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 Balance Sheet as at 31 December 2008 

The balance sheet is to be read in conjunction with the Notes to, and forming part of, the financial statements.    
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Notes 

2008 
GEL’000  

2007
GEL’000 

ASSETS    

Cash  1,927 -

Due from the National Bank of Georgia 10 3,570 2

Placements with banks and other financial 
institutions 11 36,576 26

Loans to customers 12 39,633 -

Available-for-sale assets  

- Held by the Bank 13 2,799 -

Held-to-maturity investments  

- Held by the Bank 14 - 12,194

Property and equipment 15 10,415 779

Other assets 16 914 1,872

Deferred tax asset       19 1,185 -

Total Assets  97,019 14,873

LIABILITIES AND SHAREHOLDERS’ 
EQUITY  

Current accounts and deposits from customers 17 78,441 -

Other liabilities 18 1,414 661

Total Liabilities  79,855 661

Shareholders’ Equity  

Share capital 20 23,908 16,645

Revaluation reserve for available-for-sale assets   2 -

Accumulated losses  (6,746) (2,433)

Total Shareholders’ Equity  17,164 14,212

Total Liabilities and Shareholders’ Equity  97,019 14,873

   

Commitments and Contingencies 23-25  
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 Statement of Cash Flows for the year ended 31 December 2008 

The statement of cash flows is to be read in conjunction with the Notes to, and forming part of, the financial statements. 
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Notes
2008  

GEL’000   

26 June 2007
to 31 December 2007

GEL’000
CASH FLOWS FROM OPERATING ACTIVITIES     

Interest receipts  2,360  174 

Interest payments  (505)  - 

Net commission receipts  353  (12) 

Net receipts from foreign exchange  268  (4) 

General administrative expenses  (7,348)  (2,700) 
     

(Increase)/decrease in operating assets     

Due from the National Bank of Georgia  (2,535)                                    - 

Placements with banks and other financial institutions  (24,105)  - 

Loans to customers  (36,468)  - 

Available-for-sale assets  (2,722)  - 

Held-to-maturity investments  12,034  (12,034) 

Other assets  1,133  (1,856) 
     

Increase/(decrease) in operating liabilities     

Current accounts and deposits from customers  66,829  - 

Other liabilities  758  632 

Net cash provided from operating activities before taxes 
paid  10,052 

 
(15,800) 

Taxes paid  (161)  (16) 

Cash flows from operations  9,891  (15,816) 
     

CASH FLOWS FROM INVESTING ACTIVITIES     

Net purchases of property and equipment  (10,716)  (801) 

Cash flows from investing activities  (10,716)  (801) 
     

CASH FLOWS FROM FINANCING ACTIVITIES     

Proceeds from issuance of share capital  7,263  16,645 

Cash flows from financing activities  7,263  16,645 

     

Net increase in cash and cash equivalents  6,438  28 

Effect of changes in exchange rates on cash and cash 
equivalents  578 

 
- 

Cash and cash equivalents at the beginning of the period  28  - 

Cash and cash equivalents at the end of the period 27 7,044  28 
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Notes to, and forming part of, the financial statements for the year ended 31 December 2008 
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Depreciation 
 
Depreciation is charged to the соnsolidated income statement on a straight-line basis over the 
estimated useful lives of the individual assets. Depreciation commences on the date of acquisition 
or, in respect of internally constructed assets, from the time an asset is completed and ready for 
use. Land is not depreciated. Leashold improvements are depreciated over the shorter of the asset 
useful life and the lease term. The estimated useful lives are as follows: 
 
Buildings 20 years 
Leashold improvements up to 10 years 
Vehicles 5 years 
Fixtures and fittings  5 years  
Computer and communication equipment  3 to 5 years  
Other 5 to 7 years 
 
Intangible assets 
 
Intangible assets, which are acquired by the Bank, are stated at cost less accumulated amortisation 
and impairment losses.  
 
