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THE MISSION OF TBC BANK IS TO ENSURE A HIGH LEVEL OF
CLIENT SATISFACTION AND A SUSTAINABLE INCREASE IN THE
COMPANY’S VALUE.
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o0d0bo 35630 momgMo 3m33sbnss Bgaombadn. ngo asdmamBgzs 3emngb8gddy
a5bbs3mommgdmmo bEmbgom, dMmdngn bmgs@mmmdaoms s 35630m69d0bs 396
LBFsgz00;

35630L BomBoBgdol gobsdnmmdadl jofMasm gsbzamamgdamo s IMsgemeygmm-
3560 3m3babmadals sMbgdo, 989 nG0 g99gnzgd0l LobEgdgdn, dmLabnEgdals
bomolbbo;

dob30 (36mdamns, Mmam@ yzgmadg Labmdggmo ©sddofeggdgmo J3g9sbsda.
14360L bamzgogbm aomgdmb dgwgadg mEgbdnmgdnm s nbozns@ngnsb 3Gm-
BqLoMbamMAadL. asbbsFmm@gdom sgobgdl gmbrommn Immzsbgmdol 3606(30390L;

dob3n BEMbagh 9Mmzbamo 3HmEmEmmo Gobammmdadol dgbsAnbgdsbs s
35dmngMgdsdy, Momsz ©ods@gd0mn Bymoemn Jgodsb badmasmagdal asbznomes-
9dsdo.

TBC Bank is a leading company in the region. It is distinguished by outstanding
client services, constant innovations and aspiration to develop further.

The success of the Bank is thanks to well developed and diverse service channels,
effective sales systems and the high quality of its services.

The Bank is known for its outstanding treatment of its employees. It creates an ideal
environment for result-oriented and motivated professionals and places high value
on the principles of teamwork.

The Bank works towards ensuring the preservation and strengthening of national
cultural values, thus additionally contributing to the development of society.
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SUPERVISORY BOARD Mamuka Khazaradze (Chairman)

Badri Japaridze
David Khazaradze
Giorgi Kekelidze

Bob Meijer
Douglas Gustafson (IFC)
Steffen Suhany (DEG)

BOARD OF DIRECTORS Vakhtang Butskhrikidze President
Paata Gadzadze First Vice President
Zezva Tsiskarishvili Vice President
Giorgi Aslanikashvili Vice President
Vano Baliashvili Vice President
Nino Masurashvili Vice President
Giorgi Bedineishvili Vice President
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The joint stock company TBC Bank was founded on 17 December.

In May, TBC Bank was granted a license to carry out international tran-
sactions.

In June, Coopers and Lybrand conducted the first international audit of
the bank.

In August, TACIS and TBC Bank signed the first credit agreement.

In December, TBC Bank launched a funding programme for small and
medium-sized business. A USD 3m credit line from the European Bank for
Reconstruction and Development (EBRD) was opened.

In February, another credit line was established through a World Bank
contribution of USD 1m.

In February, the International Finance Corporation (IFC) allocated a cre-
dit line worth USD 3m, which was again directed at financing small and
medium-sized enterprises (SME).

On 17 March, EBRD deepened its cooperation with TBC Bank through sig-
ning an agreement on the Letter of Credit Support Project, worth USD
2m. The project was aimed at supporting the development of commerce
and the establishment of new commercial contacts in Georgia.

On 16 April, the German Investment and Development Company (DEG)
allocated a credit line of 3 million German marks for SME development.

On 17 August, the volume of EBRD’s Letter of Credit Support Project in-
creased by USD 2m. In addition, EBRD became a guarantor of TBC Bank
before first class banks.

In May, TBC Bank participated as a founder of the Microfinance Bank of
Georgia, which is now known as ProCredit Bank.
On 2 February, a second DEG credit line for EURO 2m was opened at TBC

Bank.

On 26 May, IFC and DEG became TBC Bank shareholders, each with a 10%
stake.

In September, Thompson Financial’s BankWatch awarded TBC Bank an

international rating. TBC Bank was the first Georgian company to receive
this honour.

ANNUAL REPORT 2007
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On 8 May, TBC Bank participated in the foundation of Georgian Pension
and Insurance Holding (GPI Holding), the first insurance company in
Georgia offering pension services.

On 16 August, IFC allocated a further credit line of USD 3m, allowing TBC
to expand its mortgage lending programme.

In March, TBC Bank became the largest bank in Georgia according to va-
rious financial indicators.

On 13 June, TBC Bank was nominated as the best Georgian company
of 2001 by the Georgian Times newspaper and the Marketing Research
Company GORBI.

On 3 September, Financial Times magazine named TBC Bank among the
world’s “Best Banks of the Year”.
In December, the 2002 Euromarket Forum Prize was awarded to TBC.

On 9 September, Financial Times magazine included TBC Bank in the list
of “Best Banks of the Year” for the second consecutive year.

On 5 December, an agreement on risk insurance worth EURO 2 million
and USD 3 million was signed with the IFC.

On 19 December, the EBRD allocated a USD 6 million credit line, marking
the first investment in the Georgian commercial sector after the Rose Re-
volution in November 2003.

In January, the company TBC Leasing, founded by TBC Bank, began ope-
rations. In just a year, it was able to stake out a substantial share of the
Georgian market.

In March, the American magazine Global Finance named TBC Bank as one
of the best banks worldwide operating on the foreign exchange market.

On 7 September, TBC was included for the third year in a row on the Fi-
nancial Times'annual list of “Best Banks of the Year”.

In January, the International Finance Corporation (IFC) granted a USD 4m
subordinated loan to TBC, the first of its kind by an international institu-
tion to a Georgian commercial bank.

On 26 February TBC Bank’s new Head Office was opened in a unique his-
torical building constructed in Thilisi in the beginning of the 20th century
that is recognized as one of the city’s architectural monuments. TBC Bank
spent USD 6m on reconstructing and refurbishing the building.

ANNUAL REPORT 2007
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On 27 July the IFC made its first investment in the Georgian leasing sector
by granting a credit line of USD 3m to TBC Leasing.

In September, in its annual bank rating, the Financial Times Group inclu-
ded TBC Bank among the world’s “Best Banks of the Year” for the fourth
time.

On 26 September the European Bank for Reconstruction and Develop-
ment (EBRD) signed a USD 10m agreement on financing SMEs.

In October, the American magazine Global Finance named TBC Bank one
of the best banks worldwide operating on the foreign exchange market
for the second time.

On 7 November, the international rating agency FitchRatings raised TBC
Bank’s long-term rating from “CCC+" to “B-" while its short-term rating
improved from “C" to “B". The bank’s long-term growth was assessed as
“stable”

In February, DEG allocated a USD 10m subordinated loan, which was in-
vested in TBC Bank’s equity.

On 1 March, EBRD purchased 10% of TBC Leasing’s shares and allocated a
USD 3m loan, marking the first EBRD investment in the Georgian leasing
sector.

In April, the American magazine Global Finance, in its annual bank rating
“The Best Banks of Developing Markets of the World” praised TBC Bank as
“the Best Bank in Georgia”

On 1 May TBC Bank and the IFC concluded an agreement on the imple-
mentation of a technical assistance project whose goal was to increase
TBC's share of the retail sales market.

In May, TBC Bank and City Bank concluded an agreement on the alloca-
tion of an unsecured loan in the amount of USD 35m, the largest credit
line ever provided by a foreign commercial bank to a Georgian bank.

In July, EBRD provided TBC Bank with a USD 15m credit line intended for
mortgage lending in Georgia.

On 28 August, the international rating agency FitchRatings revised its
outlook for TBC Bank from “Stable” to “Positive”

In November, the Netherlands Development Financial Company (FMO)
and TBC Bank signed an agreement on the allocation of a USD 10m credit

line over a 5-year term.

In December, the international organization Business Initiative Directions
awarded TBC Bank with a Gold Star, a distinction of international quality.

ANNUAL REPORT 2007
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For the first time the Moody'’s Investors Service agency gave TBC long-
term credit ratings of B3 and Baa3 for foreign currency and local currency
respectively. Thus far, this is the highest rating achieved by any Georgian
bank.

In February TBC Bank bought 20% of shares of one of the leading educa-
tional institutions in Georgia - the European School of Management in
Thilisi.

In MarchTBC Bank was awarded the most authoritative quality standard in
the world - Certificate of Conformity with Requirements 1ISO 9001:2000.

In March, the American magazine “Global Finance” named TBC Bank in
the rating of “The Best Banks of Emerging Markets of the World” and ca-
lled it “the Best Bank in Georgia”.

In May, the international agency Moody'’s gave TBC Bank the following ra-
tings for 2007: appraisal - stable, bank deposits in foreign currency - B3/
NP, bank deposits in national currency — Ba1/NP, bank’s financial stability
-D-.

In July, International Rating Agency FitcRating increased the rating of TBC
Bank by two levels and awarded it a “B+"rating.

On 30 September, TBC Bank’s assets exceeded 1bn USD, which means an
80 per cent increase in the Bank’s assets over the previous nine months.

In autumn TBC Bank went beyond Georgia’s borders and successfully im-
plemented its first project directed towards regional development — TBC
Bank bought 75 per cent of shares of Azerbaijan’s SOA Credit.

In December TBC Bank began introducing an absolutely new type of
bank branch offices for the local market, which were created in accordan-
ce with modern international standards. The project was implemented
with the support of the International Consulting Company CENTEO.
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Achieving success in business and becoming a leader in one’s field
is a tall order. But it's not everything. The main challenge comes af-
ter a company achieves this success - it must retain its leading posi-
tion and continue developing dynamically, find new opportunities
at each stage, not stop even for a second and, most importantly of
all, maintain a reputation of reliability and the trust of its clients.

Last year TBC Bank strove to achieve these objectives against the
background of unprecedented progress. Last year TBC Bank do-
ubled in terms of both financial parameters and number of person-
nel.

In the context of such colossal growth, TBC Bank managed to
strengthen its positions and, at the same time, achieve a number of
strategically important successes.

The three most important events at TBC over the past year were:
the shift to a new strategy, the opening of ultra-modern branch
offices the likes of which are completely new to Georgia and expan-
ding our business beyond the borders of the country.

It is with pride that my team and | present the fruits of the bank’s
activities during 2007 in the form of this report. It outlines all the
financial and other achievements made thanks to the efforts of
thousands of people. These achievements serve to ensure the well-
being of tens of thousands of people - our customers and partners
and, last but not least, our employees.

MAMUKA KHAZARADZE
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FINANCIAL RESULTS

NEW STRATEGY AND
ULTRA-MODERN BRANCH
OFFICES

REGIONAL DEVELOPMENT

The year 2007 was a success and a breakthrough year for number of reasons. Let
me briefly review the company’s achievements in several areas:

During 2007 TBC Bank grew very dynamically according to all basic financial pa-
rameters. In particular, the assets of the Bank during the last year increased 78.3%
and reached 1,712m GEL. Its credit portfolio increased up to 1,129m GEL, which
amounts to 96.6% growth over the previous year. As for the deposit portfolio, it
increased by 41.2% as compared with the previous year and totalled 780m GEL.
The profit of TBC Bank exceeded 28m GEL by the end of the year.

Last year TBC Bank made changes in its strategy and began actively developing
the services it offers to individuals.

It was this change of strategy that conditioned the decision to rebrand TBC Bank. A
new logo was developed which represents an evolution of sorts over the old one.
A new corporate slogan has also been developed: Together we are stronger .

Most importantly, the new strategy implied a significant increase in the number
of branch offices, service-centres and ATMs, as well as offering of more and more
diverse services to natural persons and greatly improving and simplifying existing
services.

In parallel, TBC Bank successfully maintained and strengthened its positions on the
market of corporate clients.

Within this new strategy, one of the most important projects of TBC Bank in 2007
was the establishment of a network of ultra-modern branch offices of a kind that
heretofore did not exist in Georgia. The project was implemented with the support
of the International Consulting Company Senteo International.

Service at the new branch offices is rendered without barriers, in an open space.
These branch offices directly express the slogan: “My bank is by my side”, as the
client and the bank employee stand side by side and take decisions together.

We consider that one of the most significant achievements was TBC Bank’s first
project towards regional expansion, namely our successful entrance into the Azer-
baijani market. Last year TBC Bank acquired 75% of shares of the local credit institu-
tion SOA Credit, which is a daughter company of Azerbaijan’s Shorebank.
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Regional development is a logical continuation of the successful activities imple-
mented by TBC Bank on the domestic market. At the next stage, the experience
obtained on the Azerbaijani market will be used successfully in the process of TBC
Bank'’s investment in the financial markets of other CIS countries.

The establishment of TBC Investment Bank was a significant event from the stan-
dpoint of the bank’s strategic development.

This new endeavour implies expanding the business and personal capital of legal
entities and individuals through offering comprehensive financial services.

The objective of TBC Investment Bank is to become a leading player of the market
and facilitate the increase and development of clients’ capital locally, as well as
internationally.

The last year was successful for TBC Bank from the standpoint of international re-
cognition as well. In the spring the FitchRatings International Rating Agency raised
the rating of TBC Bank by two levels, up to B+.

Later, Moody'’s International Agency evaluated TBC Bank as stable.

In parallel, our Company is winning serious recognition in terms of quality of servi-
ce. In March 2007, SAI GLOBAL and the International Certifying Network IQNet the
world’s leaders in quality management systems, awarded TBC Bank ISO 9001 : 2000
certificate of international quality management standard.

Thus TBC Bank became the first bank in Georgia to obtain the ISO standard. The
quality of management systems of TBC Bank was evaluated as conforming to the
highest world standards.

The fact that out bank attracted 245m USD in financial resources from foreign fi-
nancial institutions during the last year indicates TBC Bank's international authority
and reliability.

Our team believes that the achievements of the last year and the innovations in-
troduced will play a significant role in realizing the main objective of TBC Bank - be
leading company of the region, known for taking care of its clients, delivering new
products and developing dynamically.

Vakhtang Butskhrikidze
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A Lado63M ©g3mbaBda — 9MMzbmem goemmBoda Bal/NP
A 35630L 30bsblyEn dpamapmds — D-



TBC Bank Entered Azerbaijanian Market

In the autumn 2007 TBC left Georgian borders and began regional development.
The beginning of the first project in this direction was successful - TBC Bank
bought 75% of shares of the local credit institution — “SOA Credit” in Azerbaijan.
“SOA Credit” it the daughter company in Azerbaijan of “ShoreBank” established
in Chicago, USA.

TBC began to care for regional development in parallel with progress achieved on
local market. On the first stage financial market of Azerbaijan, as strategic part-
ner of Georgia, was chosen, which is characterized by sustainable development
trend.

In the nearest future TBC Bank will form “SOA Credit” as a serious financial insti-
tution, which will offer wide spectrum of banking services to the local customers
in Azerbaijan.

On the next stage the experience obtained on Azerbaijanian market will be suc-
cessfully implemented by TBC Bank in CIS in the process of investing in financial
markets of other countries.

FitchRatings Upgraded the Rating of TBC Bank up to “B+"

In July 2007, The international Rating Agency FitchRatings raised TBC Bank’s ra-
ting by two levels and granted ,,B+" category.

