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JSC T.C. ZIRAAT BANK’S TBILISI BRANCH

FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008
AND Independent AUDITORS’ REPORT 

INDEPENDENT AUDITORS’ REPORT
To the Board of Directors of the JSC T.C. Ziraat Bank’s Tbilisi Branch
Identification of the Financial Statements

We have audited the accompanying balance sheet of JSC T.C. Ziraat Bank’s Tbilisi Branch (the “Bank”), which comprise the  balance sheet as of December 31, 2008, and the related statements of income, statement of changes in equity and statement of cash flows for the year then ended and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

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

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

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

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as at December 31, 2008, and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

UBC International

April 30, 2009
Tbilisi, Georgia

	 
	 Note 
	December 31, 2008
	December 31, 2007

	
	
	
	

	Assets 
	
	
	

	Cash and cash equivalents 
	5 
	13,326,423 
	3,383,251 

	Mandatory cash balances with the National Bank of Georgia 
	
	306,000 
	875,380 

	Due from other banks 
	
	8,962 
	4,589 

	Trading securities 
	
	6,384,449 
	 13,348,987 

	Loans to customers 
	6
	1,437,513 
	706,481 

	Profit tax paid in advance 
	
	74,688 
	94,354 

	Property, plant and equipment, net 
	7
	104,600 
	109,492 

	Intangible assets, net 
	8
	54,947 
	59,712 

	Deferred tax asset  
	9
	5,464 
	8,958 

	Other assets 
	10
	71,329 
	328,612 

	 
	 
	 
	 

	
	
	
	

	Total assets 
	
	  21,774,375
	 18,919,817 

	 
	 
	 
	 

	
	
	
	

	Liabilities 
	
	
	

	Due to other banks 
	
	1,048 
	1,214 

	Due to customers 
	11 
	 5,596,368 
	 5,818,715 

	Other liabilities 
	
	944,756 
	36,025 

	 
	 
	 
	 

	
	
	
	

	Total liabilities 
	
	6,542,172 
	 5,855,954 

	 
	 
	 
	 

	
	
	
	

	Reserves 
	
	
	

	Reserve fund 
	12
	 13,063,863
	 12,332,515 

	Period Result 
	
	2,168,340  
	 731,348 

	 
	 
	 
	 

	
	
	
	

	Total reserves 
	
	 15,232,203 
	 13,063,863 

	 
	 
	 
	 

	
	
	
	

	Total liabilities and reserves 
	
	21,774,375  
	 18,919,817 

	 
	 
	 
	 


Approved for issue by the Board of Directors and signed on its behalf on April 30, 2009:

______________________________
______________________________

Ercan Bulut
Daniel Bendeliani
General Director
Deputy Director
	 
	Note
	Year 2008
	Year 2007

	 
	
	 
	 

	Interest income
	
	
	

	Loans to customers
	6
	188,219 
	45,520

	Securities
	
	1,666,202 
	632,330

	Due from other banks
	
	281,502 
	102,717

	 
	
	2,135,923 
	780,567

	Interest expense
	
	
	

	Amounts due to customers
	
	(27,435)
	-

	Amounts due to credit institutions
	
	(2,200)
	-

	 
	
	(29,635)
	-

	Net interest income
	
	2,106,286
	780,567

	 
	
	
	

	Impairment of interest earning assets
	13
	(58,206)
	(14,418)

	 
	
	
	

	Net interest income after impairment of interest earning assets
	
	2,048,080 
	766,149

	 
	
	
	

	Fee and commission income
	14
	683,410
	715,057

	Fee and commission expense
	14
	(12,802)
	(4,326)

	
	
	
	

	Net fee and commission income
	
	670,608
	710,731

	 
	
	
	

	Gains less losses from foreign currencies:
	
	
	

	Dealing
	
	661,361 
	433,593

	Translation Difference
	
	81,495 
	(41,532)

	Other operating income
	
	34,236
	14,229

	 
	