Amortisation is charged to the  income statement on a straight-line basis over the estimated useful 
lives of intangible assets. The estimated useful lives are as follows: 
 
Computer software 3 to 5 years 
 
Impairment 
 
Financial assets carried at amortized cost 
 
Financial assets carried at amortized cost consist principally of loans, other receivables and 
unquoted available-for-sale debt securities (“loans and receivables”). The Bank reviews its loans 
and receivables, to assess impairment on a regular basis. A loan or receivable is impaired and 
impairment losses are incurred if, and only if, there is objective evidence of impairment as a result 
of one or more events that occurred after the initial recognition of the loan or receivable and that 
event (or events) has had an impact on the estimated future cash flows of the loan that can be 
reliably estimated.  
 
Objective evidence that financial assets are impaired can include default or delinquency by a 
borrower, breach of loan covenants or conditions, restructuring of a loan or advance by the Bank 
on terms that the Bank would not otherwise consider, indications that a borrower or issuer will 
enter bankruptcy, the disappearance of an active market for a security, deterioration in the value 
of collateral, or other observable data relating to a group of assets such as adverse changes in the 
payment status of borrowers in the group, or economic conditions that correlate with defaults in 
the group. 
 
The Bank first assesses whether objective evidence of impairment exists individually for loans 
and receivables that are individually significant, and individually or collectively for loans and 
receivables that are not individually significant. If the Bank determines that no objective evidence 
of impairment exists for an individually assessed loan or receivable, whether significant or not, it 
includes the loan in a group of loans and receivables with similar credit risk characteristics and 
collectively assesses them for impairment. Loans and receivables that are individually assessed 
for impairment and for which an impairment loss is or continues to be recognised are not included 
in a collective assessment of impairment. 



HSBC Bank Georgia jsc 
Notes to, and forming part of, the financial statements for the year ended 31 December 2008 
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If there is objective evidence that an impairment loss on a loan or receivable has been incurred, 
the amount of the loss is measured as the difference between the carrying amount of the loan or 
receivable and the present value of estimated future cash flows including amounts recoverable 
from guarantees and collateral discounted at the loan or receivable’s original effective interest 
rate. Contractual cash flows and historical loss experience adjusted on the basis of relevant 
observable data that reflect current economic conditions provide the basis for estimating expected 
cash flows. 
 
In some cases the observable data required to estimate the amount of an impairment loss on a loan 
or receivable may be limited or no longer fully relevant to current circumstances. This may be the 
case when a borrower is in financial difficulties and there is little available historical data relating 
to similar borrowers. In such cases, the Bank uses its experience and judgement to estimate the 
amount of any impairment loss.  
 
All impairment losses in respect of loans and receivables are recognized in the income statement 
and are only reversed if a subsequent increase in recoverable amount can be related objectively to 
an event occurring after the impairment loss was recognised. 
 
When a loan is uncollectable, it is written off against the related allowance for loan impairment. 
The Bank writes off a loan balance (and any related allowances for loan losses) when the Bank’s 
management determines that the loans are uncollectible and when all necessary steps to collect the 
loan are completed.  
 
Financial assets carried at cost  
 
Financial assets carried at cost include unquoted equity instruments included in available-for-sale 
assets that are not carried at fair value because their fair value can not be reliably measured. If 
there is objective evidence that such investments are impaired, the impairment loss is calculated 
as the difference between the carrying amount of the investment and the present value of the 
estimated future cash flows discounted at the current market rate of return for a similar financial 
asset.  
 
All impairment losses in respect of these investments are recognized in the income statement and 
can not be reversed. 
 
