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Dear Ladies and Gentlemen,

The financial market accounts for a significant part of the
growing Georgian economy. It plays a major role in contribu-
tion to the development of the country, increase in investment
financing, creation of new job opportunities and tax payments
in state budget.

The year 2006 can be hailed as a major year in the develop-
ment of the banking sector.

The net profit generated by commercial banks during the year
amounted to 92 mlIn. GEL, accounting for a 33% growth rate
compared to the last year’s similar parameter. This reflected
on the capitalization of the banking sector, strengthened by
growing interest and entry of foreign banks. Cartu Bank con-
tributed significantly with its 13-mln. net profit and best ROA
in the sector.

Our Bank is one of the largest creditors of the Georgian
economy.

Providing support to the strategic industries necessary for the
development of the country is our top priority.

The rapidly developing and expanding sector provides op-
portunities to consider a number of innovative ideas. The Bank
structure is adjusted to the competitive environment.

The satisfaction of the Bank customers and shareholders, mo-
tivation and initiative of our employees is the core objective of
the Management to step up the Bank development pace.

We believe that the efforts that we made in 2006 will result in
significant development of the Bank in the future.

I'd like to thank our customers and shareholders whose sup-
port and strategic goals enable us to make our contribution to
the national economy.

George Chrdileli
Chairman of the Supervisory Council
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Dear Ladies and Gentlemen,

The past year 2006 was interesting and full of challenges for
Cartu Bank. We can proudly say that our Bank is well-pre-
pared to welcome the growing competition in the banking
sector. The growing inflow of foreign investments in our
country, the appearance of widely known foreign banks in
the Georgian banking sector and a rapidly increasing pace
of business processes in the nation send a message that only
steady development and predictable profitability can no
longer guarantee a sustained place of the largest player on
the market. The need for crucial strategic and organizational
changes has emerged.

Thus, in 2006 Cartu Bank purposefully implemented the stra-
tegic plan of corporate reforms. We have set an ambitious goal
to become an outstanding institution in the Georgian banking
sector, offering top quality and widest range of exclusive ser-
vices to corporate customers. Our goal is to go beyond what
is encompassed by the concept of commercial bank service.
We serve as a strategic partner for our clients, thus we act in
unison with them and often perform the role of a pioneer on
the behalf of our customer and contribute significantly toward
making each business opportunity a success.

We paid considerable attention to strengthening the mid-
level management of the Bank. A team of motivated young
leaders has been formed. Intensive trainings are conducted
for the Bank employees of all levels, with particular emphasis
on improved customer service culture. Internal communica-
tion systems have been streamlined.

The successful completion of the year 2006 and implementa-
tion of the projects, launched before, provide us with a solid
basis to deliver a clear message to our customers, our investors
and each individual member of our team that Cartu Bank will
consistently follow its institutional building program to guar-
antee the economic revival and welfare of our nation in gen-
eral and peace and prosperity of our customers in particular.

George Kvirikashvili
Director General
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Our mission is to make substantial contribution to the strategic
fields of Georgian economy, by providing leading companies
with superior quality and exclusive financial services.

Core values:

e Prime quality services and full range of proficient banking
products;

« Customer’s high loyalty;

« Customer oriented modern and innovative financial solu-
tions;

« Highly-qualified, motivated and success oriented team.
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Cartu Bank aims to become an outstanding financial institu-
tion that will:

o Set exclusive standards for financial services for the leading
corporate clients in Georgia;

+ Gain strong position among the top three players of Geor-
gian Banking Sector;

« Have highly qualified, motivated and committed team;

« Make substantial contribution to the growth of Georgian
economy, development of businesses and improvement of
living standards for the community. As the result, Bank will
significantly increase its value for its shareholders as well as
for the customers, employees and the whole society.
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GEORGE CHRDILELI

Chairman of Supervisory Board

DAVID KIGHURADZE

Deputy Chairman of Supervisory Board

ZAZA MACHARASHVILI

Member of Supervisory Board

Vot P lenpemen

GEORGE KVIRIKASHVILI

Director General

DIMITRY KUMSISHVILI

First Deputy Director General

NATO KHAINDRAVA

Deputy Director General

ZURAB GOGUA

Director of Credit Department

DAVID RUSIA
Deputy Director of Credit Department,
Head of Corporate Clients Lending Unit

EKA KILADZE

Head of Customer’s Service Centre

NANA KURIDZE
Director of Plastic Cards’ Service
and Processing Department
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EKATERINE SURMANIDZE

Deputy Director of Customer’s Service Center

NINO TSETSADZE

Head of Individual Service Unit

KAKHABER KATSITADZE

Head of Interbank Relations Department

GEORGE NOZADZE
Head of Relations with International Financial
Institutions Unit

NATALIA KOBETSI

Head of Documentary Operations Unit

NINO ADUASHVILI
Head of Correspondent Banking Unit

RAMAZ KURDADZE

Director of Legal Service Department

IRAKLI MARGVELASHVILI

Deputy Director of Legal Service Department

MANANA NADIRADZE

Chief Accountant

LEVAN ABASHIDZE
Head of SME lending Unit

GOCHA CHIKVILADZE
Directorof EconomicSecurity, Cash Desk, Cash Collection
and Administrative Services Department

NATALIA SHELEGIA
Head of Marketing and Public Relations Unit

GEGA METEPSHISHVILI
Head of New Products and Methodology Unit
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3900M980b 356ymanemgdnb memmbo Head of Human Resources Unit

BIMIS 0133DOdI ZURABTEVZADZE

33m6m3nzmmn 365emnbab ©g336385996B0b nMgf§men Director of Economic Analyzes Department
3QORN3IA dLOYOINSEN VLADIMER ASATIANI

33mbm3nzamn 365emabab 39638399660l ngg@mmab dmswgnemy, Deputy Director of Economic Analyzes Department, Head of
bsgg33m-93mbm3n 0 gsbymeanemgdab wammba Planning and Economy Unit

Q33001 IM&NdI DAVID KORIDZE

30656b=yH0 dmbogmmnbgab 356ymgnemgdob meHmbn Head of Financial Monitoring Unit

330 bMABIGND LASHA KHOPERIA

oy 3790080l ©933568539680b pofMgf§men Director of Internal Audit Department
3964039 39396033020 GURAM MACHARASHVILI

39696 5em7hn omgg@mab dEBgz9emn Advisor of Director General in Law Issues
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069320 336000 IRAKLI BERAIA

bgbbgdab s5@3nbabGMngdab 356ymanemgdab emmbo Head of Credit Administration Unit
30060 bOBO6N33N0 PAATA KHIZANISHVILI
36m3mgdain bgbbydnb dsthorgnb gobymenemgdab ammbn Head Bed Debts Monitoring Unit
33d0 33060BLITND BEKA KVARATSKHELIA
60b39380b smmnz0b 356gmanemgdob maBmbo Head of Risk Managements Unit
Q33001 bRIRHII DAVID ZGUDADZE

. 3m8963300b 356ymanemgdob eBmbo Head of E-Commerce Unit

DIV OBOMOZINT0 ZURAB AZARASHVILI
3emob§nzamn 3363mgdob m3gmamgdab 3sbymenemgdnb memmbo Head of Plastic Cards’ Processing Unit
3M&NOL X03IBN MORIS JIBUTI

bsnbgmmdszom §gfbmemmgngdab 935638599680l @nMgddmein Director of IT Department

DIV 306JI30dI ZURAB KERDZEVADZE
bsdsb3m 3mEng§gdnbs s Jbaemgdnb gsbymenemgdab waHmba Head of Banking Products and Network Unit
ORJIILOERAI JIAMN33NN ALEXANDER KETISHVILI
3emob§nzammn 3s63mgdab 3hm39b0630b gs6ymenemgdab maammbn Head of Plastic Card’s IT Unit

33do R3I3060330<20) BEKA LEVANISHVILI
3mgFsdmemn 7 dmb39emymeznb 356ymgnemgdob wemmbo Head of Software Unit

30M&30 X06IB033N0 GEORGE JANEZASHVILI
637603960 4d6mb39emymeznb gsbymeznemgdab wammbo Head of Technical Software Unit
AJILIRV6 KMTNJI RUSUDAN DOLIDZE

bszsbm 3mdbsboymgdabs s 5sbymemmdab Head of Cash Desk Services and Valuables Unit
396ymenemgdab ammbo

306IN 3I@O3N33N0N MICHAEL MERABISHVILI

0635b5300b 356yme0emg30b gAMb Head of Cash Collection Unit
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GEORGE TRIPOLSKI
Head of Assets/Liabilities Unit

ZURAB RUSISHVILI

Assistant of Director General

ZVIAD KHUKHUNASHVILI

Head of Securities Unit

DAVID TSULUKIDZE

Head of General Service Unit

KETEVAN ONEZASHVILI

Head of Vake Service Center

DAVID GIORGADZE

Director of Krtsanisi-Mtatsminda Branch

GEORGE MIKABERIDZE

Director of Batumi Branch

TARIEL TUTARASVILI

Director of Kutaisi Branch
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On November 1, 1996 Joint-Stock Company Cartu Bank was
founded.

On January 9, 1997, Joint-Stock Company Cartu Bank ob-
tained the General License for Banking.

In 1997, Cartu Bank became a member of SWIFT internation-
al system.

In 1998, the Bank obtained the license for conducting of the
transactions involving precious metals and stones.

In 1998, the Bank obtained the license for issuing securities.
Since January 2000, the Bank has been offering its custom-
ers fast money transfer services by means of a popular sys-
tem called Western Union.

In April 2001, Cartu Bank purchased assets and liabilities of
JSC Absolute Bank. Cartu Bank acquired a full package of
card business from Absolute Bank, becoming a holder of a
processing center.

In April 2001, VISA International, an international card sys-
tem, accorded Cartu Bank the status of a principal member
of VISA International.

In April 2002 the Bank signed a contract with MasterCard,
becoming a principal member of Europay, an international
payment system.

In 2002, for the first time in Georgia, Cartu Bank and Diners
Club International payment system signed a general agree-
ment on card services.