	
	

	Other  non interest income
	
	777,092
	406,290

	 
	
	
	

	Operating expenses
	16
	(924,404)
	(964,820)

	 
	
	
	

	 
	
	
	

	Income (loss) before income tax expense
	
	2,571,376
	918,350 

	 
	
	
	

	Income tax expense
	9
	(403,036)
	(187,002)

	 
	
	
	

	Net income (loss) for the year
	
	2,168,340
	731,348

	
	 
	
	


	
	Year 2008
	Year 2007

	Cash flow from operations
	
	

	Net Income
	2,168,340
	731,348 

	Depreciation & Amortization
	39,426 
	53,919 

	Correction of retained earnings
	-
	36,166 

	Total 
	2,207,737
	821,433 

	
	
	

	 Mandatory cash balances with the National Bank of Georgia 
	569,380 
	 (325,411)

	 Net (increase)/decrease in due from other banks 
	(4,373)
	 (4,332)

	 Net (increase)/decrease in trading securities 
	6,964,606 
	 (6,515,735)

	 Net (increase)/decrease in loans to customers 
	(731,032)
	(706,481)

	 Net (increase)/decrease in profit tax paid in advance 
	19,666 
	(94,354)

	 Net (increase)/decrease in prepaid taxes, other than profit tax 
	-
	190,075 

	 Net (increase)/decrease in deferred tax asset  
	3,493 
	 (3,443)

	 Net (increase)/decrease in other assets 
	257,283 
	(325,628)

	 Net increase/(decrease) in due to other banks 
	(166)
	(250)

	 Net increase/(decrease) in due to customers 
	 (222,347)
	2,491,883 

	 Net increase/(decrease) in other liabilities 
	908,731 
	 (229,069)

	Total cash from operations 
	7,765,240 
	(5,522,745)

	
	
	

	Cash flow from investing activities
	
	

	Purchase of premises, equipment and intangible assets
	(100,224)
	 (64,057)

	Proceeds from disposal of premises and equipment
	70,419 
	-   

	Total cash from investment
	(29,805)
	(64,057)

	
	
	

	Cash flow from financing activities
	
	

	Increase in reserve funds 
	 -   
	3,100,000 

	Total cash from financing
	-
	3,100,000 

	 
	 
	 

	Net Increase in cash and cash equivalents
	9,943,172
	(1,665,369)

	Beginning Cash and Cash Equivalent
	3,383,251
	5,048,654 

	 
	 
	 

	Ending Cash and Cash Equivalent
	13,326,423
	3,383,251 


	 
	Year 2008
	Year 2007

	 
	
	

	Opening Balance
	13,063,863 
	9,232,515

	 
	
	

	
	
	

	Period Profit  / (Loss)
	2,168,340
	731,348

	Increase in reserves
	-
	3,100,000

	 
	
	

	 
	
	

	Closing Balance
	15,232,203 
	13,063,863 

	
	
	


1 Principal Activities

Joint-Stock Company T.C. Ziraat Bank’s Tbilisi Branch (“the Bank”) is a commercial bank operating under a banking licence issued by the National Bank of Georgia (“NBG”). The Bank was founded on  March 2,1998 by Joint-Stock Company T. Emlak Bank with the name T. Emlak Bank’s Tbilisi branch. In 2001, there was a partial transfer of assets and liabilities from T. Emlak Bank to T.C. Ziraat Bank. For this reason in September 2001 the bank changed its name and was registered under the name of T.C. Ziraat Bank’s Tbilisi Branch. The Bank’s registered office is located at the following address: 148 David Agmashenebeli Avenue, Tbilisi 0102, Georgia.  
Under the banking licence issued by the National Bank of Georgia, the Bank could carry out all banking operations, but based on request of Bank’s head office the NBG on  March 27, 2002 had limited the license and suspended the right to issue credits and guarantees to costumers (see Note 7). Although, on  December 22, 2006, as per response letter of the National Bank of Georgia, the requirements of general management of T.C. Ziraat Bank’s head office for obtaining the right to issue credits and guarantees to customers was satisfied. The bank started issue of credits and guarantees from the second half of 2007.
The number of the Bank’s employees at the end of 2008 was  22. (2007: 17)
2 Operating Environment of the Bank