Non financial assets 
 
Other non financial assets, other than deferred taxes, are assessed at each reporting date for any 
indications of impairment. The recoverable amount of non financial assets is the greater of their 
fair value less costs to sell and value in use. In assessing value in use, the estimated future cash 
flows are discounted to their present value using a pre-tax discount rate that reflects current 
market assessments of the time value of money and the risks specific to the asset. For an asset that 
does not generate cash inflows largely independent of those from other assets, the recoverable 
amount is determined for the cash-generating unit to which the asset belongs. An impairment loss 
is recognised when the carrying amount of an asset or its cash-generating unit exceeds its 
recoverable amount. 
 
All impairment losses in respect of non financial assets are recognized in the сonsolidated income 
statement and reversed only if there has been a change in the estimates used to determine the 
recoverable amount. Any impairment loss reversed is only reversed to the extent that the asset’s 
carrying amount does not exceed the carrying amount that would have been determined, net of 
depreciation or amortisation, if no impairment loss had been recognised. 
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Provisions 
 
A provision is recognised in the balance sheet when the Bank has a legal or constructive 
obligation as a result of a past event, and it is probable that an outflow of economic benefits will 
be required to settle the obligation. If the effect is material, provisions are determined by 
discounting the expected future cash flows at a pre-tax rate that reflects current market 
assessments of the time value of money and, where appropriate, the risks specific to the liability. 
 
Credit related commitments 
 
In the normal course of business, the Bank enters into credit related commitments, comprising 
undrawn loan commitments, letters of credit and guarantees. 
 
Financial guarantees are contracts that require the Bank to make specified payments to reimburse 
the holder for a loss it incurs because a specified debtor fails to make payment when due in 
accordance with the terms of a debt instrument. 
 
A financial guarantee liability is recognised initially at fair value net of associated transaction 
costs, and is measured subsequently at the higher of the amount initially recognised less 
cumulative amortisation or the amount of provision for losses under the guarantee. Provisions for 
losses under financial guarantees and other credit related commitments are recognised when 
losses are considered probable and can be measured reliably.  
 
Financial guarantee liabilities and provisions for other credit related commitment are included 
within other liabilities. 
 
Share capital 
 
Dividends 
 
The ability of the Bank to declare and pay dividends is subject to the rules and regulations of the 
Georgian legislation. 
 
Dividends in relation to ordinary shares are reflected as an appropriation of retained earnings in 
the period when they are declared. 
 
Taxation 
 
Income tax comprises current and deferred tax. Income tax is recognised in the  income statement 
except to the extent that it relates to items recognised directly in equity, in which case it is 
recognised in equity. 
 
Current tax expense is the expected tax payable on the taxable income for the year, using tax rates 
enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in 
respect of previous years. 
 
Deferred tax is provided using the balance sheet liability method, providing for temporary 
differences between the carrying amounts of assets and liabilities for financial reporting purposes 
and the amounts used for taxation purposes. The temporary differences for the initial recognition 
of assets or liabilities that affect neither accounting nor taxable profit are not provided for. The 
amount of deferred tax provided is based on the expected manner of realisation or settlement of 
the carrying amount of assets and liabilities, using tax rates enacted or substantially enacted at the 
balance sheet date. 
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A deferred tax asset is recognised only to the extent that it is probable that future taxable profits 
will be available against which the temporary differences, unused tax losses and credits can be 
utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related 
tax benefit will be realised. 
 
Income and expense recognition  
 
Interest income and expense are recognised in the income statement using the effective interest 
method.  
 
Loan origination fees, loan servicing fees and other fees that are considered to be integral to the 
overall profitability of a loan, together with the related direct costs, are deferred and amortized to 
the interest income over the estimated life of the financial instrument using the effective interest 
rate method. 
 
Other fees, commissions and other income and expense items are recognised when the 
corresponding service has been provided.  
 
New Standards and Interpretations not yet adopted 
 
A number of new Standards, amendments to Standards and Interpretations are not yet effective as 
at 31 December 2008, and have not been applied in preparing these financial statements. Of these 
pronouncements, potentially the following will have an impact on the Bank’s operations. The 
Bank plans to adopt these pronouncements when they become effective. The Bank has not yet 
analysed the likely impact of these new standards on its financial statements. 
 