In 2002, in its traditional business rating, “Georgian Times’, a
media holding, named Cartu Bank and its leader among the
best 21 Georgian private companies.

In 2003 the Bank has been authorized to serve AMERICAN
EXPRESS cards.

In 2003, the Bank started issuing MasterCards within Master-
Card International Payment System.

In 2004, after certification, Cartu Bank obtained the right to
serve MasterCards in Georgian trade and service facilities.

In 2004 jointly with its partner banks, Cartu Bank introduced
a new bank product - money transfers - “Fast Mail".

On November 28, 2005 Cartu Bank opened its branch in Batumi.
In 2005, Cartu Bank introduced Internet banking.

In November 2005, Cart Bank completed certification of the
Electronic Commerce Project with VISA International.

In 2006, Cartu Bank signed a Credit Line Agreement with EBRD
(European Bank for Reconstruction and Development).

On November 24, 2006, the Bank launched SMS information
service to promptly inform the Bank customers, both old
and new, on any innovation in the Bank.



e 2005 Bemol 28 Bmgddgmb gonblbbs LL 35630 Jotormb* e In 2006 Cartu Bank started to perform money transfers by

b509380l gomasmo. means of Money Express, ANELIK and UNISTREAM.
e 2005 Byl @onbgmas abBgmbg@ do6306g0. e On April 28, 2006, Cartu Bank and EBRD signed an agree-
e 2005 Bemalb 6339630 ,85638s Jotormd* mesbEmms VISA ment allocation of a guarantee line to support trade financ-
International-msb gmgd@®mbyma 3mBgHz0alb 3Gmgd@ab ing and since then Cartu Bank has been closely cooperating
LYIPGORNGS(30S. with such customers, particularly in terms of documentary
¢ 2006 Bgeb 356335 Jomornd“ by 8msbgms EBRD-0sb operations.
(936m30b Gg3mbLEGGHNJ300bs s g5630mMadals dob- e On December 20, 2006, Cartu Bank opened its Vake Service
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m3gMoG Mmoo dg08ymdl 35630l 6gd0b3ngMa bosbemals
dgbobgd.
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¢ 2006 Bemalb 28 836l ,85633s Joormd“ bgma Imsbg-
o EBRD-006 bgemdg36mmgdols 3odmdal 0og30656L9800
bgmdgbymdol bogo@sb@om babalb as8mymeal dgbabgd
5 3oL dg8mna BFnMmm 9653dMMBmMAL m3mdg6-
B M39Fs(3090006 3ndatimgdaon.
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2006 Bmob gob8s3tmmdadn 85630L domnsba sg@nzgdo Ligs-
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0d803980L bggtnmn Bomo Lgd@mMal sd@ngqdals 7.3%-b
MMab, 3omgdmmgdgdabs 30 — 6.4%-L.
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Dynamics in Assets-Liabilities Structure

The year 2006 saw a stable growth in the Bank's total assets to
reach 302.0 min. GEL at the end of the year. Compared to the
previous year, the figure increased by 57 min. GEL, i.e. 23%.
The share of the Bank’s assets accounts for 7.3% of the assets
and that of liabilities accounts for — 6.4% of the liabilities of the
banking sector.

(025663930 8m(3989cm05 3015b (m36933n)

(Sums are given in thousand GEL)

2003 l 2004

3J@nzgd0
Total Assets

2005 l 2006

39ngdmgdgdo
Total Liabilities
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2006 Bemobongolb ,80630 Joforgb® ©g3mbo@gdds dmadsdes In 2006 the deposits of Cartu Bank increased by
8.6 3mb. mstoom. 8.6 mIn GEL.
90 000 —
80000 —
70 000 —
60000 —
50000 —
40 000 —
30000 —
20000 —
10000 —
2003 2004 ! 2005 2006
©93mbo@ggdn
Deposits
2006 b¢mab g36353emmdsdn gsbgaema bofmxgdo The expenses incurred in 2006
2006 Bl asb8sgmmmdedn 3s630Lb Bagm gobgmma  bafggda The expenses incurred by the bank in 2006 remained stable in
065MRmB980s LGIGaEINEMASL Jgdmbogmgdmsb dndsmgdao. relation to the revenues earned.
25000 —
20000 —
15000 —
10000 —
5000 —
] |
2003 2004 2005 2006
batigggdn

Total Expenditure




Jgdmbsgemgdob wnbsdngs (2003-2006) Dynamics in Revenues (2003-2006)

2006-d0  35630L  dormnsb  Fndmbogmaddo  LEedor s The year 2006 was a stable continuation of the 2004-2005
afdgemmgds 2004-2005 Brgdol DM@l §9bogbzns s 3dg- growth trends in the total revenues of the bank, amounting to
dmbagaemds 35,3 mb. moMb Bnambos. 35,3 min. GEL at the end of the year.
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2006 Bemob go68sgemmdsda 0963 Jotormda” 860d369mm3s60
bodoggdo as@snEas 3MM3MEsGomma 3mngbBqdol dobal
35x3MmMgdaby s FmM3LbabyMadal batnbbol sdsmmadals-
o300, 3gfdmE, bLs3MgEoG™ dmEEGRJmab  ImsMmmdsd
235,9 8mb. momb gomssgdsmds s Babs bymmsb dgmsmgdom
36.9%-000 go0boMEs. 630bos Lgbbgdds dmnsba Lgbbgdal
97% oo 35630l 630bs 5J@03980b 75% dgsanbs.

Lasbasndm 3gMnmmal dmenmb 356306 Lo gMgaGm 3me-

&xgmab  badmeemm  gbmboemds  3Gim(396@3s  Bemayn
13.47% dgo0g0bo.

2006 Bmob gob3s3emmdadn ,d563 Joormdn® od(396@0 as3go-
o bagMgmo@m @356 Ee896@)nb F9dsmdal abgo Ladsbabm
bagnobgddyg, Bmamtngss: asdmmaemn s 39Mb3gddnmmo
3906M930b 8mbogs, sMbgdnma 3006980l dqboRmbgds-
35003bogds, ©9g35ME896@0b LEMNJGNOMmo Bmupg@-
Babo(300L 35(0068gd0L Fgdmdsggds. Fgdmdsgms gMonsbo
LogMgodm LEBbEIMEBGdn s ©M 36 nFgdal Lobdgds.

2006 Bgemb gonbomms ds630L sg@om@mds amdgmaamnsbo
5309008 gd0L Fnmboo s gho BgmDg 89@n 3omnm go-
3980 bgbbgdol dmnemdsd Fomnsba Lybbgdal 82%
dqoa0bs.

»05630 oo dmdboemn LsgMga@m dmmo@n3zob dgwg-
a5, ™domoblbs ©s Mganmbgddn 8segsman 860336gmmas-
bo 3mgd@o gobbmmsagms. godmoagzzgms dbgbbgdemgdals
omEqbmdal bAwolb @9bwgbzns.

badomggmmdn o8 g8o3dy oo 3b60336gemmds  9bodg-
ds 033mM&dg8(33mgmo ©d 9JL3MGBE DY MENgbGMgdmema
Ba68mgd0b og30656Lgdsl, Momash J3gybol 3GamEndg@n
LadFgb3gmm 3mBabs0omal sdmdBgwgds s doba gsbzo-
0569806 bgemdgbymdss. LEmMgm 530@m8 ,80630 Jotorn”
33o3 bagdoMmggmmb 86gbggmmdal go-gfo 48Lbgoemgl
dﬁ)gg\)n@mﬁ)o(g 66360.

Lo 3PgEaG™ bogdnsbmdal ymmbom, dmem ™o Bral asb3s-
3emmdado ,85630 Joob® g sMBgmma nym, doMomsmsw,
bado 3GmE0d @& Mo bgd@m@n: 3GB3gmmds, 3odMmds s
3mdLab@gds. 2006 byl aggnbsblgdal 3GnmMnd g@men
ofMgqdse asdmngzzgos 3Mgb3gemmdal bgd@mo.
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In 2006, Cartu Bank made important steps to increase corpo-
rate customer base and improve service quality.

In particular, the credit portfolio exceeded 235,9 min.GEL,
marking a 36.9% growth compared to the previous year. The
net loans accounted for 97% of the total loans and 75% of the
net assets of the Bank.

At the end of the fiscal year, the average annual weighed inter-
est of the credit portfolio of the Bank accounted for 13.47%.

In 2006, Cartu Bank focused on such areas in the work of the
credit department as: recruitment of new, experienced and
promising staff, sustaining and training of the existing staff,
development of the versions of structural modernization of
the department. Unified credit standards and documentation
system were developed.

In 2006 the Bank intensified its efforts toward long-term cred-
iting - the volume of loans granted for longer than 1 year ac-
counted for 82% of the total loans granted.

Thanks to the flexible credit policy of Cartu Bank, a large num-
ber of important projects were implemented in Thilisi as well
as in regions, resulting in a market growth in the number of
borrowers.

At this point, Georgia attributes great importance to import-
substituting and export-oriented production financing as the
national priority is to activate a domestic industrial potential
and promote its further development. Therefore, Cartu Bank
remains one of the largest creditors to the Georgian industry.

In terms of crediting, for the last two years Cartu Bank has basi-
cally focused on the following three priority sectors: industry,
trade and service. In 2006, industry stood out as a priority sec-
tor for financing.
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2006 Bgemb ,85630 Jotormb® Immgebgmdals badstmggmmbl
Ladob3m LogMzgdn 10 Bgemo gnbemmes. ds6338> Bnbbaw
o0boby  aobbsgmmMgdmma Bamomo dgo@ebmb 439960l
8603369emm3560 oMaqdal asbznmatgdedo domdn Bsdyzebo
3m33560530bmgal MBscmabo batabbolb qdbzemnbogma Lo-
3nbsBLm dmBLabE93aL Bgmogobgdals g boo.

