrying amount arising on the revaluation of such land and buildings is
charged as an expense to the extent that it exceeds the balance, if'any, held in the properties
revaluation reserve relating to a previous revaluation of that asset.

Depreciation on revalued buildings is charged to income statement. On the subsequent sale or

retirement of a revalued property, the attributable revaluation surplus remaining in the properties
revaluation reserve is transferred directly to retained earnings.
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Taxation
Income tax expense represents the sum of the current and deferred tax expense.

The current tax expense is based on taxable profit for the year. Taxable profit differs from net profit
as reported in the consolidated income because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes items that are never taxable or
deductible. The Group’s current tax expense is calculated using tax rates that have been enacted during
the reporting period.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and liabilities in the financial statements and the corresponding tax bases used in the
ion of taxable profit, and is accounted for using the balance sheet liability method. Deferred

ilities are generally recognized for all taxable temporary differences and deferred tax assets are
recognized to the extent that it is probable that taxable profits will be available against which deductible
temporary differences can be utilized. Such assets and liabilities are not recognized if the temporary
difference arises from goodwill or from the initial recognition (other than in a business combination) of
other assets and liabilities in a transaction that affects neither the tax profit nor the accounting profit.

Deferred tax liabilities are recognized for taxable temporary differences arising on investments in
subsidiaries and associates, and interests in joint ventures, except where the Group is able to control
the reversal of the temporary difference and it is probable that the temporary difference will not reverse
in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of
the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realized. Deferred tax is charged or credited in the consolidated income statement,
except when it relates to items charged or credited directly to equity, in which case the deferred tax is
also dealt wit i

Deferred income tax assets and deferred income tax liabilities are offset and reported net on the
balance sheet if:

o The Group has a legally enforceable right to set off current income tax assets against current
income tax liabilities; and

» Deferred income tax assets and the deferred income tax liabilities relate to income taxes levied
by the same taxation authority on the same taxable entity.

Georgia also has various other taxes, which are assessed on the Group’s act
included as a component of operating expenses in the income statement.

ities. These taxes are

Due to banks, customer accounts and subordinated debt

Due to banks, customer accounts and subordinated debt are initially recognized at fair value.
Subsequently, amounts due are stated at amortized cost and any difference between net proceeds and
the redemption value is recognized in the consolidated income statement over the period of the
borrowings using the effective interest method.

Provisions
Provisions are recognized when the Group 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 required
10 settle the obligation and a reliable estimate of the obligation can be made.



Financial guarantee contracts issued and letters of credit

Financial guarantee contracts and letters of credit issued by the Group are credit insurance that provides
for specified payments to be made to reimburse the holder for a loss it incurs because a specified debtor
fails to make payment when due under the original or modified terms of a debt instrument. Such financial

guarantee contracts and letters of credit issued are initially recognized at fair value. Subsequently they are

measured at the higher of (a) the amount recognized as a provision and (b) the amount initially recognized
less, where appropriate, cumulative amortization of initial premium revenue received over the financial
guarantee contracts or letter of credit issued.

Share capital and share premium

Contributions to share capital are recognized at their cost. Share premium represents the excess of
contributions over the nominal value of the shares issued. Gains and losses on sales of treasury stock
are charged or credited to share premium.

External costs directly attributable to the issue of new shares, other than on a business combination,
are deducted from equity net of any related income taxes.

Dividends on ordinary shares are r ized in equity as a reduction in the period in which they are
declared. Dividends that are declared after the balance sheet date are treated as a subsequent event
under International Accounting Standard 10 “Events after the Balance Sheet Date” (“IAS 10”) and
disclosed accordingly.

Retirement and other benefit obligations

In accordance with the requirements of the Georgian legislation, the Group withholds amounts of
pension contributions from employee salaries and pays them to the state pension fund. In addition such
pension system provides for calculation of current payments by the employer as a percentage of current
total disbursements to staff. Such expense is charged in the period the related salaries are earned.
Upon retirement all retirement benefit payments are made by state pension fund. The Group does
not have any pension arrangements separate from the State pension system of Georgia. In addition,
the Group has no post-retirement benefits or other significant compensated benefits requiring
accrual.

Recognition of income and expense

Interest income and expense are recognized on an accrual basis using the effective interest method.
The effective interest method is a method of calculating the amortized cost of a financial asset or

a financial liability or group of financial assets or financial liabilities and of allocating the interest
income or interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial
instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset

or financial liability.

Onee a financial asset or a group of similar financial assets has been written down (partly written down)
as a result of an impairment loss, interest income is thereafter recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment loss.

Interests earned on assets at fair value are classified within interest income.



Loan origination fees are deferred, together with the related direct costs, and recognized as an adjustment
to the effective interest rate of the loan. Where it is probable that a loan commitment will lead to a specific
lending arrangement, the loan commitment fees are deferred, together with the related direct costs,
and recognized as an adjustment to the effective interest rate of the resulting loan. Where it is unlikely
that a loan commitment will lead to a specific lending ar the loan itment fees are
recognized in the consolidated income statement over the remaining period of the loan commitment.
Where a loan commitment expires without resulting in a loan, the loan commitment fee is recognized
in the consolidated income statement on expiry. Loan servicing fees are recognized as revenue as the
services are provided. All other commissions are recognized when services are provided.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Georgian Lari at
the appropriate spot rates of exchange ruling at the balance sheet date. Foreign currency transactions
are accounted for at the exchange rates prevailing at the date of the transaction. Profits and losses
arising from these translations are included in net gain on foreign exchange operations.

Rates of exchange

The exchange rates at the year-end used by the Group in the p ion of the lidated fi ial
statements are as follows:

31 December 31 December

007 2006
Georgian Lari/1 US Dollar 1.5916 1.7135
Georgian Lari/1 Euro 2.3315 2.2562

Offset of financial assets and liabilities

Financial assets and liabilities are offset and reported net on the consolidated balance sheet when the
Group has a legally enforceable right to set off the recognized amounts and the Group intends either
to settle on a net basis or to realize the asset and settle the liability simultancously. In accounting for
atransfer of a financial asset that does not qualify for derecognition, the Group does not offset the
transferred asset and the associated liability.

Adoption of new standards

In the current year, the Group has adopted all of the new and revised Standards and Interpretations
issued by the International Accounting Standards Board (the TASB) and the International Financial
Reporting Interpretations Committee (the IFRIC) of the IASB that are relevant to its operations and
effective for reporting periods beginning on 1 January 2007. The adoption of these new and revised
Standards and Interpretations has not resulted in significant changes to the Group’s accounting
policies that have affected the amounts reported for the current or prior years except for the effect of
application of IFRS 7 “Financial Instruments: Disclosure” (“IFRS 7).