The experts of the Rating Agency stated that TBC Bank has significant function in
the development of local banking sector. Such high evaluation directly reflects the
gradually improving operating environment and financing parameters of TBC Bank,
as well as the growth tendency of the Georgian banking sector development.

FitchRatings upgraded TBC Bank’s rating in the following categories:

A Long-term rating raised from ,,B- to ,,B+"
A Support rating raised from ,,5"to ,, 4"

A Short-term rating —“B”

A Individual rating - “D”"

Evaluation by International Agency Moodey'’s

In May 2007 Moody’s Corporation assigned TBC Bank the following ratings in the
following categories:

Evaluation - Stable

Bank Deposits — Foreign Currency B3/NP
Bank Deposits — National Currency Ba1/NP
Bank’s Financial Strength - D-

> > > >
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INTERNATIONAL ACHIEVEMENTS

0000bo 30530 - 30633Qm doﬁmﬂqm 30530, 6m33@b03 ISO-bL bamabbab baﬁ@ngnda@n
dagbogs

2007 Bemab 27 8oL 0d0bo 3s63L bmaymomdn batnbbol yggmody 938mM0d 98-
mo bbsMBn dogbags — batnbbal dsmzgalb LobBqd96dn Abmggemam mogMqdds SAI
GLOBAL s bag®omsdm@abm LgB@oxnomgdal Jbgmds IQNet ;mndobo 3563L bamobbab
3on30b LobE 3oL LogFmsdmEabm bBsbosME0L ISO 9001 : 2000 8mmbmgbgdosb
3qbad580bmdab by nza oG Bnsbadgl.

00d0bo 35630 30Mggmn dsb30s LodoMmzgmman, GmBgmasz 1SO-b bBsbosGE0 8nn-
om. gb 6adBagl, HM3 c0ndobo 35630L Botimzal LabBgdgdal batnbbo ga3abs, m-
amez Bbmgmomb mdscmagbo LEebsMEdab dgbsdadabo.

J9bsmds Global Finance mndabo 35630 Lagdstimzggmmdn bagzgogbm 336350 ss-
Labgems

2007 6@0[) 806@80 33960 3mds  gmbarnds “Global Finance” “bmggemoml gobgo-
25Mgds@0 doDMgdal bagzg09bm 3s63980L” Mg08nbadn modabo ds630 osbabgme,
Mmam@g bamzgogbm dsb30 bsgsGoggemmmda.

“Global Finance”-obs dngeé 2004, 2005, 2006 ©s 2007 Bgemb, Dgmodgo mobyrg® cndabo
30630 @abobgmms, Bmam@y bamzgogbm demommo dsb30 bobababm ©s Lagsemm@m
a5(330m0 M39M5(30080L BoBmgdada. gotms sdabs, 2005, 2006 ©s 2007 Bgeml mo-
dabo 356300 BatBa@)qdal 8oL Bod0 3608369mm3bom aonbsMms s ngn 3-%gM dmbzws
0Danb Mganmbalb 19 Lonyzgogbm ds630L Mgo@nbado, Gmam@ “bomzgogbm ds630
bagomzgemmdn”.

030bo 356335 2007 Bmob 356353cmmds3n bercn Lsgnbsbbm nBbEnGMEgdnws6 245
domombo 533 EmEsfnb mEgbmdnb g3nbsbbMn MHgbyMba dmndaws:

a36nemo — 0080bo 356335 47 dnmombo 933 Ml MmEgbmdal Mgb@mba dmobos
3bmggemnmdn gMo-gGon Mdbbgargbo ds630b “xgo 30 BmMasbal” (JP Morgan) obdo-
98000.

0360bo — “8gFoem @06680” (Merrill Lynch) 40 dnemombn 5dd M0l mgbmdals nb-
39L@000 gobabmM(309ms @ndabo 356 3d0.

03mnbo — BoaMrobogdnl 4sb3005Mqd0l 3absbLmEds 3mB3s6053 (FMO) crndabo 3636
20 8nemombo 533 @MEsMolb Mmgbmdal Lmdmmonbomgdmmo babbo gedmmym. 3539
03930 00dabo 856335 3gmeg 3MbBMed@n(3 gooxmmds — dggn(zetnmmBds 3MM3mMa-
3008 Credit-Suisse 00dnbo 33636 35 8nemombn 333 MmOl MEgbmdal gabsblnmn
9bmEbo gos8mmym. gb aym Credit-Suisse-ob 30390 abggbBazns bogsmzgemmdo.

0330b@&m — m0dabo 356335 Jbmgemam B53g3060 LanbggbGonm 3s630L, Moy 35630l
(Deutsche Bank) ob3sMgd0m 54 8amombn $33 Mol mEgbmdal bobrn(z0Mgdmema
Lgbbo Booem Bbmymomb Lbgsabbgs J3g96al 14 Bsdyzsbn dsb30w6.

bmgddgfn — modabo 56335 g3eim3ol Mg3mbb@Edz00bs ©d gobgnmamgdal dsob-
anoaoB (EBRD) 49 80@0(*)60 5>3d (gmqwoﬁm 800Qm. odgggoG 19 80@0(‘060 5dd MES-
0 BomImomagbl LnbonzoMgdam babbl; 20 8nemombo 533 EmEsMa gsb3mozgbamoas
354mdab LML RBsBLYdOLM3AL, brmm 10 Goemomba 533 MEsMo — 9bgMam-
9B9J& O™ 360mgd8qdal ©axnbsbbgdobmgab.



TBC Bank is the First Bank to be Awarded ISO Quality Certificate

In March 2007 TBC Bank was awarded the most authoritative quality standard in
the world - the worldwide leaders in quality management systems SAl GLOBAL
and International Certification Network IQNet awarded to TBC Bank the Certifi-
cate of Conformity with the requirements of International Standard of Quality
Management System - I1SO 9001 : 2000.

TBC Bank is the first bank in Georgia who obtained ISO Certificate. It means that
the system of management of TBC Bank was evaluated as that conforming to
highest world standards.

The Magazine Global Finance Nominated TBC Bank as the Best Bank in Geor-
gia

In March 2007 American magazine “Global Finance” nominated TBC Bank as the
best bank in Georgia in the “Rating of the Best Banks in Emerging Markets of the
World".

“Global Finance” nominated TBC Bank as the best Georgian bank in performance
of treasury and currency exchange operations four times one after another - in
2004, 2005, 2006 and 2007. Besides, in 2005, 2006 and 2007 the scale of progress
of TBC Bank significantly increased and it was included for three times in the ra-
ting of the 19 best banks of Asian region, as the “Best Bank in Georgia”.

During 2007 TBC Bank attracted financial resources in the amount of 245 min
USD from foreign financial institutions:

April - TBC Bank attracted resources in the amount of 47 mIn USD with the su-
pport of one of the largest banks of the world - “JP MORGAN"; the purposefulness
of the loan is not limited and it was directed mainly towards the implementation
of corporative goals.

June - Merrill Lynch made investments in TBC Bank in the amount of 40 min
USD.

July - Financial Company of Development of the Netherlands (FMO) allocated
subordinated loan in the amount of 20 mIn USD to TBC Bank. The same month,
TBC Bank formalized the other contract — Swiss Corporations Credit-Suisse alloca-
ted to TBC Bank financial resources in the amount of 35 mIn USD. It was the first
investment made by Credit-Suisse in Georgia.

August - TBC Bank obtained syndicated loan in the amount of 54 mIn USD from
14 leading banks from various countries of the world with the support of the
leading investment bank of the world — Deutsche Bank.

November - TBC Bank obtained 49 mIn USD from European Bank for Reconstruc-
tion and Development (EBRD). 19 min USD from that amount represents syndi-
cated loan; 20 min USD is destined for financing of trade sphere, and 10 min USD
— for financing of energy-efficiency projects.
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NEW PRODUCTS

2007 Bgmo 00800 85630bc30L BomBs@qgdmemn agm sbama 3Gmon]@gdal sbgmaszal
o35ebabAnbom. ds630L BmMLobmEmgdgdal 8gbat gomstmmams ©s 3mogb@gdal Bm-

obm3bqdby dg@oe ImMggdamon aobwos.

396dm@, @0dabn 3s630L FogEm 8mIb3stgdmabsmazal dmbrs d58mgan sbomn dMmu-
4&900L dgmagabade:

@0d0bo 356335 30968 gdabocmgal asbmm Bgmb asbsgnmsts 300093 gfmo ©ab@sb-
3ogc0 bg@gobo — 2007 Bemolb do0bdn 8mdomds @enbym 24-bssmnsbds Ladgmanmbm
Lgegabds.

B9mqgnmb d5630L ImBLabm@ads bgrmdnbsbgomBns 24 Lasonlb asbdsgmmdsdan, dmgmn
33060b 8s6doemby. Bgmgpmb 85630l Ladmamadom FmBbIsMgdgmb Ladmemgds ozl
800cmb Ldsb3M 3MALobMgdsbmsb ©s3e330Mdmmon bgdabdngMn Gndal nbegmMBa(3ns.
Bobogn® 30698L saMgmzg dgmdmosm Ggmgnmboo gsbsbmt(z0gmmb dogmo Gogn
M39M15(30900, Bo35MnmsE: 330sMn(3b3980, gosnbamb 3MAMbsmuMmn gomabobawgdo,
30bbbsb 56560930, sRsMME bbb, 3gm33909mMb dmobGnsmn dosMomgdo s o.3.

B9mqgnmb 356300 LaMggdemmdabamzal 3emgb@obsmzgal bszdatnbos 356330 dbmema
gfobgm 3mbgms baggmgrmbm 3m3babnmgdabsmgal doMowo 3mwal dnbamgdsc.

@030bo 356300 Lo@gmagnmbm (39680 mzqda 140,000-bg 898 Dol gabobmmgds. s3ob-
@36, Ggmgnmb 8s630L LgMzabnor 2007 Bl dmembogalb Lamggdemmdos 35,000-%4

8980 3e0gbdo-

09y 8m3b3otgdgmb 3ysglb dggman 8564sbs s Lm@b 8abo sbemaom Bg33ms, dogMed dab-
@30b o6 go5Bbos by 38sMabo ©bsBMan, c0dabn 836335 sbgma LagnMmgdabogal 3g436s
bL3ggosEnA0 3BMmENJG0 “gooxgdo sbom 856456530”. 58 dmALobMM9dal Ladysmgdao
30968L dgbodmgdermmds gdmags ngomb sbamao 8s64sbs Bommosbsw d5630L Lgbboo
©5 99898 >mRJoMgdma ndGMBmL dggmalb asynmazady, LabboL omgdnwsb 4 mgal
356353mmd5do0.

mdMog0 Jmbgdal 3sbMnb LEMaggn 9339800 gobznmemgdal mndobo dsb3n asdmgbdsm®s
03mmg 3o bgbbgdob 30Hmdgdalb 860836g9mmm3zo60 gomdxmdgbadom s gMmEMMYESD
59096037 Losbmol sbgMazno.

396dma, 03mmgian Lobbgdab g0 gsabsMEs 30 Brodoy, 8Lgbbgdmadl Ladnsmgds
809300 0bafMggdmmb 1 Brnsbo bydgmsegsmm 3gMnmmam ©s, Moy Bmogstons, dg04dbs
03mog 3o bgbbol 4 sbagma Banmbabgmde:

“3.56.56@«1636-3@0 babbn”

35M56@0Madmema Labbo oMb 2 3BmMmM& b gMmmdmomds: BMHwswo sbsdsmn + ndm-
93960 bgbbo. @9 3m0gbBL XM o od3b asobyzg@omoa Lgbbalb smads s sbgm
396L39J8030by BbmemmE bsdmBogmme BadHMAL, 3ol dgbadmgdemmds o3l dgogmm-
3mb 006bs Do 965ds0dy, bmemm Jg8mga goMbGMgdnmom, ymazgmaszstn ©sds-
&qd0mn 353mb3gdal 35693y, dnammb 0dmogzm&o o6 basdmBbdsmgdemm Lgbbo.
35M356@0Mqdmema Lgbbol Bogbodsenmn Bmznmmds 50000 533 mEsmns.
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The year 2007 was successful for TBC Bank in terms of introducing new products.
The menu of services provided by the Bank increased and became better suited to
the clients’ demands.

In particular, TBC Bank offered the following new products to customers:

Last year TBC Bank developed one more remote service — 24-hour telephone servi-
ce began functioning in May 2007.

The Telephone Bank service is available 24 hours a day 7 days a week. By means of
Telephone Bank the customer is able to obtain any information related to banking
services. It also allows individuals to perform a number of operations by phone,
e.g. make transfers, pay utility payments, open deposits, cover loans, order plastic
cards, etc.

In order to take advantage of the Telephone Bank service, all the client as to do is
go to the Bank once and obtain a personal identification code for telephone-based
service.

TBC Bank'’s call centre answers over 140,000 calls per month. By the end of 2007,
35,000 clients had used the Telephone Bank service.

TBC Bank has developed a special product for those who have an old car and want
to replace it with a new one, but don't have enough money. “Replace Your Car”
allows clients to buy a new car with a bank loan completely and then make arran-
gements to sell the old one without any haste - within four months after the date
the loan is issued.

TBC Bank responded to the quick development of the real estate market by sig-
nificantly improving the terms of real-estate loans and introducing several new
products.

In particular, the period of real-estate loans was increased up to 30 years; borrowers
can now enjoy a 1-year grace period and, most importantly, four new types of
real-estate loans were created:

“Guaranteed Loan”

“Guaranteed Loan" is a combination of two products - increasing deposit + real-
estate loan. If the client hasn’t decided yet to take out a loan but is thinking about
doing so in the future, he/she can accumulate a sum on the increasing deposit, and
then obtain a real-estate or consumer loan without any additional verification. The
maximum amount of the “Guaranteed Loan"is 50,000 USD.

“Annual Increase of Payments”
“Annual Increase of Payments” is a type of real-estate loan for people whose salary

is not enough to obtain the requested amount and/or clients, for whom it is impor-
tant to make small payments on the initial stage of the loan.
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“39658 56980l ymzggmBemayn ds”

789658)56980b ymzgmbmammn bMws” stnl n3mmg 3o Lgbbal BanMbobgmds, MmBgemacy
256 390m360mos 30gdabamgal, Bmdgmms bgmasbo o6 ymezbol bbbl dmobmgboma
@3bbab 5gdsl, /56 3emgb®gdobmaal, Mmdgmmsmgabs 860d3bgmmasbas 8306
dq658)96930b g0 39938 Lgbbol 8mJ8gmgdal Labyal 9@8s3by.

58 G030l 03mmg o bgbbob doMz9m Bgmb 3mngbdn ymazgmomgon@am aboal Madm
65393, 300069 8m3g36m Bgemly; JgmEg Bgmb Mgmm bogmgdl, g0Mg 3gbady Bgeml
©5 5.9, bgbbob 3500b dmemmBog. dqbs@sbalb dHws Bermowsb brsodwg dgswagbl 5%-b.