30630 3nbbow aboboglb 860d369mmazba  gosmdgmdgbmb
30968980 3m3babnFmgdal bafmabbo, gosgsmommb 3mogb-
&0l 3obs s 5436sl nggMbngasaMgdamo 3mMHGg-
™m0, ©b396mb Gab ol dommgzal bob@gdgdo, donmmb bsg@-
®3dmEabm bszMgmo@m Mgo80ban, 3obrgl BsdbndsemmMow
35330035y, Moz 9BO™ Jodbo3zgmb asboab dob nbzqb-
BmMMgdabomgab.
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»00630 oo a9ads3L Lo 3Mg@o@m 3Mmamaednmo @ogn-
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Lo, sbggg LogFMedmEabm boggnbsblbm 0BLENEME 93006
960mdmogzn 3GmaMmsdgdol gomamaddo.

3M0mBH0@ 9@ Mm 3MHmaMsdgden bomBmmaqbaemos:

1. 083m@&d98(33emgemo Bocdmads;

2. LygJL3MEEGM BaBmgds s 4JL3MME0;
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2. 36035@0Ds(300b 3MMaMads;

3. 3096mdab bgmdgbymdal 3MmaMseda:

4. B0b3ab 0bxMobEn@mmolb asbzomemadal 3MmaMsds;
5. Bo6B8mgdalb 3Mm3gLab F930mbgddn asws@ebal bgmdgbymds.
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»05630 oo 8mBsgamdai  930Mgdl  860d3bgmmmsba
8380mmb 3emngbGos dmBLabyFmgdol bamabbolb ©mby s
3qboogeDmb oo dsbadyg sEbgdmmn Ladsbm dMmond@gdo
o dMogeemn bmgszns. @abemmgl 3mBszaemdn ngqadgds 3me-
3mEs@0mmon 356306980 xamaal RsBmysmadgds, Gmdmal
30Dab0s d63Ls o Bm3bIsMgdgml Imenl amdgmaamnabo
5 M0N0 Hc8mM3ggonsbn MEmgMmmmdgdal gobgomatmagds.
3MO3mBsGommo 3563060b 8mEgmdg gomsbzmom Logmd-
bmdmom aomdxmdgbogds dm8Lobymgdal baGobbo ©s dgo-
486905 08653gMmzg Ladsbim 3MmEYdEgdal 353980.
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Cartu Bank has been in the Georgian banking business for 10
years already. The Bank aims to make significant contribution
to the development of the strategic fields of Georgian econo-
my, by providing leading companies with superior quality and
exclusive financial services.

The Bank aims to significantly improve customer service qual-
ity, widen the customer base and create a diversified portfolio,
streamline risk management systems, acquire an international
credit rating and become maximally transparent, becoming
more attractive for investors.

Programs to be Financed

Cartu Bank intends to carry out credit program financing with
its own resources as well as under the joint programs with in-
ternational financial institutions.

Priority programs include:

1. Import-substituting production;

2. Export production and export;

3. Development of service and trade networks.

The list of the programs to be financed will also include:

1. Production of building materials program;

2. Privatization program;

3. Trade support program;

4. Tourism infrastructure support program;

5. Moving the production process to regions support program.

Offering Prime Quality Services

Cartu Bank will further improve the customer service stan-
dards and offer customers banking products currently avail-
able on the market as well as many other innovations. In the
near future, Corporate Banking Team will be set up to estab-
lish long-term and mutually beneficial relationship among the
Bank customers. By introducing the corporate banker model,
the service quality will significantly improve and the package
of new banking products will be created.
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35675398980 EBRD-ab 80g® ,80630 Jotorgb® 30308030
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obgzg, oggadommos dagn drmzab 3ogmdabs s gobgnomos-
1980b 35630006 304MBaL bgmdqbymdal 3Mmasdol gom-
amgddo LozMgEadm ©s LagsMebGom babol godms 5 33
dmb. EmEsmsdy.
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3mabobmMgdgda dgbmagsdmb.
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IFC, KFW, World Bank, EBRD, BSTDB (Black Sea Trade and Deve-
lopment Bank), ADB (Asian Development Bank).

Launching New Service Centers and Streamlining Services

Cartu Bank will serve corporate customers with prime quality
and conditions diversify the range of banking products and
offer customers both new and currently available products
under improved and flexible conditions. Therefore, two new
branches will be opened in Lilo Settlement and Pekini Avenue
(Thilisi) by the end of the year.

Regional Expansion

In the nearest future Cartu Bank will open a new branches in
the regions to offer more convenient environment to its cus-
tomers. In 2007-2008, Cartu Bank branches will be established
in Gori and Telavi.

Relations with international financial institutions and bank-
correspondents

Cartu Bank intends to establish and maintain close contacts
with the financial institutions operating in the region. Inten-
sive talks are currently underway concerning the purchase of
stocks by EBRD’s new emission in the capital of Cartu Bank. Be-
sides, Cartu Bank plans to increase a credit and guarantee line
to 5 mIn. USD under the Trade Financing Project with Black Sea
Trade and Development Bank.

Cartu Bank is working intensively to increase the guarantee
limit allocated by AmEx. to 3mlIn. USD.

The Bank is set on further strengthening ties with international
financial institutions and organizations in order to offer new
products and services to its customers. The list of the financial
institutions, with which Cartu Bank will cooperate, includes:
IFC, KFW, World Bank,

EBRD, BSTDB (Black Sea Trade and Development Bank) and
ADB (Asian Development Bank).
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On the international market

In 2006 important steps were made toward starting coopera-
tion with international financial institutions. In particular Eu-
ropean Bank for Reconstruction and Development (EBRD) al-
located 3 min. USD credit line for Cartu Bank under the Trade
Financing Program. Moreover, agreement has been reached
for further development of the cooperation, namely for alloca-
tion of 3 miIn. USD credit line to finance energy saving projects
and 7 min. USD credit line for small and medium corporate
customers. Foundations were laid to close cooperation with
Black Sea Trade and Development Bank (BSTDB) - a credit and
guarantee line of 1,5 min. USD was allocated under the Trade
Financing Project.

Besides, Cartu Bank and World Bank signed an agreement on
allocation of 2,5 min. credit line to finance the development of
agricultural production sector.

In addition, in 2006 the Bank signed an agreement with AmEx
for allocation of 500 000 USD guarantee limit.

On the Georgian Market

On December 20, 2006 Cartu Bank completed the renovation
of JSC Cartu Bank Service Center (at 24 I. Abashidze St). The
Service Center offers full operation services to both corporate
and individual customers.

High-tech product development trends continued in 2006.
The Bank introduced B2B product - electronic commerce. For
the first time in Georgia, Cartu Bank started to provide oppor-
tunity to all on-line merchants for processing and financial ser-
vices throughout the world.
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STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

The following statement, which should be read in conjunction with the independent auditors’ responsibilities
stated in the independent auditors’ report set out on pages 2 and 3, is made with a view to distinguishing
the respective responsibilities of management and those of the independent auditors in relation to the
consolidated financial statements of Joint Stock Company Cartu Bank (the “Bank™) and its subsidiary (the

“Group”).

Management is responsible for the preparation of the consolidated financial statements that present fairly the
financial position of the Group at 31 December 2006, the results of its operations, cash flows and changes
in equity for the year then ended, in accordance with International Financial Reporting Standards (“IFRS”).

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

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

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

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

Management is also responsible for:

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

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

e  Maintaining statutory accounting records in compliance with legislation;
o  Taking such steps as are reasonably available to them to safeguard the assets of the Group; and

° Detecting and preventing fraud, errors and other irregularities.

The consolidated financial statements for the year ended 31 December 2006 were authorized for issue on
24 April 2007 by the Bank’s Management Board.

-

On behalf of the M nage@ard:

{+ [frran
7 N b e
Chairmary ¢f the Supervisory Board ; ' General Director
George Chrdileli George Kvirikashvili

24 April 2007 24 April 2007




INDEPENDENT AUDITORS’' REPORT
To the Shareholders and Board of Directors of Cartu Bank Group:
Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Joint Stock
Company Cartu Bank (the “Bank”) and its subsidiary (the “ Group™), which comprise the
balance sheet as at 31 December 2006, and the income statement, statements of changesin
equity and cash flows for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

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

This responsibility includes: designing, implementing and maintaining internal control relevant
to the preparation and fair presentation of financial statementsthat are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosuresin the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’ s preparation and fair presentation of

the financial statementsin order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’ sinternal control.

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



Deloitte.

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

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects the
financial position of the Group as at 31 December 2006, and of its financial performance and its

cash flows for the year then ended in accordance with International Financial Reporting
Standards.

Oeloite 5 Towude

24 April 2007



CARTU BANK GROUP

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006
(in Georgian Lari and in thousands)

Interest income
Interest expense

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

Initial recognition adjustment on interest bearing assets
Provision for impairment losses on interest bearing assets

NET INTEREST INCOME

Net gain on equity securities held for trading

Net gain on foreign exchange operations
Fee and commission income

Fee and commission expense

Dividends received

Other income

NET NON-INTEREST INCOME
OPERATING INCOME
OPERATING EXPENSES

OPERATING PROFIT

Recovery of provision /(provision) for impairment losses on other

transactions
PROFIT BEFORE INCOME TAX
Income tax expense
NET PROFIT
Attributable to:

Equity holders of the parent
Minority interest

On behalf of the Management B

e g

Notes

4,25
4,25

5,23

10

Year ended Year ended
31 December 31 December
2006 2005

27451 18,648
(3,520) (2,833)
23,931 15,815
(261) (522)
(1,537) (5,988)
22,133 9.305

- 2,865

458 1,308

6.596 5,349
(1,510) (1,355)

- 422

646 474

6,190 9.063
28,323 18,368
(11,866) (8,483)
16,457 9,885
181 (244)

16,638 9,641
(3.700) (2,589)
12,938 7,052
12,967 6.968

(29) 84

12,938 7,052

Chaifran of the Supervisory Bo
George Chrdileli

24 April 2007

General Director
George Kyvirikashvili

24 April 2007

The notes on pages 9-42 form an integral part of these consolidated financial statements. The Independent Auditors’ Report is on

pages 2-3.