IFRS 7 is effective for the annual period beginning on or after 1 January 2007. IFRS 7 establishes
new requirements and recommendations on financial instrument disclosure. Adoption of IFRS 7 did
not affect the classification and measurement of Group’s financial instruments in the financial
statements. Additional information was disclosed in the financial statements for the current and
comparative reporting periods as required by IFRS 7,

At the date of these financial statements IFRS 8 “Operating Segments” was issued but not yet effective
for these financial statements (effective 1 January 2009). The new Standard will replace 1AS 14
“Segment Reporting”. The man, is currently ing the impact of the adoption of this new
Standard on future period. The Group anticipates that other new Standards and Interpretations will
have no material financial impact on the financial statements of the Group.
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PRIOR PERIOD ADJUSTMENTS

Prior period adjustments

In 2007 the Group’s management discovered errors in the consolid

d financial

for the

year ended 31 December 2006. Certain types of transactions were not properly recorded. The amount
of dividends paid was recognized as salary expense, while the rest of dividends payable were not
df

T1id

recognized in the

In accordance with IAS 8 “Accounting Policies,

Changes in Accounting Estimates and Errors™ the correction of the errors was done retrospectively.
Comparative amounts were restated and the corrections were made to the earliest prior period

presented.

The effect of the adjustments made to the consolidated financial statements for the year ended

31 December 2006 is as follows:

Type of correction

Adjust the amount previously
recognized as salary and attribute
this amount to retained earnings as
it represents the paid dividends

To recognize the unrecorded
amount of dividends payable

To adjust the retained earnings for
the amount of unrecorded dividends
payable

NET INTEREST INCOME

Interest income comprises:

Amount of Financial statements
correction item

818 Operating expenses

1,861 Dividends payable

Retained

earnings/(Accumulated

1,861 loss)

Interest income on assets recorded at amortized cost:
- interest income on assets that has been collectively assessed for impairment

interest income on assets that has been individually assessed for impairment

- interest income on unimpaired assets

Total interest income

Interest income on assets recorded at amortized cost comprises:

Interest on loans to customers

Interest on investment held to maturity

Interest on due from banks

Total interest income on financial assets recorded at amortized cost

Interest expense comprises:

Interest on liabilities recorded at amortized cost

Total interest expense

Interest expense on liabilities recorded at amortized cost comprise:

Interest on customer accounts
Interest on due to banks.

Total interest expense on financial assets recorded at amortized cost

Net interest income before provision for impairment losses on interest bearing
assets

As previously
reported
31 December
2006/year
ended 31
December 2006

24,838

559

Year ended
31 December
2007

12,773
524
2,133

15,430

14,850
56
524

15.430
(4.553)
(4.553)

(4,252)
(30D
(4.553)

10,877

As restated
31 December
2006/year
ended 31
December
2006

24,020

1,861

(1,302)

Year ended
31 December
2006

4,233
532
1272

6,037

5,642
124
2n

6,037

806)

(572)

234)
806)

5,231



ALLOWANCE FOR IMPAIRMENT LOSSES, OTHER PROVISIONS

The movements in allowance for impairment losses on interest earning assets were as follows:

Due from banks Loans to Total
customers
31 December 2005 40 3,618 3,658
(Recovery)/provision (40) 1,314 1,274
Write-off of assets - (943) (943)
31 December 2006 = 3,989 3,989
Provision - 8,426 8,426
Write-off of assets 2 (1.892) (1.892)
31 December 2007 - 10,523 10,523

The movements in allowances for impairment losses on other transactions were as follows:

Other Guarantees Total
assets
31 December 2005 264 6 270
Provision/(recovery) 522 (6) 516
Write-off of assets (65) - (63)
31 December 2006 721 - 721
Provision 206 146 352
Write-off of assets (8) - (8)
31 December 2007 919 146 1,065
NET GAIN ON FOREIGN EXCHANGE OPERATIONS
Net gain on foreign exchange operations comprises:
Year ended Year ended
31 December 31 December
2007 2006
Dealing, net 1,575 775
Translation differences, net (80) (23)
Total net gain on foreign exchange operations 1,495 752
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FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:

Fee and commission income:

Settlement from pension operations

Swift money transfers.

Settlements

Cash operations

Voucherization and scholarship state program
Other

Total fee and commission income

Fee and commission expense:
Cash operations

Processing of VISA cards
Correspondent bank service
Other

Total fee and commission expense

OTHER INCOME

Other income comprises:

Insurance income

Change in unearned premium reserve

Change in reserve for incurred but not reported losses
Change in reserve for reported but not settled losses
Insurance claims incurred

Insurance income, net

Gain from sale of land

Income from architectural works and rent
Revenues from employment program

Income from postal and courier services
Revenues from guarantees and letters of credit
Revenues from fines

Revenues from servicing documentary stamps
Other

Total other income
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Year ended Year ended
31 December 31 December
2007 2006
12,248 10,563
6,029 3,854
3,428 3,052
3,360 2,396

1,449 .

1,664 820
28,178 20,685

210 413

327 266

220 160

31 -

788 839

Year ended Year ended
31 December 31 December
2007 2006

4,641 112
(2,108) (62)
(171) (5)

(147) (13)

(426) (16)

1,789 11

2,434 -
2432 1,993

- 82

656 3

427 63

n 76

48 49

1,935 50
10,092 2,327




10. OPERATING EXPENSES

Operating expenses comprise:

Salary and bonuses

Depreciation and amortization
Advertizing costs

Utilities

Materials

Rent

Representative expenses

Security

Penalties and fines

Property, plant and equipment maintenance
Professional services

Taxes, other than income tax

Business trip expenses

Bank forms and documents production
Plastic card operation

Other expenses

Total operating expenses

INCOME TAXES

Year ended Year ended
31 December 31 December
2007 2006
16,007 11,603
3291 1,665
3,004 922
2,081 1.960
1,984 816

1,826 1,546

1,345 1,076

1,051 862

985 91

725 886

657 191

646 635

533 344

168 190

118 233

4,288 1,000
38,799 24,020

The Group provides for taxes based on the tax accounts maintained and prepared in accordance with
the tax regulations of countries where the Group and its subsidiaries operate and which may differ from

International Financial Reporting Standards.

The Group is subject to certain permanent tax differences due to non-tax deductibility of certain

expenses and a tax free regime for certain income.

Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for tax purposes. Temporary
differences as at 31 December 2007 and 2006 relate mostly to different methods of income and
expense recognition as well as to recorded values of certain assets.