Georgia continues to display characteristics of an emerging market. These characteristics include, but are not limited to, the existence of a currency that is not freely convertible in most countries outside of Georgia and restrictive currency controls. The tax, customs and currency legislation of Georgia has been subject of varying interpretations, and changes which can occur frequently.

There is a considerable degree of uncertainty in Georgia surrounding the continued success of domestic economic policy. The future economic direction of Georgia is largely dependent upon the effectiveness of economic financial and monetary measures undertaken by the Government, together with tax, legal, regulatory, and political developments.  

3 Basis of Preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”). The Bank maintains its accounting records in accordance with Georgian banking and accounting regulations.  These financial statements have been prepared from those accounting records and adjusted as necessary in order to be in accordance with IFRS. These financial statements have been measured in the national currency of Georgia, Georgian Lari (“GEL”). The preparation of the financial statements requires the use of estimates and assumptions that effect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities as at the date of the financial statements, and the reported amounts of revenues and expenses during the reported period.  Although these estimates are based on Management’s best knowledge of current events and actions, actual results ultimately may differ from those estimates.
4 Significant Accounting Policies

Cash and cash equivalents

Cash and cash equivalents are items, which can be converted into cash within a day.  All short-term interbank placements are included in due from other banks.  
Mandatory cash balances with the NBG.
Mandatory cash balances with the NBG represent mandatory reserve deposits, which are not available to finance the Bank’s day-to-day operations and hence are not considered as part of cash and cash equivalents for the purposes of the cash flow statement.  
Discount securities

Discount securities of the Bank comprise of the National Bank of Georgia deposit certificates having one month maturity. All certificates are acquired via multi-price auctions. Deposit certificates are recorded at nominal value, that is established by the National Bank of Georgia and that should be paid by the National Bank of Georgia at the maturity date. The term of the certificate is the period which is calculated as the calendar days difference between the dates of acquisition and  maturity date.
The discount that is calculated as the difference between nominal value and settlement price and is recognised as income on discount securities in the income statement.

4    Significant Accounting Policies (continued)    

Property and equipment

All property and equipment are stated at historical cost less accumulated depreciation and correspondingly restated as explained below. Depreciation is calculated on the straight-line method to spread the cost of each asset to their residual values over their estimated useful life as follows:

	Computers and communication-
	25% per annum

	Vehicles 
	20% per annum

	Furniture and equipment-
	17% per annum

	Leasehold improvements-
	25% per annum

	Other 
	25% per annum


Gains and losses on disposal of fixed assets are determined by reference to their carrying amount and are taken into account in determining operating profit. Repairs and renewals are charged to the income statement when the expenditure is incurred. 
Intangible assets
Intangible assets mainly include computer software costs. Costs associated with maintaining computer software are recognised as an expense as incurred. 
Income and expense recognition  
Interest income and expense are recorded in the statement of income for all interest bearing instruments on an accrual basis using the effective yield method based on the actual purchase price.   
Fees, commissions and other income and expense items are generally recorded on an accrual basis when the service has been provided.

Foreign currency translation

Transactions denominated in foreign currency are recorded at the exchange rate ruling on the transaction date.  Exchange differences resulting from the settlement of transactions denominated in foreign currency are included in the statement of income using the exchange rate ruling on that date.

