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INTRODUCTION BY THE CHAIRMAN

OF SUPERVISORY BOARD

CARTU BANK continues to be one of the leaders
on the Georgian financial institutions market, and
has all that it takes to flesh out its ambitious plans.
The Management of the Bank is both willing and
able to perform sweeping changes to implement its
strategies.

The last year’s financial indicators were achieved
against the background of a significant increase in
the Bank’s assets (mainly the credit portfolio) and by
the right and sound strategy of the Management and
unsparing efforts and commitment of the professional
team.

CARTU BANK differs from other financial tutions
in its structure. Our goal is not only to improve bank
products and establish a wide range of services but
also to completely meet the needs of each customer.
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| can say with confidence that CARTU BANK is a
client-oriented bank and the model of our business is
based on assessment and study of customer needs
and consumers.

Our goal is based on this vision: be leaders on
the banking product market of large and medium-size
companies, ensure reliable and high quality services.

Our initiative already had a strong response from
the side of society and consumers - CARTU BANK
has the image of a developer of the clients business,
i.e. the image of the bank, which provides partnership
to the consumer in their business progress and
development.

In 2004 the Bank focused on the corporate clientele
and development of major investment projects. Well-
calculated policy determined the Bank’s priorities and

future direction of operation.

Last year showed us the correctness of the
direction chosen. But we are not planning to be
satisfied and will try to introduce more novelties and
higher quality of service to our client.

Thanks all who shared with us this success. We

still hope for your cooperation

Giorgi Lomaia

ook
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The joint stock company CARTU BANK was estab-
lished on November 1st 1996, and on January 9, 1997
obtained general banking license. From this time with the
founding capital of 1 million, CARTU BANK started active
banking operations.

1997 - CARTU BANK becomes a member of SWIFT
International system, which allows it to conduct transfers in
minimal time frames.

1998 - the Bank obtained a license for operations as-
sociated with precious metals and stones. In the same
year the bank received a license for Georgian securities
issuance.

1999 - the Bank obtained the Assay Supervision
Board’s license and started pawnshop business.

2000 - the Bank offers its clients the rapid money trans-
fer services via popular Western Union system.

In August 2000, based on the contract made by and
between CARTU BANK and the largest Russian banks
ImpexBank, CARTU BANK effect bilateral money transfers
between Russia and Georgia for physical persons, without
opening an account, at favorable rate.

In April 2001, by the decision of the stakeholders,
CARTU BANK acquired a part of a part of Absolute Bank’s
assets and liabilities.

Assignment agreement and a contract on conversion
of debts were signed with Absolute Bank. Such event has
never taken a place in the banking system of Georgia, the
interests of clients and depositors were protected in full.
The BANK purchased from Absolute Bank a full package
of the card business and became the owner of Process-
ing Center. CARTU BANK obtained the principal member’s
status of the VISA International System. At present CARTU
BANK issues its own VISA cards and provides service to
sale outlets of Georgia via local and foreign VISA cards.

April 2002 - the Bank signed a contract with
“MASTERCARD”, and became the principal member of
the International Payment System EUROPAY.

2002 - For the first time in Georgia, a general agree-
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ment on plastic card service between International Pau-
ment System was signed between CARTU BANK and
Diners Club International.

By means of capitalization of two banks and creation of
one strong financial institution, the BANK occupied one of
the leading places in Georgian banking system due to the
volume of its assets and capital.

The ftraditional business rating of Media Holding
“Georgian Times” nominated the Company CARTU BANK
and its Manager as one of the best among 21 private com-
panies.

2003 the BANK obtained the right to provide the
American Express and Diners Club services.

May 25 2003 - on the annual festive ceremony,
CARTU BANK was nominated as “The Best Company/
Business” of the year. The Bank was awarded a prize for
the nomination -“Stable Progress and Dynamics”.

2003 - the Bank started issuing the MasterCard plas-
tic cards, and later started its service. After certifying
of the MasterCard in International payment system, on
October 7, 2004 the CARTU BANK was awarded the right
of service of the MasterCard at sale and service outlets in
Georgia.

Today CARTU BANK is the sole bank on the local mar-
ket, which services VISA, MASTERCARD, AMERICAN
EXPRESS and DINERS CLUB International plastic cards.

2004 - Plastic Cards Service and Processing
Department issued 10 000 plastic cards for individuals as
well as within the framework of payroll projects.

In 2004 the BANK, with the partner Banks, implemented
new banking product - money transfers “Express Mail” to
Russia and CIS countries (Azerbaijan, Armenia, Ukraine,
Kyrgyzstan, Tajikistan, Uzbekistan, Moldova).

Today CARTU BANK carries out banking operations
and provides service to all segments of clientele with help

of the Head Office, four branches and one Service Center.

33640 33400 @2 CARTUBANK
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CARTU BANK is the leading member of VISA and
MasterCard international system. Coupled with the wide
choice of international Visa plastic cards, the Bank of-
fers its customers modern and popular banking product -
MasterCard plastic cards, and ensures their use at sale
and service outlets of Georgia.

In more than 300 sale and service outlets in Tbilisi, the
POS terminals and imprinters for the usage of plastic cards
and non-cash payments are installed. ATMs network of
CARTU BANK is increasing both in Tbilisi and in regions.

During 2004, the Bank’s priority strategy was oriented
towards corporate clients and special emphasis was fo-
cused on development of major projects. In the environ-
ment of high banking competition CARTU BANK occupied
a very important place - it finances large corporate clients.
Today the main part of the Bank clientele is both medium
and big business entrepreneurs.

We may say that, during the past period CARTU BANK
obtained the image of a client business development bank.
At the same time, CARTU BANK is a reliable partner in
expanding and progress of the clients business. In future,
the Bank intends to become a special bank oriented on

financing large investment projects.
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MANAGEMENT REPORT

>» MANAGEMENT STRUCTURE

SUPERVISORY BOARD

GIORGI LOMAIA

Chairman of the Supervisory Board

GEORGE CHRDILELI

Deputy chairman of the Board

ZAZA MACHARASHVILI
Member of the Supervisory Board

EXECUTIVE MANAGEMENT

NATO KHAINDRAVA
Acting General Director

DIMITRI KUMSISHVILI

Deputy General Director

GOCHA CHIKVILADZE

Head of Economical Security and Collection Service

MANANA NADIRADZE

Director of Financial Department - Chief Accountant

ZURAB TEVZADZE
Director of the Economical Analysis Department

NANA KURIDZE
Director of Department of Plastic Cards
Service and Processing

MORIS JIBUTI
Director of Information Technologies
Department
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IO 3M3IY ZURAB GOGUA

Lo 3O g™ 356 33706E 0L aMgd@mmo Director of Credit Department

930 JUARDJD RAMAZ KURDADZE

0MoEogyemo 356gmgomgdal g®mbo Head of Legal Department

AILIRO6 RMINJI RUSUDAN DOLIDZE

Lo gobm Im3LobyMgdobes s Gobgymmdals Head of Cash Services and Valuables Department
a0bymagzomagdol nemmbo

63960 LOMOJI NANA SIRADZE

dos 30l badbabymab Hacmbo Head of Internal Audit Service

32320396 SLYOINEN VLADIMER ASATIANI

boggadm-g3m6mdn o 3o6ymaamgdal macmbo Head of Planning-Economical Division

3960336 39BNGOJI KAKHABER KATSITADZE
3625608LBMM730b, b 3MMgL3MBEYbE M MHMNgMcMBgdabs Head of Settlement, Correspondent Banking
05 M 336G o Mm3gMa30980b gobymezamagdol ambo and Documentary Operations Department
30M&30 3035334 NdI GIORGI MIKABERIDZE
30968 s 3mdLabyMmgdal (39680l YBmmLo Head of Customer Service Center
30M&30 5603ML30 GIORGI TRIPOLSKI
3d&0mMo m3gMo30980b gobymayamgdal gadmbo Head of Active Operations Department
©300R bIbI653300 ZVIAD KHUKHUNASHVILI
Bob0sbo Jomamegdal gobymanmgdal gadmbo Head of Securities Department
YT JIILOERAI JIMN33NTN ALEXANDER KETISHVILI

) 3l ogmo dofomgdal boobgmmdsom Head of Plastic Cards Information Technologies Unit

: &9dbmmmangdal gobymgnmgdal ggmbo

M

=

: 06065 39LIMNII IRINA MUSERIDZE

8 39060Mgdals gobymazomgdals e3@mbo Head of Human Resource Department

N Q33001 6IKXIINJI DAVIT TSULUKIDZE

. Lodg@Mbgm gobymamzomgdal xG™LO Head of Administrative Department

g

2 QTN 35IJ3H33NK0N LALI GALUMASHVILI

s 806 3980bg0bs s bLadmasEmgdsbmsb NFHMngHmmdal Marketing and Public Relations Department Manager

E 306gmggomadol dgbgxg6o
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360d3bgmmgsbos, Hm3 bgbbgddg LodMm(3b&™m 365339~
@0l dgd(3069d0 d399obsdn 3gbotdgmdal gobznmamgdals
agOm bymbaygMge as6gdmb §36ab. basbgscodm 3gam-
©0b dmmmb 356300 bogMgoagm 3mE@Rgmal Ladysrm
dgBbmbods 36m (39635 Bemamn 13,06% dgogobo.

2004 Byl 360d3bgemmzgaba  Ladymdemgda  Ro@oMms
LogMgEoGM 3mEn@n3nbs s ©s3MENE ool dgomemenm-
3000 abggbal 8ndsGiommgdao. byambyma ynmopmgds
80gd30 d0Dbgb-36mgd@gdal edxdoggdsl s Bsmo @3-
3039800 350093 ,85630 Jofory” (30mmM3L BogbodsmnMoo
M bEmbggmymb b Ma@ganmmo bgadgb@nlb dmmbmgbgdo.

deaenm Bemgdol aob3s3mmdado @anbgzgbs o dgazze-
o bgbbgdal a9(3980L 3G0b(303980. 656300 bogMgmadm
3@ 03 9BOm 39890 Imgbomo, bremm bgbbal scgds
BOH™M bgmboyMgmo gobos.

6306ws bgbbgdb 35630 680brs 5803980l 58% wdo-

CREDIT INFORMATION

In 12 months of 2004 the volume CARTU BANK
Credit Portfolio, as compared with the previous year,
increased by 81% and exceeded 122 million GEL. Note
that CARTU BANK s one of the largest banks in Georgia,
which, has been recently the stable leader on the local
market in terms of all basic financial indicators.

In 2004 expanding of credit portfolio continued
dynamically, also the quality performance of the portfolio
significantly improved. Credit activity is still a strategic
direction of the Bank.

Credit portfolio structure was improved last year.
The net loans made up 98% of the total loans. With the
political cataclysms in the country, there were no major
problems in the banks credit portfolio which could affect
credit policy and credit activity of the Bank.

During the past fiscal year, loan interest rates
decrease was noticeable. It is important that, decrease
of the loan interest rate creates a more favorable
environment for the development of business in the
country. During 2004 the Bank's average weighted
interest rate fell down to 13.06% per year.

Major works were carried out to improve credit policy
and crediting methodology in 2004. Much attention was

bagMgoodm 3mMEGBgmab DAl 065803 (3mb. msmgdda)
Growth dynamics credit portfolio (in min.GEL)
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ogb, domgob 99,8% qEbmu® gomm@eda go3934emo
Lgbbgdns, EsbaMARgba - gMM3bmm gorm@odo.

2004 Bgemb 30630b LogMgoo@m bagddnsbmdol dotn-
®oE0 dndsmonmgds 33mogei Ladgemm s dbbgoema
30dgbob ©ognbsblgds ngm. badnsrm s dbbgomo dob-
6gbolb ©ax3nbablgdal gobgomamgdol dodbom, ,55630
JoGob” 80g® dmmm 3gMomedn Mogo mmbobdagdgda
30bbm@30gmes, GHmIgmoa 80bbom abobogws 3madde-
60gdol LagFgmo@m ImAbabyFmgdal batmabbal s8scmeg-
35b, go@abyzg@omgdal docmgdal LobbMoggl s db gbbg-
demgdol dmmbmgboms dodlbodomne @s3dsymanmadsb.
03 mbabdogdgdol Laggdggma, bagMgmo@m ©gdsMm@e-
896@0b 0653303 gmms FogM, boggoa@m bagdggdal
3bamabal §ggdbmmmangdol pobggbs gobs.

2004 bgemb amdgmgamnsbo ©s3Mgon@gdal bz
30630l og@omemds asabsmms. 2004 Bemol 8ogmB8amg-
mdoo geo Bgmdyg 3g@n gomom gogdnmo bybbgdal Im-
3em358 Jomnsbo bgbbgdal 84% dgomgnbs, 35806 Gm(zs
aobme Bgeb gb 85R39693 90 60%-b o6 scg3s@gdmms.

»00630 Jomomb® 8mdbamo bszMgmodm 3mmod ool
Jggaom, Mdomablbs s Mgaombyddo dMogsma 3603-
36gmmgabo 3Gmygd@n gobbmM(zngmms. LosbgsMndggdm
39Gomedn  gsdmagggms  dbgbbgdmagdal Momogbmdal
Bl Ggbwgbzns. 356300 bagMgmo@m 3689680
@ommggmo 3mogb@ob 3mdgHzonm Lsgdosbmdsl, ggo-
bbb doamdoatgmdals, 8ol 3MgEn@Mbsfnsbmdal ©s
Lgbbgdal NBENBbzgmymeysl g@smgman dgobBsgmal
©5 M0L3-goJ@MAL gobLodmgMagh. Fnmdagsm bmm-
(30gmEgds  3Mgndal smzgobgdabs ©d godmygbgdols

©03960b0g3ngs(300 bzgmgdol Bobgogom
Diversification by activity areas (2004 year)

focused on elaboration of business-plans and approval
of their time limits. CARTU BANK seeks to meet
strategic segment requirements to the max.