Temporary differences as at 31 December 2007 and 2006 comprise:

Deductible temporary differences:
Due from banks

Impairment of goodwill

Property, plant and equipment
Other liabilities

Total deductible temporary differences

Taxable temporary differences:
Property, plant and equipment

Total taxable temporary differences

Net deferred taxable temporary differences at 15% rate

Loss carry forward at 20% rate
Net deferred tax liability

31 December 31 December
2007 2006
76 76
1,085 1,085
813 -
292 292
2,266 1,453
(79.246) (34.288)
(79,246) (34,288)
(11,547) (6,567)
2,740 245
(8,807) (6.322)



Relationships between tax expenses and accounting profit for the years ended 31 December 2007 and

2006 are explained as follows:

Year ended Year ended
31 December 31 December
2007 2006
Profit before income tax 2,268 2,737
Tax at the statutory tax rate 454 547
Effect of change in tax rate (1,642) -
Tax effect of permanent differences 1,012 319
Income tax (benefit)/expense (176) 866
Current income tax expense 1,311 63
(Recovery)/provision for deferred tax liabilities (1,487) 303
Income tax expense (176) 866
Deferred income tax liabilities 2007 2006
Beginning of the period 6,322 2,154
Tax effect of changes in property, plant and equipment revaluation
reserve 3,972 3,365
Increase/(decrease) in income tax liability for the period charged
to profit (1.487) 803
End of the period 8.807 6,322
Effective 1 January 2008 the corporate income tax rate has changed from 20% to 15%.
CASH AND BALANCES WITH THE NATIONAL BANK OF GEORGIA
31 December 31 December
2007 2006
Cash 16,581 11,613
Balances with the National Bank of Georgia 11,468 9,892
Total cash and balances with the National Bank of Georgia 28,049 21,505

The balances with the National Bank of Georgia (“NBG”) as at 31 December 2007 and 2006 include
GEL 7,587 thousand and GEL 5,587 thousand, respectively, which represent the obligatory
minimum reserve deposits with the NBG. The Bank is required to maintain the reserve balance at the

NBG at all times.




Cash and cash equivalents for the purposes of the statement of cash flows comprise the following:

31 December 31 December
2007 2006
Cash and balances with the National Bank of Georgia 28,049 21,505
Due from banks in OECD countries 5,259 2,452
Less minimum reserve deposits with
the NBG (7.587) (5,587)
Total cash and cash equivalents 25,721 18,370
DUE FROM BANKS
Due from banks comprise:
31 December 31 December
2007 2006
Time deposits with other banks 10,677 2,756
Correspondent accounts with other banks 13,507 12,001
Total due from banks 24,184 14,757

As at 31 December 2007 and 2006 accrued interest income included in due from banks amounted to
GEL 18 thousand and GEL 10 thousand, respectively.

Movements in allowances for impairment losses on balances due from banks for the years ended
31 December 2007 and 2006 are disclosed in Note 6.

As at 31 December 2007 and 2006 the Group had due from 1 and 3 banks, respectively, which
individually exceeded 10% of the Group’s equity.
LOANS TO CUSTOMERS

Loans to customers comprise:

31 December 31 December

2007 2006

Loans to customers 128,458 44,351
Accrued interest 2,522 1439
130,980 45,790

Less allowance for impairment losses (10,523) (3.989)
Total loans to customers 120,457 41,801

Movements in allowances for impairment losses for the years ended 31 December 2007 and 2006 are
disclosed in Note 6.
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The above table summarized the amount of loans secured by collateral, rather than the fair value of

the collateral itself:

Loans collateralized by salary

Loans collateralized by real estate

Loans collateralized by inventory and equipment

Loans collateralized by pension funds

Loans collateralized by other collateral

Loans collateralized by gold

Loans collateralized by cash or guarantees from Georgian government
Loans collateralized by securities

Loans collateralized by guarantees

Unsecured loans

31 December

31 December

Less allowance for impairment losses

Total loans to customers

2007 2006
36,706 1,242
33,836 11,789
14,228 6,364

9215 4,861
3,646 4,286
2,678 1,917
2,649 141
1,987 1,864
1,601 183
24434 13,143
130,980 45,790
(10,523) (3,989)
120,457 41,801

31 December 31 December
2007 2006
Analysis by sector:
Individuals 79,115 30,227
Real estate and construction 12,437 2,308
Energy 9,995 3,080
Trade and service 6,721 4,158
Manufacturing 4,919 2,426
Agriculture 2,023 2,265
Other 15,770 1,326
130,980 45,790
Less allowance for impairment losses (10,523) (3,989)
Total loans to customers 120,457 41,801
Loans to individuals comprise the following products:
31 December 31 December
2007 2006
Consumer loans 68,521 29,042
Overdrafts 3,687 852
Other 6,907 333
79,115 30,227
Less allowance for impairment losses (4,043) (580)
Total loans to individuals 75,072 29,647

As at 31 December 2007 and 2006 the Group granted loans to S customers, totaling GEL 20,313
thousand and GEL 9,718 thousand, respectively, which individually exceeded 28% and 38% of

the Group’s equity as at 31 December 2007 and 2006, respectively.
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15.

As at 31 December 2007 and 2006 all loans were granted to companies operating in Georgia, which
Tepresents a significant geographical concentration in one region.

As at 31 December 2007 and 2006 loans to customers included loans in amount of GEL 4, 263
thousand and GEL 4,231 thousand, respectively, whose terms have been renegotiated. Otherwise
these loans would be past due or impaired.

As at 31 December 2007 and 2006 loans to customers included loans in amount of GEL 16,340
thousand and GEL 6,900 thousand, respectively, that were individually determined to be impaired.

INVESTMENTS IN ASSOCIATES

The following enterprises were recorded in the consolidated financial using the equity
method:
31 December 2007 31 December 2006
‘Ownership Carrying value Ownership Carrying value
interest interest
United System for Instant Payments 30% 789 = 2
789

In 2007 the Group purchased 30% ownership interest in United System for Instant Payments.

The percentage held of the above associates represents both direct and/or indirect ownership of the
Group.