Monetary assets and liabilities denominated in foreign currency are translated into Georgian Lari at the official exchange rate of the NBG at the balance sheet date.  
As at December 31, 2008 the principal rate of exchange used for translating foreign currency balances was USD 1 = GEL 1.667; EUR 1 = GEL 2.3648; YTL 1 = GEL 1,1100 (2007: USD 1  =  GEL 1. 5916; EUR 1 = GEL 2.3315; YTL 1= GEL 1,3570). Exchange restrictions and controls exist relating to converting Georgian Lari into other currencies.  At present, the Georgian Lari is not a freely convertible currency in most countries outside of Georgia.
Offsetting 
Financial assets and liabilities are offset and the net amount reported in the balance sheet only when there is a legally enforceable right to offset the recognised amounts, and there is an intention to either settle on a net basis, or to realise the asset and settle the liability simultaneously.
	5 Cash and Cash Equivalents


	December 31, 2008
	December 31, 2007

	
	
	

	Cash on hand 
	3,216,704 
	1,796,829 

	Cash balances with the NBG (other than mandatory reserve deposits)
	7,581,952 
	1,295,626 

	Correspondent accounts 
	2,527,767 
	290,796 

	
	
	

	Total cash and cash equivalents
	13,326,423 

     13,326,423 

 
	3,383,251 


Geographical, currency and interest rate analyses of cash and cash equivalents are disclosed in Note 17.
	6  Loans to customers
	December 31, 2008
	December 31, 2007

	ssss
	
	

	Short-term Loans
	767,158 
	605,233

	Long-term Loans
	742,954 
	115,666

	Less: Allowances for loan impairment (Note 15)
	 (72,599)
	(14,418)

	sss
	
	

	Loans to customers, Net
	1,437,513 
	706,481


	7 Property and Equipment
	Computers and communication
	Vehicles
	Furniture and equipment
	Leasehold improvements
	Other
	Total

	Gross book value
	
	
	
	
	
	

	Balance at  December 31, 2007
	76,017
	51,903
	191,564
	2,650
	11,138
	333,272

	 
	
	
	
	
	
	

	Additions
	6,069
	85,336
	3,857
	-
	-
	95,262

	Disposals
	-
	(70,419)
	-
	-
	-
	(70,419)

	 
	
	
	
	
	
	

	Balance at  December 31, 2008
	82,086
	66,820
	195,421
	2,650
	11,138
	358,116

	 
	
	
	
	
	
	

	Accumulated Depreciation
	
	
	
	
	
	

	Balance at  December 31, 2007
	48,692
	33,704
	128,471
	2,023
	10,926
	223,816

	 
	
	
	
	
	
	

	Charge for the year
	16,273
	8,103
	19,281
	627
	212
	44,496

	Depreciation of disposals
	-
	(14,797)
	-
	-
	-
	(14,797)

	 
	
	
	
	
	
	

	Balance at December 31, 2008
	64,966
	27,009
	147,752
	2,650
	11,138
	253,515

	​
	
	
	
	
	
	

	Net Book Value
	
	
	
	
	
	

	Balance at December 31, 2007
	27,361
	18,198
	63,094
	628
	211
	109,492

	Balance at December 31, 2008
	17,121
	39,810
	47,669
	-
	-
	104,600


	8 Intangible assets


	Gross book value
	Accumulated depreciation
	Net book value

	Balance at December 31, 2007
	107,243 
	 (47,531) 
	59,712

	
	
	
	

	Additions
	4,962
	 (9,727)
	 (4,765) 

	Disposals
	-   
	-   
	-   

	
	
	
	

	Balance at December 31, 2008
	112,205
	(57,258)
	54,947


Intangible assets mainly consist of IT software licenses.
9 Deferred tax and Income tax expense
The Bank is subject to certain permanent tax differences due to non-tax deductibility of certain expenses and a tax free regime for certain income. 