CARTU BANK GROUP

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2006
(in Georgian Lari and in thousands)

On behalf of the

ASSETS:

Cash and balances with the National Bank of Georgia
Due from banks

Loans to customers

Investments available-for-sale

Investments held-to-maturity

Goodwill

Property, equipment and intangible assets

Other assets

TOTAL ASSETS
LIABILITIES AND EQUITY

LIABILITIES:

Due to banks

Customer accounts

Provisions

Current income tax liabilities
Deferred income tax liabilities
Other liabilities

Subordinated debt

Total liabilities

EQUITY:

Equity attributable to equity holders of the parent:
Share capital
Retained earnings

Total equity attributable to equity holders of the parent

Minority interest

Total equity

TOTAL LIABILITIES AND EQUITY

ana@ard:
L

e VTN

Chairyhan of the Supervisory Board

George Chrdileli

24 April 2007

Notes 31 December 31 December
2006 2005

11 22,243 19,289
12 29,207 43,947
3,25 227,539 162,575
14 92 92
15 5,283 -
16 7.965 10,873
17 8,705 6,410
18 1,013 1,746
302,047 244,932
19 484 510
20,25 82,132 73,711
5 168 311
215 156
10 780 -
21 600 1,040
84,379 75,728
22 126,064 90,538
210,443 166,266
23 54,716 54,716
36,079 23,112
90,795 77,828
809 838
91,604 78,666
302,047 244,932

~TF I

General Direc

tor

George Kvirikashvili

24 April 2007

The notes on pages 9-42 form an integral part of these consolidated financial statements. The Independent Auditors’ Report is on

pages 2-3.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2006

(in Georgian Lari and in thousands)

31 December 2004

Share capital increase through
issuance of ordinary shares

Net profit

31 December 2005

Net profit

31 December 2006

Share Retained Total equity Minority Total
capital earnings attributable interest equity
to equity
holders of
the parent
42,088 16,144 58,232 754 58,986
12,628 - 12,628 - 12,628
- 6,968 6,968 84 7,052
54,716 23,112 77,828 838 78,666
- 12,967 12,967 (29) 12,938
54,716 36,079 90,795 809 91,604

On behalf of the Management'Board:

< J77ie—

Chairphan of the Supervisory Board
George Chrdileli

24 April 2007

General Director
George Kvirikashvili

24 April 2007

The notes on pages 9-42 form an integral part of these consolidated financial statements. The Independent Auditors’ Report is on

pages 2-3.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2006
(in Georgian Lari and in thousands)

CASH FLOWSFROM OPERATING ACTIVITIES:

Profit before income tax

Adjustments for:
Provision for impairment losses on interest bearing assets
(Recovery of provision)/provision for impairment losses on

other transactions

Unrealized gain on foreign exchange operations
Impairment of goodwill
Depreciation and amortization
Change in interest accruals, net

Cash flows from operating activities before changesin
operating assets and liabilities

Changes in operating assets and liabilities
(Increase)/decrease in operating assets:
Minimum reserve deposit with the National Bank of Georgia
Due from banks
L oans to customers
Net proceeds on sale of investments held-for-trading
Other assets
Increase/(decrease) in operating liabilities
Due to banks
Customer accounts
Other liabilities

Cash outflow from operating activities before taxation
Income tax paid

Net cash outflow from operating activities

CASH FLOWSFROM INVESTING ACTIVITIES:
Purchase of property, equipment and intangible assets
Proceeds on sale of property and equipment
Purchase of investments held-to-maturity
Dividends received

Net cash outflow from investing activities

Notes

Year ended Year ended
31 December 31 December
2006 2005

16,638 9,641
1,537 5,988
(181) 244
1,980 671
2,908 742

696 554
(1,103) 644
22,475 18,484
(3,232 (181)
25,823 (21,399)
(66,126) (54,305)

- 22,861

770 294

(28) 26

8,237 8,157
(432) 538
(12,513) (25,525)
(2,861) (2,599)
(15,374) (28,124)
(3,058) (4,136)
402 2,428
(5,279) -

- 422

(7,935) (1,286)




CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(in Georgian Lari and in thousands)

Notes Year ended Year ended
31 December 31 December
2006 2005
CASH FLOWS FROM FINANCING ACTIVITIES:
Issue of ordinary share capital - 12,628
Subordinated debt 34,830 11,262
Net cash inflow from financing activities 34,830 23,890
Effect of changes in foreign exchange rate on cash and cash
equivalents (178) (64)
NET INCREASE /(DECREASE) IN CASH AND CASH
EQUIVALENTS 11,521 (5.520)
CASH AND CASH EQUIVALENTS, beginning of year 11 27,468 33,052
CASH AND CASH EQUIVALENTS, end of year 11 38,811 27,468

Interest paid and received by the Group during the year ended 31 December 2006 amounted to
GEL 3,393 thousand and GEL 25,960 thousand, respectively.

Interest paid and received by the Group during the year ended 31 December 2005 amounted to
GEL 3,114 thousand and GEL 19,051 thousand, respectively.

On behalf of the(Management Bgard:

: VA S e
</- g TN TN tj 0
Chairm rpof the Supervisory Board General Director
George Chrdileli George Kvirikashvili
24 April 2007 ) 24 April 2007

The notes on pages 9-42 form an integral part of these consolidated financial statements. The Independent Auditors® Report is on
pages 2-3.



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006
(In Georgian Lari And In Thousands, Unless Otherwise Stated)

1. ORGANISATION

JSC Cartu Bank (the “Bank™) is ajoint-stock bank, which was incorporated in Georgiain the year
1996. The Bank is regulated by the National Bank of Georgia (the “NBG”) and conducts its business
under general license number 229. The Bank’s primary business consists of commercial activities,
operations with securities, foreign currencies, originating loans and guarantees and taking deposits.

The registered address of the Bank is 39a Chavchavadze Avenue, Thilisi, Georgia.
The Bank has two branches in Thilisi and branchesin Kutaisi and Batumi.

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

The Bank ownership
interest
Name Country of operation 2006 2005 Type of operation

Insurance Company
CartuLLC Georgia 60% 60% Insurance

Insurance Company Cartu LLC was formed as alimited liability partnership under the laws of
Georgiaon 13 September 2001. The company’s principal activity isinsurance.

The Bank also has investmentsin other subsidiaries and associates, Cartu Broker LLC (100%) and
Reestri 2001 LLC (60%), that have not been consolidated as such consolidation would not have had
asignificant effect on the consolidated financial statements taken as awhole.

The number of employees of the Bank as at 31 December 2006 and 2005 was 222 and 181,
respectively.

The Bank is part of the Cartu Group, alarge Georgian conglomerate located in Thilisi.

As at 31 December 2006 and 2005, the following shareholders owned shares of the Bank:

Shar eholder 31 December 2006 31 December 2005
% %

JSC Cartu Group 25% 25%

Interservice LLC 25% 25%

JSC Transinvest 25% 25%

JSC lagundi 25% 25%

Total 100% 100%

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



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

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

These consolidated financial statements were authorized for issue by the Bank’s Management Board
on 24 April 2007.

2. BASISOF PRESENTATION
Accounting basis

These financid statements of the Bank have been prepared in accordance with International Financia
Reporting Standards (“1FRS”) issued by the International Accounting Standards Board (“|ASB”) and
Interpretations issued by the International Financial Reporting Interpretations Committee (“1FRIC").

These financia statements are presented in thousands of Georgian Lari (“GEL”), unless otherwise
indicated. These financia statements have been prepared under the historical cost convention, except
for the measurement at the fair value of certain financial instruments.

Key assumptions

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

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

31 December 31 December
2006 2005

Due from banks 29,207 43,947
Loans to customers 227,539 162,575

Due from banks and loans to customers are measured at amortized cost less allowance for
impairment losses. The estimation of allowance for impairment losses involves an exercise of
judgment. It isimpracticable to assess the extent of the possible effects of key assumptions or other
sources of uncertainty on these balances at the balance sheet date.

Functional currency

The functional currency of these financial statementsisthe Georgian Lari.

10



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

3.

SIGNIFICANT ACCOUNTING POLICIES
Basis of consolidation

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

On acquisition, the assets and liabilities and contingent liabilities of a subsidiary are measured at their
fair values at the date of acquisition. Any excess of the cost of acquisition over the fair values of the
identifiable net assets acquired is recognized as goodwill. The minority interest is stated at the
minority’s proportion of the fair values of the assets and liabilities recognized. Subsequently, any losses
applicable to the minority interest in excess of the minority interest are allocated against the interests
of the parent. The equity attributable to equity holders of the parent and net income attributable to
minority shareholders' interests are shown separately in the balance sheet and income statement,
respectively.

All significant intra-group transactions, balances, income and expenses are eliminated on consolidation.
Goodwill

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s
interest in the fair value of the identifiable assets and liabilities of a subsidiary at the date of
acquisition.

The Group tests goodwill for impairment at least annually.

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

(@) Reassesses the identification and measurement of the Group’ sidentifiable assets, liabilities and
contingent liabilities and the measurement of the cost of the combination; and

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

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

Recognition and measur ement of financial instruments

The Group recognizes financial assets and liabilities on its balance sheet when it becomes a party

to the contractual obligation of the instrument. Regular way purchase and sale of the financial assets
and liabilities are recognized using settlement date accounting. Regular way purchases of financial
instruments that will be subsequently measured at fair value between trade date and settlement date
are accounted for in the same way as for acquired instruments.

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

11



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

Cash and cash equivalents

Cash and cash equivalents include cash on hand, unrestricted balances on correspondent and time
deposit accounts with the National Bank of Georgiawith original maturity within 90 days, advances
to banksin countriesincluded in the Organization for Economic Co-operation and Devel opment
(“OECD”), except for margin deposits for operations with plastic cards and government securities
denominated in Georgian Lari carried at fair value through profit or loss, which may be converted to
cash within a short period of time. For purposes of determining cash flows, the minimum reserve
deposit required by the National Bank of Georgiais not included as a cash equivalent due to
restrictions on its availability.

Due from banks

In the normal course of business, the Bank maintains advances and deposits for various periods of time
with other banks. Due from banks with a fixed maturity term are subsequently measured at amortized
cost using the effective interest method. Amounts due from credit ingtitutions are carried net of any
alowance for impairment losses, if any.