• IAS 1 Presentation of Financial Statements (Revised), which is effective for annual periods 

beginning on or after 1 January 2009, specifies how an entity should present changes in equity 
not resulting from transactions with owners and other changes in equity in its financial 
statements, and introduces certain other requirements in respect of presentation of information 
in the financial statements. 

 
• Amendment to IAS 18 Revenue, which is effective for annual periods beginning on or after 

1 January 2009, provides guidance on transaction costs related to originating a financial asset, 
which is aligned with the definition of transaction costs as included in IAS 39.   
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4 Net interest income 
 
 

2008
GEL’000  

           26 June 2007 
to 31 December 2007

GEL’000 
Interest income    
Placements with banks and other financial institutions 1,747  13 
Loans to customers 986  -  
Available-for-sale assets 799  -  
Held-to-maturity investments 86  321 

 3,618  334 

Interest expense    
Deposits and balances from banks and other financial institutions (6)  - 
Current accounts and deposits from customers (1,535)  - 

 (1,541)  - 
Net interest income 2,077  334 

 
 
5 Fee and commission income 
 
 

2008
GEL’000  

           26 June 2007   
to 31 December 2007

GEL’000 
Credit facilities 197  - 
ATM services 57  - 
Guarantee and letter of credit issuance fees  50  - 
Remittance fees 46  - 
Cash withdrawal fees  41  - 
Other  32  - 

 423  - 

 
 
6 Net foreign exchange income/(loss) 
 
 

2008 
GEL’000   

           26 June 2007  
to 31 December 2007

GEL’000  
Net gain/(loss) from revaluation of financial assets and liabilities 309  (29) 
Net gain/(loss) on foreign exchange transactions 268  (4) 

 577  (33) 
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7 Impairment losses 
 

2008 
GEL’000   

        26 June 2007 
to 31 December 2007

GEL’000 
Impairment losses 
Property and equipment (Note 15) 500  - 

 500  - 

 

8  General administrative expenses 
 
 

2008
GEL’000  

  26 June 2007 
to 31 December 2007

GEL’000 
Employee compensation 4,767  1,718 
Occupancy rent  936  500 
Depreciation and amortization 580  22 
Professional services  261  153 
Advertising and marketing   239  1 
IT related costs  194  1 
Training  191  165 
Taxes other than on income 125  4 
Utilities  117  5 
Communications and information services   83  15 
Office supplies 77  5 
Security  72  -  
Travel and entertainment   57  40 
Repairs and maintenance   46  9 
Other  183  84 

  7,928  2,722 

 
 
9 Income tax benefit 
 
 

2008 
GEL’000   

26 June 2007 
to 31 December 2007

GEL’000 
Current tax expense    
Current year -  - 

 -  - 

Deferred tax expense    
Origination and reversal of temporary differences (823)  - 
Change in unrecognized deferred tax assets (362)  - 
 (1,185)  - 

Total income tax expense in the  income statement (1,185)  - 

 
The Bank’s applicable tax rate for current and deferred tax is 15% (2007: 20%). 
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Reconciliation of effective tax rate: 
 
 

2008
 GEL’000  % 

            26 June 2007 
 to 31 December 2007 

GEL’000  % 
 
Loss before tax (5,498)   (2,433)   

       
Income tax at the applicable tax rate (825)  15.00%  (487)  20.00% 
Non-deductible costs/(non-taxable income) 2  (0.03)% 3  (0.11)% 
Change in unrecognized deferred tax assets (362)  6.58% 362  (14.89)% 
Income taxed at lower tax rates -    122  (5.00)% 

 1,185  21.55% -  - 

 
 
10 Due from the National Bank of Georgia 
 
 2008 

GEL’000  
 
 