Deferred income tax assets and liabilities are attributable to the following items:

	Deferred income tax asset
	December 31, 2008
	December 31, 2007

	
	
	

	Property, plant and equipment
	5,464 
	8,958 

	
	
	

	Net deferred income tax asset (Liability)
	5,464

	8,958 




10 Deferred tax and Income tax expense (continued)

The movement in the deferred tax during the year is presented in the table below:

	
	Year 2008
	Year 2007

	At the beginning of the year
	8,958

                   5,514 
	5,515

	Movement for the year
	(3,494)                   
	3,443

	At the end of the year
	5,464
	8,958


Profit tax charge to the income statement for the year consists of current tax and change in deferred tax:

	
	Year 2008
	Year 2007

	Statutory tax expense
	400,523 
	190,446 

	Effect of deferred taxation 
	2,513
	(3,443)

	Income tax expense for the year
	403,036 
	187,002 


	11  Other assets


	December 31, 2008
	December 31, 2007

	
	
	

	 Accounts Receivable 
	5,806 
	351,688 

	 Interest Receivable on Loans 
	20,895 
	1,006 

	 Prepayments 
	48,295 
	26,219 

	
	
	

	 
	74,996 
	378,913 

	Less: Allowances for impairment of other assets
	(3,667)
	(50,301)

	Total other assets
	71,329 
	328,612 


	12 Due to customers 


	December 31, 2008
	December 31, 2007

	Legal entities
	
	

	- Current/settlement accounts
	3,098,569 
	3,323,158 

	Individuals
	
	

	- Current/demand accounts
	2,497,799 
	2,495,557 

	Total due to customer
	5,596,368 
	5,818,715 


Economic sector concentrations within customer accounts are, as follows:

	
	Year 2008
	Year 2007

	
	Amount
	%
	Amount
	%

	
	
	
	
	

	Individuals
	2,497,799 
	44.63%
	2,495,557 
	42.89%

	Government bodies
	519,311 
	9.28%
	395,098 
	6.79%

	Trade
	1,996,356 
	35.67%
	2,350,653 
	40.40%

	Mining 
	236,600 
	4.23%
	230,057 
	3.95%

	Construction
	278,803 
	4.98%
	-   
	-

	Other
	67,499 
	1.21%
	347,350 
	5.97%

	
	 
	 
	 
	 

	Total customer accounts
	5,596,368
	100%
	5,818,715
	100%

	
	
	
	
	


Geographical, currency and maturity analyses of customer accounts are disclosed in Note 17.  The information on related party balances is disclosed in Note 19.
13 Reserve fund

According to local regulations (Order # 144 of the president of National Bank of Georgia, May 23, 2006) the minimum amount of the reserved capital of licensed commercial and foreign bank branches in Georgia as at December 31, 2008 should be no less than GEL 12,000,000. The amount of Bank’s capital as at December 31, 2008 conforms with the set norms. 
14 Impairment of interest earning assets

The allowance for impairment of interest earning assets is created against the gross loan portfolio, according to local regulations (Order # 350 of the president of National Bank of Georgia) and is calculated as 2 % of gross loan portfolio amount plus bad debt reservation expenses (10% - if overdue is more than 30 days, 30% - if more than 60 days and 50% after 120 days.). By the end of the year total reserve was  5% of the gross loan portfolio.
	
	Year 2008
	Year 2007

	
	
	

	Opening balance
	(14,418)
	-

	
	
	

	Increase in the period
	(58,206)
	(14,418)

	
	
	

	Closing balance
	(72,599)
	(14,418)


15 Fee and Commission Income and Expense

	
	Year 2008
	Year 2007

	
	
	

	Fee and commission income
	
	

	
	
	

	Commission on cash operations
	284,351 
	291,936 

	Commission on settlement transactions
	365,032 
	400,150 

	Other
	34,027 
	22,971 

	
	
	

	Total fee and commission income
	683,410 
	715,057 

	
	
	

	Fee and commission expense
	
	

	
	
	

	Commission on settlement transactions
	(2,233)
	(2,114)

	Commission on cash transactions
	(9,219)
	(1,248)

	Other
	(1,350)
	(964)

	
	
	

	Total fee and commission expense
	(12,802)
	(4,326)

	Net fee and commission income
	670,608 
	710,731 


16 Operating Expenses

	
	Year 2008
	Year 2007

	
	