“mgl.)g@n”

03mmg 3o babbolb smgdol ML 8mdbdstgdgmlb dqbadmadmmds qdmggs bin@mgamals
9800393530 abomggdemmb Lgbbab 3Gm(396@8)0b 358(3069d0b "Offset” 894s60B8ncr — oy
3096@0 dgERgmem sbgsmnddy ymggmozgan@aw o6 6gdabdngmn bbgs 3gMamommmdaoc
Rofn(3653L/390890L bgemazablb o6 Lbgs 63dabBnge ©sbsbmMal, bybbol doMomsw Msbbsb
359md3m@gds 93 9baatnddg sMbadmemn msbby s Jvmmme Fomgdmemo bsdmnwsb
0500635608985 03mogzalb 3Gm396@0.

33 B03ab ndmog g bgbbo Imbabg@mbadgmos 03 3mgb@gdabasmgal, BmBmgdbsacs sgg0m
36 39385396 3gmbrogom 356330 @sbadmgn s, $333MMMMs©, 0dmmgznmo Lybbag go-

SRbason.

“B3goemy babero”

“Bg(335mmg Lobea” sG0b Lgbbolb segdal Lo zgegbm gbadmgdemmads 08 s©s8nsbgdabs-
@30b, Hm3gmors bydo dzgema bobemob goyoas s sbemal dgdgbs. "dg(335mg Lobema”-
b sbBofgdom 3mngb@L Ladmamads gdmgzs ngomb sbsemo d0bs Bonsbsw 35630l
bgbboo ©s 398wy NBEMEML dggmab goynw3sby.

3bgbbgdgmdg Moo gsozgds m@a babbo: gfmo Labbo oMol LEsbosGEmmn
aMdgm3o00560 03moggn@a bgbbo, bomem 3gmEg BomBmamaqbl dmomaomm bLgbbl,
HmIgemoz 0g30Mgds sMbgdmemo babmalb goyo30L d98m9a.

@0d0bo 356335 2007 Bemab 09393800056 obgMas sboma 3Mmoddo — “asbzomgdals
B5M0m0”. 83 d3Msmnl 3mM3emamdad ymggmaze® dmmmEobl asmssdatds: dobo go-
8md3q300056 30639mnzg m3qL 356385 10,000 sbgon dotson goyows.

3563500980L doMson oMol VISA Electron LBoggn go8mdsqdol (Instant Issue) dsmoomn,
HmImoms3 3emngb@b odgb Logmbmal o6 dImBLabmMgdal asbzs0gdno dgdqbols dg-
Ladmgdemmads.

396350980b dsMomn Bamdmamagbl ds630L Bnge 3emngb@nbogal Bababbom ©ed@30(39-
S bbb, Am3mab as8mygbadsz 3emngb@lb dgmdmos bgdabdng MM, 35630006 ym-
39ema 3560 Bobsbbamn dgmobbdgdal aotgdy. aobzegdal domsmnl obomgdow sGsgoms-
0 badmmol bammagbs o6 ool baga®m. bszdsmabos Fbmeme doMomdals 3mBImds.
3OmEJ@0b 80bndsmn@o mofmgdamagds, Mmdmab dgdgbs dgbadmadgmoas gobgswgdnom,
300l 50 mamn. gob3oqd0b dsgbodsenmEo mado@n 3o 3000 emstns.
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During the first year of real-estate loan of this type, the client’s monthly payment
gradually increases with each passing year up to the end of the loan period. The
annual increase of the payment is 5 per cent.

“Offset”

When obtaining a real-estate loan the customer can use the “Offset” mechanism to
decrease the interest of the loan - if the client transfers/ brings salary or any other
savings to the selected account on a monthly basis or with any other periodicity,
the sum, existing on this account will be deducted from the principal sum of the
loan and the interest on real-estate loan will be calculated only for the remaining
amount.

This type of real-estate loan is suitable for clients who have or plan to have savings
in the Bank during the loan period.

“Replace your House”

“Replace your House” is the best way of obtaining loan for people who want to sell
their old house and buy the new one."“Replace your House" allows the client to buy
the new house by Bank loan completely and then make arrangements to sell the
old one.

In fact, two separate loans are issued to the borrower: one loan is a standard long-
term loan, and the other loan is an interim loan, which will be covered after the old
house is sold.

In December 2007 TBC Bank introduced a new product called “Instalment Card"
The popularity of this card exceeded all expectations: during the first month of
issue, the Bank sold some 10,000 cards.

Instalment Card is a Visa Electron instant issue card, by means of which the client
can buy goods or services on instalment.

Instalment Card is a pre-approved loan to the client, which can be used at any time,
without any preliminary agreement with the Bank. No document is required for
obtaining the Instalment Card, aside from personal identification. The minimum
value of products that can be bought on instalment is 50 GEL, and the maximum
limit is 3,000 GEL.
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2007 Bgemb, asynw3qdal bGdmmamgdab 80bbom, 0dobo 356330 onbyMmas @sbsdd-
Hm3madal ImGozsznob sbaema Lob@gds, GmIgmoa 890d86s LogMomsdmmabm bszmb-
bayem@oiom bosggb@mb ,,Senteo International”  8ngé 3q39ds390mmo 3mbzgxy300b
dnbgz00.

35b6abemgdmmo bob@gds sg3gdmmos aMben™ 3M0b(30393b S nmzoeabbobgdl dm@o-
35(300L Bmgm@s 5@ gMnsma®, sbgzg 9M3s@gMsen® bobgdgdl.

Bo@gMosemmmo Im@ogzsozonb bobgds bgmb MbymdL MebsddMmmIgmms gm gnbocgdsls
@080bo 35630b g933930L 3gbEmmgdabs s abobmemo Fobbgdals Bnmbgzsby. qbdsmg-
35 096533dOmMemals Fmdomdal Bogmazng@gdol Bewsl s 8so 3mogb® by 303 HBG™
mﬁmaﬁ@o(ﬁa&‘g@b bggnb.

3M5858)gMnaemmn 3m@ngs300b Lol gdob 8nbsbos gnddbsl Mbs83MHMBmadL Bm@o-
39(300 5 53850mmb Fomo 3doympnmgdol MBy — esbsbmL 96533HMBmgdL, GHm3
3000 30mbq3980 9bONB3gmymBL MmEasbobs300L BoMmsdqdel s MmB qb 8nmbgszgdn
36 MRgds 8563L 3gmdRbazgmon, Moz Lodyemgdsb ndmagzs 3s8mzgsgmabmor Bomds-
&390 006533OMBmgdo, gomnsmma Bomn BoM3s@gdgd0, bagobsmabmo abnbo o

QOSOKOQQMGMO).

o@gMosemmo Im@Gozsinnb LobBgdslb o3l gMmasba LobEgds@nboMgdmmn Gm@ds
©5 939sMgds ambrm@o 3mdomdals 360b(30398L, Mo 085l 60dbogL, MM yzgms mo-
6583GmIgemn 06sboemgdl 3sbmbobdggdmmdal gmbonbmzgal wobsbmma 8abdbal dgb-
memagdob 3Gm3gbdn s 3@ oMb RsMormmo asyn3g8Lbs s ImBLabymgdada,
bmmm @abobgema 3obbolb dgbEmemgdol dg8mbggzeda yzgms 0obsddmmagemo nmgdl
dqbod530b Bo@gFosmm@ sbabrmsmEgdsl.

oG gMnsmmmo 8m@ngo300b bobBads asddgoMgamgs ©d 0m3zemabbobgdl ymggm-
OEONO 30653060 3m3Nbazsgosl 5630 dos LEEMIGMHIEL dmEab: asynwggdals
Jme‘gQ@bB@n/bodﬁaQném adbSO(ﬁ@)O - cz;nqmoqmb ggnﬁgd@)mﬁm - 6°8°§9336°b 606-
3mc30@32)0b 060@0@0307[)0 - 6360(\')60@‘360 ggoﬁod@)mﬁn - ‘gcg(ﬁmbn J‘gﬁ)o@)mﬁm -
204003950b @oMgd@meo.
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In order to stimulate sales, in 2007 a new system of personnel motivation, created
on the basis of a concept developed by International Advisory Agency “Senteo In-
ternational”, was introduced at TBC Bank.

The new system is based on the principle of teamwork and covers both financial
and non-financial incentives.

The system of financial motivation facilitates focusing personnel on implementing
TBC Bank’s plans and the achievement of set targets; improves the efficiency of the
staff’s activities and makes them even more customer-oriented.

The goal of the motivation system is to inspire personnel and increase the level of
their satisfaction — to make them see that their achievements do not go unnoticed
by the Bank. It also reveals the most successful employees, acknowledges their
success and gives them incentives and awards.

The system of financial motivation is uniform and systematic and is based on the
principle teamwork, which means that all staff members share responsibility in the
process achieving a target set for the team and are actively involved in sales and
service. Plus, when a given goal is achieved, all employees involved receive rele-
vant financial remuneration.

The system of financial motivation is transparent and ensures daily direct com-
munication among the Bank’s internal structures: sales consultants/loan experts,
branch directors, sales department analysts, regional directors, chief curators, di-
rectors of sales.
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BobogmMo 306M980L ©s3Mg0dqdal dbcag 2007 Bgmo bLszdeme Batds@gdmmo oym
@080b0 356 30bm30L. 3603369cmm3bs0 gonDaMms 3mMB B el Imzmmmds s Jemogb-
B900b Hommgbmds. ©anbgmas sboma babgbbm 3MmEMEadn s 30I3 YBO™ eob-
3965 oMbgdmmo 3HmEJdgd0L 30Hmdgda.
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In terms of issuing loans to individuals, the year 2007 was quite successful for TBC
Bank, as the volume of the portfolio and number of clients significantly increased.
New loan products have been introduced and the terms of existing products have
been further improved.

By the end of the year 2007 the loan portfolio issues to individuals totalled 313
940 thousand GEL. Compared to the data of the same period in 2006, the volume
of the portfolio and number of clients increased by 124 per cent and 400 per cent,
respectively.

The significant increase in the number of clients was made possible thanks to the
Bank’s decision to credit wider segments and introduce new products. It is no-
teworthy that the significant increase in the portfolio was implemented while fuly
maintaining the high quality of service. More flexible monitoring methods were
introduced for this purpose.

The year 2007 saw the implementation of an EBRD real-estate loans project. Within
the framework of this project the terms of issue of real-estate loans were further
improved.

Fast instalment payments and instalment cards were among the new products in-
troduced. They contributed to the quantitative increase of the portfolio and the
attraction of new clients.

In parallel with the introduction of new products, a new system for processing
applications was introduced. The system allows applications to be processed quic-
kly and enables the growth of the portfolio and increased customer satisfaction.
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Corporate banking plays an important role in the creation of competitive advanta-
ge of TBC Bank. In 2007, in spite of intensified competition, TBC Bank successfully
retained the leading position on a corporate segment in Georgia’s banking sector.

TBC Bank’s indicators in this direction are increasing annually. At the same time,
the bank’s structure and operation methodology is being developed in order to
improve quality of service.

The number of TBC Bank’s corporate clients in 2007 exceeded 17,000, which is a
14% increase compared to the previous year.

Business loan portfolio issued by TBC Bank in 2007 practically doubled. If at the
end of 2006 credit portfolio for a corporate segment equaled 452 million GEL, its
volume at the end of 2007 exceeded 854 million GEL.

Such a significant growth of credit portfolio was mainly conditioned by the increa-
se of bank’s financing in the spheres of trade, service, real estate, construction and
production. These sectors account for approximately 80% of the growth of total
credit portfolio. It should be noted that average loan size increased from 347,000
GEL to 456,000 GEL, which demonstrates growing demand for financing of compa-
nies active in the corporate sector.

In addition, TBC Bank’s participation in documentary operations has also increased.
As of 31 December 2007, the volume of issued letters of credit and guarantees has
reached 213 million GEL, which is 40% higher than the previous year’s indicator.

Moreover, deposits in corporate sector have increased considerably as well. Funds
attracted over 2007 have increased from 244 million GEL to 343 million GEL. This
indicator obviously demonstrates high level of trust towards TBC Bank from corpo-
rate clients.

Qualitative indicators of credit portfolio are to be mentioned: overdue loans to to-
tal portfolio ratio equals 2.8%, and average reserve indicator is 3.4%.
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In 2007 corporate sector was divided into two main directions: small and medium
sized enterprises (SME) and large corporate business.

Groups of loan officers working on small and medium loans were established
throughout Bank’s branches; these groups mainly focus on attracting and finan-
cing loans in the amount of up to USD 300,000. Organized and focused work of
loan officers in branches has helped strengthen the bank’s position on SME sector,
which was primarily demonstrated through the increase of number of clients and
the quality of services.

Moreover, to ensure high quality of SME loan portfolio and minimization of cre-
dit risks, centralized SME Lending Department was established. The functions of
this department include monitoring of credit portfolio, timely identification and
elimination of credit risks, as well as making decisions on credit applications recei-
ved from branches. The department is also responsible for coordination of work
and professional development of staff employed in SME sector through the Bank’s
branches.

TBC Bank has two departments focused on large corporate businesses: Corporate
Lending Department and Corporate Sales Department.

In 2007 credit portfolio of Corporate Lending Department was divided by business
sectors and each sector was allocated to credit analysts. The formation of analytical
groups dedicated to different sectors and their focused work on specific business
directions has further increased the quality of processing of credit applications
from large corporate clients. Additionally, credit analysts’ qualifications, business
appraisal skills and field expertise have improved.

Department of Specialized Products Financing is worth pointing out; this De-
partment was established in early 2007 under Corporate Lending Structural Unit.
Specialized Products Financing Department comprises of factoring, trading opera-
tions and project financing groups.

As a result of introduction of factoring services that entail purchasing of debit ac-
counts of companies, cash flow and liquidity of the Bank’s corporate clients was
improved. Moreover, financing through factoring has facilitated the growth of sa-
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les of the above-mentioned companies, acquiring of new customers and the im-
provement of trading conditions.

Trading Operations Financing Group finances large trading deals of corporate
clients, which enables companies to perform import and re-export of various ty-
pes of products through documentary operations (letter of credit, international
guarantee, etc.). The introduction of this type of financing has significantly sim-
plified procedures of financing of trade operations for borrowing entities and has
minimized trade and financial risks related to such dealings.

The objective of Projects Financing Group is to process high risk credit applica-
tions, which entails financing of companies’ new business directions and major ex-
pansion of existing businesses. As a result of this separate unit, quality of analysis
of complex projects and the evaluation of credit risks has considerably improved,
which, in its turn, facilitated the increase of the Bank’s area of financing and the
development of clients’ business potential.

In 2007 Corporate Sales Department represented throughout the Bank’s branches
was established as a centralized structural unit and placed in the Bank’s head office
on Marjanishvili Street. This has significantly simplified relations with large corpo-
rate clients.

Corporate Banker’s function established at the beginning of 2007 has to be sin-
gled out. Corporate bankers were assigned to large corporate clients; major task
of these corporate bankers is to timely respond to clients’' needs and requests and
swiftly resolve their problems. Besides this, corporate bankers are actively involved
in selling variety of banking products.