Principles of issue of loans were improved and
modified during the past years. Credit policy of the
Bank became more flexible and taking of loans became
more favorable. Net loans make 58% of net assets,
hence 99.8% are loans issued in foreign currency and
the remained ones - in national currency.

The core credit business of the Bank was still
financing of medium and big businesses. To develop
financing of medium and big businesses, CARTU BANK
arranged many measures intended to improve quality of
credit service of companies, enhance decision-making
process and meet the requirements of borrowers to the
maximum extent. Improvement of methods of credit
business by employees of the Credit Department
served as a basis for these arrangements.

In 2004 the Bank intensified its activity in terms of
long-term crediting. As of 2004, the amount of loans
issued for more than a year totaled 84%, whereas this
rate did not exceed 60% in the last year.

In view of flexible credit policy of CARTU BANK,
several significant projects were implemented in Tbilisi
and regions. Trend of increase of number of borrowers
was underscored during the accounting period. Credit
Department of the Bank thoroughly studies commercial
activity, financial standing, credit capacity and loan
guarantee of each customer and assesses risk-factors.

mofin/GEL
5 475 000
34825570
7 549 968
LOB8MIMB3M39dgm0 @S Fosdsdndaggdgma
P otaon 36 603 861
Loans issued to mining and processing sector
BMbL3MME0 s 3933068533 YmmBS
> Loans issued to transport and communications 1058 500
sector
p BOBogYR dofigde 12781677
Loans issued to physical persons
p D03 =oMag30 23734 981

Loans issued to other sectors
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3mbo@mmabgo. bgbbals Im(3mEmdgda, LadMmgbGm go-
6533997900 o babamdmoagmds 3sgbndomyMae dngbows-
398s 896063g Liydogd@gdalb Fmambmazbgdl. 8sgbadsen-
(o 3935 ng9dmoas bgbbolb o930l 3Gm(3gNGs.
535bm0b, Lo 38ome mdbaemas Lgbbob @ dEHNB3gmymesl-
@56 ©d303d0Mgdmo dmmbmgbgdos.

360d3bgmmgobos, Mm3d dsob3o dywdngse bEHboglh
3096 gd0L 3bsfn Immbmzgbgdal ©obsjdsymang-
o ©d 3mbmegdamos dommgal bgmbaymgmo sbaemo
306mdgdalb  Igbomagodgdmo. 3Mgeadgdol 3Gm3g-
Lob LERmymBom, bxm@dsoal LabEgds@ndsonom,
sbama boggabsbbm 0bbEM3g6@8gdal smgobgdocm dsbzo
(3R0mmdL bgmo 3gnbymb 3mogb@os d0bbgbabmgal be-
LyEggmo 30mmdgdal gd86sb. 356 30b Lo 3HgoGm 3me-
&Bgmab BRI s boMabbosbmds ©s 36y gdal LEm®
©0039Mb0g0 3530006 gundbgds.

»05630 Jotorg” 33mog GRgds bodsomggmmb 36g639-
mdob gfo-gem abbgormgl 3G900GMMS. 0836 0d) -
dab 3MomGo@gdee J3gybolb Lodmgbggmm 3m@gbznomal
08mgdggdalb bgmdgbymds donRbgmeos. $8mgbsm, ®owon
860336gemmds gbnggdmms 54L3mEEDg MGNg6EnMgdmemo
5 083m&8 3933390 Badmgdal o530656bgdsb.

8603369mmm35605, HMB d630bs s MMIMGsG 0o
3096@g60L 09653dHMImmdnc 3batggdl dmEnl bfg-
05 dsbamo ©sdmzoEgdnmagds Rsdmysmades - 556330
Lobem 0DbyL3sMEbomMal Mg3n@ (300 03 3goMs.

»P3960 Lgbbgdo gMagds mdzgbo dabbgbol dmmbmg-
693L s 365 3oMadom®, - sbgmns 30Bbgbob s 3Hg0d -
dabob ,35630 Joagb” absgbaema.

Credit use monitoring is effected on a permanent basis.
Amount of loan, interest rates and duration complies
with the requirements of entrepreneurs. Procedure
of issuing loans is simplified to the limit. Moreover,
requirements related to securing of loans are extremely
flexible.

Noteworthy is that the Bank’s activity is aimed at
meeting increasing demands of its customers. The
main task of the Bank is to offer new and favorable
conditions to its customers. The Bank seeks to
support its customers in creation of favorable
business environment by improving credit process,
classifying information and developing new
financial instruments. Increase of credit portfolio
and quality is dependent on accurate diversification
of crediting.

CARTU BANK is still one of the largest creditors
of Georgian industry. Active development of industrial
potential of the country was considered as crediting
priority. Therefore, financing of export- and import -
oriented industry was vitally important.

Noteworthy is that absolutely new kinds of
relations were built between the parties due to
cooperation between the Bank and its corporate
clients - the Bank won the reputation of reliable
business partner.

“Our loans meet your business requirements and
not vice versa”, - this is a message of CARTU BANK
Management during business crediting.

Lgbbgdob gmabogogszos babgmdgzHymgdm gowgdob dobgrgnm (smsb mamgdda) / Loans classification by contractual terms (in thousand GEL)
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B 200z
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33748
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adbam Bgmb 35630L 80360 Bomds 360336g9mmm-
30600 gondomms. bogdome oo DS egndboMos
dofomon  gababbymo  dohggbgdmgdol dobgwgao.
»00030 JoMomb® g0bsbbyma 8shz9b9dmgdo asbimem
Byl 8mB8g93056mbab gomamgdda 3mbaznmbomgdws.
2004 Bgelb 35630L Lobgbrgdm 3odo@omo asodamms
30 128 soobo momoeasb 42 088 smsl momsdoy. 3603-
36gmmgbo gondamms 306306 LydmEEabomgdama
3oeeodmgdgde (72 8emb. wo®dy 8g80m), obgag
a00baMes dmbo@mmo LobbEmgdo 3mon68gdal 56gs-
0858%g. 50b6ndbyma Hgby@bgdol dmbazal ge8m
as0bafes  dg8mbagmonsbn  od@nggdol  dmsmmmds.
396dm, Ld3MgENG™ BBEYds Momddol gom@dsg-
00, bemmm goboobo Jomamogdal Imgmmmds 3o 3603-
309mm3ba asnbomes.

2004 Bemab go63ogmmdada 30630b 630bos 99@nggdo
LEodorm Mo 0dHEIdMEs ©d Bral dmmmmb 205,671
s00bo mafn gomanbs. nga Bobs Bgmmab dgmatigdom
350boMEs 88,9 3mb motno (564 76%-0m). 93 Bohgg-
bgdmal dobgogom, ,35630 Jofogy” Ladommggmmb
Lodobgm Lgd@mMdo ghm-gMm 3ofmggm 3mbaznadygs.
03300600 53803980L dm(3nmmdad 39,5 3mb moma
dgoanbs, b3nbws og@8039d0b 19%. LogsMmggemmb
Lodobgm doDoMmDdy ,00630 Jomayyb® Boman bobnsmeg-
b5 BMeob §9bmgbzn0m. v4@&ngz9d0b bggoMaman bama
LodoDMm Boemab 12%-b ¢oMab, 3omEgdnmgdgdabs
30 11,2%-b. 8mggded gobaymo Benob baggnbsbbm Bemals
356853mmdd0 586 smabo oo dgognbe.

Image of the Bank significantly raised in the last
year. Especially significant growth was fixed pursuant
to financial showings. Last year the showings of
CARTU BANK were positioned within the framework
of profitability. In the year 2004 the share capital of
the Bank raised from 30 128 thousand GEL up to 42
088 thousand GEL. Subordinated liabilities of the Bank
were considerably increased (by more than 72 min
GEL), as well as the attracted funds were increased on
customers’ accounts. Amount of profit-yielding assets
was increased thanks to attraction of these funds. In
particular, investment of credit practically doubled, and
volume of securities drastically came up.

Stable and balanced growth of net assets of the
Bank could be observed in 2004 and, by the end of the
year it totaled 205,671 thousand GEL. This index was
increased by 88,9 min GEL (i.e. 76%) as compared with
the previous year. CARTU BANK occupies one of the
first positions in the banking sector of Georgia. Volume
of liquid assets totaled 39,5 min GEL, Net assets - 19%.
Specific share of CARTU BANK on the banking market
of Georgia is characterized with the growth trend.
The share of assets amount to 12% and the share of
liabilities totals 11,2%. Proceeds of the Bank totaled

586 thousand GEL during the last fiscal year.

doGooan 35839693930l 0658035 (scob macgddn)
Key Showings Dynamics (in thousand GEL)

S am 2 208 2008

4

p- bogmostin godo@sgmo/Home Equity 40 586 44164 45 684 58 230

2 830600 bgbbgda/Net Loans 39 958 57 753 61831 119 339

o8 boEg3MBoG™ 3mEegmoalDeposit Portfolio 23 426 28 045 51968 65 661

8 dormosbo sg@nggdolTotal assets 66 635 93794 116 755 205671
N dorm0s6o gompgdamgdgdolTotal liabilities 25227 48 800 70223 146 687

beyen Jg8mbagmgdo/TOTAL revenues 7 871 11934 13 964 18 149

E beyem bogd0/TOTAL expenditures 7273 8 355 12 444 17 563

g 8306005 mggds (Dotomo)/Net profit (loss) 599 3579 1520 586

: 056533Gm3gmms Bomwgbmds/Number of employees 166 186 200 200

: baBegormm BrogMo godn@smolAverage annual capital 27798 37762 46 022 45 427

g boBegsrmm BrmogMo od@nggdo/Average annual assets 49999 84099 106 279 148 210
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03&03338() / ASSETS

d L o

@0 badorgddo @ GaBoomgo sg@ggde ReaBmgacy
(3390000 a58mgrngBoc

Fixed and other intangible assets, less accumulated depreciation

bbgs sgBnggdo, Jgbsdemm sbsgsGagdal Bybg@ael 3s3mmgdem
Other assets, less allowance for losses

300 RI3IRI3I3N / LIABILITIES 333MLO3RJBN / INCOME

- bigdmtebnGgbymo gomegdaemgBgdo | Subodinated debt

bR IB() / EXPENSES

Ubgo m3gG(30030b 3gbodemm @sbogaMagdol GbyMaal gmmantigds
Assets loss provisions

. Lbgs botxgdo / Other expenses

03&03330L, 3930&ORNL RO 3ONRIBINI3I3NL RNES3N3 333MLOBOX - bOMRIBNL KNBS3NIS
DINAMIC OF NET ASSETS SHARE CAPITAL AND TOTAL LIABILITIES DINAMIC OF INCOME AND EXPENSES
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860d369mmzbom gonboms 3gMbmbamal sbsbmey-
960L boGign, M3, g30Mgz9mgb gmgmabs, 3o630Mmdg-
0 356 30b gogemonmygdolb LB MG gannm, 3&o@gdal
30DM0ms s bymazsbgdal dmds@gdom. gHmBsbgmals
bomds, bagMomm 30Dbal sMbgdmds ©s, Mo mdds Mbws,
©05x30bgds - gb ol 3G0b(3039d0s, MmIgmos(z gyHbm-
3006 35630L bgmBdmzebgmgdo ©s bs33HMBmgda.
3oM9d0b Lbm@mom BoMmmgol 3m33s6nal Bamds@qdob-
®30b oo 860d36gmmds gbadgds.

dnenm  3gfomedn  3omgdobaodn  ©odm jomgda-
mgds bag®mdbmdmam Jgozgoms ©o 860d3bgmmzba
a06Lbgogads  sMNbogmabagsb. 356330 Bmdomdl
200 05b5336mB8gma, omn Ladgarm sbsga 35-40 Bg-
oo, mgb 3563L Bamdmamagbl 3Hmegglbombama®a
3mmad&ngn, Gm3gmo MMagb@aMgdymoas 3mdemdol
oo batnbbdy.

39a3mdMmmo ©s3mynEgdagmgds Jmngb@gdbs o
3068b0mEgdmab, 3bopymybs Jommsb dgotm 3mb-
&>d&Pg,  30Dbgb-@gdbmemmaagdol 989G YOEMBS,
mM096@0M7ds 3mogbBos 0bwognmemy®m dmababy-
905bg o 35MGbomMgdmsb FomarmmmMasbobgdama
ME@0gHnmds, 3gMb3gd@omma 0bgm®mdsonma §g4-
Bemmangdo, 30bbgbol gogsmmmgds @s gobgomamgds
0565m0 EsbsbaMggdom - gb ol 3Mab3039d00, Moma(s
356 30b 0065330MBmgdn bgmddmgebgmmdgb.

Outlays for personnel remuneration were increased
significantly, that, first of all, is stemming from the strategy
of bank expansion, staff increase and wage-push.
Confidence, common goal and, of course, appreciation:
Management and employees of the Bank are guided by
these pillars and principles. Proper management of the
staff serves to the benefit of the company.

Attitude towards the personnel drastically changed
during the last period and significantly differs from the
previous one. 200 employees are working at the Bank.
Mean age of the employees is 35-40. High-skilled personnel
oriented on high-quality performance are working at the
Bank today.