31 December 31 December
2007 2006
GEL’000 GEL’000
Balance at beginning of the year o o
Acquisition 798 =
Share of post-acquisition loss 9) e
Balance at end of the year 789 -
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16. PROPERTY, PLANT AND EQUIPMENT

Buildings  Furniture  Computer  Vehicles  Leasehold  Constructio Total
and other and equipment improve- in
real estate  equipment ments progress
At revalued cost
31 December 2005 14,731 3,156 1,958 827 1,382 247 22,301
Additions 550 4,087 1,894 522 780 63 7,896
Revaluation increase 16,757 - - - - = 16,757
Disposals (15) (78) - (s) - (12) (123)
31 December 2006 32,023 7165 3,852 1,331 2,162 298 46,831
Additions 17,072 5,028 1481 420 850 1,366 26,217
Revaluation increase 25322 - - - - 25,322
Disposals (44) z e (16) 2 e K80
31 December 2007 74373 12,193 5,333 1,735 3.012 1,664 98,310
Accumulated depreciation
31 December 2005 323 610 708 251 38 - 1,930
Charge for the year 286 510 623 140 33 - 1,592
Eliminated on disposals (1s) an - @ - - a4
31 December 2006 594 1,103 1,331 389 7 - 3488
Charge for the year 1,025 867 905 209 49 - 3,055
Eliminated on revaluation (1,522) - - - - - (1.522)
Eliminated on disposals 2) ©) = 2 (an
31 December 2007 95 1,970 2236 589 120 - 5.010
Net book value
31 December 2007 74,278 10.224 3.007 1,145 2,892 1,664 93,300
31 December 2006 31429 6,062 2,521 942 2,091 298 43343
The Group’s buildings were lued based on an ir dent expert’s appraisals Georgian

Valuation Company LLC. The fair values of revalued llems were determined directly by reference to
observable prices in an active market and recent market transactions on arm’s length terms.

Had the buildings been carried under the cost method the book value would be GEL 4,882 thousand.
At 31 December 2006 the total revaluation surplus net of tax recognized in equity amounted to GEL

14,046 thousand.

The revaluation surplus of GEL 22,510 thousand, net of deferred tax in the amount of GEL 3,972

thousand and eliminated depreciation of GEL 1,522 thousand has been recognized under the equity

as a revaluation reserve. The revaluation increase of GEL 362 thousand has been recognized in
income statement reversing a revaluation decrease of the same assets previously recognized in

income statement.

As at 31 December 2007 and 2006 included in property, plant and equipment were fully depreciated

assets of GEL 1,571 thousand and GEL 575 thousand, respectively.
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OTHER ASSETS
Other assets comprise:

31 December
2007

31 December

2006
Prepayments for property and equipment 5,207 591
Prepayments and other debtors 4,785 2,468
Prepaid operating taxes 3,939 116
Accrual of commission income 3,036 219
Intangible assets 2,762 1,851
Repossessed assets 468 468
Other 2,141 287
Less allowance for impairment losses on other assets 919 (721)
Total other assets 21,419 5,279

Movements in allowances for impairment losses on other assets for the years ended 31 December 2007

and 2006 are disclosed in Note 6.

Intangible assets

At cost

31 December 2005 623
Additions 1,344
31 December 2006 1,967
Additions 1,148
31 December 2007 3,115

Accumulated amortization

31 December 2005 43
Charge for the year 73
31 December 2006 116
Charge for the year 237
31 December 2007 353

Net book value

31 December 2007 2,762
31 December 2006 1,851

Intangible assets include software, patents and licenses.
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DUE TO BANKS

Due to banks comprise:

31 December 31 December

2007 2006

Correspondent accounts of other banks 19 29
Loans from banks and financial institutions - 3431
Term deposits of banks and other financial institutions 2,958 5,835
Total due to banks 2,971 9,295

As at 31 December 2007 and 2006 accrued interest expense included in due to banks amounted to
GEL 24 thousand and GEL 17 thousand, respectively.

As at 31 December 2007 and 2006 the due to banks in the amounts of GEL 2,000 thousand (67%)
and GEL 2,000 thousand (22%), respectively, were due to 1 bank, which represents significant
concentration.

CUSTOMER ACCOUNTS

Customer accounts comprise:

31 December 31 December

2007 2006

Time deposits 55,188 11,535
Repayable on demand 152,699 68,898
Total customer accounts 207,887 80,433

As at 31 December 2007 and 2006 accrued interest expense included in customer accounts amounted
to GEL 2,522 thousand and GEL 261 thousand, respectively.

As at 31 December 2007 and 2006 customer accounts of GEL 6,734 thousand (3%) and GEL 2,184
thousand (3%), respectively, were due to one customer, which represents significant concentration.

31 December 31 December
2007 2006

Analysis by sector:
Individuals 106,990 38,348
Government 44,501 21,096
State controlled 13,060 7423
Trade and Service 7,871 4,546
Construction 2,626 1,022
Transport and communication 2,941 331
Energy 2219 384
Mining 490 117
Agriculture 118 100
Other 27,071 7,066
Total customer accounts 207,887 80,433
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OTHER LIABILITIES

Other liabilities comprise:

31 December 31 December

2007 2006

Pension funds 4,081 3,076
Technical provisions on insurance 2,645 23
Sundry creditors 1,240 460
Prepaid commission expense - 158
Operating taxes payable - 100
Other 1,040 418
Total other liabilities 9,006 4,235

SHARE CAPITAL AND SHARE PREMIUM

As of 31 December 2007 and 2006 authorized, issued and paid-in share capital consisted of
1,552,110,000 and 12,000,000 ordinary shares with par value of GEL 0.01 each and GEL 1,
respectively.

A ding to the shareholders meeting conducted on 30 October 2007, the board made a decision to
decrease par value of share based on proportion 1:100, while maintaining all conditions of existing
charter.

The below table provides a reconciliation of the share capital as of 31 December 2007 and 2006:

Ordinary shares
GEL’000

31 December 2005 10,000
Issue of shares 2,000
31 December 2006 12,000
Issue of shares 3,521
Treasury shares 500)
31 December 2007 15,021

Share premium represents an excess of contributions received over the nominal value of shares
issued.

Each issued share has one voting right.

COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Group is a party to financial instruments with off-balance sheet
risk in order to meet the needs of its customers. These instruments, involving varying degrees of credit
risk, are not reflected in the consolidated balance sheet.

The Group’s maximum exposure to credit loss under contingent liabilities and commitments to extend

credit, in the event of non-performance by the other party where all counterclaims, collateral or security
prove valueless, is represented by the contractual amounts of those instruments.
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The Group uses the same credit control and management policies in undertaking off-balance sheet
commitments as it does for on-balance operations.

Provision for losses on contingent liabilities amounted to GEL 146 thousand and nil as at 31
December 2007 and 2006, respectively.

As at 31 December 2007 and 2006 the nominal or contract amounts were:
31 December 2007 31 December 2006

Nominal Nominal
Amount amount

Contingent liabilities and credit
Guarantees issued and similar commitments 8,102 3,443

Extension of loans to customers within credit line limits is approved by the Group on a case-by-case
basis and depends on borrowers” financial performance, debt service and other conditions. The
tranches within the credit line are issued under separate agreements, therefore as at 31 December
2007 and 2006 the commitment within the credit lines equaled to nil.

Capital commitments — The Group had no material i for capital expenditures
outstanding as at 31 December 2007 and 2006.