	

	Staff costs
	534,621 
	533,981 

	Rent
	95,422 
	82,358 

	Depreciation of property, plant and equipment
	43,869 
	45,561 

	Amortization of intangible assets
	10,354 
	8,358 

	Legal and other professional services
	55,256 
	69,115 

	Insurance
	11,099 
	14,602 

	Communication and mailing
	66,908 
	28,018 

	Security
	53,917
	48,761

	Utilities
	12,677
	10,929

	Representative expenses
	9,052
	8,596

	Office supply
	7,621
	4,694

	Other local taxes
	5,655
	9,067

	Impairment  / (Recovery of impairment) of other assets
	(46,634)
	50,301

	Other
	64,587
	50,479

	
	
	

	Total operating expenses
	924,404 
	964,820 


17 Financial Risk Management

The risk management function within the Bank is carried out in respect of financial risks (market, geographical, currency and liquidity), operational risks and legal risks.  The primary objectives of the financial risk management function are to establish risk limits, and then ensure that exposure to risks stays within these limits.  Risk assessment also forms the basis for optimal risk-adjusted capital allocation, transaction pricing and performance assessment.  The operational and legal risk management functions are intended to ensure proper functioning of internal policies and procedures to minimize operational and legal risks.
Geographical risk - The geographical concentration of the Bank’s assets and liabilities as at December 31, 2008 is set out below:
	
	Georgia
	OECD
	Total

	Assets
	
	
	

	Cash and cash equivalents
	10,798,667
	2,527,756
	13,326,423

	Mandatory cash balances with the NBG
	306,000
	-
	306,000

	Due from other banks
	-
	8,962
	8,962

	Discount securities
	6,384,449
	-
	6,384,449

	Loans to customers
	1,437,513
	-
	1,437,513

	Prepaid taxes
	74,688
	-
	74,688

	Property, plant and equipment, net
	104,600
	-
	104,600

	Intangible assets, net
	54,947
	-
	54,947

	Deferred tax asset
	5,464
	-
	5,464

	Other assets
	71,329
	-
	71,329

	Total assets
	19,237,654
	2,536,718
	21,774,375

	Liabilities
	
	
	

	Due to other banks
	1,048
	-
	1,048

	Customer accounts
	5,596,368
	-
	5,596,368

	Other liabilities
	944,756
	-
	944,756

	Total liabilities
	6,542,172
	-
	6,542,172

	Net balance sheet position
	12,695,482
	2,536,718
	15,232,203


Assets and liabilities have generally been based on the country in which the counterparty is located.  Cash on hand and premises and equipment have been allocated based on the country in which they are physically held. 
Currency risk - The Bank takes on exposure to effects of fluctuations in the prevailing foreign currency exchange rates on its financial position and cash flows.  The table below summarises the Bank’s exposure to foreign currency exchange rate risk as at  December 31, 2008. Included in the table are the Bank’s assets and liabilities at carrying amounts, categorised by currency.  
	
	GEL
	USD
	Euro
	Other currencies
	Total

	Assets
	
	
	
	
	

	Cash and cash equivalents
	8,158,333
	4,729,991
	430,914
	7,185
	13,326,423

	Mandatory cash balances with the NBG
	306,000
	-
	-
	-
	306,000

	Due from other banks
	-
	8,962
	-
	-
	8,962

	Discount securities
	6,384,449
	-
	-
	-
	6,384,449

	Loans to customers
	80,439
	1,357,074
	-
	-
	1,437,513

	Prepaid taxes
	74,688
	-
	-
	-
	74,688

	Property, plant and equipment, net
	104,600
	-
	-
	-
	104,600

	Intangible assets, net
	54,947
	-
	-
	-
	54,947

	Deferred tax asset
	5,464
	-
	-
	-
	5,464

	Other assets
	71,329
	-
	-
	-
	71,329

	Sss
	
	
	
	
	