Friendly relations between customers and partners,
readiness to establish close contacts therewith, efficiency
of business technologies, orientation on individual service
of customers and high-organized relationship with
partners, advanced information technologies, expansion
and development of business with small outlays - key

principles adhered to by the employees of the Bank.
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»00030 Jomory® 8mdbdomgdgmb dmgmo Ladydom
ol aobdsgmmdsedn, dgbggbgdob gomgdg Loroge-
BmdL bodsbzm Fm3LabyMgdal. 35630L Fm3bLabyMmgds
ObOMb3gmymazl Fobadsmymo LaGeMogm asbs3zgg-
®9d000 3m0gbGos Immbmazbomgdgdals dodbodsmym
©5330ympnmgdsl. Rz9bl 3Mob(zndsm 33moez MRgds
3m096@gdal 068 gMgbgdol, domn 3mbgnwgbsosmm-
bab o(339. 65630 gbdoMgds ma30lL 3m0gb@gol, Moms
043696 BomBo@gdmmbo mog056m Logdnsbmdada.

»00030 Jomo® 1bnggMmbomum Lodobim wabgbyg-
dmgdal Bamdmoagbl. 8ol 30g® dgomogabgdama
Lodobgm 3BMENJGgdal L3gd@Hn Lsgdomm IMsgam-
BgHmzgobos: J0dwnbofy, dnm@onbsogomy@m, bowgdm-
Bo@m 0baomndgdal 3mBLobymgds, gosma3bggdol
Bom8mgds ,bz0x@0b" LogHmedm@obm bob@gdnl 893-
39mdom, Ld3MbggMmbom m3gMma3ngdo bbgowabbgs go-
@530, 3o b yowgs-goynwgob m3gMs30gdo mdo-
0bob 3563083mEab bagoma@m doMgsdyg, 3mbsbomg-
mds bogMgoo@m 99730mbgddy, gownsbo sbsdMgdo,
©m339b@ o 83Mgeo@ngo, bogogmm m3gMmsngdo
5 35M3bB0gda, byymo Labal gods s LG gMmJom-
©0b 3mabB 0z daMmama, bsggmama badmmzgbobam
(39660, Ly3MgEoGm Logdnsbmds, Lonbggb@nzom ©s-
b5bgdgd0, Mgaombyma dm3babyMgds gamosmagdols
Jbgmab 83339mdoo.

LG ,80630 JoGon” Mmagob 3mngb@m@al boogodmdl
3350803090 3mbbgm@oEogobs @ @mygdghda-
M0 m39Mo30900L LA b3gdGML Bomarma bafabbol
3mdbsby@gdaom.

35630 g3bobyMgds smdbmdom sEanmmdMog o
aEbmgem 3mogb@l. 85630L 3em0gb@gdLb Bomdmargg-
696 Mmamds 396dm, obg ogMowoymo 3oMgdo, bag-
®33mEabm mMaobaba309d0 s LagmBmgda, Lobm-
350mMgdM0g0 ©d 3gMdm 3m33sbngda, MgbogbGo ws
656 7b0gb@n 30Mgda.

CARTU BANK provides banking service to its
customers within the whole business day, without
refreshment break. Service of the Bank with minimum tariff
rates meets requirements of customers to the maximum
extent. Our principal is still to protect interests of customers
and maintain their confidentiality. The Bank promotes its
customers in looking up their business.

CARTU BANK is the universal banking institution. It
offers a wide spectrum of bank products: current, multi-
currency, deposit accounts services, remittance via SWIFT
international system, conversion operations in various
currency, sales-purchase currency operations on the
Thilisi Interbank Foreign Exchange participation at credit
auctions, time deposits, documentary letter of credit, trade
operations and guarantees, five-type Visa and MasterCard
plastic card, own Processing Center, credit business,
investments, regional service via network of branches.

CARTU BANK provides its clientele with high-quality
consultations and entire spectrum of documentary operations.

The Bank provides service to thousands local and
foreign customers. Among the customers of the Bank are
both private and legal entities, as well as international
organizations and embassies, public and private

companies, resident and non-resident persons.
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»00630 JoBorn® 3ystom oMol 0b@gaMomgdamoa
LogPmadmmabm Ladsbim bogM(zgdn. 356338 Kobbowa,
3oMGBomEN MmO NHN0gMOMgd0 ©33Ysms @ 3bmgmal
3Lbgomgl Lodsbgm ebgbgdamgdgdmab. dmbszgdms
3533mob  0bsdgmmgg  gmgd@Ommbamo  abLE M-
396@960b  bym3absbzmdmdal gomgemnbbabgdom,
3950030 Es s sRJsM©s 0bgxgm@mIs30nl dmdagds ©s
331303909, Moda(3, mag0lb 3bMng, dmag(zs boMmggdal
3933069800, Ladmdomb IgbEmmadal LobBMogabs s
8603369mmga60 m380d0daz00b badomgds.

LagoMgm 3odMmdabomsb ©s3e3dnfmgdama m3gMs(309-
b0l Bodmagdabab 860d36g9mmaabne 063bemgda Mnbggdal
LBmmoa aosbamndgds o 3omgob 0s3m(330L 3nDboc
29633999000 BabsblE-g3mbmBagmGo dgM39@& 90l 8md-
3g0900.

B0bs Bemgdmsb dgmamgdom, 2004 Bgemb gobbegea-
Mmoo dob3GodnMo agm JmagbGyal dbMnwmsb
35630L  LogaMmabGom m3gMmozngdom  Lomggdmmds.
bog8oMabos 080l 5ebadgbs, MHmB gaobym Bgmb dob38s
Logomeb@om Mm3gMs(3noms Mommgbmdoms ©s dm(34-
mdoom 530mmdM0gz Lddobim dsDomdy gMm-gMmo
bodygebo  sgnmo  ongsgs. gL geb3nmmdgdamos
dogmo Mogo Bod@mMMgdom. oo dmMabos: docmamo
bomobbob Lg@gobo, 3mogb&nmedy dbEMbgs, 33oema-
BoEogco 3mbbymEsngdal gobgzs, dmdbabamgdals
3Mb30M96@mboMnsba oMoy gdo s 5.3.

®06589000m3g 300md5d30 3gbodhbgge dmadsdo
LogoMgm=-bogagfm m3gMo30960lb Imzmmmdad. odg-
56 30dmI0bafyg, as0DoMms 3rmngbG Mol dmmbmgbs
LogFmsdmMnbm aoM039398dg adgsmgdae bLadsbzm
m39Ma(3098y, MmBgemms 3mMob 3mbBobagg Mmel om-
39896@mM0 m3gMms(30980 0535dmdgb.

»00630 Jofornb* bogdnsbmdada 2004 Bgemo 53 @o-
30b m3gMs (30000 3Mogomy9Mmzbgdam godmamhgmes.
35bbs 3nmMgdom Nbos 50603bmb LogL3mGEGm o 36g-
©0803980L BamEgbmdobs s ImEnmmdol, Jgbsdsedo-
Lo, bggtnmo Bomob dws. gb, g30mggmgl ymgmo-
b, 1393000 gdmEs d5630L 3m0gb@n@alb dobab go-
goMmmgdabe s dggmo, gfmanmo 3mngb@gdobomgal
bgmbayMgmo 3maLaby@gdol dgmagedgdab.

adbmem Bgmb 30630 BamBda@gdoo sgMdgmgdws do-

CARTU BANK takes up a solid position in integrated
international banking area. The BANK established sound
and professional relationships with the biggest foreign
banking institutions.

Taking into account advanced electronic instruments of
data exchange, data mining and processing became easier
and faster, that, in its turn, reduced costs, and accelerated
work performance, as well as stimulated optimization.

While performing operations related to foreign
commerce, it is required to make benefit-risk analysis in
a proper manner and develop particular economic and
financial instruments aimed at averting of running a risk.

Compared with previous years, in 2004 clientele of
the BANK significantly applied to operations on bank
guarantees. Suffice it to say that last year the Bank won
one of the leading positions on the banking market thanks
to number and volume of guarantee operations. It is proved
by several factors. Among them are: high-quality service,
customers care, rendering highly qualified consultations,
competitive service tariffs, etc.

The volume of foreign-trade operations has
considerably increased in the current situation. Hence,
demands of clientele on international transactions based
on bank operations (where documentary operations play a
key role) have grown.

In 2004 the Bank’s activity was marked out for variety
of such sort of operations. One may highlight the number
and volume of export letter of credit and, accordingly,
increase of share. This, first of all, is related to expansion
of BANK clientele base and, providing service beneficial to
its old faithful customers.

Last year the Bank successfully continued offering high-
quality service proposals and upholding solid image on the
Georgian banking market. It should be noted the attention
to expansion of spectrum of guarantee operations service.
Experience gained and prestige won last year played a
crucial role in popularization of bank guarantee, as one of the
widely-spread bank products of CARTU BANK.

It is backed by the fact that in 2004 the largest
transport, communication and municipal organizations
of the country applied to this service of the Bank.
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Moreover, sums of bank guarantees frequently
mounted to solid figures on the country scale. For
instance, a bank guarantee for 4 min US dollars was
issued on behalf of one of the most strategic customers
of the BANK.

In 2004 CARTU BANK again actively conducted
documentary operations through its own network of
correspondent-banks, the leading hand of which was
Dresdner Bank, AG, Frankfurt. In addition, number and
volume of such kind of transactions via IMPEXBANK,
MOSCOW considerably increased. It created a good
environment for further establishment of the credit line with
IMPEXBANK.

This would simplify the process aimed at meeting
constantly growing demands and preferences of its
clientele and unallocated large amount of funds in order to
invest them in other areas.

Simultaneously, it is noteworthy that large L/C
operation had been launched by the end of 2004 with the
assistance of Dresdner Bank. This operation was started
by order of a first-class customer of the Bank. In general,
the core objective of CARTU BANK is taking into account
concerns of its customers. Thus, our business is based on
CUSTOMER CARE principle.

33640 33400 @2 CARTUBANK
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CARTU BANK, with the help of the brokerage company
“CARTU BROKER” established by CARTU BANK, carries
out operations on the Georgian stock market, as well as
manages funds allocated for operations with investment
portfolio and securities, as well as stores and keeps records
of investment funds or/and securities, renders service to a
nominal holder of securities.

In summer, 2004, the Bank drew up security portfolio
with total amount of 23 min US dollars for enterprises
of Russia. The BANK seized on the period of summer
vacation and existing low prices and opened long-term
positions in more than 30 issuers of securities.

Securities, which are the part of the portfolio, are kept
at one of the solid and reliable depositary-bank ING BANK
(EURASIA), and orders regarding purchase-and-sale are
given to the broker, which directly participates in trading
session of Russian trading system.

Portfolio offers a wide spectrum of securities. Among
them are blue chips, as well as second class securities.
Pursuant to fields, the portfolio is represented by shares
of enterprises from metallurgical, telecommunication,
mechanical engineering, power system and banking
sector. Portfolio was formed by aggressively growing
shares (metallurgy - copper prices are the peak of boost),
prospective shares (fixed communication operators -
waiting for privatization), stable shares (machine-building
sector) and protective shares (banking sector).

The Bank established Securities Department in order
to manage portfolio. The Department is equipped with
Bloomberg and Reuters systems designed for support of
information, analytical and technical operations.

Portfolio management was carried out in the manner of
passive “Information fund” management so that to minimize
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previous transaction costs. Positions were opened and
closed subject to perspective view of their growth.

PTC index was used as a guiding line for evaluation of
portfolio management efficiency. Comparison of this index
was made simultaneously with the growth rate of portfolio.

The Bank intends to carry out operation on the Stock
Market of Russia.

DEPOSITS

The Bank offers its clientele time deposits in three
types of currency (GEL, USD, EUR) for the period of three,
six, nine months, or for a year. Specific share of deposit
portfolio of CARTU BANK is 7% of general deposit portfolio
of banking system of Georgia.

A new book, the so called “BANKBOOK” was designed
for recording deposit products. This book offers muilti-
purpose proposals of banking products. In particular, a term
deposit holder may be granted reduced tariffs for safe (50%
discount) and, furthermore, CARTU BANK (VISA Electron
or MasterCard Sirus Maestro) plastic cards will be prepared
for him/her free of charge. Depositor will be entitled to use
short-term consumer’s loan during the period of deposit
(interest on credit is 6% added to interest on deposit).

33640 33400 @2 CARTUBANK
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REMITTANCE

CARTU BANK offers its customers money transfers via
efficient, quick and reliable remittance system together with
WESTERN UNION, one of the most popular international
money transfers.

Since October 2004, participation of new bank partners
enabled to provide money transfers via “Express Mail” in
Russia, Ukraine, Moldova, Azerbaijan, Armenia, Kirgizia,
Uzbekistan and Tajikistan. Number of operation carried out via
different systems of quick remittance and volume of turnover

were significantly increased during the reporting period.

ELECTRONIC PAYMENTS

The Bank offers its customers to carry out banking
operation via electronic payments system BANK-CLIENT
at home and without leaving office.

INFORMATION TECHNOLOGIES

The equipments of the Bank were updated that
implied replacement of obsolete PCs. Thus, both quality
performance of computer hardware and, productivity and
reliability of computer network were improved. SWIFT
hardware and software were completely updated.

ATM network was significantly expanded thanks to
purchase of new type ATMs. 6 of are already commissioned
and operate successfully. Issue of MasterCard plastic
card met with success. POS terminal network was
considerably expanded to include VISA and MasterCard
service and payments. Number of issued plastic cards and,
accordingly, the number of our customers, were increased

considerably.
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Important events were arranged aimed at protection of
software system and increase capacities in the Bank.

A product of Check Point Company, Firewall of
unauthorized access to computer network was introduced.
Software realized on the basis of new, advanced IT of
credit operations, as well as accounting and payment of
deposit funds integrated with a business day of the Bank
was introduced. Indicators of software tools were improved

as well.