Legal proceedings — From time to time and in the normal course of business, claims against the Group
are received from customers and counterparties. Management is of the opinion that no material
unacerued losses will be incurred and accordingly no provision has been made in these financial
statements.

Taxation — Due to the presence in Georgian commercial legislation, and tax legislation in particular,
of provisions allowing more than one interpretation, and also due to the practice developed in

a generally unstable environment by the tax authorities of making arbitrary judgment of business
activities, if a particular based on M it's judgs of the Group’s business activities
was to be challenged by the tax authorities, the Group may by assessed additional taxes, penalties
and interest. Such uncertainty may relate to valuation of financial instruments, loss and impairment
provisions and market level for deals’ pricing. The Group believes that it has already made all tax
payments, and therefore no allowance has been made in the financial statements.

Operating environment — The Group’s principal business operations are within Georgia. Due to the
recent conflict between Georgia and the Russian Federation, the i envi is i
and may be subject to rapid change. The Group’s operations and assets could be at risk due to
negative changes in the political, economic or business environment within Georgia and between
Georgia and the Russian Federation. These consolidated financial statements do not contain any
adjustments, if any, that may arise from the realization of this uncertainty.

SUBSEQUENT EVENTS

As a result of the conflict described in Operating Envi Note above, the Group has lost access
and control over its two branches located in areas adjacent to provinces of South Ossetia and Abkhazia.
The management has made the estimate of the damage related to the loss of assets, which approximates
GEL 355 thousand.

31



24. TRANSACTIONS WITH RELATED PARTIES

Related parties or transactions with related parties, as defined by IAS 24 “Related party disclosures™,
represent:

(2)

Parties that directly, or indirectly through one or more intermediaries: control, or are controlled
by, or are under common control with, the Group (this includes parents, subsidiaries and fellow
subsidiaries); have an interest in the Group that gives then significant influence over the Bank;

and that have joint control over the Group;

(b) Associates — enterprises on which the Group has significant influence and which is neither
a subsidiary nor a joint venture of the investor;

(c) Joint ventures in which the Group is a venturer;
(d) Members of key management personnel of the Group or its parent;
(e) Close members of the family of any individuals referred to in (a) or (d):

(f) Parties that are entities controlled, jointly controlled or significantly influenced by, or for which
significant voting power in such entity resides with, directly or indirectly, any individual referred

to in (d) or (e).

In considering each possible related party relationship, attention is directed to the substance of the
relationship, and not merely the legal form. The Group had the following transactions outstanding as
at 31 December 2007 and 2006 with related parties:

31 December 2007

31 December 2006

Related party  Total category  Related party  Total category
balances as per financial balances as per financial
statements statements
caption caption
Loans to customers 130,980 85,790
- Key management personnel 42 106
- Shareholders/member of
supervisory board 1,855 3,831
Allowance for impairment losses (10,523) (3,989)
- Key management personnel (1) -
- Shareholders/member of
supervisory board (1,068) -
Customer accounts 207,887 80,433
- Key management personnel 1,553 47
- Shareholdersimember of
supervisory board 44 210

31 December 2007

31 December 2006

Related party  Total category  Related party  Total category
transactions  as per financial  transactions  as per financial
statements statements
caption caption
Key management personnel
compensation:
- short-term employee benefits 1,996 16,007 715 11,003
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Included in the consolidated income statement for the years ended 31 December 2007 and 2006 are
the following amounts which arose due to transactions with related parties:

Year ended Year ended
31 December 2007 31 December 2006
Related party  Total category  Related party  Total category
tr i as per fi ial  tr i as per fi ial
statements statements
caption caption
Interest income 15,430 6,037
- Key management personnel 10 2
- Shareholders/imember of
supervisory board 327 63
Interest expense (4,553) (806)
- Key management personnel 4 .
Provision for impairment losses (8,426) (1,274)
- Key management personnel 1 -
- Shareholders/member of
supervisory board (1,068) =
Operating expenses (38,799) (24,020)
- Key management personnel (1,368) (715)
- Shareholders/member of
supervisory board (654) (818)

FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments are made in accordance with the requirements
of TAS 32 “Financial Instruments: Disclosure and Presentation™ and IAS 39 “Financial Instruments:
Recognition and Measurement”. Fair value is defined as the amount at which the instrument could be
exchanged in a current transaction between knowledgeable willing parties in an arm’s length transaction,
other than in forced or liquidation sale. The estimates presented herein are not necessarily indicative
of the amounts the Group could realize in a market exchange from the sale of its full holdings of

a particular instrument.

The fair value of financial assets and liabilities compared with the corresponding carrying amount in
the consolidated balance sheet of the Group is presented below:

31 December 2007 31 December 2006
Carrying value Fair value Carrying value Fair value

Cash and balances with the National

Bank of Georgia 28,049 28,049 21,505 21,505
Due from banks 24,184 24,184 14,757 14,757
Loans to customers 120,457 120,457 41,801 41,801
Investments available-for-sale 871 871 44 44
Due to banks 2,977 2,977 9,295 9,295
Customer accounts 207,887 207,887 80,433 80,433
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27.

28

REGULATORY MATTERS

Quantitative measures established by regulation to ensure capital adequacy require the Group to
maintain minimum amounts and ratios of total (8%) and tier | capital (4%) to risk weighted assets.

The ratio was calculated according to the principles employed by the Basle Committee by applying the
following risk estimates to the assets and off-balance sheet commitments net of allowances for
impairment losses.

As at 31 December 2007 the Group’s total capital amount for Capital Adequacy purposes was
GEL 43,248 thousand and tier 1 capital amount was GEL 23,032 thousand with ratios of 26% and
14%, respectively.

As at 31 December 2006 the Group’s total capital amount for Capital Adequacy purposes was

GEL 18,443 thousand and tier 1 capital amount was GEL 11,190 thousand with ratios of 25% and
15%, respectively.

As at 31 December 2007 the Group included in the computation of Total capital for Capital adequacy
purposes the subordinated debt received, limited to 50% of Tier 1 capital. In the event of bankruptey
or liquidation of the Group, repayment of this debt is subordinate to the repayments of the Group’s
liabilities to all other creditors.

CAPITAL MANAGEMENT

The Group manages its capital to ensure that entities in the Group will be able to continue as a going
concern while maximizing the return to stakeholders through the optimization of the debt and equity
balance.

The capital structure of the Group consists of debt, which includes subordinated debt disclosed in
Note 29, and equity attributable to equity holders of the parent, comprising issued capital, reserves
and retained earnings as disclosed in consolidated statement of changes in equity.

The Management Board reviews the capital structure on a semi-annual basis. As a part of this review,
the Board considers the cost of capital and the risks associated with each class of capital. Based on
recommendations of the Board, the Group balances its overall capital structure through the payment
of dividends, new share issues as well as the issue of new debt or the redemption of existing debt.