	Total assets
	15,240,249
	6,096,027
	430,914
	7,185
	21,774,375 

	Sss
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Due to other banks
	1,048
	-
	-
	-
	1,048

	Customer accounts
	1,115,620
	4,051,565
	429,183
	-
	5,596,368

	Other liabilities
	-
	944,756
	-
	-
	944,756

	Sss
	
	
	
	
	

	Total liabilities
	1,116,668
	4,996,321
	429,183
	-
	6,542,172

	Sss
	
	
	
	
	

	Net balance sheet position
	14,123,581
	1,099,706
	1,731
	7,185
	15,232,203


18 Financial Risk Management(continued)

Liquidity risk - Liquidity risk is defined as the risk when the maturity of assets and liabilities does not match.  The Bank is exposed to daily calls on its available cash resources from current accounts. The Bank does not maintain cash resources to meet all of these needs as experience shows that a minimum level of reinvestment of maturing funds can be predicted with a high level of certainty. The table below shows assets and liabilities as at December 31,  2008 by their remaining contractual maturity, unless there is evidence that any of these assets are impaired and will be settled after their contractual maturity dates, in which case the expected date of settlement is used.  The liquidity position of the Bank as at December 31,  2008 is set out below.
	
	Less than 1 month
	From 1 to 6 months
	From 6 to 12 months
	More than 1 year
	Total

	Assets
	
	
	
	
	

	Cash and cash equivalents
	13,326,423
	-
	-
	-
	13,326,423

	Mandatory cash balances with the NBG
	306,000
	-
	-
	-
	306,000

	Due from other banks
	8,962
	-
	-
	-
	8,962

	Discount securities
	6,384,449
	-
	-
	-
	6,384,449

	Loans to customers
	8,210
	344,550
	425,813
	658,940
	1,437,513

	Prepaid taxes
	-
	74,688
	-
	-
	74,688

	Property, plant and equipment, net
	-
	-
	-
	104,600
	104,600

	Intangible assets, net
	-
	-
	-
	54,946
	54,946

	Deferred tax asset
	-
	-
	-
	5,464
	5,464

	Other assets
	71,329
	-
	-
	-
	71,329

	Ddddddddddddddd
	
	
	
	
	

	Total assets
	20,105,373
	419,238
	425,813
	823,950
	21,774,375

	Ddddd
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Due to other banks
	1,048
	-
	-
	-
	1,048

	Customer accounts
	5,108,370
	387,978
	100,020 
	-
	5,596,368

	Other liabilities
	944,756
	-
	-
	-
	944,756

	Total liabilities
	6,054,174
	387,978
	100,020 
	-
	6,542,172

	Dddd
	
	
	
	
	

	Net liquidity gap
	14,054,198
	31,261
	325,793
	823,950
	15,232,203

	Dddddddd
	
	
	
	
	

	Cumulative liquidity gap at as December 31, 2008
	14,054,198
	14,082,459
	14,408,252
	15,232,203
	

	Ddd
	
	
	
	
	


The analysis of interest rate and liquidity risk on balance sheet transactions is presented in the following tables: 

	
	Less than 1 month
	From 1 to 6 months
	From 6 to 12 months
	More than 1 year
	Total

	Assets
	
	
	
	
	

	Mandatory cash balances with the NBG
	306,000
	-
	-
	-
	306,000

	Due from other banks
	8,962
	
	
	
	8,962

	Discount securities
	6,384,449
	
	
	
	6,384,449

	Loans to customers
	8,210
	344,550
	425,813
	658,940
	1,437,513

	Total interest bearing assets
	6,707,621
	344,550
	425,813
	658,940
	8,136,924

	Cash and cash equivalents
	13,326,423
	-
	-
	-
	13,326,423

	Prepaid taxes
	-
	74,688
	-
	
	74,688

	Property, plant and equipment, net
	-
	-
	-
	104,600
	104,600

	Intangible assets, net
	-
	-
	-
	54,946
	54,946

	Deferred tax asset
	-
	-
	-
	5,464
	5,464

	Other assets
	71,329
	-
	-
	-
	71,329

	Total assets
	20,105,373
	419,238
	425,813
	823,950 
	21,774,375

	Liabilities
	
	
	