Generally, changes implemented in corporate services and the introduction of
corporate bankers’ function have significantly facilitated development of bank’s
competence in corporate business, as well as the improvement of service quality
and the increase of the diversity of products, which was repeatedly confirmed by
marketing research and the survey of companies active in this sector.

TBC Bank’s plans in relation to corporate sector for 2008 remain to be ambitious,
which is demonstrated by the growth of both credit and deposit portfolios, as well
as the introduction and development of new products, which will significantly faci-
litate the strengthening of the Bank’s leading position in the corporate sector.
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The latest milestone achieved in TBC Bank’s strategic development is the establis-
hment of TBC Investment Bank in 2007.

This new endeavor is targeted at addressing the growing needs and demands of
clients and the market in general for a body that would offer comprehensive finan-
cial solutions for corporate and institutional clients. TBC Investment Bank strives to
provide its clients with the best and most innovative ideas to develop their busi-
nesses and private wealth.

TBC Investment Bank is comprised of highly qualified and experienced team mem-
bers and together with TBC Broker, it was able from the very beginning to offer a
variety of products and services to both individual and corporate clients. These in-
clude company valuations, financial consultations, intermediary services, financial
planning, as well as a range of wealth management products and services.

Already in 2007, the year of its inception, TBC Investment Bank participated in a
number of transactions. It designed an innovative wealth management product in
collaboration with one of the largest European private banks, performed company
valuations and private placements and provided advisory services.

Since its ambitious start, TBC Investment bank has been striving to discover new
and sophisticated ideas in order to ensure that clients receive exceptional service.
In 2008, TBC Investment Bank will be working towards enriching its products and
services portfolio, exploring new markets and investment opportunities, develo-
ping its analytical capacity and establishing partnerships with prominent foreign
financial institutions.

TBC Investment Bank seeks to become one of the leading players in the market
and to contribute to growth and development both locally and regionally.
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TBC BANK 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
consolidated financial statements of Joint Stock Company TBC Bank (the “Bank”) and its subsidiaries
(the “Group”).

Management is responsible 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;
e  Making judgments and estimates that are reasonable and prudent;

e  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:

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

e  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;

e  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
23 June 2008 by the management board.

On behalf of the Management Board:

34/

General Director First'Deputy General Director
Vakhtang Butskhrikigze Paata Gadzadze

23 June 2008 23 June 2008
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INDEPENDENT AUDITORS' REPORT
To the Shareholders and the Board of Directors of TBC Bank Group:
Report on the Financial Statements

We have audited the accompanying consolidated financial statements of JSC TBC Bank and its subsidiaries
(together the “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.

M anagement’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards.

This responsibility includes: designing, implementing and maintaining 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

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

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

the entity’ sinternal control.

An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects the financial position of
TBC Bank 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.

Peloitte 5 TJouche

23 June 2008
Thilisi
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TBC BANK GROUP

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

Interest income
Interest expense

NET INTEREST INCOME BEFORE PROVISION FOR IMPAIRMENT
LOSSES ON INTEREST BEARING ASSETS

Provision for impairment losses on interest bearing assets
NET INTEREST INCOME

Net loss on financial assets and liabilities at fair value through profit or loss
Net gain on foreign exchange operations

Fee and commission income

Fee and commission expense

Net loss on subsidiaries

Net gain on investments available-for-sale

Other income

NET NON-INTEREST INCOME

OPERATING INCOME

OPERATING EXPENSES

Recovery of provision/(provision) for impairment losses other transactions
PROFIT BEFORE INCOME TAX

Income tax expense

NET PROFIT

Attributable to:

Equity holders of the parent
Minority interest

On behalf of the Management Board:

34/

General Director
Vakhtang Butskhrikid
23 June 2008

Thilisi

Notes

6,29
6,29

=
S8 ow

11

12

13

Year ended Year ended
31 December 31 December
2007 2006
165,326 94,229
(81,353) (39,346)
83,973 54,883
(26,494) (9,942)
57,479 44,941
(846) (292)
15,939 9,735
25,579 16,272
(4,227) (4,192)

- (23)

191 -
9,657 2,217
46,293 23,717
103,772 68,658
(67,127) (32,750)
1,801 (6,008)
38,446 29,900
(9,875) (7,319)
28,571 22,581
28,418 22,471
153 110
28,571 22,581

3 =

First Deputy General Director
Paata Gadzadze

23 June 2008

Thilisi

The notes on pages 8-56 form an integral part of these consolidated financial statements.
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TBC BANK 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
Financial assets at fair value through profit or loss
Due from banks
Loans to customers
Investments available-for-sale
Investments held to maturity
Goodwill
Property, plant and equipment purchased for transfer into lease
Property, plant and equipment
Current income tax assets
Other assets

TOTAL ASSETS

LIABILITIESAND EQUITY

LIABILITIES:
Due to banks and financial institutions
Customer accounts
Current income tax liabilities
Deferred income tax liabilities
Other liabilities
Subordinated debt

Total liabilities
EQUITY:
Equity attributable to equity holders of the parent:
Share capital
Share premium
Property, plant and equipment revaluation reserve
Retained earnings
Total equity attributable to equity holders of the parent
Minority interest

Total equity

TOTAL LIABILITIES AND EQUITY

On behalf of the Management Board:

344

General Director
Vakhtang Butskhrikid
23 June 2008

Thilisi

Notes 31 December 31 December
2007 2006

14 183,833 197,425
15 363 1,177
16, 29 80,994 49,630
17,29 1,148,278 588,182
18 5,219 4,590
19 114,596 50,253
20 758 -
326 -

21 118,170 53,233
6,808 -

22 40,793 9,617
1,700,138 954,107

23,29 525,398 238,047
24,29 779,541 552,168
- 1,800

13 13,786 2,289
25 13,022 14,124
26 55,881 25,065
1,387,628 833,493

27 11,700 5,385
27 136,279 4,715
35,385 10,003

128,574 100,156

311,938 120,259

572 355

312,510 120,614

1,700,138 954,107

First Deputy Gener:
Paata Gadzadze

23 June 2008
Thilisi

The notes on pages 8-56 form an integral part of these consolidated financial statements.
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TBC BANK GROUP

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

Share Share Property Retained  Total  Minority Total
Capital premium ,plant’ earnings equity interest equity
and attri-
equip- butable
ment to equity
revaluati holder s of
on the
reserve parent
31 December 2005 5,385 4,715 10,003 79,685 99,788 - 99,788
Dividends declared on:

- ordinary shares - - - (2,000) (2,000) - (2,000)
Loss on sale of shares - - - - - 23 23
Sale of shares - - - - - 222 222
Net profit - - - 22,471 22,471 110 22,581
31 December 2006 5,385 4,715 10,003 _ 100,156 _ 120,259 355 120,614
Share capital increase of:

- ordinary shares 6,145 127,447 - - 133,592 - 133,592
Gains/(losses% on revaluation of fixed

assets, net of income tax effect of

GEL 3,744 thousand - - 25382 - 25,382 - 25,382
Loss on sale of shares - - - - - 64 64
Share based payments 170 4,117 - - 4,287 - 4,287
Net profit - - - 28,418 28,418 153 28,571
31 December 2007 11,700 136,279 35,385 128,574 311,938 572 312,510

On behalf of the Management Board:

394 3 =

First Deputy General Director

General Director

Vakhtang Butskhriki Paata Gadzadze
23 June 2008 23 June 2008
Thilisi Thilisi

The notes on pages 8-56 form an integral part of these consolidated financial statements.
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TBC BANK GROUP

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

CASH FLOWSFROM OPERATING ACTIVITIES:
Interest received
Interest paid
Fees and commissions received
Fees and commissions paid
Realized gains less losses in foreign currencies
Other operating income
Salaries and benefits
Administrative and operating expenses
Cash flows from operating activities before changes in
operating assets and liabilities

Changes in operating assets and liabilities

(Increase)/decrease in operating assets:
Obligatory reserve with the NBG
Financial assets at fair value through profit or loss
Due to banks
Loans to clients
Other assets

Increase/(decrease) in operating liabilities
Financial liabilities at fair value through profit or loss
Due from banks and financial institutions
Customer accounts
Other liabilities

Cash inflow from operating activities before taxation
Income tax paid

Net cash (outflow)/inflow from operating activities

CASH FLOWSFROM INVESTING ACTIVITIES:
Purchases of investment held-to-maturity
Purchases of investment available-for-sale
Proceeds from investments in associates and subsidiaries
Purchases of property and equipment
Proceeds on sale of property and equipment

Net cash outflow from investing activities

6NIAN I63dIANBN 2007

Notes Year ended Year ended
31 December 31 December
2007 2006
160,702 89,501
(73,913) (33,194)
25,579 18,981
(4,227) (5,394)
16,954 9,694
8,029 2,631
(33,645) (16,794)
(27,077) (8,579)
72,402 56,846
(26,083) (22,477)
(50) (12,045)
(59,851) 28,936
(581,502) (218,937)
(28,559) (7,681)
67 11,791
278,069 134,316
226,742 170,033
(729) 295
(119,494) 141,077
(10,730) (10,933)
(130,224) 130,144
(61,802) (42,791)
(629) (5,331)

- 603
(42,129) (19,956)
26 310
(104,534) (67,165)




TBC BANK GROUP

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

CASH FLOWSFROM FINANCING ACTIVITIES:
Share capital
Share premium
Subordinated debt
Dividends paid

Net cash inflow from financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

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

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

On behalf of the Management Board:

General Director
Vakhtang Butskhrikid
23 June 2008

Thilisi

Notes Year ended Year ended
31 December 31 December

2007 2006

6,315 -

131,564 -

30,126 17,135

- (2,000)

168,005 15,135

(66,753) 78,114

(1,015) 41

14 167,185 89,030
14 99,417 167,185

=

First Deputy General Director
Paata Gadzadze

23 June 2008

Thilisi

The notes on pages 8-56 form an integral part of these consolidated financial statements.
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TBC BANK GROUP

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

1. ORGANISATION

Joint Stock Company TBC Bank (the “Bank”) is ajoint stock company, which was incorporated in
Georgia on 17 December 1992. The Bank is regulated by the National Bank of Georgia (the “NBG”)
and conducts its business under the general banking license number 85 granted on 20 January 1993.
The Bank’s primary business consists of commercial activities, trading with foreign currencies and
originating loans and guarantees.

The registered office of the Bank is located at 121 Rustaveli Street, 383720 Borjomi, Georgia.
As at 31 December 2007 the Bank has 13 branches and 29 service centers operating in Georgia.

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

The Bank owner ship
interest/voting rights, %

Name Country of 2007 2006 Type of operation
operation
JSC TBC Bank (parent) Georgia Commercial bank
JSC TBC Leasing Georgia 90% 90% Finance leasing
JSC United Financial Corporation Georgia 45% Plastic card processing
90% center
TBC Broker LLC Securities market
Georgia 100% 100%  transactions
UFC International Limited Virgin Plastic card transactions’
Islands (UK) 80% 80%  processing

Joint Stock Company TBC Leasing is a Joint Stock Company, incorporated in Georgia in 2003. The
Company’ s registered officeislocated at 11 Chavchavadze Avenue, Thilis 0179, Georgia. The
principal business activity of the Company is providing finance leases to companies within Georgia.

Joint Stock Company United Financial Corporation is a Joint Stock Company, incorporated in
Georgiain 2001. The Company’ s registered office is located at 154 Agmashenebeli Avenue, Thilisi
0112, Georgia. The principal business activity of the Company is providing plastic card processing
services to companies within Georgia.

TBC Broker LLC (100%) and UFC International Limited (80%), subsidiaries, are not consolidated
into the consolidated financial statements due to the immateriality of their financial statements.
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As at 31 December 2007 and 2006, the following shareholders owned the issued shares:

31 December 31 December
2007, % 2006, %

Shareholder
Raiki LLC 28.60 -
Mamuka Khazaradze 12.78 0.02
International Finance Corporation 11.94 30.95
TBC Holdings LLC 9.97 21.67
Deutshe Investitions and Entwicklungesellschaft mbH. 9.64 13.33
Liquid Crystal International 9.25 20.10
Badri Japaridze 8.38 5.51
David Khazaradze 5.43 6.58
George Kekelidze 1.77 1.84
Vakhtang Butskhrikidze 1.11 -
Others 1.13 -
Total 100.00 100.00

As of 31 December 2007 and 2006, the ultimate shareholders of the Group are:

The ultimate controlling parties of the Bank as at 31 December 2007 and 2006 were Mamuka
Khazaradze and Badri Japaridze who achieved control through Raiki LLC, TBC Holding LLC and
Liquid Chrystal International.

These consolidated financial statements were authorized for issue by the Management Board of the
Group on 23 June 2008.

BASISOF PRESENTATION
Accounting basis

These 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
Interpretationsissued by the International Financial Reporting Interpretations Committee (“IFRIC”).

These financial statements are presented in thousands of Georgian Lari (“GEL"), unless otherwise
indicated. These consolidated financial statements 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
(“1AS”) No. 16 “Property, Plant and Equipment” (“IAS 16")..

The Bank and its subsidiaries maintain their accounting records in accordance with IFRS, while its
foreign subsidiaries maintain accounting records in accordance with the requirements of the countries
where those subsidiaries operate. These consolidated financial statements have been prepared based on
accounting records of the Bank and its Georgian subsidiaries, and financial statements of foreign
subsidiaries, which have been adjusted to conform to IFRS. These adjustments include certain
reclassifications to reflect the economic substance of underlying transactions including reclassifications
of certain assets and liabilities, income and expenses to appropriate financial statement captions.
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Key assumptions

The preparation of consolidated financial statements 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 interest bearing assets 26,494 9,942
Allowance for impairment losses for other transactions 1,801 6,008

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

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
using 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 (ii) any significant difference between the
Group's estimated |osses (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 |0sses 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 for 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 accounting policy for the impairment of financial instruments is discussed in Note 3 below.
Taxation is discussed in Note 13.

Functional currency

The functional currency of these financial statements is the Georgian Lari.
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SIGNIFICANT ACCOUNTING POLICIES
Basis of consolidation

The consolidated financial report incorporates the financial report of the Bank, entities controlled

by the Bank (its subsidiaries) and entities under common control made up to the end of each period..
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 thefair 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.

The results of subsidiaries 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 intra-group transactions, balances, income and expenses are eliminated on consolidation and
combination.

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.

Investmentsin associates and jointly controlled enterprises

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.

Investment in a jointly controlled enterprise is an entity over which the Group executes a joint
control, which is when the strategic financial and operating policy decisions relating to the activities
of the jointly controlled enterprise require the unanimous consent of the parties sharing control.

The results and assets and liabilities of associates and jointly controlled enterprises are incorporated
in these financial statements using the equity method of accounting, which is an alternative treatment
allowed by IAS 31 versus the proportionate consolidation.