The Group’s overall capital risk management policy remains unchanged from 2006.

RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the
Group’s operations. The main risks inherent to the Group’s operations are those related to:

s Credit exposures

¢ Liquidity risk

®  Market risk
The Group recognizes that it is essential to have efficient and effective risk management processes in
place. To enable this, the Group has established a risk management framework, whose main purpose

is to protect the Group from risk and allow it to achieve its performance objectives.

A description of the Group’s risk management policies in relation to those risks follows.
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Credit risk

The Group is exposed to credit risk which is the risk that one party to a financial instrument will fail
to discharge an obligation and cause the other party to incur a financial loss. The Group structures
the levels of credit risk it undertakes by placing limits on the amount of risk accepted in relation to
one borrower, or groups of borrowers.

Limits on the level of credit risk by borrower are reviewed and approved by the Supervisory Board
twice a year. Actual exposure per borrower against limits is monitored on new loans granted. The
Credit Committee may initiate a change in the limits; however this must be approved by the
Supervisory Board.

Where appropriate, and in the case of most loans, the Group obtains collateral and corporate
guarantees. The credit risks are monitored on a continuous basis and are subject to annual or more
frequent reviews, especially where no such security can be obtained.

Commitments to extend credit represent unused portions of credit in the form of loans, guarantees or
letters of credit. The credit risk on off-balance sheet financial instruments is defined as a probability
of losses due to the inability of the counterparty to comply with the contractual terms and conditions.
With respect to credit risk on commitments to extend credit, the Group is potentially exposed to loss
in an amount equal to the total unused commitments. However, the likely amount of loss is less than
the total unused commitments since most commitments to extend credit are contingent upon
customers maintaining specific credit standards. The Group applies the same credit policy to the
contingent liabilities as it does to the balance sheet financial instruments, i.e. the one based on the
procedures for approving the grant of loans, using limits to mitigate the risk, and current monitoring.
The Group monitors the term to maturity of credit commitments because longer term commitments
generally have a greater degree of credit risk than shorter term commitments.

Maximum exposure

The Groups maximum exposure to credit risk varies significantly and is dependant on both
individual risks and general market economy risks.

The following table presents the maximum exposure to credit risk of balance sheet and off balance
sheet financial assets. For financial assets in the balance sheet, the maximum exposure is equal to the
carrying amount of those assets prior to any offset or collateral. For financial guarantees and other
off balance sheet assets, the maximum exposure to credit risk is the maximum amount the Group
would have to pay if the guarantee was called on or in the case of commitments, if the loan amount
was called on.

As at 31 December 2007 and 2006:

31 December 31 December

2007 2006

Due from banks 24,184 14,757
Loans to customers 130,980 45,790
Investments available-for-sale 87 44
Contingent liabilities and credit commitments 8,102 3,443

Financial assets, such as amounts due from banks are graded according to the current credit rating
they have been issued by an internationally regarded agency such as Standard and Poors. The highest
possible rating is AAA. Investment grade financial assets have ratings from AAA to BBB. Financial
asseis which have ratings lower than BBB are classed as speculative grade. The Group does not have
an internal rating system, thus financial assets, other than amounts due from banks, are not rated.

35



The following table details the credit ratings of financial assets held by the Group as at 31 December

2007:

Due from banks
Loans to customers

Investments available-for-sale

Total

As at 31 December 2006:

Due from banks
Loans to customers

Investments available-for-sale

Total

Total at
Not 31
AAA AA A BBB >BBB  rated December
2007
- 6,845 572 1,407 74 15286 24,184
= o = = - 120457 120,457
- - - - : 871 871
6,845 572 1,407 74 136,614 145512
Total at
Not 3
AAA AA A BBB >BBB rated  December
2006
- 5964 132 1,206 26 7429 14,757
= - - - - 41,801 41,801
- . - B . 44 44
- 5964 132 1,206 26 49,274 56,602

The banking industry is generally exposed to credit risk through its loans to customers and inter bank
deposits. With regard to the loans to customers this risk exposure is concentrated within Georgia.
The exposure is monitored on a regular basis to ensure that the credit limits and credit worthiness
guidelines established by the Group’s risk management policy are not breached.

The following table details the carrying value of assets that are past due but not impaired:

As at 31 December 2007:

Loans to customers

Total

As at 31 December 2006:

Loans to customers

Total

Financial assets past due but not

impaires
Greater
0-3 3-6 6 than
months months months one year
to 1 year
4,849 918 15,761 15,806
4,849 918 15,761 15806

Financial assets past due but not
impaired

0-3 3-6 6 Greater
months months months  than
to 1 yearone year
2,566 739 5362 8,665

2,566 739 5362 8,665
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Geographical concentration

The Assets and Liabilities Management Committee (the “ALMC”) exercises control over the risk in
the legislation and regulatory arena and assess its influence on the Group’s activities. This approach
allows the Group to minimize potential losses from investment climate fluctuations in Georgia.

The geographical concentration of assets and liabilities is set out below:

Georgia Other OECD 31 December
non-OECD countries 2007
countries Total
ASSETS
Cash and balances with the NBG 28,049 - - 28,049
Due from banks 14,409 4,157 5,61 24,184
Loans to customers 120,457 - - 120,457
Investments available-for-sale 871 - - 871
Investments in associates 789 - - 789
Property, plant and equipment 93,300 - - 93,300
Current income tax assets 636 = - 636
Other assets. 21419 - - 21419
TOTAL ASSETS 279,930 4,157 5.618 289,705
LIABILITIES
Due to banks 2,043 - 934 2,977
Customer accounts 207,887 - - 207,887
Provisions 146 - - 146
Current income tax liability 1,294 - - 1,294
Deferred income tax liability 8,607 - - 8,807
Other liabilities 9,006 - - 9.006
TOTAL LIABILITIES 229,183 - 934 230,117
NET POSITION 50,747 4,157 4,684
Georgia OECD Non-OECD 31 December
countries countries 2006
Total
ASSETS
Cash and balances with the NBG 21,505 - - 21,505
Due from banks 5,977 3,034 5,746 14,757
Loans to customers. 41,801 - = 41,801
Investments available-for-sale 44 - - 44
Property, plant and equipment 43,343 - - 43,343
Current income tax assets 653 = - 653
Other assets 5,279 - - 5279
TOTAL ASSETS 118,602 3,034 5,746 127,382
LIABILITIES
Due to banks 5,868 = 3,427 9,295
Customer accounts 80,433 - - 80,433
Deferred income tax liability 6,322 - - 6,322
Dividends payable 1,861 - - 1,861
Other liabilities 4,235 - = 4,235
TOTAL LIABILITIES 98,719 - 3,427 102,146
NET POSITION 19& 3,034 2,319
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Liquidity risk

Liquidity risk refers to the availability of sufficient funds to meet deposit withdrawals and other
financial commitments associated with financial instruments as they actually fall due. In order to
manage liquidity risk, the Group performs daily monitoring of expected future cash flows on clients’

and banking operations, which is a part of the assets/lial

Liabilities Management Committee sets limits on the minimum proportion of maturing funds

ave

facilities that should be in place to cover withdrawals at unexpected levels of demand.