2007 
GEL’000 

Minimum reserve deposit 3,377  - 
Nostro accounts 193  2 

 3,570  2 

 
The minimum reserve deposit is a mandatory interest bearing deposit in foreign currency 
calculated in accordance with regulations issued by the NBG and whose withdrawability is 
restricted. The nostro accounts represent balances with the NBG related to settlement activity, 
which includes a reserve in local currency amounting to GEL 134 thousand. Withdrawal of the 
reserve deposit in GEL is not resticted, however the Bank is subject to penalties if the average 
required balance is not maintained over a 14 day period.  
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11 Placements with banks and other financial institutions 
 
 2008

GEL’000 
 
 

2007
GEL’000 

Not impaired or past due    
Nostro accounts    
Rated from AA- to AA+ 4,008  26 
Rated below B+ 916  - 

Total nostro accounts 4,924  26 

    
Loans and deposits    
Rated from AA- to AA+ 2,270  - 
Rated below B+ 15,003  - 
Not rated 13,336  - 

Total loans and deposits  30,609  - 
    
Accrued interest 1,043  - 

 36,576  26 

 

Concentration of placements with banks and other financial institutions 
 
As at 31 December 2008 the Bank had five banks whose balances exceeded 10% of total 
placements with banks and other financial institutions. The gross value of these balances as of 
31 December 2008 were GEL 34,027 thousand. 
 
 
12 Loans to customers 
 
 2008 

GEL’000 
 
 

2007
GEL’000 

Commercial loans    
Loans to large corporates 21,679  - 
Loans to small and medium size companies 3,954  - 

Total commercial loans 25,633  - 

    
Loans to individuals    
Mortgage loans 8,547  - 
Construction loans 2,264  - 
Renovation loans  1,619  - 
Auto loans  1,181  - 
Consumer loans 389  - 

Total loans to individuals 14,000  - 
    
Gross loans to customers 39,633  - 
Impairment allowance -  - 

Net loans to customers 39,633  - 
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Based on the strength of the financial positions of the borrowers and the collateral securing the 
loans, the bank has determined that there is no impairment on its commercial loans or loans to 
individuals. 
 
Analysis of collateral  
 
The following table provides the analysis of the commercial loan portfolio, net of impairment, by 
types of collateral as at 31 December 2008: 
 
 

2008 
% of loan  

portfolio 2007  
% of loan  

portfolio 
Real estate  15,001 59% -  - 
Cash collateral 5,611 22% -  - 
Bank guarantee 2,412 9% -  - 
Other collateral  1,853 7% -  - 
No collateral 756 3% -  - 

Total  25,633 100% -  - 

 
The amounts shown in the table above represent the carrying value of the loans, and do not 
necessarily represent the fair value of the collateral. 
 
During the year ended 31 December 2008 the Bank did not obtain any assets by taking control of 
collateral accepted as security for commercial loans (31 December 2007: nil). 
 
Analysis of collateral  
 
Mortgage, construction and renovation loans are secured by underlying and, or other housing real 
estate. Auto loans are secured by underlying car. Consumer loans are not secured. 
 

Industry and geographical analysis of the loan portfolio 

Loans to customers were issued primarily to customers located in Georgia, who operate in the 
following economic sectors: 

 2008 
GEL’000 

 
 

2007
GEL’000 

Trade  9,036  - 
Real estate  5,611   - 
Manufacturing – non food 2,876  - 
Manufacturing of food and beverages 2,678  - 
Telecommunication 2,461  - 
Services 2,764  - 
Other 207  - 
Loans to individuals 14,000  - 

 39,633  - 
Impairment allowance -  - 

 39,633  - 
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Significant credit exposures 
 
As at 31 December 2008 the Bank had one borrower, whose loan balances exceeded 10% of loans 
to customers. The gross value of this loan as of 31 December 2008 was GEL 5,611 thousand, 
which was secured by GEL 5,632 thousand cash collateral.  
 
Loan maturities 
 
The maturity of the Bank’s loan portfolio is presented in Note 30, which shows the remaining 
period from the reporting date to the contractual maturity of the loans comprising the loan 
portfolio.  
 