Investments in associates and jointly controlled enterprises are carried in the consolidated balance sheet
at cost as adjusted by post-acquisition changes in the Group’ s share of the net assets of the associate
and jointly controlled enterprise, less any impairment in the value of individual investments. Losses
of the associates and jointly controlled enterprises in excess of the Group’s interest in those associates
and jointly controlled enterprises are not recognized.
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Any excess of the cost of acquisition over the Group’s share of the fair values of the identifiable assets,
liabilities and contingent liabilities of the associate and jointly controlled enterprises at the date of
acquisition is recognized as goodwill. The goodwill is included in the carrying amount of the
investment and is assessed for impairment as part of the investment. Any deficiency of the cost of
acquisition below the Group's share of the fair values of the identifiable assets, liabilities and
contingent liabilities of the associate at the date of acquisition (i.e. discount on acquisition) is
credited in the consolidated income statement in the period of acquisition. The goodwill is included in
the carrying amount of the investment and is assessed for impairment as part of the investment.

Where a Group company transacts with an associate of the Group, profits and losses are eliminated

to the extent of the Group’ sinterest in the relevant associate and jointly controlled enterprise. Losses
may provide evidence of an impairment of the asset transferred in which case appropriate provision
is made for impairment.

As at 31 December 2007 the Bank did not have any investments in associates. As at 31 December
2006 assets, liabilities and net profit/(loss) for the year then ended of associates are presented as
follows:

Name of associate Total assetsof Total liabilitiesof ~ Revenue of Net profit
associate associate associate
JSC GPIH 13,360 11,179 8,705 109

As at 31 December 2007 assets, liabilities and net profit/(loss) for the year then ended of jointly
controlled enterprises are presented as follows:

Name of jointly Total assets of Total liabilities Revenue of Net loss
controlled enterprise jointly controlled of jointly jointly
enterprise controlled controlled
enterprise enterprise
JSC GPIB.V. 25,312 28,096 12,859 (2,344)
Goodwill

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s
interest in the fair value of the identifiable assets, liabilities and contingent liabilities of a subsidiary,
associate or jointly controlled entity at the date of acquisition. The Group's policy for goodwill
arising on the acquisition of an associate is described under ‘ Investments in associates' above.

The Group tests goodwill for impairment at least annually.

If the Group’ sinterest in the net fair value of the identifiable assets, liabilities and contingent liabilities
exceeds the cost of the business combination, the Group:

(a) Reassesses the identification and measurement of the Group’s identifiable assets, liabilities and
contingent liabilities and the measurement of the cost of the combination; and

(b) Recognizes immediately in profit or loss any excess remaining after that reassessment.

On disposal of an investment, the attributable amount of goodwill is included in the determination of
the profit or loss on disposal.
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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 original 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.

Financial instruments at fair value through profit or loss

Financial instruments at fair value through profit or loss represent instruments acquired/incurred principally
for the purpose of selling/settlement in the near term, or it is a part of portfolio of a identified financial
instruments that are managed together and for which there is evidence of a recent and actual pattern of short-
term profit-taking, or as a derivative, or financial instruments which upon initial recognition are designated
by the Group at fair value through profit or loss. Financial instruments at fair value through profit or loss are
initially recorded and subsequently measured at fair value. The Group uses quoted market prices to
determinefair vduefor the Group'sfinancia instrumentsat fair value through profit or loss. Fair value
adjustment on financial instruments at fair value through profit or loss is recognized in the consolidated
income statement for the period. The Group does not reclassify financial instruments in or out of this
category while they are held. The main Group'saimisusing the fair value optionisto eliminate or
significantly reduce discrepancies in the accounting treatment of certain financial assets and liabilities.

The Group enters into derivative financial instruments to manage currency and liquidity risks. They
include forwards on foreign currency and interest rate caps. Derivative financial instruments are
entered by the Group are not qualified for hedge accounting.

L oansto 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 with fixed maturities are initially recognized at fair value plus related
transaction costs. Subsequently, the loan carrying value is measured using the effective interest method.
Loans to customers that do not have fixed maturities are accounted for under the effective interest method
based on expected maturity. Loans to customers are carried net of any allowance for impairment losses.
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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 and
after the Group has sold all available collateral.

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 guarantees and collateral, discounted at the financial asset’ s origina
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 reflects 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 either through allowance account (financial assets
that are carried at amortized cost) or direct write-off (financial assets carried at cost). The total of

the impairment losses is deducted in arriving at assets as shown in consolidated the 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.

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 which are substantial relative for impairment
losses, it is the judgment of management that the impairment losses are adequate to absorb losses
incurred on risk assets, at the balance sheet date.

Finance leases

Financial leases are leases that transfer substantially all the risks and rewards incident to ownership
of an asset. Title may or may not eventually be transferred. Whether a lease is a finance lease or
an operating lease depends on the substance of the transaction rather than the form of the contract.

The Group as a lessor presents finance leases as loans and initially measures them in the amount equal
to net investment in the lease. Subsequently the recognition of finance income is based on a pattern
reflecting a constant periodic rate of return on the Group’s net investment in the finance lease.

Before commencement of the lease property, plant and equipment purchased for future transfer to
financial lease is recognized in the consolidated financial statements as property, plant and
equipment purchased to transfer to finance lease at cost.
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Investments held to maturity

Investments held to maturity are debt securities with determinable or fixed payments. The Group has
the positive intent and ability to hold them to maturity. Such securities are carried at amortized cost,
less any allowance for impairment. Amortized discounts are recognized in interest income over the
period to maturity using the effective interest method.

Investments available-for-sale

Investments available-for-sale represent equity investments that are intended to be held for an indefinite
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. Vauation techniques include using recent arm'’ s length market transactions between
knowledgeable, willing parties, reference to the current fair value of another instrument that is
substantially the same, discounted 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 objective 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 computer equipment 12%-50%
Intangible assets 20%-50%

Leasehold 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.
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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, lessits
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 subsequent accumulated impairment
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. 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.

Share based payments

Equity-settled share-based payments to employees and others providing similar services are
measured at the fair value of the equity instrument at the grant date. The fair value determined at the
grant date is charged to profit. Further details on how the fair value of equity-settled share-based
transactions has been determined can be found in Note 34.

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 statement 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
computation of taxable profit, and is accounted for using the balance sheet liability method. Deferred
tax liabilities 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.
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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 with in equity.

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

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

o 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.

Dueto 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
to settle the obligation and a reliable estimate of the obligation can be made.

Financial guarantee contractsissued 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 recognized 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” (“1AS 10”) and
disclosed accordingly.

17
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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.

Once 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 arrangement, the loan commitment 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 preparation of the consolidated financial
statements are as follows:

31 December 31 December

2007 2006

Georgian Lari/1 US Dollar 1.592 1.714
Georgian Lari/1 Euro 2.332 2.256
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Offset of financial assetsand 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 simultaneously. In accounting for
a transfer 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 standar ds

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 IASB) 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 “Financia Instruments: Disclosure” (“IFRS 77).

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 consolidated
financial statements. Additional information was disclosed in the financials statements for the current
and comparative reporting periods as required by IFRS 7.

According to IAS 1 Presentation of financial statements — Disclosures (IAS 1), Group shall disclose
information that enables users of its financial statements to evaluate the entities objectives, policies
and processes for managing capital.

At the date of thesefinancid statements IFRS 8 “Operating Segments’ wasissued but not yet effective for

these financial statements. It is effective from 1 January 2009 and will replace IAS 14 “ Operating Segments’.

The management is currently assessing the impact of the adoption of this Standard in future period.
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PRIOR PERIOD RECLASSIFICATIONS

Certain reclassifications have been made to the financial statements as at 31 December 2006 and for the
year then ended to conform to the presentation as at 31 December 2007 and for the year then ended as
current year presentation provides better view of the financial position of the Group.

Nature of reclassfication

Subordinated debt transferred from due to banks and
financial institutions to subordinated debt

Net investments in finance lease included in loans to
customers

Provisions included in other liabilities

Provisions for losses on safe deposit boxes and for
penalties for the incompliance with the Anti Money
Laundering Law reporting requirements transferred
from other liabilities to provisions

Items of property and equipment transferred from
inventory to property and equipment

Loan origination fees transferred from fee and
commission income to interest income

Prepaid commission expense transferred from other
assets to loans from banks and financial institutions

Prepaid commission income transferred from other
liabilities to loans to customers

Intangible assets included in other assets

Investments in associates and jointly controlled
enterprises included in other assets

Provision for impairment of investment in UFC
International Limited transferred from share in losses
of associates to provision for impairment losses on
other transactions

Revaluation of derivative financial instrument
(interest rate cap) transferred from fee and
commission expense to net loss on financial assets
and liabilities at fair value through profit or loss

Interest income on investments held-to-maturity
transferred from net gain on investments held to
maturity to interest income

Share in gain of GPIH JSC (associate) transferred
from interest income to share in gain of associates

Investment in TBC Broker LLC (non-consolidated
subsidiary) transferred from investment in associates
to other assets

Investment in non-business foundations transferred
from investments available-for-sale to other assets
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Amount

25,065

15,079

7,010

4,949

1,979

1,619

1,154

1,090

543
442

408

292

117

114

20

12

Balance
sheet/Income
statement line as
per the previous
report

Due to banks
and financial
institutions

Net investments
in finance lease

Provisions

Other liabilities

Other assets

Fee and
commission
income
Other assets

Other liabilities

Intangible assets

Investments in
associates and
jointly
controlled
enterprises
Share in losses
of associates

Fee and
commission
expense

Net gain on
investments
held-to-maturity

Interest income

Investments in
associates

Investments
available-for-
sale

Balance
sheet/Income
statement line as
per current report

Subordinated debt

Loans to customers

Other liabilities

Provisions

Property and
equipment
Interest income

Due to banks and
financial
institutions
Loans to
customers

Other assets

Other assets

Provision for
impairment losses
on other
transactions

Net loss on
financial assets
and liabilities at
fair value through
profit or loss
Interest income

Share in gain of
associates

Other assets

Other assets



GROUP REORGANIZATION

In June 2007 the Group acquired 45% share in JSC United Financial Corporation in addition to 45%

possessed as at 31 December 2006.

The net assets of JSC United Financial Corporation as at the date of this partial acquisition were as

follows:

Cash

Property, plant and equipment

Accounts receivable and other current assets
Other non-current assets

Accounts payable and accrued expenses
Long-term loans

Share of net assets acquired

Value of net assets acquired

Goodwill

Total consideration, satisfied by cash
Net cash outflow arising on acquisition:

Cash consideration paid
Cash and cash equivalents acquired

The Group started to consolidate JSC United Financial Corporation since June 2007.

The amount of the acquiree’s profit since the acquisition date included in the acquirer’s profit for the

period amounted to GEL 359 thousand.
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NET INTEREST INCOME

Interest income comprises:
Interest income on assets recorded at amortized cost:

- interest income on assets that has been written down as a result of

an impairment loss based on collective assessment

- interest income on assets that has been written down as a result of

an impairment loss based on individual assessment
- interest income on unimpaired assets

Total interest income

Interest income on assets recorded at amortized cost comprises:
Interest on loans to customers
Interest on loans and advances to banks
Interest on finance lease
Interest on investments held-to-maturity
Other
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 deposits from banks

Total interest expense on financial assets recorded at amortized cost

Net interest income before provision for impair ment losses on
interest bearing assets

Year ended Year ended
31 December 31 December
2007 2006
129,021 84,427
16,044 4,432
20,261 5,370
165,326 94,229
147,065 85,290
7,277 5,360
4,239 3,063
6,721 491

24 25

165,326 94,229
(81,353) (39,346)
(81,353) (39,346)
(37,318) (20,397)
(44,035) (18,949)
(81,353) (39,346)
83,973 54,883

ALLOWANCE FOR IMPAIRMENT LOSSES, OTHER PROVISIONS

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

Loansto
customers
31 December 2005 8,740
Provision 9,942
Write-off of assets (745)
Recoveries of assets previously written off 398
31 December 2006 18,335
Provision 26,494
Write-off of assets (7,107)
Recoveries of assets previously written off 2,053
31 December 2007 39,775

76 | MIndnun 564N | 6MNIAN S6d3AN3BN 2007

22



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

Other Guarantees Other provisons Total
assets
31 December 2005 45 1,091 902 2,038
Provision 534 970 4,504 6,008
Write-off of assets and provisions (34 - (457) (491)
31 December 2006 545 2,061 4,949 7,555
Provision/ (Recovery of
provision) 838 (984) (1,655) (1,801)
Write-off of assets and provisions (166) - (3,272) (3,438)
31 December 2007 1,217 1,077 22 2,316

Allowance for impairment losses on assets are deducted from the respective assets. Provision for
off-balance sheet transactions are recorded in liabilities.

NET LOSSON FINANCIAL ASSETSAND LIABILITIESAT FAIR VALUE THROUGH
PROFIT OR LOSS

Net loss on financial assets and liabilities at fair value through profit or loss comprises:

Year ended Year ended
31 December 31 December
2007 2006
Net gain on operations with financial assets held-for-trading 29 -
Net loss on operations with derivative financial instruments (875) (292)
Total net losson financial assets at fair value through profit or
loss (846) (292)
Net gain on operations with financial assets held-for-trading
comprise:
Unrealized income on revaluation 29 -
Total net gain/(loss) on operations with financial assets held-for-
trading 29 -
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 16,954 9,694
Translation differences, net (1,015) 41
Total net gain on foreign exchange operations 15,939 9,735
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10. FEE AND COMMISSION INCOME AND EXPENSE

11

Fee and commission income and expense comprise:

Fee and commission income:
Documentary operations
Plastic cards operations
Settlements

Cash operations

Foreign exchange operations
Other

Total fee and commission income

Fee and commission expense:
Plastic cards services
Settlements

Documentary operations
Communication services

Cash operations

Foreign currency operations
Other

Total fee and commission expense

OTHER INCOME

Other income comprises:

Revenue from fines

Reimbursement from insurer

Reimbursement of interest rate cap

Loan administration fee

Share in losses of associates and jointly controlled enterprises
Impairment of goodwill

Reimbursed social taxes

Other

6NIAN I63dIANBN 2007

Year ended Year ended
31 December 31 December
2007 2006

8,135 3,549
5,633 3,412
4,979 4,266
3,967 3,175

385 201

2,480 1,669
25,579 16,272
(2,006) (1,073)
(732) (1,079)

(577) (901)

(461) (176)

(151) (259)

(51) (33)

(249) (671)
(4,227) (4,192)
Year ended Year ended
31 December 31 December
2007 2006

6,346 1,955
1,764 42

530 47

311 91

(1,174) (410)
(479) -

824 -

1,535 492
9,657 2,217




12.

13.