An analysis of the liquidity risk on balance sheet transactions is presented in the following table:

As at 31 December 2007:

ties management process. The Assets and

ble to meet deposit withdrawals and on the minimum level of inter-bank and other borrowing

Upto  1monthto 3monthto 1 yearto Over Maturity 31 December
1month 3 months 1 year 5 years Syears  undefined 2007
Total
ASSETS
Due from banks - - - 10,500 = 159 10,659
Loans to customers 28,739 10,434 35,233 45,199 852 - 120,457
Total interest bearing
assels 28,739 10,434 35,233 55,699 852 159 131,116
Cash and balances with
the National Bank of
Georgia 20,462 - - - 7,587 28,049
Due from banks 13,525 - - - ] 13,525
Investments available for sale - - 2 - 871 871
Investments in associates c - - 789 789
Property, plant and equipment - B & - - 93,300 93,300
Current income tax assets - 636 = - - 636
Other assets 18,656 - 5 - 2,763 21,419
TOTAL ASSETS 81,382 10,434 35,869 55,699 852 105,469 289,705
LIABILITIES
Due to banks 2,024 933 = - - 1 2,958
Customer accounts 4,505 4,325 42239 4,103 16 - 55,188
Total interest bearing
liabilities 6,529 5258 42,239 4,103 16 1 58,146
Due to banks 19 - = - - 19
Customer accounts 152,699 - = a = - 152,699
Provisions 146 - - - =2 - 146
Current income tax lial - 1,294 - - - 1,294
Deferred income tax liability - - - - - 8.807 8,807
Other liabilities 9,006 - = - - 9,006
TOTAL LIABILITIES 168,399 5,258 43,533 4,103 16 8,808 230,117
Liquidity gap (87.017) 5,176 (7.664) 51596 836
Interest sensitivity gap 22,210 5,176 (7.006) 51,596 836
Cumulative interest
i gap 22210 27,386 20,380 71,976 72,812
Cumulative interest
sensitivity gap as a
percentage of total assets 7% 9% 1% 24% 24%
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As at 31 December 2006:

ASSETS

Due from banks.
Loans to customers

Total interest b

ring assets

Cash and balances with the NBG
Due from banks

Property, plant and equipment
Investments available-for-sale
Current income tax assets

Other assets

TOTAL ASSETS

LIABILITIES
Due to banks
Customer accounts
Total interest bearing liabilities
Due to banks
Customer accounts
Deferred income tax liabilities
Dividends payable
Other liabilities
TOTAL LIABILITIES
Liquidity gap
Interest sensitivity gap

Cumulative interest sensitivity gap

Cumulative interest sensitivity gap as
a pereentage of total assets

39

Upto 1 monthta 3Imonthto 1 yearto Maturity 31 December
Imonth 3 months 1 year Syears  undefined 06
Total
1,510 1,000 - 246 - 2,756
8,565 2,783 21,268 9.185 = 41,801
10,075 3,783 21,268 9,431 - 44,557
15918 g = - 5,587 21,505
11,824 - = 177 12,001
“ - - = 43,343 43,343
- - - - 44 44
- - 653 = 653
3428 L g : 1851 5,279
41,245 3,783 21,921 9,431 51,002 127,382
4,838 997 - 3431 9,266
3,202 2,316 5,691 326 - 11,535
8,040 3,313 5,691 3,757 - 20,801
29 = - = - 29
68,898 - = - 68,898
- - - = 6,322 6,322
1,861 2 - & - 1,861
4,235 = = - 4,235
83,063 3,313 5,691 3,757 6,322 102,146
(41,818) 470 16,230 5.674
2,035 470 15,577 5,674
2,035 2,505 18,082 23,756
2% 2% 14% 19%



Analysis of undiscounted cash flows are presented below:

Weighted Upto Imonthto 3 monthto  lyearto 31 December
average Imonth 3 months 1year 5 years 2007
effective Total
interest rate,
%
LIABILITIES
Due to banks 6.47% 2,026 1,241 - - 3,267
Customer accounts 12.10% 157,215 4,381 44,721 4,567 210,884
Total 159,241 5,622 44,721 4,567 214,151
Weighted Upto 1 monthto 3 month to 1yearto 31 December
average Tmonth 3 months 1 year 5 years 06
effective Total
interest rate,
Yo
LIABILITIES
Due to banks 6.76% 4,869 1,012 - 4,113 9,994
Customer accounts 10.94% 72,103 2,349 6,102 576 81,130
Total 76,972 3,361 6,102 4,689 91,124
Market risk

Market risk covers interest rate risk, currency risk and other pricing risks to which the Group is
exposed. There have been no changes as to the way the Group measures risks it is exposed.

The Group is exposed to interest rate risks as entities in the Group borrow funds at both fixed and
floating rates. The risk is managed by the Group maintaining an appropriate mix between fixed and
floating rate borrowings.

The ALMC also manages interest rate and market risks by matching the Bank’s interest rate position,
which provides the Group with a positive interest margin. The Department of Financial Control
conducts monitoring of the Group’s current financial performance, estimates the Group’s sensitivity
to changes in interest rates and its influence on the Group’s profitability.

Cash flow interest rate risk

Cash flow interest rate risk is the risk that the future cash flow of a financial instrument will fluctuate
because of changes in market interest rates.

The ALMC also manages interest rate and market risks by matching the Group’s interest rate
position, which provides the Group with a positive interest margin.

The majority of the Group’s loan contracts and other financial assets and liabilities that bear interest
are either variable or contain clauses enabling the interest rate to be changed at the option of

the lender. The Group monitors its interest rate margin and consequently does not consider itself
exposed to significant interest rate risk or consequential cash flow risk.
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The following table presents an analysis of interest rate risk and thus the potential of the Group for
gain or loss. Effective interest rates are presented by categories of financial assets and liabilities to
determine interest rate exposure and effectiveness of the interest rate policy used by the Group.