COLLECTION

Collection Service of CARTU BANK carries out cash
and securities shipment both in Thilisi and on the whole
territory of Georgia. Technical equipments of Collection
Service were completely updated and reequipped last year.
Today the Service is equipped with advanced collection
armored vehicles and all the necessary facilities (radio
transmitters, shooters, bulletproof vests).

Collection Groups are staffed with high-skilled and
experienced collection managers. Regular trainings are
conducted from time to time to improve their professional
level. Collection Services of Thilisi and Rustavi branch
network of CARTU BANK were centralized in 2004.
Moreover, Collection Service of Kutaisi Regional Branch of
the Bank is operating in Western Georgia.

33640 35407 @2 CARTUBANK
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NEW PRODUCTS

The present day banking system of Georgia is highly
developed, so it is hard to offer a product not on the market.
Thus, development and improvement of already available
products should be focused on.

In 2005 the Bank plans to offer the following services:
on-line payment by plastic cards (any kind of card: VISA
and MasterCard) via Internet, as well as other payments
(such as utilities charges, user charges, etc) by different
plastic cards of CARTU BANK. Offering payment of utilities
charges, the Bank saves customers’ time and simplifies
relevant procedures.

Development of ATM service will enable both cashing
and check of balances, as well as money depositing and
transfer. Next year CARTU BANK intends to offer chip
VISA plastic cards to its customers. Within the framework
of the project the Bank purchased costly equipment and
started certification for acceptance of chip cards in ATMs

and card service network.

PLASTIC CARDS

Last year CARTU BANK was as usually active in card
business. Today CARTU BANK may be considered as one
of the leading bank in card business. CARTU BANK plastic
cards ensure safe and flexible management of money both
in expanded ATM network and many sale and consumer
outlets.

Pay-roll program is implemented with plastic cards in
Georgia. Many state and private organizations pay salaries
to their employees using plastic cards. Noteworthy is that
number of plastic cardholders is growing with each passing
day. Number of sale and consumer outlets, practicing
non-cash payments for goods and/or services, increased.
Number of sale and consumer outlets, where special
POS terminals for non-cash settlements are installed, is
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80y 8m3bobyMgdabs s bagogtm mdagd@dn, Hmgmbs(s
»00630 Joob® badMmzgbobam (3968 M0 gdLabymgds.

»00630 Jodom® 3emabBogncn datomgdal Lob@gdal
Lodmamgdgdab dobgogom LsgsMmggmmadn gRmsgmo
356300, BmMIgmbsg aoshbos Lo ggmata LadHmzgbobgm
(396@0 s NRmgds 593 dgobEmmmb 30bs s oL gm-
Jo domomgdal, Gmamz godmdgzgdal, sbggg Pos-
&g8abaemgdal 3gdzgmdom docobngddo bogmbenal dg-
dgbobs ©o Lab@mIHmgdbs o MgbBm@mbgdda 3mBLobyy-
930b 96g5603LbmEM 930l M3gHa309d0.

»05630 Jomormb” 3MmomM@g@ e 80boblb bodotogg-
mmdo bamom 9ba0MndbBmMgdab abgMags BomImac-
396L. 3mab@ogn®o domomgdal dmbdamgdals gosd@oymg-
b0l o doM50gd0l ImBbabyMgdol mdagd@gdal Jugmal
39g0mmmgdol Bobboo dMsgamn mmbalbdngds Rs@omwms,
535b0106 gabbmE(309mmEs doMomgdals Igmmdgmgdabs o
8maLabmg 3gMbmbamal bLGdnmomgds, Moms dom ¢y3n-
Go@gbmds dosbagmb Mbsmom 56g5M0dLBmMgdsl. Rodo-
9990 mbabdagdgdol Bomds@gdnmmdady o LEmM e
abo(z 398 939mgdl, Bm8 deaeam 3gGomedn 83390 dmo-
3@ dbagmn doMomgdabes s sEa0mmdMag LagogMm mdag-
489330 §MobBs(30980b Bommgbmdad.

356007980b Bgemmdgmagdabs s sanmmdMng dsbom-
Bg Logag®m s dmBLbabymgdal mdogd@gdda ImdLabyeg
39Mbmbomol LGIMmaMgds Jamogs aogMdgmmgds.
3000 3mobBngm®o dotomgdal gs8m3dzgdal Mommgbm-
b5, 2004 brob ©0g393360b g0b 3mbs(3939800, asbyemo
Brob sbommanym 35R396989mmeb Jgmatgdom, 2,2-
RO go0doM@s. M3 Iggbgds a0dmdzgdnma doMamgdal
8mb3amgdolb 8mzmmmdal, 2004 Bgmb asbyem Bymosb
Jgomgdom, 2,7-xqM a00boMEs ©s 21 3mb 589 smobo
mEato dgoanbs.

Brolb  gob3ogmmdseda  3mobBognco  doMaomgdols

increasing with every day. ATM network was expanded in
Thilisi and regions of Georgia. CARTU BANK ATMs are
located in different districts of the city.

2004 was a successful year for card business of
CARTU BANK, both in respect of issue of plastic cards
and acquiring. You may use CARTU BANK plastic cards in
about 300 service and trading outlets of Georgia served by
CARTU BANK Processing Center.

Depending on capacities of plastic cards system,
CARTU BANK is the only bank in Georgia, which has its
own Processing Center and has the right to issue Visa
and MasterCards, as of both brands of cards carry out
settlement operations perbormed via POS terminals by
means.

The core objective of CARTU BANK is introduction
of non-cash settlement in Georgia. Many measures were
arranged aimed at increase of use of plastic cards and
expand network of card service points. Card holders and
Staff incentives were used to provide them advantages in
payments with plastic cards (i.e. non-cash settlement) at
sale and consumer outlets. Success of these arrangements
is proved by increasing number of transactions on new
cards and local sale outlets.

Cardholders and the staffworking at sale and consumers
outlets on the local market will be still encouraged to use
preferentially the civilized and modern method - “non-cash
settlement with plastic cards”.

As of December 2004, the number of issued Visa
plastic cards increased by 2.2 times as compared with last
year figures. As to volume use of issued plastic cards, it
increased by 2.7 times as compared with the last year and
amounted 21 min 589 thousand dollars.

An intensive marketing campaign for increasing use
of plastic cards at the trading network of Georgia was
conducted last year. During Christmas and New Year
holidays the BANK arranged promotion measures for the
Plastic Cards personnel and identified 32 active sale and
consumer outlets in Tbilisi. CARTU BANK granted CARTU
BANK plastic cards and transferred certain amount of
money to the accounts of all the cashiers of winner outlets,
who provided plastic card service.

In 2004 intensive promotion campaign for popularization
of CARTU BANK plastic cards was carried on. Thereafter,
the number of issued cards increased.

33640 35407 @2 CARTUBANK
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056 530380698000 356335 3emab@ogmmo doMamgdal
8mabobymg 3gMbmbamabogolb BaBobomabgdgmoa odzns
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»00630 Jomorb” 3mab@ognfn doMomam s 563560ddy
dgbsds30bo 0sbbab gobomogbgdao.
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35630l 8nge 398mIggdema doMomgdal Homogbmds.

Bob@gMdotimol  LogMmedm@abm  Logssbaobopm
Lob@gdsda Ly ogaiEaMmgdob 353wga, 2004 Bemol 7
md@mBdgeab 85630 Joorqlb® abG g ot doGamgdal
3m3LabMgdol my3emgds dngbogs.

adsbae Bgemb 80630 JoGombs” ©o ,30b5 ab@g@-
6936oemb” dmEob bgma dmgbgMs  bgmdgzGmmgdol
»00630  Joob® 8ogm Rnd-doMomgdol ao3mdzgdabs
©5 8mBLobmMgdob Mmomdody. o3 sbaemo 3Gmgd@ b asb-
Lobm@30gmgdmo 356385 3gndabs  dgoMamamgdy-
0 835G M, 65630L d5b63moGgobs o doMamgdoals
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doMomgdal Bomgdady.

2004 Bgmb 300530 gobggMnsbgdamoa sbmsafgdea-
0 3563930L Mo3b3gL 993589 ,Lobombm 35630, 65630
Joorgb” L3MBLMEMB0m ,Labambm 56 30" 3rsbGogyco
doMomgdal Bgd6ozn® dONbggmymasl asbsbmzog-
gdb. dobo 3Mm39Laban NBGHMB3gmymagamas 5630
Jocorqb” Ladem3gbobam (396@ab 89d39md00.

»00630 oMo gfmegmmo 856305 dsgommdtng
bobaM by, MmBgma(z g8babymagds VISA, MASTERCARD,
AMERICAN EXPRESS s DINERS CLUB bsg®madmeio-
L 3emsbGog e doMomgdl. sbg Mm3, 35630 3emab@ogntin
doMamgdab 30bbgbdn LodoMmggmman dommma(y mowog-
0l 3mDbozns gdoMagh.

2005 Bgemb oggadoemos 3sb3mBa@gdol Jbgemab go-
oMM gds. BEBOGNLENIYM0 FmMbs(393980m, 3emabE o nMo
doMdmgdal dmdbomgdgmms Masbzn  ymggmEmonMsee
0DMEgds. LobEGYFsG MM NDBMEYLS dofomgdaom Rs@sfg-
o m3gMa(30980b HomEgbmds @s dmzymmmds.

Upon certification in MasterCard International Payment
System, CARTU BANK was granted the right to provide
CARTU BANK MasterCard acquiring from October 7th,
2004.

Last year Plastic Cards and Processing Department
issued thousands of plastic cards for individuals and
within the framework of pay-roll project. Employees of
many corporate clients chose plastic card system, which is
implemented within the salary program.

Last year CARTU BANK and Visa International signed
a contract on issue and service of chip cards. Within
the framework of the project the Bank purchased costly
equipment and started certification for acceptance of chip
cards in ATMs and acquiring network.

In 2004 People’s Bank was added to the number of
associate Banks, Visamembers. CARTU BANK will sponsor
People’s Bank activity in card business. CARTU BANK
Processing Center will provide processing assistance.

CARTU BANK is the only bank on local market, which
provides MasterCard, American Express and Diners
Club International plastic cards service. Therefore, the
BANK holds a leading position in plastic cards business
in Georgia.

In 2005 the Bank intends to expand ATM network.
According to the statistical data, the number of plastic
card users increases day by day. Number and volume
of operations conducted with the plastic cards increases
regularly.
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LI3MAEILIMERIGSM JLIK( CORRESPONDING NETWORHK

sa64n axmma  JSC CARTU BANK, Thbilisi, Georgia; SWIFT: CRTU GE 22;
é CARTU BANK
CHIPS UID: 407624 (USD); Telex: 914695 ROSK RU; Bank Code: 220101081

Dresdner Bank AG, Frankfurt am Main (Germany) National Bank of Georgia, Tbilisi, Georgia
SWIFT: DRES DE FF SWIFT: BNLN GE 22
Acct #: 4990812309300800 (AUD) Acct #: 000073181 (USD/EUR)

Acct #: 4990812309300039 (cHF) Acct #: 0001611381(GEL)

Acct #: 4990812309300006 (cBP)
Acct #: 4990812309300888 (EUR)

Banca di Roma, Rome, Italy
Acct #: 4990812309300400 (UsD)

SWIFT: BROM IT RR
Acct #: 42487 (EUR)

Acct #: 42489 (UsD)
Dresdner Bank AG, New York Branch, NY

SWIFT: DRES US 33

Acct #: 423427 (usp) ABN AMRO Bank NV, Amsterdam, Netherlands
SWIFT: ABNA NL 2A
Acct #: 533941865 (usD)

Deutsche Bank AG, Frankfurt am Main

(Germany)

SWIFT: DEUT DE FF Bank of Cyprus, Nicosia, Cyprus

Acct #: 947490910 EUR) SW'F#T: BCYP CY 2N
Acct #: 947490900 (UsD) Acct #: 01435048002724 (EUR)

Acct #: 01435006002252 (usD)

Deutsche Bank Trust Company Americas, New York *HSBC Bank PLC. London. Great Britain
SWIFT: BKTR US 33 SWIFT: MIDL GB 22
Acct #: 04417110 (usD) Acct #: 57982709 (EUR)

Acct #: 57116441 (usD)

Société Générale, Zurich Branch (Switzerland)

SWIFT: SGAB CH Z2Z IMPEXBANK, Moscow, Russia
Acct #: 08705151082571300 (CHF) SWIFT: IMPE RU MM
Acct #: 08705151082571301 (USD) Acct #: 30231810400000000007 (RUR)

Acct #: 30112840100000000001 (usD)

Société Générale, Paris, France
SWIFT: SOGE FR PP
Acct #: 001013708320 (EUR)

AREXIMBANK, Yerevan, Armenia
SWIFT: RKAS AM 22
Acct #: 100530102 (usD)

Société Générale, New York, USA *S|aviansky Bank’ Moscow
SWIFT: SOGE US 33 SWIFT: SLBM RU MM
Acct #: 184853 (usD) Acct #: 30112840600000000015(usD)
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Kutaisi, Tel: 8231 4 11 45
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Deloitte.

INDEPENDENT AUDITORS’ REPORT
To the Shareholders and Board of Directors of JSC “Cartu Bank”:

We have audited the accompanying consolidated balance sheet of JSC “Cartu Bank” and its subsidiaries
(hereinafter - the “Group”) as at 31 December 2004, and the related consolidated profit and loss account and
consolidated statements of cash flows and changes in shareholders’ equity for the year then ended. These
consolidated financial statements are the responsibility of the Group’s management. 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 plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Group as of 31 December 2004, and the results of its operations and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

Without qualifying our opinion we draw attention to Note 25 which describes the fact that the Bank’s

future operations may be affected by the future economic policy of the government of Georgia.