L oansto customers

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

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

Write off of loans and advances

Loans and advances are written off against allowance for impairment losses in case of being in arrears
more than one year.

Allowance for impairment losses

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

12



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

The determination of the allowance for impairment lossesis based on an analysis of the risk assets and
reflects the amount which, in the judgment of management, is adequate to provide for lossesincurred.
Provisions are made as aresult of an individual appraisal of risk for financia assetsthat are individualy
significant, and an individual or collective assessment for financial assets that are not individually
significant.

The change in the allowance for impairment losses is charged to the consolidated profit and loss and
the total of the allowance for impairment losses is deducted in arriving at assets as shown in balance
sheet. Factors that the Group considers in determining whether it has objective evidence that an
impairment 1oss has been incurred include information about the debtors’ or issuers’ liquidity,
solvency and business and financial risk exposures, levels of and trends in delinquencies for similar
financia assets, national and local economic trends and conditions, and the fair value of collateral
and guarantees. These and other factors may, either individualy or taken together, provide sufficient
objective evidence that an impairment loss has been incurred in afinancial asset or group of financial
assets.

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

I nvestments held-to-maturity

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

I nvestments available-for-sale

Investments available-for-sale represent equity investments that are intended to be held for an indefinite
period of time. The market for the Bank’ s investments available-for-sale is not active. Non-marketable
equity securities are stated at cost, less impairment losses, if any, unless fair value can be reliably
measured.

Property, equipment and intangible assets

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

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

Buildings and other real estate 50 years
Office equipment 5years
Data processing equipment 5years
Other 6-7 years
Intangible assets 10 years
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CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

Leasehold improvements are amortized over the life of the related |eased asset. Expensesrelated to
repairs and renewals are charged when incurred and included in operating expenses unless they qualify
for capitalization.

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

Animpairment is recognized in the respective period and isincluded in operating expenses.

After the recognition of an impairment loss the depreciation charge for property and equipment is
adjusted in future periods to allocate the assets' revised carrying value, lessitsresidual value (if any),
on asystematic basis over its remaining useful life.

Taxation
Income tax expense represents the sum of the current and deferred tax expense.

The current tax expense is based on taxable profit for the year. Taxable profit differs from net profit
as reported in the income statement because it excludesitems of income or expense that are taxable or
deductiblein other years and it further excludesitems that are never taxable or deductible. The Group’s
current tax expense is calculated using tax rates that have been enacted or substantively enacted by the
bal ance sheet date.

Deferred tax isthe tax expected to be payable or recoverable on differences between the carrying
amounts of assets and liabilitiesin the financial statements and the corresponding tax bases used in the
computation of taxable profit, and is accounted for using the balance sheet liability method. Deferred
tax liabilities are generally recognized for all taxable temporary differences and deferred tax assets are
recognized to the extent that it is probable that taxable profits will be available against which deductible
temporary differences can be utilized.

Deferred tax liabilities are recognized for taxable temporary differences arising on property,
equipment and intangible assets, and interest accrued on loans to customers except where the Group
is able to control the reversal of the temporary difference and it is probable that the temporary
difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assetsis reviewed at each balance sheet date and reduced to the
extent that it isno longer probable that sufficient taxable profitswill be available to allow all or part of
the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset isrealized. Deferred tax is charged or credited in the consolidated income statement,
except when it relates to items charged or credited directly to equity, in which case the deferred tax is
aso dedlt with in equity.

Deposits from banks and customers
Customer and bank deposits areinitially recognized at fair value. Subsequently amounts due are stated

at amortized cost and any difference between carrying and redemption value is recognized in the
consolidated income statement over the period of the borrowings using the effective interest method.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
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Subordinated debt

Subordinated debt isinitially recognized at fair value. Subsequently, subordinated debt is stated at
amortized cost using the effective interest method.

Provisions

Provisions are recognized when the Group has a present legal or constructive obligation as aresult of
past events, and it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation and a reliable estimate of the obligation can be made.

Financial guarantee contractsissued and letters of credit

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

guarantee contracts and letters of credit issued are initialy recognized at fair value. Subsequently they are
measured at the higher of (&) the amount recognized as a provision and (b) the amount initially recognized
less, where appropriate, cumulative amortization of initial premium revenue received over the financial

guarantee contracts or letter of credit issued.

Share capital

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

Dividends on ordinary shares are recognized in equity as a reduction in the period in which they are
declared. Dividends that are declared after the balance sheet date are treated as a subsequent event
under International Accounting Standard 10 “ Events after the Balance Sheet Date” (“1AS 10”) and
disclosed accordingly.

Retirement and other benefit obligations

In accordance with the requirements of the Georgian legislation, state pension system provides for
the calculation of current payments by the employer as a percentage of current total paymentsto staff.
This expenseis charged in the period the related salaries are earned. Upon retirement all retirement
benefit payments are made by pension funds selected by employees. The Group does not have any
pension arrangements separate from the State pension system of Georgia. In addition, the Group has
no post-retirement benefits or other significant compensated benefits requiring accrual.

Recognition of income and expense

Interest income and expense are recognized on an accrual basis using the effective interest method.
The effective interest method is a method of calculating the amortized cost of afinancial asset or
afinancial liability (or group of financial assets or financial liabilities) and of allocating the interest
income or interest expense over the relevant period. The effective interest rate isthe rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial
instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset

or financial liability.

Once afinancial asset or agroup of similar financial assets has been written down (partly written down)

as aresult of an impairment loss, interest income is thereafter recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment loss.
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Interest income also includes income earned on investments in securities. Other incomeis credited
to income statement when the related transactions are completed.

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

Foreign currency translation

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

Rates of exchange

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

31 December 31 December

2006 2005
GEL/1 USDollar 1.7135 1.7925
GEL/1 Euro 2.2562 2.1245

Offset of financial assets and liabilities

Financial assets and liabilities are offset and reported net on the bal ance sheet when the Group has
alegaly enforceable right to set off the recognized amounts and the Group intends either to settle on
anet basis or to realize the asset and settle the liability simultaneously. In accounting for atransfer of
afinancial asset that does not qualify for derecognition, the Group does not offset the transferred asset
and the associated liability.

Adoption of new standards

In 2006 the following interpretations and amendments applicable to the Group became effective:

o |FRIC 4 “Determining Whether an Arrangement Contains aLease” (effective 1 January 2006);
o |FRIC 9 “Reassessment of Embedded Derivatives’ (effective 1 June 2006);

e Amendment to IAS 39 regarding the financial guarantee contracts (effective 1 January 2006);
e Amendment to IAS 39 regarding the fair value option (effective 1 January 2006).

At the date of authorization of these financial statements, the following Standards and I nterpretations
applicable to the Bank were issued but not yet effective:

e |FRS7“Financial Instruments: Disclosures’ (effective 1 January 2007);
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
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e Amendmentsto IAS 1 regarding disclosure on the Bank’ s objectives, policies and processes for
managing capital (effective 1 January 2007).

The management is currently assessing the impact of the adoption of these new and revised
Standards and Interpretations in future periods.

4. NET INTEREST INCOME

Year ended Year ended
31 December 31 December
2006 2005
Interest income
Interest on loans to customers 26,479 18,189
Interest on due from banks 965 459
Interest on debt securities 7 -
Total interest income 27,451 18,648
Interest expense
Interest on subordinated debt (2,334) (2,037)
Interest on customer accounts (1,154) (782)
Interest on due to banks (32) (14)
Total interest expense (3,520) (2,833)
Net interest income before provision for impair ment losses on
interest bearing assets 23,931 15,815

5. ALLOWANCE FOR IMPAIRMENT LOSSES, OTHER PROVISIONS

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

Duefrom Loansto Total
banks customers
31 December 2004 153 2,581 2,734
(Recovery of provision)/provision (153) 6,141 5,988
Write-off of assets - (480) (480)
Recoveries of assets previously written off - 220 220
31 December 2005 - 8,462 8,462
Provision 17 1,520 1,537
Write-off of assets - (4,171) (4,171)
Recoveries of assets previously written off - 3,729 3,729
31 December 2006 17 9,540 9,557
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The movements in allowances for impairment losses on other transactions were as follows:

18

Other Guarantees Total
assets and other
commitments
31 December 2004 125 205 330
Provision 138 106 244
Write-off of assets (183) - (183)
Recoveries of assets previously written off 33 - 33
31 December 2005 113 311 424
Recovery of provision (38) (143) (181)
Write-off of assets (28) - (28)
Recoveries of assets previoudly written off 16 - 16
31 December 2006 63 168 231
6. NET GAIN ON FOREIGN EXCHANGE OPERATIONS
Year ended Year ended
31 December 31 December
2006 2005
Dealing, net 2,438 1,979
Trangdlation differences, net (1,980) (671)
Total net gain on foreign exchange operations 458 1,308




CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (CONTINUED)
(In Georgian Lari and in thousands, unless otherwise stated)

7.

FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income:
Cash operations

Foreign exchange operations
Settlements

Documentary operations
Other

Total fee and commission income

Fee and commission expense:
Cash operations

Settlements

Foreign currency operations
Other

Total feeand commission expense

OTHER INCOME

Insurance premium
Income from other banking operations

19

Year ended Year ended
31 December 31 December
2006 2005

2,675 2,069

1,435 1,114

1,262 1,197

918 688

306 281

6,596 5,349
(1,060) (847)

(274) (285)

(169) (90)

) (133)

(1,510 (1,355)

Year ended Year ended
31 December 31 December
2006 2005

267 233

379 241

646 474
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9. OPERATING EXPENSES

Year ended Year ended
31 December 31 December
2006 2005
Salaries and bonuses 3,592 2,847
Unified social tax 702 570
Goodwill impairment 2,908 742
Charity and sponsorship expenses 1,000 1,194
Depreciation and amortization 696 554
Occupancy 453 404
Property and equipment maintenance 111 108
Taxes, other than income tax 207 172
Security expenses 295 305
Professional services 281 270
Postal expenses 230 195
Other expenses 1,391 1,122
11,866 8,483

10. INCOME TAXES

The Group provides for taxes based on the tax accounts maintained and prepared in accordance with
Georgian tax regulations, which differ from International Financial Reporting Standards.