13 Available-for-sale assets 
 
 2008 

GEL’000 
 
 

2007
GEL’000 

Debt and other fixed-income instruments     
Certificate of Deposits of the National Bank of Georgia 2,745  - 

  2,745  - 

Equity investments – Unquoted    
JSC United Clearing Center  54  - 

 54  - 

 2,799  - 

 
Investment without a determinable fair value  
 
Available-for-sale investments stated at cost comprise unquoted equity securities in the financial 
services industry. There is no market for this investment and there have not been any recent 
transactions that provide evidence of the current fair value. In addition, discounted cash flow 
techniques yield a wide range of fair values due to the uncertainty regarding future cash flows in 
this industry.  
 
 

14 Held-to-maturity investments 
 
 2008  

GEL’000  
 
 

2007 
GEL’000  

Debt and other fixed-income instruments     
Certificate of Deposits of the National Bank of Georgia -  12,194 

 -  12,194 
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15 Property and equipment 
 

GEL’000 
Land and 
buildings  

Leashold 
improvements Vehicles 

Fixtures 
and 

fittings 

Computer and 
communication 

equipment 

 Other 
fixed 
assets 

 
Intangible 

assets Total 
Cost   
At 1 January 2008 126  189  189  8  188  101  801 
Additions 2,456  4,801  57  2,060  279  374  689  10,716 
At 31 December 2008 2,582  4,990 246  2,068  467  475  689  11,517 
   
Depreciation and 
impairment losses  

 

At 1 January 2008 -  -  (17)  -  (5)  - -  (22) 
Depreciation charge  -  (256)  (41)  (158)  (73)  (23) (29)  (580) 
Impairment losses (500)  - -  -  -  - -  (500) 
At 31 December 2008 (500)  (256) (58)  (158)  (78)  (23) (29)  (1,102) 
   
Carrying value   

At 31 December 2008 2,082  4,734 188  1,910  389  452  660  10,415 
At 31 December 2007 126  189  172  8  183  101  -  779 

 
GEL’000 

Land and 
buildings  

Leashold 
improvements Vehicles

Fixtures 
and 

fittings 

Computer and 
communication 

equipment  

Other 
fixed 
assets 

 
Intangible 

assets Total 
Cost  
At 26 June 2007 - - -  -  -  -  -  -  
Additions 126 189 189  8    188  101  -  801 
At 31 December 2007 126 189 189  8  188  101  -  801 
               
Depreciation and 
impairment losses           

  
  

At 26 June 2007 - - -  -  -  -  -  - 
Depreciation charge  - - (17)  -  (5)  -  -  (22) 
At 31 December 2007 - - (17)  -  (5)  -  -  (22) 
               
Carrying value               
At 31 December 2007 126 189 172  8  183  101  -  779 
At 26 June 2007 - -  -  -  -  -  -  - 

 
Analysis of movements in the impairment allowance 

 2008 
GEL’000  

2007
GEL’000 

Balance at the beginning of the year -  - 
Net charge for the year 500  - 

Balance at the end of the year 500  - 
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16 Other assets 
 
 2008 

GEL’000  
2007

GEL’000 

Prepayments  587  1,854 
Materials and supplies 120  - 
Prepaid income tax 177  16 
Prepaid other taxes 3  2 
Other 27  - 

 914  1,872 

 
Analysis of movements in the impairment allowance 
 
 2008 

GEL’000  
2007

GEL’000 
Balance at the beginning of the period -  - 
Net charge for the period 6  - 
Write-offs  (6)  - 

Balance at the end of the period -  - 

 
 
17 Current accounts and deposits from customers 
 
 2008 

GEL’000  
2007

GEL’000 
Current accounts and demand deposits   - 
- Individuals 7,838  - 
- Corporate 10,375  - 
Term deposits   - 
- Individuals 3,437  - 
- Corporate 56,791  - 

 78,441  - 

 
Blocked accounts 
 
As of 31 December 2008, the Bank maintained customer deposit balances of GEL 6,126 thousand 
which were blocked by the Bank as collateral for loans and off-balance sheet credit instruments 
granted by the Bank. 
 