7 May 2004

Deloitte « Veethe



CARTU BANK GROUP

CONSOLIDATED PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2004

(in thousands of Georgian Lari)

Interest income
Interest expense

NET INTEREST INCOME BEFORE (PROVISION)/ RECOVERY
OF PROVISION FOR LOAN LOSSES

(Provision)/recovery of provision for loan losses
NET INTEREST INCOME

Fee and commission income

Fee and commission expense

Net (loss)/gain on foreign exchange operations
Net gain on securities held-for-trading

Net gain on investment securities

Other income

NET NON-INTEREST INCOME

OPERATING INCOME

OPERATING EXPENSES

PROFIT BEFORE RECOVERY OF PROVISION /(PROVISION)
FOR LOSSES ON OTHER TRANSACTIONS, INCOME TAXES
AND MINORITY INTEREST

Recovery of provision /(provision) for losses on other transactions
PROFIT BEFORE INCOME TAXES AND MINORITY INTEREST
Income tax expense

NET PROFIT BEFORE MINORITY INTEREST

Minority interest

NET PROFIT

Notes

4,26

6, 26

8, 26

9, 26

10

1"

2004 2003
8,168 6,818
(2,464) (1,595)
5,704 5,223
(2,301) 387
3,403 5,610
3,844 2,855
(1,338) (916)
(1,484) 802
2,935 -
442 247
2,666 3,242
7,065 6,230
10,468 11,840
(8,721) (8,199)
1,747 3,641
98 (1,393)
1,845 2,248
(1,353) (710)
492 1,538

94 (18)

586 1,520

p

On behalfof the Board | . N\
~\1
\J

George Lomaya
Chairman of the Supervisory Council

Nato Khaindrava

Temporary on Duty of Chairman of the
Board

4
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CARTU BANK GROUP

CONSOLIDATED BALANCE SHEET
AS OF 31 DECEMBER 2004

(in thousands of Georgian Lari)

Notes 2004 2003
ASSETS:
Cash and balances with the National Bank of Georgia 12 21,819 10,920
Loans and advances to banks, less allowance for loan losses 13 25,570 21,804
Loans and advances to customers, less allowance for loan losses 14, 26 115,900 63,865
Securities held-for-trading 15 23,270 -
Investments 16, 26 92 2,651
Goodwill, less accumulated amortization 17 11,613 12,324
Fixed and other intangible assets, less accumulated depreciation 18 5,229 3,355
Other assets, less allowance for losses 19 2,178 1,836
TOTALASSETS 205,671 116,755
LIABILITIES AND EQUITY:
LIABILITIES:
Deposits from banks 20 483 9,524
Customer accounts 21, 26 65,661 51,968
Tax liabilities 10 166 -
Other liabilities 22 707 1,466

67,017 62,958
Subordinated debt 23 79,670 7,265
Total liabilities 146,687 70,223
Minority interest 11 754 848
SHAREHOLDERS’ EQUITY:
Share capital 24 42,088 30,128
Retained earnings 16,142 15,556
Total shareholders’ equity 58,230 45,684
TOTAL LIABILITIES AND EQUITY 205,671 116,755
FINANCIAL COMMITMENTS AND CONTINGENCIES 25,26 12,993 12,793
On behalf of the Board 4 > Nﬂ«v %
\V) /’ [ .

George Lomaya Nato Khaindrava

Chairman of the Supervisory Council

Temporary on Duty of Chairman of the
Board



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2004

(in thousands of Georgian Lari)

Retained Total shareholders’

Share capital earnings equity

31 December 2002 30,128 14,036 44 164
Net profit - 1,520 1,520
31 December 2003 30,128 15,556 45,684
Net profit - 586 586
Additions to share capital 11,960 - 11,960
31 December 2004 42,088 16,142 58,230

s

On behalf of the Board (1 Gv\ mh./u
\J B

George Lomaya
Chairman of the Supervisory Council
Board

Nato Khaindrava
Temporary on Duty of Chairman of the

7o



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2004

(in thousands of Georgian Lari)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net profit before income taxes and minority interest

Provision for loan losses, net of write-offs and recoveries

Provision for losses on other assets, net of write-offs and recoveries
Change in net interest accruals

Depreciation of fixed and intangible assets

Amortization of goodwiill

Operating (loss)/profit before changes in operating assets and liabilities

Changes in operating assets and liabilities
(Increase)/decrease in operating assets:

Minimum reserve balance with the National Bank of Georgia
Loans and advances to banks

Loans and advances to customers

Other assets

Increase/(decrease) in operating liabilities:

Deposits from banks

Customer accounts

Other liabilities

Net cash (outflow)/inflow from operating activities before
income taxes

Income tax paid
Net cash (outflow)/inflow from operating activities

CASH FLOW FROM INVESTING ACTIVITIES:
Purchase of investments

Sales of investments

Purchase of fixed assets

Purchase of intangible assets

Proceeds from disposal of fixed and intangible assets

Net cash outflow from investing activities

Notes

2004 2003
1,845 2,248
(2,004) (225)
(1,254) (986)
(80) 197
513 443
711 711
(269) 2,388
43 (1,466)
5,149 (11,836)
(49,618) (4,861)
879 4,663
(9,038) (2,362)
13,764 23,733
(726) (133)
(39,816) 10,126
(1,353) (710)
(41,169) 9,416
(23,270) (2,440)
2,412
(2,266) (851)
(430) (773)
473 667
(23,081) (3,397)




CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2004 (CONTINUED)

(in thousands of Georgian Lari)

Notes

CASH FLOW FROM FINANCING ACTIVITIES:
Share capital issued
Proceeds from/(Repayment of) subordinated debt

Net cash inflow/(outflow) from financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR 12
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 12

Supplementary information:
Interest received

Interest paid

2004 2003
11,960 -
72,125 (50)
84,085 (50)
19,835 5,969
13,217 7,248
33,052 13,217

7,880 6,936
(2,256) (1,516)

ps

On behalf of the Board

George Lomaya Nato Khaindrava
Temporary on Duty of Chairman of the

Chairman of the Supervisory Council
Board

L



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

(in thousands of Georgian Lari)

1.ORGANIZATION

JSC “Cartu Bank” (hereinafter the “Bank”) is a joint-stock company, which was incorporated in Georgia
in 1996. The address of its registered office is 39a Chavchavadze Avenue, Tbilisi, Georgia. The Bank
is regulated by the National Bank of Georgia (the “NBG”) and conducts its business under a general
banking license, granted in January 1997. The Bank’s primary business consists of lending, operations
with securities, and foreign currency and deposit taking.

Bank has branches in Thilisi (2), Rustavi, Poti, and Kutaisi.

The Bank is a parent company of the Banking Group (the “Group”). It has the following subsidiary
consolidated in the financial statements:

Name Country of incorporation Bank’s ownership interest

Insurance Company “Cartu” Ltd Georgia 60%

The Bank also has investments in other subsidiaries and associates that have not been consolidated
as such consolidation would not have had a significant effect on the financial statements taken as a whole
(see Note 16).

The number of employees of the Bank as at 31 December 2004 and 2003 was 203 and 202,
respectively.

These financial statements were authorized for issue by the Board of Directors on 7 May 2004.
The Bank is part of the Cartu Group - a large Georgian conglomerate located in Thilisi.

As of 31 December 2004, the following shareholders owned more than 5% of the Bank’s shares.

Shareholder %
JSC “Cartu Group” 25
LTD “Interservice” 25
JSC “Transinvest” 25
JSC “lagundi” 25
Total 100

The core activities of the Group are banking and financial services, food production, manufacturing,
trade, real estate and agriculture.

The ultimate parent company of the Bank is JSC “Cartu Group”.



2. BASIS OF PRESENTATION

Accounting basis - The accompanying consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards (“IFRS”). These consolidated financial
statements have been prepared on the accrual basis of accounting under the historical cost convention,
except for the revaluation of financial instruments.

Accounting estimates - The preparation of the financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and
reported amounts of revenues and expenses during the reporting period. Actual results could differ
from these estimates. Estimates that are particularly susceptible to change relate to provisions for
losses and fair value of financial instruments.

Measurement currency - The currency used in these financial statements is Georgian Lari (“Lari”) or
(“GEL").

3. SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation - The consolidated financial statements include the financial statements
of a majority-owned subsidiary. All significant intercompany transactions and balances have been
eliminated. The ownership interest of the Bank and proportion of voting power of the Bank in the
significant subsidiaries as at 31 December 2004 and 2003 is presented above.

The purchase method of accounting is used for acquired businesses. Enterprises acquired or disposed
of during the year are included in the consolidated financial statements from the date of acquisition or
to the date of disposal. The equity and net income attributable to minority shareholders’ interests are
shown separately in the balance sheet and profit and loss account, respectively.

The financial statements of controlled companies listed in Note 16 have not been consolidated into the
financial statements of the Group, as the effect on the consolidated financial statements would have
been immaterial.

Goodwill - The excess, as of the date of the exchange transaction, of the Group’s interest in the fair
value of the net identifiable assets acquired over the cost of an acquisition is recorded as goodwill and
recognized as an asset in the balance sheet. Goodwill is carried at cost less accumulated amortization
and accumulated impairment losses. Goodwill is amortized on a straight-line basis over its useful life,
which has been estimated as being 20 years.

Recognition and measurement of financial instruments - The Group recognizes financial assets and
liabilities on its balance sheet when, and only when, it becomes a party to the contractual provisions
of the instrument. Regular way purchase and sale of the financial assets and liabilities are recognized
using settlement date accounting.

Financial assets and liabilities are initially recognized at cost, which is the fair value of consideration given or
received, respectively, including or net of any transaction costs incurred, respectively. 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, unrestricted balances on
correspondent and time deposit accounts with the NBG with original maturity within 90 days, advances
to banks in countries included in the Organization for Economic Co-operation and Development
(“OECD?”), except for margin deposits for operations with plastic cards. For the purposes of determining
cash flows, the minimum reserve deposit required by the NBG is not included as a cash equivalent due
to restrictions on its availability (Note 12).



Loans and advances to banks - In the normal course of business, the Group maintains advances
or deposits for various periods of time with other banks. Loans and advances to 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 cost. Amounts due from credit institutions are carried
net of any allowance for losses.

Originated loans - Loans originated by the Group are financial assets that are created by the Group
by providing money directly to a borrower or by participating in a loan facility, other than those that are
originated with the intent to be sold immediately or in the short term, which are classified as held for
trading. Originated loans are carried at amortized cost, less any provision for possible loan losses.

Loans granted by the Group below the market are discounted to fair value using the effective interest
method.

Write off of loans - Loans are written off against the allowance for loan losses in case of the
uncollectibility of loans and advances, including through repossession of collateral. In accordance with
the statutory legislation, loans may only be written off with the approval of the Chairman of the Board
and Supervisory Council and, in certain cases, with the respective decision of the Court.

Non-accrual loans - Loans are placed on non-accrual status when interest or principal is delinquent
in excess of 90 days except when all amounts are fully secured by cash or marketable securities and
collection proceedings are in process.

Allowance for loan losses - The determination of the allowance for possible loan losses is based on
an analysis of the loan portfolio and reflects the amount which, in the judgment of management, is
adequate to provide for losses inherent in the loan portfolio. Specific provisions are made as a result
of a detailed appraisal of risk assets. In addition, general provisions are carried to cover risks, which
although not specifically identified, are present in any portfolio of banking assets.

The total increase in the allowance for possible loan losses is charged to profit and the total of the
allowance for possible loan losses is deducted in arriving at loans and advances to customers and
banks. Management’s evaluation of the allowance is based on the Group’s past loss experience, known
and inherent risks in the portfolio, adverse situations that may affect the borrower’s ability to repay, the
estimated value of any underlying collateral and current economic conditions.

It should be understood that estimates of possible loan losses involve an exercise of judgment. While it
is possible that in particular periods the Group may sustain losses, which are substantial relative to the
allowance for possible loan losses, it is the judgment of management that the allowance for possible
loan losses is adequate to absorb losses inherent in the loan portfolio.

Securities held-for-trading - Represent debt and equity securities held-for-trading that are acquired
principally for the purpose of generating a profit from short-term fluctuations in price or dealer’s
margin. Securities held-for-trading are initially recorded at cost which approximates fair value of the
consideration given and subsequently measured at fair value. The Group uses quoted market prices
to determine fair value for the Group’s securities held-for-trading. When reliable market prices are not
available or if liquidating the Group’s position would reasonably be expected to impact market prices,
fair value is determined by reference to price quotations for similar instruments traded in different
markets or management’s estimates of the amounts that can be realized from an orderly disposition
over a period of time, assuming current market conditions. Fair value adjustment on securities held-for-
trading is recognized in profit and loss for the period.



Securities held to maturity - Securities 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 plus accrued coupon income. Amortized
discounts are recognized in interest income using the effective interest method over the period to
maturity.

Securities available for sale - Securities available for sale represent equity investments that are
intended to be held for an indefinite period of time. Such securities are initially recorded at cost which
approximates the fair value of the consideration given. Subsequently the securities are measured at fair
value, with such remeasurement included in the profit and loss account, plus accrued coupon income.
The Group uses quoted market prices to determine fair value for the Group’s securities available for
sale. If such quotes do not exist, management estimation is used.

Other investments - Certain subsidiaries and associated companies have not been consolidated or
accounted for under the equity method since the financial position as at 31 December 2004 and 2003
and the results for the years then ended were not material to the Group. Such investments have been
recorded at cost less any provision for diminution in value.