OPERATING EXPENSES

Operating expenses comprise:

Staff costs

Depreciation and amortization
Advertising costs

Professional services

Occupancy and rent
Communications and supplies
Transportation and vehicle maintenance
Stationery and other office expenses
Taxes, other than income tax
Security expenses

Real estate insurance

Business trip expenses

Training

Other expenses

Total operating expenses

INCOME TAXES

Year ended Year ended
31 December 31 December
2007 2006
35,697 17,534
5,956 3,205

5,233 2,660

3,715 1,321

2,412 710

2,079 1,148

1,040 741

1,003 544

857 442

575 461

574 410

529 339

364 214

7,093 3,021
67,127 32,750

The Group provides for taxes based on the tax accounts maintained and prepared in accordance with
the tax regulations of Georgia which differs 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.
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Temporary differences as at 31 December 2007 and 2006 comprise:

Deductible temporary differences:

Due from banks and loans to customers

Other assets

Financial assets at fair value through profit or loss
Other liabilities

Total deductibletemporary differences

Taxabletemporary differences:
Property, plant and equipment
Due to banks

Total taxable temporary differences

Net deferred taxable temporary differences
Net deferred tax liability at the statutory tax rate

Net deferred tax liability

31 December 31 December
2007 2006
3,861 6,409
464 485
390 67

14 4,821
4,729 11,782
96,499 22,075
135 1,154
96,634 23,229
(91,905) (11,447)
15% 20%
(13,786) (2,289)

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

2006 are explained as follows:

Profit before income tax

Tax at the statutory tax rate (20%)
Effect of change in tax rate
Tax effect of permanent differences

Incometax expense

Current income tax expense
Deferred income tax expense

Incometax expense

Deferred incometax liabilities
Beginning of the period
Tax effect of changes in property, plant and equipment revaluation

reserve
Increase/(decrease) in income tax liability for the year charged to profit

End of the period

Year ended Year ended
31 December 31 December
2007 2006
38,446 29,900
7,689 5,980
(4,582) -
6,768 1,339
9,875 7,319

2,122 7,902
7,753 (583)
9,875 7,319

2007 2006

2,289 2,872
3,744 -
7,753 (583)
13,786 2,289
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14. CASH AND BALANCESWITH THE NATIONAL BANK OF GEORGIA

15.

31 December 31 December

2007 2006

Cash 71,896 47,939
Balances with the National Bank of Georgia 111,937 149,486
Total cash and balances with the National Bank of Georgia 183,833 197,425

The balances with the National Bank of Georgia (“NBG”) as at 31 December 2007 and 2006 include
GEL 89,388 thousand and GEL 63,305 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 NBG 183,833 197,425
Due from banks in OECD countries 4,972 33,065
Less minimum reserve deposits and foreign currency deposits with
the NBG (89,388) (63,305)
Total cash and cash equivalents 99,417 167,185
FINANCIAL ASSETSAT FAIR VALUE THROUGH PROFIT OR LOSS
Financial assets at fair value through profit at loss comprise:
31 December 31 December
2007 2006
Financial assets held-for-trading:

Shares 135 -
Total financial assets held-for-trading 135 -
Hedge instruments:

Interest rate cap 228 1,177
Total hedge instruments 228 1,177
Total financial assetsat fair value through profit or loss 363 1,177
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16.

Financial assets held-for-trading comprise:

Ownership 31 December

interest 2007

Shares:
Ordinary shares of JSC “People’s Bank of Georgia’ 0.30% 127
Ordinary shares of JSC “Printing Centre” 0.11% 8
Total shares: 135
Total financials assets held-for-trading 135

Derivative financial instruments and financial assets at fair value through profit at loss comprise:

31 December 2007 31 December 2006
Asset Liability Asset Liability
Foreign exchange contracts
Forwards 11,657 11,692 3,384 3,383
Hedge I nstruments
Interest rate cap 228 - 1,177 -
11,885 11,692 4,561 3,383

In order to manage the risk of floating market interest rates on funds attracted from International
Financial Institutions, the Bank has concluded two Interest Rate Cap agreements with AG
Commerzbank for a notional amount of US $ 4,000 thousand, and US $ 19,000 thousand. The upper
interest rates on floating USD-LIBOR-BBA concluded by both parties were 3.5% and 4.25%,
respectively. The fixed amount of premium was US $ 78 thousand and US $ 65 thousand,
respectively. The hedge instrument has been revalued in accordance with the quoted market prices of
similar hedge instruments as at the year end.

The fair values of foreign exchange contracts approximated their notional amounts as at 31
December 2006 and 2007. The foreign exchange contracts are accounted on the net basis.

DUE FROM BANKS

Due from banks comprise:

31 December 31 December

2007 2006

Time deposits with other banks 27,035 3,840
Correspondent accounts with other banks 52,484 44,007
Other amounts 1,475 1,783
Total due from banks 80,994 49,630

As at 31 December 2007 and 2006 the Group had due from 9 and 2 banks, respectively, which
individually exceeded 10% of the Group’s equity.

As of 31 December 2007 and 2006 accrued interest expense included in due from banks amounted to
GEL 146 thousand and GEL 558 thousand, respectively.
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17.

During the years ended 31 December 2007 and 2006 the Group simultaneously placed with and received
short-term funds from Georgian banks in different currencies. The Bank did not have such deposits
as at 31 December 2007 and 2006.

As at 31 December 2007 and 2006 included in balances due from banks are guarantee deposits placed
by the Group for its operations in the amount of GEL 1,460 thousand and GEL 1,760 thousand,
respectively.

During the years ended 31 December 2007 and 2006 the Group simultaneously placed with and received
short-term funds from foreign banks in different currencies. As at 31 December 2007 and 2006,

the Group placed equivalent of GEL 46,647 thousand and GEL 10,212 thousand, respectively, which
were received from the same bank.

LOANSTO CUSTOMERS

Loans to customers comprise:

31 December 31 December

2007 2006

Loans to customers 1,168,103 591,256
Net investments in finance lease 19,950 15,261
Less allowance for impairment losses (39,775) (18,335)
Total loansto customers 1,148,278 588,182

Movements in allowances for impairment losses for the years ended 31 December 2007 and 2006 are
disclosed in Note 7.

As of 31 December 2007 and 2006 accrued interest expense included in loans to customers
amounted to GEL 11,022 thousand and GEL 5,986 thousand, respectively.
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The below table summarized the amount of loans secured by collateral, rather than the fair value of

the collateral itself:

31 December 31 December
2007 2006
Loans collateralized by pledge of real estate or rights thereon 604,127 156,982
Loans collateralized by pledge of inventories and equipment 252,284 175,784
Loans collateralized by pledge of corporate shares 45,700 37,134
Loans collateralized by cash 24,878 18,345
Loans secured by gold 13,409 11,669
Loans collateralized by pledge of guarantees - 26,284
Other collateral 131,539 130,557
Unsecured loans 96,166 34,501
Less allowance for impairment losses (39,403) (18,153)
Total loansto customers 1,128,700 573,103
31 December 31 December
2007 2006

Analysis by sector:
Trade and service 463,628 279,970
Individuals 300,349 147,303
Real estate and construction 141,521 46,661
Manufacturing 127,787 66,758
Communication 43,565 30,432
Agriculture 25,082 1,060
Energy 18,162 4,524
Pawn loans 13,409 11,669
Other 34,600 2,879
Less allowance for impairment losses (39,403) (18,153)
Total loansto customers 1,128,700 573,103

During the years ended 31 December 2007 and 2006 the Group received non-financial assets by
taking possession of collateral it held as security. As at 31 December 2007 and 2006 such assets in
amount of GEL 2,349 thousand and GEL 439 thousand, respectively, are included in other assets.
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Loans to individuals comprise the following products:

31 December 31 December

2007 2006

Mortgage loans 137,598 76,005
Consumer loans 82,442 29,115
Car loans 24,308 6,473
Instalments 22,409 2,140
Business loans 11,947 15,999
Other 21,645 17,571
Less allowance for impairment losses (10,704) (745)
Total loansto individuals 289,645 146,558

As at 31 December 2007 and 2006 the Group granted loans to 21 and 10 customers, totaling GEL
292,937 thousand and GEL 114,638 thousand, respectively, which exceeded 90% of the Group’s

equity.

As at 31 December 2007 and 2006 a significant amount of loans (100% of total portfolio) is granted
Georgian companies and individuals, which represents a significant geographical concentration in

one region.

As at 31 December 2007 and 2006 loans to customers included loans in amount of GEL 40,577
thousand and GEL 8,511 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 126,186
thousand and GEL 36,226 thousand, respectively, that were individually determined to be impaired.

The components of net investment in finance lease as of 31 December 2007 and 2006 are as follows:

31 December 31 December

2007 2006

Not later than one year 14,693 8,987

From one year to five years 12,708 11,721

Minimum lease payments 27,401 20,708
Less unearned finance lease income (7,451) (5,447)
Net investment in finance leases 19,950 15,261
Less allowance for impairment (372) (182)
Net investment in finance leases 19,578 15,079

The present value of future minimum lease payments due from customer under finance lease as at 31

December 2007 and 2006 are as follows:

31 December 31 December

2007 2006

Current portion 10,585 6,651
Long-term portion 8,993 8,428
Total present value of future minimum lease payments 19,578 15,079
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18.

19.

20.

INVESTMENTSAVAILABLE-FOR-SALE

Investments available-for-sale comprise:

Equity securities

Total investments available-for-sale

Ownership
interest

Equity securities
Nikora LLC 10.00%
GRDC JsSC 1.63%
Caucasus Online LLC 9.94%
Creditinfo Georgia JSC 16.63%
Interbank Exchange Market

JsC 8.33%
American Academy in Thilisi

JSC 5.38%
Thilisi Free University LLC 20%
Georgian Card LLC 0.15%
SWIFT 0.00%
Central Depositor of Georgian

Securities JSC 0.30%

Mukhranis Valley LLC -

Total investmentsavailable-
for-sale

INVESTMENTSHELD TO MATURITY

Interest to
nominal
%

NBG Deposit certificates 10%
Ministry of Finance Treasury

bills -
Total investments held to

maturity
GOODWILL

At the beginning of the period

31 December
2007

1,902
1,772
1,332

95

(o)
w o1y Oo

W

5,219

31 December
2007

114,596

114,596

Recognized on acquisition of a subsidiary (JSC United Financial Corporation)

Impairment loss

At the end of the period
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31 December 31 December
2007 2006
5,219 4,590
5,219 4,590
Ownership 31 December
interest 2006
4.00% 960
1.63% 1,772
4.90% 568
15.30% 92
8.33% 50
5.38% 50
0.17% 5
0.00% 3
0.30% 3
17.00% 1,087
4,590
Interest to 31 December
nominal 2006
%

11% 50,209

13% 44

50,253

2007

1,237

(479)

758



21. PROPERTY, PLANT AND EQUIPMENT

Buildings Furniture  Construction Total
and other and in
real estate  equipment progress

At initial/revalued cost

31 December 2005 29,102 12,154 1,987 43,243
Additions 96 5,997 12,267 18,360
Transfers 1,997 - (1,997) -
Disposals (6) (186) - (192)
31 December 2006 31,189 17,965 12,257 61,411
Additions 501 18,692 23,046 42,239
Revaluation 20,284 - 6,466 26,750
Acquisition of subsidiaries - 1,278 - 1,278
Transfers 8,507 (628) (7,879) -
Disposals (1,104) (1,377) (48) (2,529)
31 December 2007 59,377 35,930 33,842 129,149

Accumulated depreciation

31 December 2005 1,382 3,881 - 5,263
Charge for the year 748 2,328 - 3,076
Eliminated on disposals - (161) - (161)
Transfers -
31 December 2006 2,130 6,048 - 8,178
Charge for the year 1,058 4,471 - 5,529
Acquisition of subsidiaries - 710 - 710
Eliminated on revaluation (2,374) - - (2,374)
Eliminated on disposals (235) (829) - (1,064)
31 December 2007 579 10,400 - 10,979
Net book value

31 December 2007 58,798 25,530 33,842 118,170
31 December 2006 29,059 11,917 12,257 53,233

As at 31 December 2007 and 2006 included in property, plant and equipment were fully depreciated
assets of GEL 4,204 thousands and GEL 3,549 thousands, respectively.

As at 31 December 2007 the buildings and other real estate and construction in progress owned by the
Group were revalued to market prices according to the opinion of the independent appraiser. As a
result, carrying value of these building amounted to GEL 82,970 thousand. If the buildings were
accounted at historical cost less accumulated depreciation and impairment losses, its carrying value
would be GEL 53,845 thousand as at 31 December 2007.

Buildings owned by the Group were revalued by independent appraisers as at 31 December 2007.
The following methods were used for the estimation of their fair value: discounted cash flow method
(income approach), integrated cost estimation method (cost based method), method of sales comparison
(comparative approach). For the estimation of the final value, certain weights were assigned to the
results obtained using different approaches, depending on the degree to which the estimates met the
following characteristics: reliability and completeness of the information, specifies the estimated
property and other.
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22. OTHER ASSETS

Other assets comprise:

31 December 31 December

2007 2006

Prepayments for acquisition of subsidiary 13,371 -
Prepayments for purchase of leasing assets 9,446 1,816
Prepayments for fixed assets 5,642 2,284
Repossessed assets 2,349 439
Prepaid expenses 2,112 1,268
Intangible assets 2,199 543
Receivable from selling of investment 1,277 -
Tax settlements, other than income tax 970 155
Trade debtors 923 2,311
Inventories 575 291
Investments in non-consolidated subsidiaries 428 428
Investments in associates and jointly controlled enterprises - 442
Other 2,718 185
Less allowance for impairment losses (1,217) (545)
Total other assets 40,793 9,617

Prepayments for acquisition of subsidiary represent money prepaid for the acquisition of 75% share in
Soa Kredit, Azerbaijan based microfinance organization. The acquisition was executed subsequent to
the year end. Please refer to Note 32.

Intangible
assets

At cost
31 December 2005 1,209
Additions 326
31 December 2006 1,535
Additions 1,826
Acquisition of subsidiaries 401
31 December 2007 3,762
Accumulated amortization
31 December 2005 863
Charge for the year 129
31 December 2006 992
Charge for the year 427
Acquisition of subsidiaries 144
31 December 2007 1,563
Net book value
31 December 2007 2,199
31 December 2006 543

Intannihla aceate inrliida enfhiaara and licancac
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The following investments in associates were recorded in the consolidated financial statements using
the equity method as at 31 December 2006:

31 December 2006
Ownership Carrying value

interest

JSC GPIH 20% 442
United Financial Corporation 45% -
442

The movements of investments in associates comprise:
31 December 31 December
2007 2006
At the beginning of the period 442 823
Purchase cost 23 29
Contribution to equity of joint venture (465) -
Share in results of associates transferred to subsidiary (196) -
Share in results of associates 196 (410)
At the end of the period - 442

As more fully describe in Note 5, the investment in the United Financial Corporation increased in
2007 and the Bank obtained full control over this subsidiary, thus making United Financial
Corporation a consolidated subsidiary.

In 2007, as per Agreement about Incorporation of Private Company with Limited Liability, the Bank
and TBIH Financial Service Group N.V. incorporated new jointly ventured company with limited
liability GPI B.V with 50%-50% of ownership. The Bank has transferred all shares of GPIH to the
newly established GPI B.V. GPI B.V. is treated as a jointly controlled enterprise.

The movements of investments in jointly controlled enterprise comprise:

31 December

2007

At the beginning of the period -
Purchase cost 1,370
Share in results of jointly controlled enterprise (1,370)

At the end of the period -

Purchase cost of GEL 1,370 comprises of contributions of cash in the amount of GEL 905 and
investment in GPIH in the amount of GEL 465 thousand.
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23.