Concentrations of current accounts and customer deposits 
 
As of 31 December 2008 the Bank had 1 customer whose balances exceeded 10% of total 
customer accounts. These balances as of 31 December 2008 were GEL 51,011 thousand. 
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18 Other liabilities 
 
 2008  

GEL’000   
2007

GEL’000 
Liabilities to suppliers  763  - 
Accrued expenses 604  654 
Taxes, other than  income tax  38  3 
Other 9  4 

 1,414  661 

 
 
19 Deferred tax asset  
 
Temporary differences between the carrying amounts of assets and liabilities for financial 
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax assets 
as of 31 December 2008 and 2007.  
 
These deductible temporary differences, which have no expiry dates, are listed below at their tax 
effected accumulated values:  
 
GEL’000 Assets Liabilities  Net 
 2008  2007 2008  2007  2008  2007 
Property and equipment -  - (21)  (8)  (21)  (8) 
Loans to customers -  - (116)  -  (116)  - 
Other assets -  3 -  -  -  3 
Other liabilities 78  80 -  -  78  80 
Tax loss carry-forwards  1,244  287 -  -  1,244  287 

Total deferred tax assets/(liabilities) 1,322  370 (137)  (8)  1,185  362 
Unrecognized deferred tax assets/(liabilities) -  (370) -  8  -  (362) 

Recognized deferred tax assets/(liabilities) 1,322  - (137)  -  1,185  - 

 
The tax rate applicable for deferred taxes was 15% (2007: 15%). 
 
The tax losses carry-forwards of GEL 287 thousand expire in 31 December 2012 and GEL 957 
thousand expire in 31 December 2013. 
 
Movement in temporary differences during the year ended 31 December 2008 
 
GEL’000 Balance  

1 January 2008  
Movements during 

the period  
Balance  

31 December 2008
Property and equipment (8)  (13)  (21) 
Loans to customers -  (116)  (116) 
Other assets 3  (3)  - 
Other liabilities 80  (2)  78 
Tax loss carry-forwards  287  957  1,244 

 362  823  1,185 

 
 



HSBC Bank Georgia jsc 
Notes to, and forming part of, the financial statements for the year ended 31 December 2008 

25 
 
  

 

20 Share capital  
 
The authorised, issued and outstanding share capital comprises 23,907,880 ordinary shares (2007: 
16,645,380) of GEL 1 each. During 2008 7,262,500 ordinary shares (2007: 16,645,380) were 
issued at their nominal value.  
 
As of the date of these financial statements the Bank’s authorised, issued, and outstanding share 
capital comprises GEL 32,272,880. During the first quarter of 2009 8,365,000 ordinary shares 
were issued at their nominal value.  
 
The holders of ordinary shares are entitled to receive dividends as declared from time to time and 
are entitled to one vote per share at annual and general meetings of the Bank.  
 
 
21 Risk management 
 
Management of risk is fundamental to the business of banking and is an essential element of the 
Bank’s operations. The major risks faced by the Bank are those related to market risk (which 
includes price, interest rate and currency risks), credit risk and liquidity risk.  
 
Risk management policies and procedures  
 
The Bank’s risk management policies aim to identify, analyse and manage the risks faced by the 
Bank, to set appropriate risk limits and controls, and to continuously monitor risk levels and 
adherence to limits. Risk management policies and procedures are reviewed regularly to reflect 
changes in market conditions, products and services offered and emerging best practice.  
 
The Supervisory Council of the Bank has overall responsibility for the oversight of the risk 
management framework, overseeing the management of key risks and reviewing its risk 
management policies and procedures. 
 