Fixed and intangible assets - Tangible assets are recorded at historical cost less accumulated
depreciation. Depreciation is designed to write off assets over their estimated useful economic lives
and is calculated on a straight line basis:

Buildings 50 years
Leasehold improvements 5 years
Office equipment 5 years
Motor vehicles and others 6-7 years
Data processing equipment 5 years

The carrying amounts of fixed 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 fixed assets is adjusted in future periods to allocate the assets’
revised carrying value, less its residual value (if any), on a systematic basis over its remaining useful life.

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.

Taxation - Taxes on income are computed in accordance with the laws of Georgia. Deferred taxes, if
any, are provided on items recognized in different periods for financial reporting purposes and income
tax purposes, using the balance sheet liability method at the tax rates that are expected to apply to the
period when the asset is realized or the liability is settled. Deferred tax liabilities, if any, which result
from temporary differences, are provided for in full. Deferred tax assets are recorded to the extent that
there is a reasonable expectation that these assets will be realized.

Deferred income tax assets and liabilities are offset when:

- the Group has a legally enforceable right to set off the recognized amounts of current tax assets
and current tax liabilities;

- the Group has an intention to settle on a net basis, or to realize the asset and settle the liability
simultaneously;

- the deferred tax assets and the deferred tax liabilities relate to income taxes levied by the same
taxation authority in the each future period in which significant amounts of deferred tax liabilities
and assets are expected to be settled or recovered.



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

Deposits from banks and customers - Customers and bank deposits are initially recognized at cost, which
amounts to the issue proceeds less transaction costs incurred. Subsequently amounts due are stated at
amortized cost and any difference between net proceeds and the redemption value is recognized in the
profit and loss account 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.

Share capital and share premium - Share capital is recognized at cost. Share capital contributions
made in the form of assets other than cash are stated at their fair value at the date of contribution.

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. Preferred shares that are non-redeemable
or redeemable only upon the occurrence of an event that is not likely to occur are classified as equity.

Dividends on ordinary shares are recognized in shareholders’ 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 IAS 10 “Events After the Balance Sheet Date” and disclosed accordingly.

Retirement and other benefit obligations - The Group does not have any pension arrangements
separate from the State pension system of Georgia, which requires current contributions by the
employer calculated as a percentage of current gross salary payments; such expense is charged in
the period the related salaries are earned. In addition, the Group has no post-retirement benefits or
significant other compensated benefits requiring accrual.

Contingencies - Contingent liabilities are not recognized in the financial statements unless it is probable
that an outflow of resources will be required to settle the obligation and a reliable estimate can be
made. A contingent asset is not recognized in the financial statements but disclosed when an inflow of
economic benefits is probable.

Recognition of income and expense - Interest income and expense are recognized on an accrual basis
calculated using the effective yield method. The recognition of interest income is suspended when
loans become overdue by more then 90 days. Interest income also includes interest income earned
on investment securities. Commissions and other income are credited to income when the related
transactions are completed. Loan origination fees, when significant, are deferred (together with related
direct costs) and recognized as an adjustment to the loans effective yield. Non-interest expenses are
recognized on an accrual basis.

Foreign currency transactions - 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
transaction. Profits and losses arising from these translations are included in net (loss)/gain on foreign
exchange operations.

Rates of exchange - The exchange rates at the year end used by the Group in the preparation of the
financial statements are as follows:

31 December 31 December

2004 2003

GEL/USD 1.825 2.075
GEL/EUR 2.485 2.592

GEL/RUR 0.066 0.070



Offset of financial assets and liabilities - Financial assets and liabilities are offset and reported net on
the 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.

4. NET INTEREST INCOME BEFORE (PROVISION)/RECOVERY OF PROVISION FOR LOAN
LOSSES

2004 2003
Interest income
Interest on loans and advances to customers 7,856 677
Interest on loans and advances to banks 312 6,141
Total interest income 8,168 6,818
Interest expense
Interest on customer accounts (1,102) (258)
Interest on subordinated debt (1,279) (448)
Interest on deposits from banks (83) (889)
Total interest expense (2,464) (1,595)
Net interest income before (provision)/recovery of provision
for loan losses 5,704 5,223

5. ALLOWANCE FOR LOSSES AND PROVISIONS

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

Loans and Loans and Total

advances to advances to

banks customers
At 31 December 2002 639 4,324 4,963
Recovery of provision (129) (258) (387)
Amounts recovered - 1,603 1,603
Write-offs of assets (237) (1,204) (1,441)
At 31 December 2003 273 4,465 4,738
Provision 390 1,911 2,301
Amounts recovered 576 576
Write-offs of assets (510) (4,371) (4,881)
At 31 December 2004 153 2,581 2,734

The allowances for loans and advances to banks and customers are deducted from the related assets.



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

At 31 December 2002
At 31 December 2002

Provision

Write-offs of assets

At 31 December 2003

(Recovery)/provision
Amounts recovered

Write-offs of assets

At 31 December 2004

Other assets Off-balance sheet Total
commit-ments

2,490 80 2,570

1,235 158 1,393

(2,379) - (2,379)

1,346 238 1,584

(280) 182 (98)

699 699

(1,640) (215) (1,855)

125 205 330

The allowances for other assets are deducted from the related asset. The allowance for off-balance sheet

commitments is included in other liabilities (Note 22).

6. FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:

Fee and commission income:
Cash operations

Foreign exchange operations
Settlements

Documentary operations
Other operations

Total fee and commission income

Fee and commission expense:
Cash operations

Settlements

Foreign exchange operations
Other operations

Total fee and commission expense

2004 2003
1,788 1,600
841 626
705 458
146 61
364 110
3,844 2,855
2004 2003
709 578
388 290
50 20
191 28
1,338 916




7. NET (LOSS)/GAIN ON FOREIGN EXCHANGE OPERATIONS

Net (loss)/gain on foreign exchange operations comprise:

2004 2003
Dealing, net 3,081 2,532
Translation differences, net (4,565) (1,730)
Total net (loss)/gain on foreign exchange operations (1,484) 802
8. OTHER INCOME

2004 2003
Income from other banking operations 893 279
Insurance premiums 1,773 2,963
Total other income 2,666 3,242
9. OPERATING EXPENSES

2004 2003
Staff costs 3,334 978
Insurance claims paid 1,704 2,887
Goodwill amortization 1" 711
Depreciation and amortization 513 443
Occupancy 287 262
Security 286 285
Taxes, other than income tax 240 335
Postal expenses 220 243
Professional services 167 219
Repairs and maintenance 153 119
Financial aid to religious organisations 137 228
Revenues from fines written off 31 469
Other operating expenses 938 1,020
Total operating expenses 8,721 8,199




10. INCOME TAX

The Group provides for taxes based on the statutory financial statements maintained and prepared in
local currency and in accordance with local statutory regulations, which may differ from International
Financial Reporting Standards. During the years ended 31 December 2004 and 2003, the Georgian
tax rate for corporations’ profits was 20%.

Future tax investigations or inquiries may result in material assessments, which the Group believes
now that it is not subject to or has already complied with, and therefore has not provided for in the
financial statements.

The Group is subject to certain permanent tax differences due to non-taxable income represented by
annual revaluation of share capital performed by the Group in accordance with Georgian Accounting
Standards (“GAS”).

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 of 31 December 2004 and 2003 relate mostly to different methods of income and expense
recognition as well as to recorded values of certain assets.

The deferred tax asset comprises the following:

2004 2003
Deferred assets:
Investments 442 1,242
Other liabilities 55 306
Other assets 3,675 -
Other 135 464
Total deferred assets 4,307 2,012
Deferred liabilities:
Loans and advances to customers, less allowance for loan
losses - (517)
Fixed and intangible assets, less accumulated depreciation (3,847) (1,039)
Total deferred liabilities (3,847) (1,556)
Net deferred assets 460 456
Deferred tax asset thereon at 20% 92 91
Less: valuation allowance (92) (91)

Net deferred tax assets - -

Georgian Corporate tax is levied at a rate of 20% on income less allowable expenses.

A valuation allowance was created for the deferred tax asset as of 31 December 2004 and 2003 as the
ultimate realization of the benefits associated with such amounts is regarded as less than probable.



The following is a reconciliation of the profit before tax and income tax expense:

2004 2003
Profit before provision for income taxes 1,939 2,230
Tax at the statutory tax rate of 20% 388 446
Tax effect of permanent differences 810 375
Change in valuation allowances 155 (111)
Income tax expense 1,353 710
Current income tax expense 1,353 710
Deferred tax expense - -
Income tax expense 1,353 710
Income tax assets and liabilities consist of the following:
2004 2003
Current income tax liabilities (166) -
Deferred income tax liabilities - -
Income tax liabilities (166) -

11. MINORITY INTEREST

The movement in minority interest during the years ended 31 December 2004 and 2003 comeprises:

31 December 2002 830
Share of net profit of subsidiaries 18
31 December 2003 848
Share of net loss of subsidiaries (94)

31 December 2004 754



12. CASH AND BALANCES WITH THE NATIONAL BANK OF GEORGIA

The Group is required to maintain obligatory minimum cash balances with the NBG. The minimum
reserve balances are computed based on the balance of time and demand deposits in accordance with
the NBG regulations. The Group met the NBG minimum requirements as at 31 December 2004 and 2003,
which amounts to GEL 5,758 thousand and GEL 5,801 thousand, respectively.

Cash and cash equivalents as presented in the statement of cash flows include the following:

2004 2003

Cash on hand 7,329 4,265
Balance with the NBG 14,490 6,655
Total cash and balances with the NBG 21,819 10,920
2004 2003

Cash on hand 7,329 4,265
Balances with the NBG 14,490 6,655
21,819 10,920

Loans and advances to banks in OECD countries 16,991 8,098
Less restricted balance with the NBG (5,758) (5,801)
Total cash and cash equivalents 33,052 13,217

13. LOANS AND ADVANCES TO BANKS, LESS ALLOWANCE FOR LOAN LOSSES

2004 2003

Loans to banks 7,899 10,790
Advances to banks 17,771 11,136
Accrued interest income on loans and advances to banks 53 151
25,723 22,077

Less allowance for loan losses (153) (273)
Total loans and advances to banks 25,570 21,804

Movements in allowances for loan losses for the years ended 31 December 2004 and 2003 are
disclosed in Note 5.

As of 31 December 2004 and 2003, the advances to banks include fixed amounts of GEL 913 thousand
and GEL 1,038 thousand, respectively, placed as a guarantee deposit on operations with plastic cards.

The Group has advances with Western, Russian and Georgian counterparts, as well as amounts with
banks in other countries of the CIS.



14. LOANS AND ADVANCES TO CUSTOMERS, LESS ALLOWANCE FOR LOAN LOSSES

Loans and advances to customers are made principally within Georgia and comprise:

2004 2003
Originated loans 116,555 66,937
Accrued interest income on loans and advances to customers 1,926 1,393
118,481 68,330
Less allowance for loan losses (2,581) (4,465)
Total loans and advances to customers 115,900 63,865
The Group’s loan portfolio is collateralized as following:

2004 2003

Loans collateralized by real estate, production equipmentand otherfixed
assets 74,630 31,609
Loans collateralized by cash 21,907 12,651
Loans collateralized by stock 12,169 9,614
Loans collateralized by precious metals 3,561 4,017
Loans collateralized by other 2,559 4,789
Unsecured loans 1,729 4,257
Accrued interest income on loans and advances to customers 1,926 1,393
118,481 68,330
Less allowance for loan losses (2,581) (4,465)
Total loans and advances to customers 115,900 63,865

Movements in allowances for loan losses for the years ended 31 December 2004 and 2003 are
disclosed in Note 5.

As of 31 December 2004 and 2003 included in loans and advance to customers are non-accrual
loans amounted to GEL 6,345 thousand and GEL 6,551 thousand, respectively. According to the contracts
the loans mature during 2004 and 2003. The above loans were recognized in the financial statements at
nominal cost and were not discounted because the borrower intends to repay the loans in the nearest future
by transferring collateral with a value that approximates the amount of loan principal to the Group.

Loans and advances to customers are analyzed by industry of the borrower as follows:

2004 2003

Manufacturing 36,604 18,438
Trading and retail companies 34,826 14,257
Services 12,170 10,093
Securities trading 19,677 73
Individuals 9,220 18,333
Other 4,058 5,743
Accrued interest income on loans and advances to customers 1,926 1,393
118,481 68,330

Less allowance for loan losses (2,581) (4,465)

Total loans and advances to customers 115,900 63,865




15. SECURITIES HELD-FOR-TRADING

Securities held-for-trading comprise:

Ownership
share %

Shares:
Rostelecom 0.16
Ural-Sviaz-Inform 0.1
Severo-Zapadni Telecom 0.25
luzhtelecom 0.44
Centrtelecom 0.2
Severstal’ 0.03
GAS 0.32
PAO AES 0.005
Avtovaz 0.07
Volga Telecom 0.06
Noriliski Nikel 0.004
Berkhnesaldinskoe MO 0.03
Other shares 0.02

Total securities held-for-
trading

16. INVESTMENTS

Investments comprise:

Equity securities available for sale
Securities held to maturity
Accrued interest

Total investment securities

Available for sale equity securities comprise:

Country of
incorporation

Equity securities available-for-sale
Investment in non-consolidated
subsidiary companies:

Cartu Broker LLC Georgia
Investment in associated

companies:
Reestri 2001 Ltd Georgia

Other investments:
Thilisi Currency Interbank Stock

Exchange Georgia
Central Interbank Depositary of
Securities TCISE+ Georgia

Total securities available-for-sale

2004

4,797
2,640
2,403
2,217
1,908
1,748
1,128
1,038

996

890

810
519
2,176

23,270

Main activity % Holding

Brokerage

Registrar

Stock
exchange

Depositary

100

60

Ownership 2003
share %
2004 2003
92 89
- 2,415
- 147
92 2,651
2004 2003
35 35
15 15
39 39

3.2 0.2

92 89



These subsidiaries and associated companies have not been consolidated or accounted for under the
equity method since the financial position as at 31 December 2004 and 2003 and the results for the years
then ended were not material to the Group.