The Group is subject to certain permanent tax differences due to non-tax deductibility of certain
expenses and atax free regime for certain income.

Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for tax purposes. Temporary
differences as at 31 December 2006 and 2005 relate mostly to different methods of income and
expense recognition as well asto recorded values of certain assets.
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Temporary differences as at 31 December 2006 and 2005 comprise:

31 December 31 December
2006 2005

Deferred assets:
Investments - 422
Goodwill 3,618 2,942
Total deferred assets 3,618 3,364
Deferred liabilities:
Loans to customers (1,794) -
Property, equipment and intangible assets (5,722) (3,197)
Total deferred liabilities (7,516) (3,197)
Net deferred (liabilities)/assets (3,898) 167
Net deferred tax (liability)/asset at the statutory tax rate (20%) (780) 33
Less: valuation alowance - (33)
Net deferred tax liability (780) -

Rel ationships between tax expenses and accounting profit for the years ended 31 December 2006 and

2005 are explained as follows:

Profit before income tax

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

Incometax expense

Current income tax expense
Provision for deferred tax liabilities

Incometax expense

Deferred incometax liabilities
Beginning of the year

Increase in income tax liability for the year charged
to profit

End of theyear

Year ended Year ended
31 December 31 December
2006 2005
16,638 9,641
3,328 1,928

372 661

3,700 2,589
2,920 2,589

780 -

3,700 2,589

2006 2005

780 -

780 -
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11. CASH AND BALANCESWITH THE NATIONAL BANK OF GEORGIA

31 December 31 December
2006 2005

Cash 11,848 8,344
Balances with the National Bank of Georgia 10,395 10,945
Total cash and balances with the National Bank of Georgia 22,243 19,289

The balances with the National Bank of Georgia as at 31 December 2006 and 2005 include GEL
9,158 thousand and GEL 5,926 thousand, respectively, which represent the obligatory minimum
reserve deposits with the NBG. The Bank is required to maintain the reserve balance with the NBG

at all times.

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

31 December 31 December
2006 2005
Cash and balances with the National Bank of Georgia 22,243 19,289
Due from banks in OECD countries (Note 12) 25,726 14,105
47,969 33,3%
L ess minimum reserve deposits with the NBG (9,158) (5,926)
Total cash and cash equivalents, net 38,811 27,468
12. DUE FROM BANKS
31 December 31 December
2006 2005
Time deposits with other banks 24,395 28,477
Correspondent accounts with other banks 4,829 15,470
29,224 43,947
Less allowance for impairment losses (17) -
Total duefrom banks 29,207 43,947

Movements in alowances for impairment losses on balances due from banks for the years ended

31 December 2006 and 2005 are disclosed in Note 5.

Included in due from banksis accrued interest in the amount of GEL 27 thousand and GEL 5

thousand as at 31 December 2006 and 2005, respectively.

As at 31 December 2006 and 2005 the Group had due from 1 and 2 banks, respectively, which

individually exceeded 10% of the Group’s equity.

Asat 31 December 2006 and 2005 the maximum credit risk exposure on due from banks amounted

to GEL 29,224 thousand and GEL 43,947 thousand, respectively.

As at 31 December 2006 and 2005 included in balances due from banks are guarantee deposits placed
by the Group for its operations with plastic cards in the amount of GEL 1,326 thousand and GEL 1,072

thousand, respectively.
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13. LOANSTO CUSTOMERS

31 December 31 December

2006 2005

Originated loans 234,826 169,988
Accrued interest 2,253 1,049
237,079 171,037

Less allowance for impairment losses (9,540) (8,462)
Total loansto customers 227,539 162,575

Movements in allowances for impairment losses for the years ended 31 December 2006 and 2005 are

disclosed in Note 5.

31 December 31 December
2006 2005
Loans collateralized by real estate, production equipment and other
fixed assets 208,651 140,632
L oans collateralized by cash 5,900 1,278
L oans collateralized by inventories 1,976 8,913
L oans collateralized by precious metals 1,755 1,892
Other collateral 6,363 5,813
Unsecured loans 2,894 4,047
Total loansto customers, net 227,539 162,575
31 December 31 December
2006 2005
Analysis by sector:
Manufacturing 99,287 60,769
Trade 44,773 34,157
Construction 38,530 16,594
Services 21,251 30,893
Individuals 11,804 9,712
Other 11,894 10,450
Total loansto customers, net 227,539 162,575

As at 31 December 2006 and 2005 the Group provided loansto 5 and 7 customers, totaling GEL
72,623 thousand and GEL 81,153 thousand, respectively, which individually exceeded 10% of the

Group’ s equity.

As at 31 December 2006 and 2005 a maximum credit risk exposure of loans to customers amounted

to GEL 237,079 thousand and GEL 171,037 thousand, respectively.
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14.

15.

16.

INVESTMENTSAVAILABLE-FOR-SALE

Equity securities

Cartu Broker LLC

Reestri 2001 LLC

Thilisi Currency Interbank Stock
Exchange

Central Interbank Depositary of
Securities TCISE Plus

Total invessments available-for-sale

INVESTMENTSHELD-TO-MATURITY

Deposit certificates of Ministry of
Finance of Georgia

Less discount of deposit certificates

Total investments held-to-maturity

Share 31 December Share
% 2006 %
100% 35 100%
60% 15 60%
8% 39 8%
9% 3 9%
92
Interest to 31 December 31 December
nominal 2006 2005
%
10% - 12% 5,291 -
(8) -
5,283 -

31 December

2005

As at 31 December 2006 interest income on debt securities amounting to GEL 4 thousand was
accrued and included in investments held-to-maturity.

GOODWILL

At the beginning of the year
Impairment loss

At theend of the year

31 December 31 December
2006 2005

10,873 14,220
(2,908) (3,347)

7,965 10,873
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17. PROPERTY, EQUIPMENT AND INTANGIBLE ASSETS

Buildings Office Data Other Intangible Total
and other equipment processing assets
real estate equipment
At initial cost
31 December 2004 2,215 1,287 1,362 999 1,285 7,148
Additions 2,596 959 216 105 260 4,136
Disposals (2,432 (65) 4 (70) (2 (2,573)
31 December 2005 2,379 2,181 1,574 1,034 1,543 8,711
Additions 1,815 574 278 324 67 3,058
Disposals (18 (90) (33 (280) (2 (423)
31 December 2006 4,176 2,665 1,819 1,078 1,608 11,346
Accumulated
depreciation
31 December 2004 94 466 571 562 226 1,919
Charge for the year 30 149 187 81 107 554
Eliminated on
disposals (46) (52) (4 (68) (2 (172
31 December 2005 78 563 754 575 331 2,301
Charge for the year 56 250 210 55 125 696
Eliminated on
disposals - (78) (29) (247 (2 (356)
31 December 2006 134 735 935 383 454 2,641
Net book value
31 December 2006 4,042 1,930 884 695 1,154 8,705
31 December 2005 2,301 1,618 820 459 1,212 6,410

As at 31 December 2006 and 2005 included in property and equipment were fully depreciated

equipment at cost of GEL 619 thousands and GEL 549 thousands, respectively.
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18. OTHER ASSETS

Money transfer settlements

Advances paid

Inventories

Taxes receivable, other than income tax
Accounts receivable

Repossessed assets

Other

Less allowance for impairment losses

Total other assets

31 December 31 December
2006 2005
617 508
220 574

43 10
36 41
15 302

7 27

138 397
1,076 1,859
(63) (113)
1,013 1,746

Movementsin allowances for impairment losses on other assets for the years ended 31 December 2006

and 2005 are disclosed in Note 5.

19. DUE TO BANKS

Correspondent accounts of other banks
Term deposits of banks and other financia institutions

Total dueto banks

31 December 31 December
2006 2005

406 434

78 76

484 510

As at 31 December 2006 and 2005 accrued interest expenses included in due to banks amounted to

GEL 3 thousand and GEL 1 thousand, respectively.

20. CUSTOMER ACCOUNTS

Time deposits
Repayable on demand

Total customer accounts

31 December 31 December
2006 2005
25,649 16,877
56,483 56,834
82,132 73,711

Asat 31 December 2006 and 2005 accrued interest expenses included in customers accounts amounted

to GEL 124 thousand and GEL 105 thousand, respectively.

Asat 31 December 2006 and 2005 customer accounts amounted to GEL 1,903 thousand and
GEL 5,913 thousand, respectively, were held as security against letters of credit issued and other
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21.

22.

transaction related contingent obligations. As at 31 December 2006 and 2005 customer accounts
amounted to GEL 163 thousand and GEL 1,550 thousand, respectively, were held as security against

guarantees issued.

Analysis by sector:
Individuals

Energy

Transport and communication
Construction

Trade

Charity

Mining

Agriculture
Finance sector
State authorities
Other

Total customer accounts

OTHER LIABILITIES

Money transfer settlements
Taxes payable, other than income tax
Other

Total other liabilities

SUBORDINATED DEBT

Maturity date

Fin Service XXI 13-Dec-2011
Fin Service XXI 22-Jun-2029
Fin Service XXI 25-Oct-2011
Fin Service XXI 27-Nov-2011
Fin Service XXI 30-Mar-2010
Fin Service XXI 28-Dec-2011
Inter Consulting Plus Ltd 22-Jun-2029
Inter Consulting Plus Ltd 17-Oct-2025
Inter Consulting Plus Ltd 30-Mar-2010
Georgian Holding Ltd 22-Jun-2029
Christa Enterprises Ltd 28-Feb-2017

Interest rate

9%
2%
9%
9%
2%
9%

2%
2%
2%

2%
6%

27

31 December 31 December
2006 2005

31,955 26,166
17,838 420
8,671 4,643

6,390 10,971

5,628 6,118

1,963 14,108

729 946

717 277

163 -

20 77

8,058 9,985
82,132 73,711

31 December 31 December
2006 2005

429 218

42 745

129 77

600 1,040

31 December 2006

31 December 2005

17,211 -
17,138 17,927
8,580 -
8,580 -
8,569 8,965
5,144 -
65,222 26,892
17,138 17,927
11,996 12,549
8,569 8,964
37,703 39,440
17,138 17,932
6,001 6,274
126,064 90,538
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23.