24,

DUE TO BANKSAND FINANCIAL INSTITUTIONS

Due to banks and financial institutions comprise:

31 December 31 December

2007 2006

Correspondent accounts of other banks 6,465 20,733
Loans from banks and financial institutions 433,041 206,873
Deposits of banks 85,892 10,441
Total dueto banks 525,398 238,047

As at 31 December 2007 and 2006 the due to banks in the amounts of GEL 295,799 thousand (62%)
and GEL 195,681 thousand (86%), respectively, were due to 4 banks, which represents significant
concentration.

As of 31 December 2007 and 2006 accrued interest expense included in due to banks amounted to
GEL 11,139 thousand and GEL 5,020 thousand, respectively.

During 2007 and 2006 the Group simultaneously placed with and received short-term funds from
foreign banks in different currencies.

CUSTOMER ACCOUNTS
Customer accounts comprise:
31 December 31 December
2007 2006
Time deposits 327,729 232,388
Repayable on demand 451,812 319,780
Total customer accounts 779,541 552,168

As at 31 December 2007 and 2006 customer accounts amounted to GEL 33,356 thousand and GEL
9,322 thousand, respectively, were held as security against letters of credit issued and other
transaction related contingent obligations. As at 31 December 2007 and 2006 customer accounts
amounted to GEL 46,270 thousand and GEL 25,804 thousand, respectively, were held as security
against guarantees issued.

As of 31 December 2007 and 2006 accrued interest expense included in customer accounts amounted
to GEL 6,352 thousand and GEL 5,721 thousand, respectively.
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25.

26.

The Bank had no significant concentration within customer accounts as at 31 December 2007 and

2006.

Analysis by sector:

Individuals

Trade and service

Transport and communication
Construction

Energy

Mining and natural resource processing
Agriculture

Government

Other

Total customer accounts

OTHERLIABILITIES

Other liabilities comprise:

Accrued expenses

Security deposits for finance lease
Provisions

Sundry creditors

Taxes payable, other than income tax
Suspense amounts

Other

Total other liabilities

31 December 31 December
2007 2006
436,675 308,196
209,145 122,420
21,990 22,724
23,072 5,274
7,358 4,465
2,419 2,740
174 152

551 1,934
78,157 84,263
779,541 552,168
31 December 31 December
2007 2006
7,157 4,999
2,575 487
1,099 7,010
726 952
749 269

- 187

716 220
13,022 14,124

Movements on provisions for the years ended 31 December 2007 and 2006 are disclosed in Note 7.

SUBORDINATED DEBT

Currency
Subordinated debt from related parties
(Deutshe Investitions and
Entwicklungesellschaft mbH.) usb
Subordinated debt from related parties
(International Financial Corporation) UsD
Subordinated debt from other banks usD

Maturity
date
year

2012

2011
2014

Interest 31 31
rate December  December
% 2007 2006
6.3%+LIBOR 16,766 18,040
4.5%+LIBOR 6,502 7,025
6.25%+LIBOR 32,613 -
55,881 25,065

In the event of bankruptcy or liquidation of the Group, repayment of this debt is subordinate to the
repayments of the Group’sliabilitiesto al other creditors.

As of 31 December 2007 and 2006 accrued interest expense included in subordinated debt amounted

to GEL 1,766 thousand and GEL 1,076 thousand, respectively.
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27. SHARE CAPITAL AND SHARE PREMIUM

As of 31 December 2007 and 2006 authorized, issued and paid-in share capital consisted of 117,000
and 53,851 ordinary shares, respectively, with par value of GEL 100 each.

As at 31 December 2007 the Group's share capital comprised of the following number of shares of
GEL 100 each:

Authorized Unpaid share Total share
share capital capital capital

Ordinary shares 118,133 (1,133) 117,000

As at 31 December 2006 the Group's share capital comprised of the following number of shares of
GEL 100 each:

Authorized Unpaid share Total share
share capital capital capital

Ordinary shares 56,681 (2,830) 53,851

The below table provides a reconciliation of the number of shares outstanding as of 31 December 2007
and 2006:

Preference Ordinary shares

shares
31 December 2005 6,409 47,442
Convert of shares (6,409) 6,409
31 December 2006 - 53,851
Issue of shares - 63,149
31 December 2007 - 117,000

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

The amount of dividends declared subsequently to 31 December 2006 amounted to GEL 2,000
thousand.
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28. COMMITMENTSAND 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.

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 1,069 thousand and GEL 2,061
thousand 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 commitments
Guarantees issued and similar commitments, secured by cash 4,092 4,654
Guarantees issued and similar commitments, not secured by
cash 197,317 124,453
Letters of Credit collateralised by the underlying shipments 40,857 22,601
Commitments on loans and unused credit lines up to one year 50,734 40,666
Commitments on loans and unused credit lines over one year 84,416 141
Other commitments - 847
Total contingent liabilitiesand credit commitments 377,416 193,362

Extension of loans to customers within credit line limits is approved by the Group on a case-by-case
basis and depends on borrowers' financia performance, debt service and other conditions. As at 31
December 2007 and 2006 such unused credit lines amounted to GEL 135,150 thousand and GEL
40,807 thousand, respectively.

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

Operating lease commitments — Where the Group is the lessee, the future minimum lease payments
under non cancelable operating leases are as follows:

31 December 31 December

2007 2006

Not later than 1 year 56 53
Later than 1 year and not later than 5 years 519 928
Later than 5 years 354 636
Total operating lease commitments 929 1,617

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
unaccrued losses will be incurred and accordingly no provision has been made in these financial
statements.
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29.

30.

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 aparticular treatment based on Management’s judgment 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 believesthat it has aready made all tax
payments, and therefore no allowance has been made in the financial statements.

Operating environment — The Group’s principa business activities are within Georgia. Laws and
regulations affecting the business environment in Georgia are subject to rapid changes and the Group’s
assets and operations could be at risk due to negative changes in the political and business environment.

SUBSEQUENT EVENTS

On 30 June 2007 the Bank has entered into the subscription and member’ s agreements with the
Shorebank International Ltd. on the potential acquisition of SOA Kredit - Azerbaijan based
microfinance organization.

In December 2007 the Bank has transferred the share purchase payment of USD equivalent of GEL
13,371 (please refer to note 25). The payment was done for the share participation of 75% in SOA
Kredit. However, as at 31 December 2007 this participation was subject to the approval of the
Ministry of Taxes of the Republic of Azerbaijan. No charter registration, participation in the
shareholder’ s meetings and decision making could happen from the Bank’s side until the above
approval.

On 14 February 2008 Ministry of Taxes of the Republic of Azerbaijan approved the acquisition of
SOA Kredit shares by the Bank.

TRANSACTIONSWITH RELATED PARTIES

Related parties or transactions with related parties, as defined by I1AS 24 “Related party disclosures’,
represent:

(a) 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 them 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
toin (d) or (e).
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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:

Loans to customers

Other assets

Due to banks

Customer accounts

Other liabilities

Subordinated debt
Commitments and contingencies

K ey management personnel
compensation:
- short-term employee benefits

31 December 2007

Related party ~ Total category
balances asper financial

statements

caption

19,573 1,148,278
3,378 40,793
1,343 525,398
12,645 779,541
1,658 13,022
23,268 55,881
3,150 377,416

31 December 2007

Related party ~ Total category
transactions  asper financial
statements
caption
4,759 35,697

31 December 2006

Related party ~ Total category
balances asper financial

statements

caption

21,270 588,182
648 9,617
8,482 238,047
12,336 552,168
2,147 14,124
25,065 25,065
15,912 193,362

31 December 2006

Related party ~ Total category
transactions  asper financial
statements
caption
2,644 17,534

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:

Interest income

Interest expense

SHARE BASED PAYMENTS

Year ended
31 December 2007

Related party ~ Total category
transactions  asper financial
statements
caption
1,806 165,326
(658) (81,353)

Year ended
31 December 2006
Related party ~ Total category
transactions  asper financial
statements
caption

1,955 94,229

(4,405) (39,346)

The Group has an ownership-based compensation scheme for executives of the Group. As approved
by shareholders at meeting held on 4 November 2005, General Director and a First Deputy General
Director are granted options to purchase ordinary shares at a fixed price of GEL 100 per ordinary

share.

Each employee share option converts into one ordinary share of JSC TBC Bank on exercise at the
nominal value of GEL 100 each. The options carry neither rights to dividends nor voting rights.
Options may be exercised within five years.
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32.

In accordance with the terms of the share-based arrangement, options vest upon relevant decision of
the Shareholders, which is based on the Management performance in terms of meeting the strategic
goals of the Bank. These goals are not defined in any qualitative or quantitative terms.

The fair value of the share options as at the grant date is GEL 2,520 per share.

The following reconciles the outstanding share options granted at the beginning and end of the
financial year:

31 December
2007
Number of
options
Balance at beginning of the financial year 2,834
Granted during the financial year -
Exercised during the financial year (1,701)
Balance at end of the financial year 1,133

The options exercised during the financial year are accounted in operating expenses within staff
COsts.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments are made in accordance with the requirements
of IAS 32 “Financial Instruments: Presentation and Disclosure” and IAS 39 “Financial Instruments:
Recognition and Measurement”. Fair value is defined as the amount at which the instrument could be
exchanged in acurrent transaction between knowledgesble willing partiesin an arny’ slength 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 183,833 183,833 197,425 197,425
Financial assets at fair value

through profit or loss 363 363 1,177 1,177
Due from banks 80,994 80,994 49,630 49,630
Loans to customers 1,148,278 1,148,278 588,182 588,182
Investments available-for-sale 5,219 5,219 4,590 4,590
Investments held to maturity 114,596 114,596 50,253 50,253
Due to banks 525,398 525,398 238,047 238,047
Customer accounts 779,541 779,541 552,168 552,168
Subordinated debt 55,881 55,881 25,065 25,065
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35.

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 1 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’stotal capital amount for Capital Adequacy purposes was
GEL 344,934 thousand and tier 1 capital amount was GEL 276,391 thousand with ratios of 19% and
15%, respectively.

As at 31 December 2006 the Group'stotal capital amount for Capital Adequacy purposes was
GEL 143,812 thousand and tier 1 capital amount was GEL 110,611 thousand with ratios of 21% and
169, 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 bankruptcy
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 maximising the return to stakeholders through the optimisation 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 Group’s 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:

e Credit exposures

e Liquidity risk

o  Market risk
The Group recognises 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. Through the risk
management framework, the Group manages the following risks:
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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.

Risk management and monitoring is performed within set limits of authority, by the Credit Committees
and the Group’s Management Board. Before any application is made by the Credit Committee, all
recommendations on credit processes (borrower’ s limits approved, or amendments made to loan
agreements, etc.) are reviewed and approved by the branch risk-manager or the Risk Management
Department. Daily risk management is performed by the Head of Credit Departments and Branch
Management.

The Group structures the level of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to industry segments. Limits on the
level of credit risk by a borrower and a product are approved semi annually by the Supervisory Board.
The exposure to any one borrower including banks and brokers is further restricted by sub-limits
covering on and off-balance sheet exposures which are set by the Credit Committee. Actual exposures
against limits are monitored daily.

Where appropriate, and in the case of most loans, the Group obtains collateral and corporate and
personal guarantees but a significant portion is personal lending, where no such facilities can be
obtained. Such risks are monitored on a continuous basis and subject to annual or more frequent
reviews.

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 a 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 a loss
in an amount equal to the total unused commitments. However, the likely amount of the 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 off balance sheet contingencies because longer term
commitments generally have a greater degree of credit risk than short-term commitments.
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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.
Maximum exposure

31 December 31 December
2007 2006
Financial assets at fair value through profit or loss 363 1,177
Due from banks 80,994 49,630
Loans to customers 1,148,278 588,182
Investments available-for-sale 5,219 4,590
Investments held to maturity 114,596 50,253

Financial assets are graded according to the internal rating systems and the current credit rating that
has been issued by internationally regarded agencies - Standard and Poor’s, Fitch and Moody. Loans
to customers, investments available-for-sale and investments held to maturity are rated based on the
internal rating system. Due from and to banks are rated by the international rating agencies. The
highest possible rating is AAA. Investment grade financial assets have ratings from AA to BB.
Financial assets which have ratings lower than BB are classed as speculative grade.

The following table details the credit ratings of financial assets held by the Group as at 31 December
2007:

AA+ AA AA- A+ A

Financial assets at fair value through profit or loss - - - - -
Due from banks 231 1,394 1,044 11,102 48,191
Loans to customers - - - - -
Investments available-for-sale - - - - -
Investments held to maturity - - - - -

BBB BB- B B-
Financial assets at fair value through profit or loss - - - -
Due from banks 607 - - -
Loans to customers - 22,056 143,378 211,227
Investments available-for-sale - 1,902 - 1,332
Investments held to maturity - 114,596 - -

Total at 31
Not  December
CCC+ CccC cC rated 2007

Financial assets at fair value through profit or loss - - - 363 363
Due from banks - - - 18,425 80,994
Loans to customers 266,156 93,008 88,453 324,000 1,148,278
Investments available-for-sale 1,772 - - 213 5,219
Investments held to maturity - - - - 114,596
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As at 31 December 2006:

AA+ AA AA- A+ A

Financial assets at fair value through profit or loss - - - - -
Due from banks 4,487 5,886 11,972 1,061 10,451
Loans to customers - - - - -
Investments available-for-sale - - B - -
Investments held to maturity - - - - -

BB+ BB- B B-

Financial assets at fair value through profit or loss - - - -
Due from banks 6,787 - 1,425 -
Loans to customers - 3,386 79,789 97,235
Investments available-for-sale - 412 - 569
Investments held to maturity - 50,253 - -
Total at 31

Not  December

CCC+ CCC CcC rated 2006

Financial assets at fair value through profit or loss - - - 1,177 1,177
Due from banks - - - 7,561 49,630
Loans to customers 86,151 40,784 35,612 245,225 588,182
Investments available-for-sale 1,772 - - 1,837 4,590
Investments held to maturity - - - - 50,253

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 ageing of those financial assets that are past due but not impaired:

As at 31 December 2007:
Financial assets past due but not

impaired
Total
Greater
0-3 3-6 6 months than one
months months tolyear year
Loans to customers 9,560 1,145 454 338 11,497
As at 31 December 2006:
Financial assets past due but not
impaired
Total
Greater
0-3 36 6 months than one
months months tolyear year
Loans to customers 5,318 572 230 151 6,271
46
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Geographical concentration

The Assets and Liabilities Management Committee (“ALMC”) exercises control over the risk in the
legislation and regulatory arena and assesses its influence on the Group’s activity. This approach
allows the Group to minimize potential losses from the investment climate fluctuations in Georgia.
The Group's Management Board sets up country limits, which mainly applies to banks of the

Commonwealth of Independent States and Baltic countries.