17. GOODWILL, LESS ACCUMULATED AMORTIZATION

Total

Cost

At 31 December 2003 14,220

At 31 December 2004 14,220
Accumulated amortization

At 31 December 2003 1,896

Charge for the year 711

At 31 December 2004 2,607
Carrying amount

At 31 December 2004 11,613
Carrying amount

At 31 December 2003 12,324

On 20 April 2001 the Bank acquired one of the local Georgian banks Absolute Bank. The Bank
accounted for the acquisition using the purchase method of accounting and recognized goodwill arising
from the transaction. Subsequently, Absolute Bank became a branch of the Bank.

18. FIXED AND OTHER INTANGIBLE ASSETS, LESS ACCUMULATED DEPRECIATION

The movement during the year was as follows:

Office Other Data Motor
Buildings . intangible processing vehicles Total
equipment .
assets equipment and others
At cost
At 31 December 2003 1,410 935 857 916 825 4,943
Additions 1,076 387 430 528 275 2,696
Disposals 271) (35) ) (82) (101) (491)
At 31 December 2004 2,215 1,287 1,285 1,362 999 7,148
Accumulated depreciation
At 31 December 2003 61 367 144 471 545 1,588
Depreciation expense 33 124 84 180 92 513
Disposals - (25) (2) (80) (75) (182)
At 31 December 2004 94 466 226 571 562 1,919
Net book value
At 31 December 2004 2,121 821 1,059 791 437 5,229

Net book value
At 31 December 2003 1,349 568 713 445 280 3,355




19. OTHER ASSETS, LESS ALLOWANCE FOR LOSSES
Other assets comprise:

2004 2003

Repossessed assets 209 2,735
Taxes receivable, other than income tax 223 190
Other 1,871 257
2,303 3,182

Less allowance on other assets (125) (1,346)
Total other assets 2,178 1,836

Movements in allowances for losses for the years ended 31 December 2004 and 2003 are disclosed in Note 5.

20. DEPOSITS FROM BANKS
Deposits from banks comprise:

2004 2003
Demand deposits 483 8,521
Time deposits - 1,000
Accrued interest expense on deposits from banks - 3
Total deposits from banks 483 9,524
21. CUSTOMER ACCOUNTS
Customer accounts comprise:
2004 2003
Demand accounts 53,039 26,091
Time deposits 12,502 25,686
Accrued interest expense on customer accounts 120 191
Total customer accounts 65,661 51,968
Analysis of customer accounts by industry:
2004 2003
Individuals 23,100 34,798
Trade 15,019 1,583
Real estate constructions 6,487 4,637
State authorities 1,221 810
Transport and communication 1,033 500
Energy 450 22
Agriculture 419 293
Mining 409 235
Other 17,403 8,899
Accrued interest expense on customer accounts 120 191

Total customer accounts 65,661 51,968



22. OTHER LIABILITIES
Other liabilities comprise:

2004 2003
Provision for off-balance sheet commitments 205 238
Settlement on other transactions 366 125
Taxes payable, other than income tax 60 1,039
Other 76 64
Total other liabilities 707 1,466
23. SUBORDINATED DEBT
Subordinated debts comprise:
2004 2003
Georgian Holding Ltd 18,250 -
Fin Service XXI 18,250 -
Fin Service XXI 9,125 -
Inter Consulting + 18,250 -
Inter Consulting + 9,125 -
Christa Enterprises Ltd 6,388 7,263
Accrued interest expense on subordinated debt 282 2
Total subordinated debt 79,670 7,265

On 21 June 2004 the Bank entered into a subordinated debt agreement with Georgian Holding Ltd.
which provided the Group with a subordinated loan bearing interest at 2% per annum in the amount of USD
10,000,000. The loan is repayabile in fifteen years from the date of disbursement.

On 21 June 2004 the Bank entered into a subordinated debt agreement with Fin Service XXI which
provided the Group with a subordinated loan bearing interest at 2% per annum in the amount of USD
10,000,000. The loan is repayabile in fifteen years from the date of disbursement.

On 2 October 2004 the Bank entered into a subordinated debt agreement with Fin Service XXI which
provided the Group with a second subordinated loan bearing interest at 6% per annum in the amount of
USD 5,000,000. The loan is repayable eighteen months from the date of disbursement.

On 21 June 2004 the Bank entered into a subordinated debt agreement with Inter Consulting Plus Ltd
which provided the Group with a subordinated loan bearing interest at 2% per annum in the amount of USD
10,000,000. The loan is repayabile in fifteen years from the date of disbursement.

On 2 October 2004 the Bank entered into a subordinated debt agreement with Inter Consulting Plus
Ltd which provided the Group with a second subordinated loan bearing interest at 2% per annum in the
amount of USD 5,000,000. The loan is repayable eighteen months from the date of disbursement.

On 27 February 2002 the Bank entered into a subordinated debt agreement with Chista Enterprises
Ltd. which provided the Group with a subordinated loan bearing interest at 6% per annum in the amount of
USD 3,500,000. The loan is repayable in fifteen years from the date of disbursement.

All subordinated debt agreements provide a put option, according to which the Bank has a right to sell
common shares of the Bank to the lender at a nominal value during the agreement validity period. The put
option comprises 190% of the statutory capital of the Bank at 31 December 2004 (2003: 25%).



24. SHARE CAPITAL

As at 31 December 2004 the authorized share capital of the Bank comprised 42,088 ordinary shares
(2003: 30,128) of par value 1,000 GEL which were issued and fully paid. Based on the Court Resolution
dated 14 December 2004 the Bank’s Charter Capital of 50,000 shares was authorized, with the nominal
par value of GEL 1,000 per share, from which 42,088 were paid and 7,912 remained as unpaid as of 31
December 2004. These shares are held equally between the four existing shareholders of the Bank.

The holders of ordinary shares are entitled to receive dividends as declared and are entitled to one
vote per share at annual and general shareholders’ meetings of the Bank.

25. FINANCIAL COMMITMENTS AND CONTINGENCIES

In the normal course of business the Group is a party to financial instruments with off-balance sheet
risk in order to meet the needs of its customers. These instruments, involving varying degrees of credit risk,
are not reflected in the 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 risk-weighted amount is obtained by applying credit conversion factors and counterparty risk
weightings according to the principles employed by the Basle Committee on Banking Supervision.

As at 31 December 2004 and 2003 the nominal or contract amounts and the risk weighted credit
equivalents of instruments with off-balance sheet risks were:

31 December 2004 31 December 2003
Nominal Risk weighted Nominal Risk weighted
amount amount amount amount
Contingent liabilities and credit commit-
ments
Guarantees and other direct substitutes
and claims 10,275 10,275 2,376 2,376
Letters of credit and other transactions
related to contingent obligations 1,346 673 513 257
Commitments on loans and unused lines
of credits 1,372 637 9,904 2,968
Total contingent liabilities and credit com-
mitments 12,993 11,585 12,793 5,601

The Group has made a provision of GEL 205 thousand and GEL 238 thousand against commitments
under guarantees issued and other off-balance sheet commitments as of 31 December 2004 and 2003.

Capital commitments - The Group had no material commitments for capital expenditures outstanding
as of 31 December 2004 and 31 December 2003.

Operating leases - The Group’s future minimum rental payments under non-cancelable operating
leases of office space in effect as of 31 December 2004 for the following 5 years are presented in the table
below.

in 1 year 387
From 1 to 5 years 1,935
Over 5 years -



Legal - 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.

Taxation - Georgian tax authorities are increasingly directing their attention to the business community
as a result of the overall economic Georgian environment. In respect of this, the local and national tax
environment in Georgia is constantly changing and subject to inconsistent application, interpretation and
enforcement. Non-compliance with Georgian laws and regulations can lead to the imposition of severe
penalties and interest. Future tax examinations could include taxes, penalties and interest, and these
amounts could be material. While the Group believes it has complied with local tax legislation, there have
been many new tax and foreign currency laws and related regulations introduced in recent years, which are
not always clearly written.

Management believes that the Group is in compliance with the tax laws affecting its operations,
however, the risk remains that a relevant authority could take a different position with regard to interpretive
issues and the effect could be significant.

Pensions and retirement plans - Employees receive pension benefits from the Georgian government in
accordance with the laws and regulations of Georgia. As at 31 December 2004 and 2003 the Group was
not liable for any supplementary pensions, post-retirement health care, insurance benefits, or retirement
indemnities to its current or former employees.

Operating environment - Over recent years, Georgia has undergone substantial political and economic
change. As an emerging market Georgia does not possess a well-developed commercial infrastructure,
which generally exists in more mature business markets. Laws and regulations affecting businesses
operating within the country, as well as throughout the CIS, are subject to rapid change. In addition,
continued economic stability is dependent to a large extent on the efficiency of fiscal measures taken by
the government, decisions of international lending organizations, and other actions beyond the Group’s
control.

Although recently there have been positive economic signs in Georgia, the long-term prospects for
the Georgian economy remain uncertain. As a result, the Group’s assets and operations could be at risk if
there are any adverse changes in the political and business environment.

26. RELATED PARTY TRANSACTIONS
Related parties, as defined by IAS 24, are those counter parties that represent:

(a) enterprises that directly, or indirectly through one or more intermediaries, control, or are controlled
by, or are under common control with, the Group. (This includes holding companies, subsidiaries and fellow
subsidiaries);

(b) associates - enterprises in which the Group has significant influence and which are neither
subsidiaries nor joint ventures of the investor;

(c) individuals owning, directly or indirectly, an interest in the voting power of the Group that gives them
significant influence over the Group;

(d) key management personnel, that is, those persons having authority and responsibility for planning,
directing and controlling the activities of the Group, including directors and officers of the Group and close
members of the families of such individuals; and

(e) enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any
person described in (c) or (d) or over which such a person is able to exercise significant influence. This
includes enterprises owned by directors or major shareholders of the Group and enterprises that have a
member of key management in common with the Group.



For the purposes of these financial statements, related parties include the Group’s shareholders and their
immediate families, directors and officers of the Group and their immediate families and enterprises in which the
Group or its shareholders, officers, directors or their immediate families have control or significant influence.

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 with related parties:

2004 2003

Related party Total category Related party Total category

transactions as per financial transactions as per

statements financial

caption statements

caption

Loans to customers, gross 7,853 118,481 3,367 68,330
Allowance for loans to customers (336) (2,581) (67) (4,465)
Investments 92 92 89 2,651
Customer accounts 2,951 65,661 5,362 51,968
Subordinated debt 79,670 79,670 7,265 7,265
Unused loan commitments - 1,372 1,266 9,904
Guarantees given 96 10,275 151 2,376

During the years ended 31 December 2004 and 2003 the Bank originated loans and advances to
customers - related parties amounting to GEL 23,115 thousand and GEL 10,833 thousand, respectively, and
received loans and advances repaid of GEL 18,629 thousand and GEL 10,410 thousand, respectively.

During the years ended 31 December 2004 and 2003 the Bank received advances from customers -
related parties of GEL 144,070 thousand and GEL 91,979 thousand, respectively, and repaid deposits and
advances totaling GEL 146,481 thousand and GEL 87,191 thousand, respectively.

Included in the profit and loss account for the years ended 31 December 2004 and 2003 are the
following amounts which arose due to transactions with related parties:

2004 2003

Related party Total category Related party Total category

transactions as per financial transactions as per financial

statements statements

caption caption

Interest income 8,168 6,818

- related companies 928 - 435 -

- directors and senior management 3 - 1 -

Fee and commission income 3,844 2,855
- related companies 101 - 151

- directors and senior management - - - -

Other income 2,666 3,242
- related companies - 2,963

Operating expenses (8,721) (8,199)

- directors and senior management - - (28) -

Transactions with related parties entered into by the Group during the years ended 31 December 2004
and 2003 and outstanding as of 31 December 2004 and 2003 were made in the normal course of business
and mostly under arms length conditions.



27. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments are made in accordance with the requirements
of IAS 32 “Financial Instruments: Disclosure and Presentation” and IAS 39 “Financial Instruments:
Recognition and Measurement”. As no readily available market exists for a large part of the Group’s financial
instruments, judgment is necessary in arriving at fair value, based on current economic conditions and
specific risks attributable to the instrument. 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.

As at 31 December 2004 and 2003 the following methods and assumptions were used by the Group
to estimate the fair value of each class of financial instrument for which it is practicable to estimate such
value:

Cash and balances with the National Bank of Georgia - For these short-term instruments the carrying
amount is considered to be a reasonable estimate of fair value.

Loans and advances to banks - As of 31 December 2004 and 2003 the carrying amount of
short-term deposits and advances given is considered to be a reasonable estimate of their fair
value.

Loans and advances to customers - The fair value of the loan portfolio are based on the credit
and interest rate characteristics of the individual loans within each sector of the portfolio. The
estimation of the provision for loan losses includes consideration of risk premiums applicable to
various types of loans based on factors such as the current situation of the economic sector in
which each borrower operates, the economic situation of each borrower and guarantees obtained.
The provision for loan losses is considered an estimate of the discount required reflecting the
impact of credit risk.