ASSETS
Due from banks
Loans to customers

LIABILITIES

Due to banks
Customer accounts

Interest rate sensitivity

GEL

6.7%
24.0%

6.6%
12.3%

2007
usDp

6.0%
23.0%

6.7%
11.8%

GEL

6.9%
20.9%

12.0%
11.4%

2006

usD

24.0%

5.3%
9.5%

The Group manages fair value interest rate risk through periodic estimation of potential losses that
could arise from adverse changes in market conditions. The Department of Financial Control
conducts monitoring of the Group’s current financial performance, estimates the Group’s sensitivity

to changes in fair value interest rates and its influence on the Group’s profitability.

The following table presents a sensitivity analysis of interest rate risk, which has been determined
based on “reasonably possible changes in the risk variable”. The level of these changes is determined
by management and is contained within the risk reports provided to key management personnel.

Impact on profit before tax:

sels:
Due from banks
Loans to customers

Liabilities:
Due to banks
Customer accounts

Net impact on profit before tax

Impact on shareholders equity:

Assets:
Due from banks
Loans to customers

Liabilities:
Due to banks
Customer accounts

Net impact on shareholders equity

As at 31 December 2007

Interest rate Interest rate
+1%

1%

As at 31 December 2006
Interest rate
o

Interest rate
-1%

89 (89) 26 (26)
550 (550) 212 (212)
(17) 17 (20) 20
(392) 392 (71 71
230 (230) 147 (147)
As at 31 December 2007 As at 31 December 2006
Interest rate Interest rate  Interest rate Interest rate
+1% -1% 1% Y
71 () 21 2n
440 (440) 170 170
(14) 14 (16) 16
(314) 314 (57) 57
183 (183) 118 (118)
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Currency risk

Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to changes
in foreign exchange rates. The Group is exposed to the effects of fluctuations in the prevailing foreign
currency exchange rates on its financial position and cash flows.

The ALMC controls currency risk by management of the open currency position on the estimated basis
of Georgian Lari devaluation and other macroeconomic indicators, which gives the Group an
opportunity to minimize losses from significant currency rates fluctuations toward its national currency.
The Treasury Department performs daily monitoring of the Group’s open currency position with the
aim to match the requirements of National Bank of Georgia.

The Group’s exposure to foreign currency exchange rate risk is presented in the table below:

As at 31 December 2007:

GEL UsD EUR Other 31 December
usbi1= EUR 1= currency 2007
1.5916 GEL  2.3315GEL Total
ASSETS
Cash and balances with the NBG 12,461 12,790 2,742 56 28,049
Due from banks 10,593 10,535 2,774 282 24,184
Loans to customers 97,579 22,761 117 - 120,457
Investments available-for-sale 871 - - - 871
Investments in associates 789 - - - 789
Property, plant and equipment 93,300 - - - 93,300
Current income tax assets 636 - = - 636
Other assets 21419 - - - 21419
TOTAL ASSETS 237,648 46,086 5,633 28!
LIABILITIES
Due to banks 2,013 964 - - 2,977
Customer accounts 148,078 50,555 9,250 4 207,887
Provisions 146 - - - 146
Current income tax liabi 1,294 - - - 1,294
8,807 - - - 8.807

Other liabilities 9.006 - . - 9,006
TOTAL LIABILITIES 169,344 51,519 9,250 4 230,117

‘OPEN BALANCE SHEET POSITION 68,304 (5:433) (3,617) 33
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As at 31 December 2006:

GEL usD EUR Other 31 December
SD1= EUR 1= currency 2006
GEL17135  GEL 22562 Total
ASSETS
Cash and balances with the NBG 18,180 2,229 1,031 65 21,505
Due from banks 2,764 11,411 483 99 14,757
Loans to customers 36,223 5,565 13 S 41,801
Investments available-for-sale 44 - - - 44
Property, plant and equipment 43,343 - - E 43,343
Current income tax assets 653 - - - 653
Other assets 5,279 - - - 5279
TOTAL ASSETS 106,486 19,205 1,527 164 127,382
LIABILITIES
Due to banks 2,031 7,264 - - 9,295
Customer accounts 64,055 14,881 1,427 70 80,433
Deferred income tax liabilities 6,322 - = - 6,322
Dividends payable 1,861 - - - 1,861
Other liabilities 4210 25 = - 4,235
TOTAL LIABILITIES 78,479 22,170 1,427 70 102,146
OPEN BALANCE SHEET
POSITION 28,007 (2,965) 100 94

Currency risk sensitivity

The following table details the Group’s sensitivity to a 10% increase and decrease in the USD
against the GEL. 10% is the sensitivity rate used when reporting foreign currency risk internally to
key it p | and rep it's of the possible change in
foreign currency exchange rates. The sensitivity analysis includes only outstanding foreign currency
denominated monetary items and adjusts their translation at the end of the period for a 10% change
in foreign currency rates. The sensitivity analysis includes external loans as well as loans to foreign
operations within the Group where the denomination of the loan is in a currency other than the
currency of the lender or the borrower.

As at 31 December 2007 As at 31 December 2006
GEL/USD GEL/USD GEL/USD  GEL/USD

+10% -10% +10% -10%
Imnact on nrofit or loss 447y 447 1.346 (1.346)
Impact on equity (358) 358 1,077 (1,077)

Limitations of sensitivity analysis

The above tables demonstrate the effect of a change in a key assumption while other assumptions
remain unchanged. In reality, there is a correlation between the assumptions and other factors. It
should also be noted that these sensitivities are non-linear, and larger or smaller impacts should not
be interpolated or extrapolated from these results.
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The sensitivity analyses do not take into consideration that the Group’s assets and liabilities are
actively managed. Additionally, the financial position of the Group may vary at the time that any
actual market it occurs. For le, the Group’s ial risk g strategy aims

p
to manage the exposure to market fluctuations. As investment markets move past various trigger
levels, management actions could include selling investments, changing investment portfolio
allocation and taking other protective action. Consequently, the actual impact of a change in the
assumptions may not have any impact on the liabilities, whereas assets are held at market value on
the balance sheet. In these circumstances, the different measurement bases for liabilities and assets
may lead to volatility in shareholder equity.

Other limitations in the above sensitivity analyses include the use of hypothetical market movements
to demonstrate potential risk that only represent the Group’s view of possible near-term market
changes that cannot be predicted with any inty; and the ption that all interest rates move in
an identical fashion

Price risk

Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in
market prices whether those changes are caused by factors specific to the individual security or its
issuer or factors affecting all securities traded in the market. The Group is exposed to price risks
of its products which are subject to general and specific market fluctuations.

The Group manages price risk through periodic estimation of potential losses that could arise from
adverse changes in market conditions and establishing and maintaining appropriate stop-loss limits
and margin and collateral requirements. With respect to undrawn loan commitments the Group is
potentially exposed to a loss of an amount equal to the total amount of such commitments. However,
the likely amount of  loss is less than that, since most commitments are contingent upon certain
conditions set out in the loan agreements.
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