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

ASSETS

Cash and balances with the National
Bank of Georgia

Financial assets at fair value through
profit or loss

Due from banks

Loans to customers

Investments available-for-sale

Investments held to maturity

Goodwill

Property, plant and equipment
purchased for transfer into lease

Property, plant and equipment

Current income tax assets

Other assets

TOTAL ASSETS

LIABILITIES

Due to banks

Customer accounts

Deferred income tax liabilities
Other liabilities

Subordinated debt

TOTAL LIABILITIES

NET POSITION

Georgia OECD Non-OECD 31 December
countries countries 2007
Total

183,833 - - 183,833

135 228 - 363

12,571 62,746 5,677 80,994

1,148,278 - - 1,148,278

5,219 - - 5,219

114,596 - - 114,596

758 - - 758

326 - - 326

118,170 - - 118,170

6,808 - - 6,808

40,793 - - 40,793

1,631,487 62,974 5,677 1,700,138

29,585 476,905 18,908 525,398

779,541 - - 779,541

13,786 - - 13,786

12,987 35 - 13,022

- 55,881 - 55,881

835,899 532,821 18,908 1,387,628
795,588 (469,847) (13,231)
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ASSETS

Cash and balances with the National
Bank of Georgia

Financial assets at fair value through
profit or loss

Due from banks

Loans to customers

Investments available-for-sale

Investments held to maturity

Property, plant and equipment

Other assets

TOTAL ASSETS

LIABILITIES

Due to banks

Customer accounts

Current income tax liabilities
Deferred income tax liabilities
Other liabilities

Subordinated debt

TOTAL LIABILITIES

NET POSITION

6NIAN I63dIANBN 2007

Georgia OECD Non-OECD 31 December
countries countries 2006
Total
196,307 1,118 - 197,425
- 1,177 - 1,177
7,983 34,483 7,164 49,630
588,182 - - 588,182
4,590 - - 4,590
50,253 - - 50,253
53,233 - - 53,233
9,617 - - 9,617
910,164 36,778 7,164 954,107
35,043 196,357 6,647 238,047
552,168 - - 552,168
1,800 - - 1,800
2,289 - - 2,289
14,124 - - 14,124
- 25,065 - 25,065
605,425 221,422 6,647 833,493
304,741 (184,644) 517




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.

The ALMC controls these types of risks by means of maturity analysis, determining the Group’s strategy
for the next financial period. Current liquidity is managed by the Treasury Department, which deals in the
money markets for current liquidity support and cash flow optimisation.

In order to manage liquidity risk, the Group performs daily monitoring of future expected cash flows on
clients' and banking operations, which is a part of assets/liabilities management process. The
Management Board sets limits on the minimum proportion of maturing funds available to meet deposit
withdrawals and on the minimum level on interbank and other borrowing 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:

Upto 1monthto 3monthto 1yearto Over Maturity 31 December
1 month 3 months 1year 5years 5years undefined 2007
Total
ASSETS
Due from banks 75,140 - 4,846 1,008 - - 80,994
Loans to customers 60,889 72,856 269,416 567,124 177,993 - 1,148,278
Investments held to maturity 62,872 19,671 32,053 - - - 114,596
Total interest bearing
assets 198,901 92,527 306,315 568,132 177,993 - 1,343,868

Cash and balances with the

National Bank of Georgia 94,445 - - - - 89,388 183,833
Financial assets at fair value

through profit or loss - - - 228 - 135 363
Investments available-for-sale - - - - - 5,219 5,219
Goodwill - - - - - 758 758
Property, plant and equipment

purchased for transfer into

lease - - - - - 326 326
Property, plant and equipment - - - - - 118,170 118,170
Current income tax assets - - 6,808 - - - 6,808
Other assets 12 38,363 189 - - 2,229 40,793
TOTAL ASSETS 293,358 130,890 313,312 568,360 177,993 216,225 1,700,138
LIABILITIES
Due to banks 107,883 24,593 132,359 260,563 - - 525,398
Customer accounts 223,486 65,578 185,421 39,748 1,392 - 515,625
Subordinated debt - - - 23,268 32,613 - 55,881

Total interest bearing
liabilities 331,369 90,171 317,780 323,579 34,005 - 1,096,904

Customer accounts 263,916 - - - - - 263,916
Deferred income tax liabilities - - - - - 13,786 13,786
Other liabilities 11,734 - 189 - - 1,099 13,022
TOTAL LIABILITIES 607,019 90,171 317,969 323,579 34,005 14,885 1,387,628
Liquidity gap (313,661) 40,719 (4,657) 244,781 143,988
Interest sensitivity gap (132,468) 2,356 (11,465) 244,553 143,988

Cumulative interest
sensitivity gap (132,468)  (130,112)  (141,577) 102,976 246,964

Cumulativeinterest
sensitivity gap asa
per centage of total assets (7.8%) (7.7%) (8.3%) 6.1% 14.5%
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As at 31 December 2006:

Upto 1monthto 3monthto 1yearto Over Maturity 31
1 month 3 months 1year 5years S5years  undefined December
2006
Total
ASSETS
Due from banks 44,934 - 3,602 1,094 - - 49,630
Loans to customers 69,146 73,563 177,050 238,222 28,544 1,657 588,182
Investments held to maturity 50,209 - 44 - - - 50,253
Total interest bearing
assets 164,289 73,563 180,696 239,316 28,544 1,657 688,065
Cash and balances with
the National Bank of
Georgia 134,120 - - - - 63,305 197,425
Financial assets at fair value
through profit or loss - - 14 1,163 - - 1,177
Investments available-for-sale - - - - - 4,590 4,590
Property, plant and equipment - - - - - 53,233 53,233
Other assets - 8,600 - - - 1,017 9,617
TOTAL ASSETS 298,409 82,163 180,710 240,479 28,544 123,802 954,107
LIABILITIES
Due to banks 63,303 671 80,168 79,247 14,658 - 238,047
Customer accounts 150,313 37,355 119,719 39,453 1,296 - 348,136
Subordinated debt - - - 25,065 - - 25,065
Total interest bearing
liabilities 213,616 38,026 199,887 143,765 15,954 - 611,248
Customer accounts 204,032 - - - - - 204,032
Current income tax liabilities - 1,800 - - - - 1,800
Deferred income tax liabilities - - - - - 2,289 2,289
Other liabilities 7,114 - - - - 7,010 14,124
TOTAL LIABILITIES 424,762 39,826 199,887 143,765 15,954 9,299 833,493
Liquidity gap (126,353) 42,337 (19,177) 96,714 12,590
Interest sensitivity gap (49,327) 35,537 (19,191) 95,551 12,590
Cumulative interest
sensitivity gap (49,327) (13,790) (32,981) 62,570 75,160
Cumulative interest
sensitivity gap as a
per centage of total assets (5.2%) (1.4%) (3.5%) 6.6% 7.9%

Substantialy al of the Group’ sinterest earning assets and interest bearing liabilities are at fixed rates
of assets.

Asset and liability maturity periods and the ability to replace interest bearing liabilities at an acceptance
cost when they mature are cruciad in determining the Group’s liquidity and its fluctuation of interest
and exchange rates.

The maturity of time deposits of individuals is based on contractual terms. However, time deposits
can be withdrawn by individuals on demand.
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Currently, a considerable part of customer deposits are repayable on demand. However, the fact

that these deposits are diversified by the number and type of customers and the Group’s previous
experience indicate that deposits are a stable and long-term source of financing for the Group.
Moreover, the Group’s liquidity risk management includes estimation of actual estimated maturities
for its current deposits. The estimation is based on statistical methods applied to historic information
on fluctuations of customer accounts balances.

Upto 1monthto 3 months 1year Over Maturity 31 December
1 month 3 months to to Syears  undefined 2007
1year Syears Total
Customer accounts
analyzed based on
expected withdrawal
dates 161,918 76,611 235,071 304,549 1,392 - 779,541
Liquidity gap (based on
expected withdrawal
dates for customer
accounts) 11,823 29,686 (54,307) (20,020) 143,988 -
Upto Imonthto 3 months 1year Over Maturity 31 December
1 month 3 months to to Syears  undefined 2006
1year Syears Total
Customer accounts
analyzed based on
expected withdrawal
dates 123,646 45,175 154,910 227, 140 1,296 - 552,168
Liquidity gap (based on
expected withdrawal
dates for customer
accounts) 104,346 34,517 (54,368) (90,973) 12,590
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 risk or to the risk 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 Group’ sinterest 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 itsinfluence on the Group'’s profitability.

The mgjority of the Group’s|oan 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.

51

ANNUAL REPORT 2007

TBC BANK

105



106

nnadnLn s564N

Cash flow interest raterisk

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.

Interest rate risk is managed within the limit framework as established in accordance with the standards
set by the Group. Interest rate risks are controlled via regular interest rate gap reporting. The Group
does not perform hedging activities, thus no risk management policy for hedging transactions has
been developed.

The following table presents an analysis of interest rate risk and thus the potential of the Group for gain
or loss. Effective average 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.

31 December 2007 31 December 2006
GEL usD Other GEL uUsD Other

currencies currencies
ASSETS
Due from Banks 3,7% 2,5% 3,6% 1,3% 0,9% 2,1%
Loans to customers 18,9%  16,0% 14,8% 16,2% 16,4% 14,4%
Investments held to maturity 6,2% - - 11,2% - -
LIABILITIES
Due to Banks 13,4% 8,8% 7,5% 12,7% 9,5% 8,6%
Customer accounts 6,8% 7,9% 5,6% 9,8% 7,2% 6,2%

The following table presents a sensitivity analysis of interest rate risk, which has been determined
based on “reasonably possible changesin therisk variable”. Thelevel of these changesis determined
by management and is contained within the risk reports provided to key management personnel.
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Impact on net profit and equity:

Assets:

Due from banks and financial assets at fair value
through profit or loss

Loans to customers

Investments held to maturity

Liabilities:
Due to banks and financial liabilities at fair value
through profit or loss

Customer accounts
Subordinated debt

Net impact on profit before tax

Impact on shareholders equity:

Assets: o )
Due from banks and financial assets at fair

value through profit or loss
Loans to customers
Investments held to maturity

Liabilities:

Due to banks and financial liabilities at fair
value through profit or loss

Customer accounts

Subordinated debt

Net impact on shar eholders equity

Asat 31 December 2007

Asat 31 December 2006

Interest rate Interest rate Interest rate  Interest rate
+2% 2% +2% 2%

1,321 (1,321) 831 (831)

6,849 (6,849) 3,933 (3,933)

2,007 (2,007) 964 (964)

(6,631) 6,878 (2,355) 2,355

(5,613) 5,613 (4,136) 4,136

(398) 429 - .

(2,465) 2,743 (763) 763

Asat 31 December 2007

Asat 31 December 2006

Interest rate  Interestrate Interestrate Interestrate
+2% -2% +2% -2%
(87) 87 (60) 60
(43,070) 43,070 (19,026) 19,026
(351) 351 (40) 40
4,834 (4,015) 3,118 (3,118)
2,574 (2,574) 2,697 (2,697)
1,947 (1,477) 2,896 (2,896)
(35,056) 36,345 (10,415) 10,415
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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 the National Bank of Georgia.

The Group's exposure to foreign currency exchange raterisk is presented in the table below:

As at 31 December 2007:

GEL uUsD EUR Other 31 December
usb1= EUR1= currency 2007
GEL 1.592 GEL 2.332 Total

ASSETS
Cash and balances with the National

Bank of Georgia 63,511 113,124 6,560 638 183,833
Financial assets at fair value through

profit or loss 135 228 - - 363
Due from banks 10,056 10,067 59,501 1,370 80,994
Loans to customers 285,252 850,620 12,406 - 1,148,278
Investments available-for-sale 5,219 - - - 5,219
Investments held to maturity 114,596 - - - 114,596
Goodwill 758 - - - 758
Property, plant and equipment purchased

for transfer into lease 326 - - - 326
Property, plant and equipment 118,170 - - - 118,170
Current income tax assets 6,808 - - - 6,808
Other assets 25,232 15,206 355 - 40,793
TOTAL ASSETS 630,063 989,245 78,822 2,008 1,700,138
LIABILITIES
Due to banks 18,195 487,502 19,701 - 525,398
Customer accounts 233,882 441,566 102,398 1,695 779,541
Deferred income tax liabilities 13,786 - - - 13,786
Other liabilities 10,699 2,247 76 - 13,022
Subordinated debt - 55,881 - - 55,881
TOTAL LIABILITIES 276,562 987,196 122,175 1,695 1,387,628
OPEN BALANCE SHEET POSITION _ 353,501 2,049 (43,353) 313
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Derivativefinancial instruments and spot contracts

Fair value of derivative financial instruments and spot contracts are included in the currency analysis
presented above and the following table presents further analysis of currency risk by types of derivative
financial instruments and spot contracts as at 31 December 2007:

Accounts receivable on spot and
derivative contracts

NET SPOT AND DERIVATIVE
FINANCIAL INSTRUMENTS
POSITION

TOTAL OPEN POSITION

As at 31 December 2006:

ASSETS

Cash and balances with the National
Bank of Georgia

Financial assets at fair value through
profit or loss

Due from banks

Loans to customers

Investments available-for-sale

Investments held to maturity

Property, plant and equipment

Other assets

TOTAL ASSETS

LIABILITIES

Due to banks

Customer accounts

Current income tax liabilities
Deferred income tax liabilities
Other liabilities

Subordinated debt

TOTAL LIABILITIES
OPEN BALANCE SHEET POSITION

As at 31 December 2006:

Accounts receivable on spot and
derivative contracts

NET SPOT AND DERIVATIVE
FINANCIAL INSTRUMENTS
POSITION

TOTAL OPEN POSITION

usD 31
usb1l= December
GEL 1.592 2007
Total
228 228
228
228
GEL usD EUR Other 31 December
uUsb1= EUR1= currency 2006
GEL 1.714 GEL 2.256 Total
98,042 94,672 4,340 371 197,425
- 1,177 - - 1,177
127 30,992 18,138 373 49,630
110,278 463,349 14,555 - 588,182
4,590 - - - 4,590
50,253 - - - 50,253
53,233 - - - 53,233
5,645 3,701 271 - 9,617
322,168 593,891 37,304 744 954,107
31,044 204,353 2,650 - 238,047
148,961 363,290 38,794 1,123 552,168
1,800 - - - 1,800
2,289 - - - 2,289
8,107 5,039 932 46 14,124
- 25,065 - - 25,065
192,201 597,747 42,376 1,169 833,493
129,967 (3,856) (5,072) (425)
usD 31
uUsb1= December
GEL 1.714 2006
Total
1,177 1,177
1,177
1,177
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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 management personnel and represents management’ s assessment of the possible changein
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.

Asat 31 December 2007 Asat 31 December 2006
GEL/USD GEL/USD GEL/USD GEL/USD
+10% -10% +10% -10%
Impact on profit or loss 1,860 (1,860) (745) 745
Impact on equity 1,488 (1,488) (596) 596

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.

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 movement occurs. For example, the Group’s financial risk management strategy aims
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 certainty; and the assumption that all interest rates move in
an identical fashion

Pricerisk

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 a loss is less than that, since most commitments are contingent upon certain
conditions set out in the loan agreements.
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