24.

Asat 31 December 2006 and 2005 accrued interest expense included in subordinated debt amounted
to GEL 121 thousand and GEL 15 thousand, respectively.

As of 31 December 2006 the Bank drew down the total amount of the subordinated debt. The
subordinated debt is repayable at the maturity.

All subordinated debt agreements provide a put option, according to which the Group has aright 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 2006
(2005: 190%).

In the event of the bankruptcy or liquidation of the Group, the repayment of this debt is subordinate
to the repayment of the Group’s liabilitiesto all other creditors.

SHARE CAPITAL

Asat 31 December 2006 the Group's share capital comprised the following:

Authorized Unissued share Paid share Total share
shar e capital capital capital capital
Ordinary shares 80,000 25,284 54,716 54,716

Asat 31 December 2005 the Group’s share capital comprised the following:

Authorized Unissued share Paid share Total share
share capital capital capital capital
Ordinary shares 80,000 25,284 54,716 54,716

FINANCIAL COMMITMENTSAND CONTINGENCIES

In the normal course of business, the Group is a party to financial instruments with off-balance sheet
risk in order to meet the needs of its customers. These instruments, involving varying degrees of credit
risk, are not reflected in the 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 al counterclaims, collateral or security
prove valueless, is represented by the contractual amounts of those instruments.

The Group uses the same credit control and management policies in undertaking off-balance sheet
commitments as it does for on-balance operations.

Provision for losses on letters of credit and guarantees amounted to GEL 168 thousand and GEL 311
thousand as at 31 December 2006 and 2005, respectively.

The risk-weighted amount is obtained by applying credit conversion factor and counterparty risk
weightings according to the principles employed by the Basle Committee on Banking Supervision.
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Asat 31 December 2006 and 2005, the nominal or contract amounts and risk-weighted amounts were;

31 December 2006 31 December 2005
Nominal Risk weighted Nominal Risk weighted
amount amount amount amount

Contingent liabilities and credit

commitments
Guarantees issued and similar

commitments 8,392 8,224 15,568 15,257
Letters of credit and other

transaction related contingent

obligations 9,553 4,777 8,340 4,170
Commitments on loans and unused

credit lines 8,450 8,450 132 132
Total contingent liabilitiesand

credit commitments 26,395 21,451 24,040 19,559

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

Operating lease commitments — No material rental commitments were outstanding as at 31
December 2006 and 2005.

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

Taxes — Due to the presence in Georgian commercial legislation, and tax legislation in particular,

of provisions allowing more than one interpretation, and also due to the practice developed in
agenerally unstable environment by the tax authorities of making arbitrary judgment of business
activities, if aparticular treatment based on Management’ s judgment of the Group’ s business activities
was to be challenged by the tax authorities, the Group may by assessed additional taxes, penalties
and interest. Such uncertainty may relate to valuation of financial instruments, loss and impairment
provisions and market level for deals’ pricing. The Group believes that it has already made all tax
payments, and therefore no allowance has been made in the financia statements.

Pensions and retirement plans — Employees receive pension benefits from Government of Georgia
in accordance with the laws and regulations of the country. As at 31 December 2006 and 2005, 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 — The Group’ s principal business activities are within Georgia. Laws and

regulations affecting the business environment in Georgia are subject to rapid changes and the Group’s
assets and operations could be at risk due to negative changes in the political and business environment.
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25. TRANSACTIONSWITH RELATED PARTIES

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

@)

(b)

(©
(d)
()
(f)

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

Associates — enterprises on which the Group has significant influence and which is neither
asubsidiary nor ajoint venture of the investor;

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

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

toin (d) or (e).

In considering each possible related party relationship, attention is directed to the substance of the
relationship, and not merely the legal form. The Group had the following transactions outstanding as
at 31 December 2006 and 2005 with related parties:

Loans to customers

Allowance for impairment losses

Customer accounts
Subordinated debt

Guarantees issued

Key management personnel
compensation:
short-term employee benefits

31 December 2006

Related party  Total category
balances as per financial
statements
caption
29 237,079
- (9,540)
1,850 82,132
126,064 126,064
163 8,392

31 December 2006

Related party  Total category
transactions  asper financial
statements
caption
252 3,592

30

31 December 2005

Related party  Total category
balances as per financial
statements
caption
9,452 171,037
- (8,462)
3,017 73,711
90,538 90,538
- 15,568

31 December 2005

Related party  Total category
transactions  asper financial
statements
caption
172 2,847
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26.

Included in the income statement for the years ended 31 December 2006 and 2005 are the following
amounts which arose due to transactions with related parties:

Year ended Year ended
31 December 2006 31 December 2005
Related party  Total category  Related party  Total category
transactions  asper financial  transactions  asper financial

statements statements
caption caption
Interest income 225 27,451 547 18,648
Interest expense (5) (3,520) (D] (2,833)
Fee and commission income 16 6,596 - 5,349

FAIR VALUE OF FINANCIAL INSTRUMENTS

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

a particular instrument.

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

31 December 2006 31 December 2005
Current amount Fair value Current amount Fair value

Cash and balances with the National

Bank of Georgia 22,243 22,243 19,289 19,289
Due from banks 29,207 29,207 43,947 43,947
Investments held-to-maturity 5,283 5,283 - -
Due to banks 484 484 510 510
Customer accounts 82,132 82,132 73,711 73,711
Subordinated debt 126,064 126,064 90,538 90,538

Thefair value of loans to customers and investments available-for-sale can not be measured reliably
asit isnot practicable to obtain market information or apply any other valuation techniques on such
instruments.
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27. REGULATORY MATTERS

28.

Quantitative measures established by regulation to ensure capital adequacy require the Group to
maintain minimum amounts and ratios of total (8%) and tier 1 capital (4%) to risk weighted assets.

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

Estimate Description of position
0% Cash and balances with the National Bank of Georgia
0% State debt securities
20% Due from banks for up to 1 year
100% L oans to customers
100% Guarantees issued
50% Obligations and commitments on unused loans with the initial maturity of over 1 year

100% Other assets

Asat 31 December 2006 the Group’ s total capital amount for Capital Adequacy purposes was
GEL 125,367 thousand and tier 1 capital amount was GEL 83,639 thousand with ratios of 44.02%
and 29.37%, respectively.

As at 31 December 2005 the Group’ s total capital amount for Capital Adequacy purposes was
GEL 101,598 thousand and tier 1 capital amount was GEL 67,793 thousand with ratios of 47.96%
and 32.01%, respectively.

Asat 31 December 2006 the Group included in the computation of total capital for Capital adequacy
purposes the subordinated debt received, limited to 50% of tier 1 capital. In the event of bankruptcy
or liquidation of the Group, repayment of this debt is subordinate to the repayments of the Group’s
liabilitiesto all other creditors.

RISK MANAGEMENT POLICIES

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

The Group manages the following risks:
Liquidity risk

Liquidity risk refersto the availability of sufficient funds to meet deposit withdrawals and other
financial commitments associated with financial instruments as they actually fall due.

The Assets and Liabilities Management Committee (“ALMC") controls these types of risks by
means of maturity analysis, determining the Group’s strategy for the next financial period. Current
liquidity is managed by the Treasury Department, which dealsin the money markets for current
liquidity support and cash flow optimization.
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In order to manage liquidity risk, the Group performs regular monitoring of future expected cash
flows on clients' and banking operations, which is a part of assets/liabilities management process.
The Management Board sets limits on the minimum proportion of maturing funds available to meet
deposit withdrawal s and on the minimum level on interbank and other borrowing facilities that
should bein place to cover withdrawals at unexpected levels of demand.

Cash flow interest raterisk

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

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

The mgjority of the Group’s loan contracts and other financial assets and liabilities that bear interest are
either variable or contain clauses enabling the interest rate to be changed at the option of the lender.
The Group monitorsitsinterest rate margin and consequently does not consider itself exposed to
significant interest rate risk or consequential cash flow risk.

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 financia assets and liabilitiesto determine
interest rate exposure and effectiveness of the interest rate policy used by the Group.

31 December 2006 31 December 2005
Other Other
GEL usb currencies GEL usb currencies
ASSETS
Due from banks - 7% - 10% - -
Loans to customers 14% 13% - 12% 13% -
Investments held-to-maturity 1% - - - -
LIABILITIES
Customer accounts % 6% 5% 8% 6% -
Subordinated debt - 4% - 3% -
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The analysis of interest rate and liquidity risk on is presented in the following table:

Upto 1monthto 3monthsto  lyear to Over Maturity 31 December
1 month 3 months 1year Syears Syears undefined 2006
Total
ASSETS
Due from banks 25,616 2,098 167 1,326 - - 29,207
Loansto customers 12,172 12,059 19,568 183,740 - - 227,539
Investments held-to-maturity 5,283 - - - - - 5,283
Total interest bearing assets 43,071 14,157 19,735 185,066 - - 262,029
Cash and balances with the National Bank
of Georgia 13,062 - - - - 9,181 22,243
Investments available-for-sale - - - - - 92 92
Goodwill - - - - - 7,965 7,965
Property, equipment and intangible assets - - - - - 8,705 8,705
Other assets 457 266 55 235 - - 1,013
TOTAL ASSETS 56,590 14,423 19,790 185,301 - 25,943 302,047
LIABILITIES
Due to banks 391 - - 93 - - 484
Customer accounts 633 704 5,992 1,114 - - 8,443
Subordinated debt 121 - - 107,951 17,992 - 126,064
Total interest bearing liabilities 1,145 704 5,992 109,158 17,992 - 134,991
Customer accounts 65,709 1,902 209 5,869 - - 73,689
Provisions - - - - - 168 168
Current income tax liabilities - - 215 - - - 215
Deferred income tax liabilities - - - - - 780 780
Other liabilities 512 12 45 31 - - 600
TOTAL LIABILITIES 67,366 2,618 6,461 115,058 17,992 948 210,443
Liquidity gap (10,776) 11,805 13,329 70,243 (17,992)
Interest sensitivity gap 41,926 13,453 13,743 75,908 (17,992)
Cumulative interest sensitivity gap 41,926 55,379 69,122 145,030 127,038
Cumulative interest sensitivity gap as
a per centage of total assets 14% 18% 23% 48% 42%
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Upto 1monthto 3monthsto  lyear to Over Maturity 31 December
1 month 3 months 1year Syears 5years undefined 2005
Total
ASSETS
Due from banks 35,400 1,031 6,431 - 1,085 - 43,947
Loansto customers 10,157 4,923 48,611 75,943 22,941 - 162,575
Total interest bearing assets 45,557 5,954 55,042 75,943 24,026 - 206,522
Cash and balances with National Bank of
Georgia 13,350 - - - - 5,939 19,289
Investments available-for-sale - - - - - 92 92
Goodwill - - - - - 10,873 10,873
Property, equipment and intangible assets - - - - - 6,410 6,410
Other assets 846 444 238 218 - - 1,746
TOTAL ASSETS 59,753 6,398 55,280 76,161 24,026 23,314 244,932
LIABILITIES
Due to banks 510 - - - - - 510
Customer accounts 3,204 2,067 11,687 - - - 16,958
Subordinated debt - 17 - 53,775 36,746 - 90,538
Total interest bearing liabilities 3,714 2,084 11,687 53,775 36,746 - 108,006
Customer accounts 56,700 - 53 - - - 56,753
Provisions - - - - - 311 311
Current income tax liabilities - - 156 - - - 156
Other liabilities - 871 76 93 - - 1,040
TOTAL LIABILITIES 60,414 2,955 11,972 53,868 36,746 311 166,266
Liquidity gap (661) 3,443 43,308 22,293 (12,720)
Interest sensitivity gap 41,843 3,870 43,355 22,168 (12,720)
Cumulative interest sensitivity gap 41,843 45,713 89,068 111,236 98,516
Cumulative interest sensitivity gap as
a percentage of total assets 17% 19% 36% 45% 40%
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Currency risk

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

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

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

GEL UsD EUR Other 31 December
Uusbi= EUR1= currency 2006
GEL1.7135 GEL 2.2562 Total

ASSETS
Cash and balances with the

National Bank of Georgia 15,169 5,315 1,726 33 22,243
Due from banks 1 24,523 4,108 575 29,207
Loans to customers 44,613 182,893 33 - 227,539
Investments available-for-sale 92 - - - 92
Investments held-to-maturity 5,283 - - - 5,283
Goodwill 7,965 - - - 7,965
Property, equipment and

intangible assets 8,705 - - - 8,705
Other assets 330 421 110 152 1,013
TOTAL ASSETS 82,158 213,152 5,977 760 302,047
LIABILITIES
Dueto banks 309 172 2 1 484
Customer accounts 16,954 56,969 7,727 482 82,132
Provisions 168 - - - 168
Current income tax liabilities 215 - - - 215
Deferred income tax liabilities 780 - - - 780
Other liabilities 98 446 25 31 600
Subordinated debt - 126,064 - - 126,064
TOTAL LIABILITIES 18,524 183,651 7,754 514 210,443
NET BALANCE SHEET

POSITION 63,634 29,501 (1,777) 246
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GEL usD EUR Other 31
USD 1= EUR1= currencies December
GEL 1.7925 GEL 2.1245 2005
Total

ASSETS
Cash and balances with the

National Bank of Georgia 16,863 1,861 463 102 19,289
Due from banks 2,001 34,053 7,736 157 43,947
Loans to customers 6,410 156,162 3 - 162,575
Investments available-for-sale 92 - - - 92
Goodwill 10,873 - - - 10,873
Property, equipment and

intangible assets 6,410 - - - 6,410
Other assets 796 606 176 168 1,746
TOTAL ASSETS 43,445 192,682 8,378 427 244,932
LIABILITIES
Due to banks 253 257 - - 510
Customer accounts 18,511 47,591 7,548 61 73,711
Provision 311 - - - 311
Current income tax liabilities 156 - - - 156
Other liabilities 805 - 235 - 1,040
Subordinated debt - 90,538 - - 90,538
TOTAL LIABILITIES 20,036 138,386 7,783 61 166,266
NET BALANCE SHEET

POSITION 23,409 54,296 595 366

Pricerisk

Pricerisk istherisk that the value of afinancial instrument will fluctuate as aresult of changesin
market prices whether those changes are caused by factors specific to the individual security or its
issuer or factors affecting al securities traded in the market. The Group is exposed to price risks of
its products which are subject to general and specific market fluctuations.

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

Fair valueinterest raterisk

Fair value interest rate risk is therisk that the value of afinancial instrument will fluctuate due to
changes in market interest rates.
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The Group manages fair value interest rate risk through periodic estimation of potential |osses that
could arise from adverse changes in market conditions. The Department of Financial Control conducts
monitoring of the Group’s current financial performance, estimates the Group’s sensitivity to changes
infair value interest rates and its influence on the Group’ s profitability.

Credit risk

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

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

The Group structures the level of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to industry segments. Limits on the
level of credit risk by aborrower, industry sector are approved quarterly by the Management Board.
The exposure to any one borrower including banks and brokers is further restricted by sub-limits
covering on and off-balance sheet exposures which are set by the Credit Committee. Actua exposures
against limits are monitored on aregular basis.

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

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

The ALMC exercises control over the risk in the legislation and regulatory arena and assesses its
influence on the Group’s activity. This approach allows the Group to minimize potential |osses from
the investment climate fluctuations in Georgia.

The geographical concentration of assets and liabilitiesis set out below:

Georgia OECD Non-OECD 31 December
countries countries 2006
Total

ASSETS
Cash and balances with the

National Bank of Georgia 22,243 - - 22,243
Due from banks 962 23,501 4,744 29,207
Loansto customers 227,539 - - 227,539
Investments available-for-sale 92 - - 92
Investments held-to-maturity 5,283 - - 5,283
Goodwill 7,965 - - 7,965
Property, equipment and

intangibles assets 8,705 - - 8,705
Other assets 861 - 152 1,013
TOTAL ASSETS 273,650 23,501 4,896 302,047
LIABILITIES
Due to banks 483 - 1 484
Customer accounts 82,132 - - 82,132
Provisions 168 - - 168
Current income tax liabilities 215 - - 215
Deferred income tax liabilities 780 - - 780
Other liabilities 600 - - 600
Subordinated debt 126,064 - - 126,064
TOTAL LIABILITIES 210,442 - 1 210,443
NET POSITION 63,208 23,501 4,895
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Georgia OECD Non-OECD 31 December
countries countries 2005
Total

ASSETS
Cash and balances with the

National Bank of Georgia 19,289 - - 19,289
Due from banks 2,036 35,603 6,308 43,947
Loans to customers 162,575 - - 162,575
Investments available-for-sale 92 - - 92
Goodwill 10,873 - - 10,873
Property, equipment and intangible

assets 6,410 - - 6,410
Other assets 1,746 - - 1,746
TOTAL ASSETS 203,021 35,603 6,308 244,932
LIABILITIES
Dueto banks 510 - - 510
Customer accounts 73,711 - - 73,711
Provisions 311 - - 311
Current income tax liabilities 156 - - 156
Other liabilities 1,040 - - 1,040
Subordinated debt 90,538 - - 90,538
TOTAL LIABILITIES 166,266 - - 166,266
NET POSITION 36,755 35,603 6,308
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29. JSC CARTU BANK’SSUPPLEMENTARY FINANCIAL INFORMATION

The income statement and balance sheet of the Bank are presented below. The investmentsin

subsidiaries are accounted for at cost.

JSC CARTU BANK

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

Year ended Year ended
31 December 31 December
2006 2005

Interest income 27,189 18,126
Interest expense (3,531) (2,833)
NET INTEREST INCOME BEFORE PROVISION FOR

IMPAIRMENT LOSSES ON INTEREST BEARING ASSETS 23,658 15,293
Provision for impairment losses on interest bearing assets (1,537) (5,988)
NET INTEREST INCOME 22,121 9,305
Net gain on securities held for trading - 2,865
Net gain on foreign exchange operations 539 1,308
Fee and commission income 6,596 4,936
Fee and commission expense (1,510) (1,355)
Dividends received - 422
Other income 379 654
NET NON-INTEREST INCOME 6,004 8,830
OPERATING INCOME 28,125 18,135
OPERATING EXPENSES (11,622) (8,274)
OPERATING PROFIT 16,503 9,861
Recovery of provision /(provision) for impairment losses on other

transactions 181 (244)
PROFIT BEFORE INCOME TAX 16,684 9,617
Income tax expense (3,700) (2,589)
NET INCOME 12,984 7,028
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JSC CARTU BANK

BALANCE SHEET
AS AT 31 DECEMBER 2006

31 December 31 December
2006 2005
ASSETS
Cash and balances with the National Bank of Georgia 22,243 19,289
Due from banks 29,207 43,947
Loans to customers 227,539 162,575
Investments in subsidiaries 1,227 1,227
Investments available-for-sale 92 92
Investments hel d-to-maturity 5,283 -
Goodwill 7,965 10,873
Property, equipment and intangible assets 8,689 6,393
Other assets 1,264 1,648
TOTAL ASSETS 303,509 246,044
LIABILITIESAND EQUITY
LIABILITIES:
Due to banks 484 510
Customer accounts 83,976 75,564
Provisions 168 311
Current income tax liabilities 507 156
Deferred income tax liabilities 780 -
Other liabilities 599 1,018
86,514 77,559
Subordinated debt 126,064 90,538
Tota liabilities 212,578 168,097
EQUITY:
Share capital 54,716 54,716
Reserves 36,215 23,231
Total equity 90,931 77,947
TOTAL LIABILITIESAND EQUITY 303,509 246,044
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