	
	

	Du to Other Banks
	1,048 
	
	
	
	1,048

	Customer Accounts
	
	387,978
	100,020 
	
	487,998

	Total interest bearing liabilities
	1,048 
	387,978
	100,020 
	-
	489,046

	
	
	
	
	
	

	Customer accounts
	5,108,370 
	-
	-
	-
	5,108,370

	Other liabilities
	944,756
	-
	-
	-
	944,756

	Total liabilities
	6,054,174
	387,978
	100,020
	-
	6,542,172

	Net liquidity gap
	14,051,198 
	31,261
	325,793
	823,950
	

	Interest sensitivity gap
	6,706,572 
	(43,428)
	325,793
	658,940
	

	Cumulative interest sensitivity gap
	6,706,572 
	6,663,144
	6,988,937
	7,647,877
	

	Cumulative interest sensitivity gap as a percentage of total assets
	31%
	31%
	32%
	35%
	


19 Financial Risk Management(continued)
Overdue liabilities, if any, are classified within the “demand and less than 1 month” column.  Overdue assets, if any, are allocated based on their expected maturity.  Mandatory cash balances with the NBG are included within demand and less than one month as the majority of liabilities to which this balance relates to are also included within this category.

The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is fundamental to the Management of the Bank.  It is unusual for banks ever to be completely matched since business transacted is often of an uncertain term and of different types.  An unmatched position potentially enhances profitability, but can also increase the risk of losses.  The maturities of assets and liabilities and the ability to replace, at an acceptable cost, interest-bearing liabilities as they mature, are important factors in assessing the liquidity of the Bank and its exposure to changes in interest and exchange rates.
Management believes that in spite of a substantial portion of customers accounts being on demand, diversification of these deposits by number and type of depositors, and the past experience of the Bank would indicate that these customers’ accounts provide a long-term and stable source of funding for the Bank.

20 Contingencies and Commitments 

Georgian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur frequently. Management's interpretation of such legislation as applied to the transactions and activity of the Group may be challenged by the relevant regional and federal authorities. Recent events within Georgia suggest that the tax authorities may be taking a more assertive position in their interpretation of the legislation and assessments, and it is possible that transactions and activities that have not been challenged in the past may be challenged. As a result, significant additional taxes, penalties and interest may be assessed.  Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years preceding the year of review.  Under certain circumstances reviews may cover longer periods of 6 years. Though there should be taken into account Georgian Legislation on the issue of Financial Amnesty by the period of January 1, 2004.  

As at  December 31, 2008 management believes that its interpretation of the relevant legislation is appropriate and the Bank's tax, currency and customs positions will be sustained.  Where management believes it is probable that a position cannot be sustained, an appropriate amount has been accrued for in these financial statements.

21 Related Party Transactions

For the purposes of these financial statements, parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other party in making financial or operational decisions as defined by IAS 24 “Related Party Disclosures”.  In considering each possible related party relationship, attention is directed to the substance of the relationship, not merely the legal form. The outstanding balances at the year-end with related parties are as follows:

	
	Year 2008
	Year 2007

	
	
	

	Current/settlement accounts in Ziraat Bank’s foreign branches as at the year end
	2,527,756
	290,785

	
	
	


In 2008 the total remuneration of Bank management, including pension contributions, and discretionary compensation amounts to GEL 165,841 (2007: GEL 148,956).
22 Legal Proceeding

As of December 31, 2008, the Bank was not engaged in any litigation proceedings.
23 After balance sheet events TC "After balance sheet events" \f C \l "2" 
There have been no after balance sheet events that require any additional adjustments or disclosures in these financial statements.

* * * * *
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