Securities available for sale - As at 31 December 2004 and 2003 securities available for sale
are stated at fair value. Fair value of securities available for sale was determined with reference to
an active market for those securities quoted publicly or at over-the-counter market. For unquoted
securities fair value was determined by reference to market prices of securities with similar credit
risk and/or maturity, in other cases - by reference to the share in estimated equity capital of
investee. If such quotes do not exist management estimation is used. Non-marketable securities
that do not have fixed maturities are stated at cost, less allowance for impairment unless there are
other appropriate and workable methods of reasonably estimating their fair value.

Securities held-for-trading - As of 31 December 2004 and 2003 securities held-for-trading are
considered to be stated at fair value amounting to GEL 23,270 thousand and nil, respectively. The
fair value of securities held-for-trading was determined with reference to an active market.

Deposits from banks - As of 31 December 2004 and 2003 the carrying amount of deposits is
considered to be a reasonable estimate of their fair value.

Customer accounts - As of 31 December 2004 and 2003 the carrying amount is considered to
be a reasonable estimate of fair value.

Subordinated debt - As of 31 December 2004 and 2003 the carrying amount of subordinated debt is
considered to be a reasonable estimate of its fair value.



28. REGULATORY MATTERS

Quantitative measures established by regulation to ensure capital adequacy require the Group to
maintain minimum amounts and ratios (as set forth in the table below) of total and tier 1 capital to risk
weighted assets.

The capital is calculated as the amount of restricted and free components of the shareholders’ capital
plus minority interest and the Group’s provisions for the principal risks on condition that the general provision
for losses does not exceed 1.25% of the risk weighted assets.

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

Estimate Description of position
0% Cash and balances with the National Bank of Georgia
0% State debt securities in Lari
20% Loans and advances to banks for up to 1 year
100% Loans and advances to customers
100% Other assets
0% Standby letters of credit secured by customer funds

Other standby letters of credit and other transaction related contingent
obligations and commitments on unused loans with the initial maturity of over
50% 1 year
100% Guarantees issued and similar commitments

The Group’s actual capital amounts and ratios are presented in the following table:

Capital amounts and ratios Actual For capital Ratio for Minimum
amount in GEL adequacy  capital adequacy required ratio
thousand purposes amount purposes

in GEL thousand

As of 31 December 2004
Total capital 87,345 78,424 51% 8%
Tier 1 capital 58,230 47,371 31% 4%

As of 31 December 2003
Total capital 46,047 35,243 47% 8 %
Tier 1 capital 45,684 34,208 45% 4 %

As of 31 December 2004 the Group included in the computation of Total capital for Capital adequacy
purposes the subordinated loans received, limited to 50% of Tier 1 capital. In the event of bankruptcy or
liquidation of the Group, repayment of these loans are subordinated to the repayments of the Group’s
liabilities to all other creditors.



29. RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the Group’s
operations. The main risks inherent to the Group’s operations are those related to credit exposures, liquidity
and market movements in interest rates and foreign exchange rates. A description of the Group’s risk
management policies in relation to those risks follows.

The Group manages the following risks:

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.

Liquidity risks are managed by the Assets and Liabilities Committee (“ALCO”).

The Group’s credit risks are monitored by the Credit Committee. Feasibility studies to support loan
applications are evaluated in the Credit Committee based on assessments of the Loan Department.

The following table presents an analysis of the interest rate risk and the liquidity risk on the balance
sheet. Interest bearing assets and liabilities generally have relatively short maturities and interest rates are
reprised only at maturity.

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect the value of the
financial instruments. The following table presents an analysis of interest rate risk and thus the potential
of the Group for gain or loss. Effective interest rates are presented by categories of financial assets and
liabilities to determine interest rate exposure and effectiveness of the interest rate policy used by the Group.
The Group’s interest rate policy is reviewed and approved by the Group’s ALCO.

2004 2003
Other
GEL uUsD currencies GEL uUsD

ASSETS
Loans and advances to banks - 12% 12% - 8%
Loans and advances to customers 12% 13% - 18% 35%
Investment securities 0% - - 55% -
LIABILITIES
Deposits from banks 0% - - 18% 0%
Customer accounts 6% 7% - 6% 9%

Subordinated debt - 3% - - 6%



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

2004
Less than 1-3 3 1-5 More Maturity Total
1 month  months  months years than 5 undefined
to 1 years (incl. al-
year lowance
for losses)
ASSETS
Loans and advances to banks,
net 17,953 185 6,619 913 - (153) 25,517
Loans and advances to
customers, net 6,608 1,214 17,939 90,794 - (2,581) 113,974
Investments
Total interest bearing assets 24,561 1,399 24,558 91,707 - (2,734) 139,491
Cash and balances with the
National Bank of Georgia 21,819 - - - - - 21,819
Securities held-for-trading 23,270 - - - - - 23,270
Investments - - - 92 - - 92
Fixed and other intangible assets, net - - - 4,194 1,035 - 5,229
Goodwill, net - - - - 11,613 - 11,613
Other assets, net 1,403 35 268 597 - (125) 2,178
Interest accrued on interest
bearing assets 1,092 49 834 4 - - 1,979
TOTAL ASSETS 72,145 1,483 25,660 96,594 12,648 (2,859) 205,671
LIABILITIES
Deposits from banks 483 - - - - - 483
Customer accounts 2,394 4,374 5,734 - - - 12,502
Subordinated debt - - 18,250 - 61,138 - 79,388
Total interest bearing liabilites 2,877 4,374 23,984 - 61,138 - 92,373
Customer accounts 53,039 - - - - - 53,039
Tax liabilities 166 - - - - - 166
Other liabilities 342 - 160 - - 205 707
Interest accrued on interest
bearing liabilities 402 - - - - - 402
TOTAL LIABILITIES 56,826 4,374 24,144 - 61,138 205 146,687
Interest sensitivity gap 21,684 (2,975) 574 91,707  (61,138)
Cumulative interest sensitivity gap 21,684 18,709 19,283 110,990 49,852
Cumulative interest sensitivity
gap as a percentage of total
assets 11% 9% 9% 54% 24%




2003

Less than 1-3 3 months 1-5 More Maturity Total
1 month  months to 1 year years than 5  undefined
years (incl.
allowance
for losses)
ASSETS
Loans and advances to banks, net 20,910 - - - 1,016 (273) 21,653
Loans and advances to
customers, net 10,737 2,599 15,678 37,923 - (4,465) 62,472
Investments - 201 2,214 - - - 2,415
Total interest bearing assets 31,647 2,800 17,892 37,923 1,016 (4,738) 86,540
Cash and balances with the
National Bank of Georgia 5,119 - - - - 5,801 10,920
Investments - - - 89 - - 89
Fixed and other intangible
assets, net - - - 1,360 1,995 - 3,355
Goodwill, net - - - - 12,324 - 12,324
Other assets, net 729 192 166 2,095 - (1,346) 1,836
Interest accrued on interest
bearing assets 1,691 - - - - - 1,691
TOTALASSETS 39,186 2,992 18,058 41,467 15,335 (283) 116,755
LIABILITIES
Deposits from banks 9,521 - - - - - 9,521
Customer accounts 2,907 26 22,671 82 - - 25,686
Subordinated debt - - - - 7,263 - 7,263
Total interest bearing
liabilities 12,428 26 22,671 82 7,263 - 42,470
Customer accounts 26,091 - - - - - 26,091
Other liabilities 1,228 - - - - 238 1,466
Interest accrued on interest
bearing liabilities 196 - - - - - 196
TOTAL LIABILITIES 39,943 26 22,671 82 7,263 238 70,223
Interest sensitivity gap 19,219 2,774 (4,779) 37,841 (6,247)

Cumulative interest sensitivity gap 19,219 21,993 17,214 55,055 48,808

Cumulative interest sensitivity
gap as a percentage of total
assets 16% 19% 15% 47% 42%

Substantially all of the Group’s interest bearing assets and liabilities are at fixed rates of interest.

Asset and liability maturity periods and the ability to replace interest liabilities at an acceptable cost when they mature



are crucial in determining the Group’s liquidity and its susceptibility to fluctuation of interest rates and exchange rate.

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 these deposits are a stable and long-term source of finance for the Group.

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 Management Board sets limits on
the level of exposure by currencies, by branches and in total. These limits also comply with the minimum
requirements of the NBG. The Group’s exposure to foreign currency exchange rate risk is presented in the

table below:

ASSETS

Cash and balances with the National
Bank of Georgia

Loans and advances to banks, net

Loans and advances to customers, net

Securities held-for-trading

Investments

Goodwill, net

Fixed and other intangible assets, net

Other assets, net

TOTALASSETS

LIABILITIES
Deposits from banks
Customer accounts
Subordinated debt
Tax liabilities

Other liabilities

TOTAL LIABILITIES

OPEN POSITION

2004
GEL UsbD EUR Other Currency Total
1USD= 1EUR= currencies  undefined
GEL 1.825 GEL (incl.
2.485 allowance
for losses)
18,385 2,146 966 322 - 21,819
2 24,398 1,249 74 (153) 25,570
205 118,276 - - (2,581) 115,900
- 23,270 - - - 23,270
92 - - - - 92
11,613 - - - - 11,613
5,229 - - - - 5,229
1,005 1,100 17 181 (125) 2,178
36,531 169,190 2,232 577 (2,859) 205,671
263 220 - - - 483
24,025 39,103 2,438 95 - 65,661
- 79,670 - - - 79,670
166 - - - - 166
121 338 7 36 205 707
24,575 119,331 2,445 131 205 146,687
11,956 49,859 (213) 446




2003

GEL UsD EUR Other  Currency Total
1USD= 1EUR= currencies undefined
GEL 2.075 GEL 2.592 (incl.
allowance
for losses)
ASSETS
Cash and balances with the National
Bank of Georgia 8,290 1,519 875 236 - 10,920
Loans and advances to banks, net - 21,214 303 560 (273) 21,804
Loans and advances to customers,
net 310 68,017 3 - (4,465) 63,865
Investments 2,651 - - - - 2,651
Goodwill, net 12,324 - - - - 12,324
Fixed and other intangible assets, net 3,355 - - - - 3,355
Other assets, less allowance for
losses 3,144 37 1 - (1,346) 1,836
TOTALASSETS 30,074 90,787 1,182 796 (6,084) 116,755
LIABILITIES
Deposits from banks 1,009 8,514 - 1 - 9,524
Customer accounts 1,774 48,606 1,533 55 - 51,968
Subordinated debt - 7,265 - - - 7,265
Other liabilities 1,039 159 13 17 238 1,466
TOTAL LIABILITIES 3,822 64,544 1,546 73 238 70,223
OPEN POSITION 26,252 26,243 (364) 723
Market Risk

Market 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 market risks of its
products which are subject to general and specific market fluctuations. The Group manages market 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’s potentially exposed to loss in an amount equal
to the total amount of such commitments. However, the likely amount of loss is less than that, since most
commitments are cancelable and contingent upon certain conditions set out in the loan agreements.

Credit risk

The Group is exposed to credit risk which is the risk that one party to a financial instrument will fail to
discharge an obligation and cause the other party to incur a financial loss.

The Group structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted
in relation to one borrower, or groups of borrowers, and to industry segments. 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 the counterparty to comply with the contractual terms and conditions. With
respect to credit risk on commitments to extend credit, the Group is potentially exposed to loss in an
amount equal to the total unused commitments. However, the likely amount of loss is less than the total
unused commitments since most commitments to extend credit are contingent upon customers maintaining
specific credit standards. The Bank applies the same credit policy to the contingent liabilities as it does to
the balance sheet financial instruments, i.e. the one based on the procedures for approving the grant of
loans, using limits to mitigate the risk, and current monitoring. The Group monitors the term to maturity of
credit commitments because longer term commitments generally have a greater degree of credit risk than
shorter-term commitments.

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

2004
OECD Non-OECD Undefined Total
countries countries (incl. allow-
ance for
losses)
ASSETS
Cash and balances with the National Bank of
Georgia - 21,819 - 21,819
Loans and advances to banks, net 16,991 8,732 (153) 25,570
Loans and advances to customers, net - 118,481 (2,581) 115,900
Securities held-for-trading - 23,270 - 23,270
Investments - 92 - 92
Goodwill, net - 11,613 - 11,613
Fixed and other intangible assets, net - 5,229 - 5,229
Other assets, net - 2,303 (125) 2,178
TOTALASSETS 16,991 191,539 (2,859) 205,671
LIABILITIES
Deposits from banks - 483 - 483
Customer accounts 1,864 63,797 - 65,661
Subordinated debt - 79,670 - 79,670
Tax liabilities - 166 - 166
Other liabilities - 502 205 707
TOTAL LIABILITIES 1,864 144,618 205 146,687

NET POSITION 15,127 46,921




2003

OECD countries Non-OECD  Undefined (incl. Total
countries allowance for
losses)

ASSETS
Cash and balances with the National Bank of

Georgia - 10,920 - 10,920
Loans and advances to banks, net 8,098 13,979 (273) 21,804
Loans and advances to customers, net - 68,330 (4,465) 63,865
Investments - 2,651 - 2,651
Goodwill, net - 12,324 - 12,324
Fixed and other intangible assets, net - 3,355 - 3,355
Other assets, net - 3,182 (1,346) 1,836
TOTALASSETS 8,098 114,741 (6,084) 116,755
LIABILITIES
Deposits from banks - 9,524 - 9,524
Customer accounts - 51,968 - 51,968
Subordinated debt - 7,265 - 7,265
Other liabilities - 1,228 238 1,466
TOTAL LIABILITIES - 69,985 238 70,223
NET POSITION 8,098 44,756
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