Credit, market and liquidity risks both at portfolio and transactional levels are managed and 
controlled by the Asset and Liability Committee (ALCO).  
 
Market risk 
 
Market risk is the risk that movements in market prices, including foreign exchange rates, interest 
rates, credit spreads and equity prices will affect the Bank’s income or the value of its portfolios. 
Market risks comprise currency risk, interest rate risk and other price risk. Market risk arises from 
open positions in interest rate, currency and equity financial instruments, which are exposed to 
general and specific market movements and changes in the level of volatility of market prices. 
 
The objective of market risk management is to manage and control market risk exposures within 
acceptable parameters, whilst optimizing the return on risk. 
 
The Bank manages its market risk by setting open position limits in relation to financial 
instrument, interest rate maturity and currency positions which are monitored on a regular basis.  
 
The Bank’s market risk policy is in line with HSBC Group standards and local regulations. 
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Interest rate risk 
 
Interest rate risk is the risk that movements in interest rates will affect the Bank’s income or the 
value of its portfolios of financial instruments.  
 
The Bank is exposed to the effects of fluctuations in the prevailing levels of market interest rates 
on its financial position and cash flows. Interest margins may increase as a result of such changes 
but may also reduce or create losses in the event that unexpected movements arise.  
 
Interest rate risk arises when the actual or forecasted assets of a given maturity period are either 
greater or less than the actual or forecasted liabilities in that maturity period. For further 
information on the Bank’s exposure to interest rate risk at year end refer to Notes 29 and 30. 
 
The Bank manages its interest rate risk using Present Value of Basis Point calculations, which 
express the impact on the present value of an interest rate position of a one basis point change in 
the interest rate used to calculate the present value. Interest rate mismatch limits are set by 
currency and time buckets, separately for trading positions and total positions.   
 
Monitoring of actual exposures against the limits is done and presented to senior management on 
a daily basis. 
 
An analysis of sensitivity of the Bank’s net income for the year and equity to repricing interest 
rate risk based on a simplified scenario of a 100 basis point (bp) symmetrical fall or rise in all 
yield curves and positions of interest-bearing assets and liabilities existing as at 31 December 
2008 and 31 December 2007 is as follows:  
 
 2008 2007 
 Net 

income Equity 
Net 

income  Equity 
100 bp parallel rise  33 33 91  91 
100 bp parallel fall  (33) (33) (91)  (91) 
 
An analysis of sensitivity of the net income for the year and equity as a result of changes in fair 
value of available for sale financial assets due to changes in the interest rates based on positions 
existing as at 31 December 2008 and a simplified scenario of a 100 basis point (bp) symmetrical 
fall or rise in all yield curves is as follows: 
 
 2008 2007 
 Net 

income Equity 
Net 

income  Equity 
100 bp parallel rise  - (1) -  - 
100 bp parallel fall  - 1 -  - 
 
Currency risk 
 
The Bank has assets and liabilities denominated in several foreign currencies. Foreign currency 
risk arises when the actual or forecasted assets in a foreign currency are either greater or less than 
the liabilities in that currency. For further information on the Bank’s exposure to currency risk at 
year end refer to Note 31. 
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The Bank manages its currency rate risk by setting open position limits by currency and by 
product type, i.e. by derivative instruments. Besides, limits are set for gross values and maximum 
terms for each product type.    
 
Monitoring of actual exposures against the limits is done and presented to senior management on 
a daily basis. 
 
An analysis of sensitivity of the Bank’s net income for the year and equity to changes in the 
foreign currency exchange rates based on positions existing as at 31 December 2008 and 2007 and 
a simplified scenario of a 5% change in USD and GBP to Georgian Lari exchange rates is as 
follows: 
 

 2008 2007 
 Net 

income Equity 
Net 

income  Equity 

5% appreciation of USD against GEL 115 115 (12)  (12) 
5% depreciation of USD against GEL (115) (115) 12  12 
5% appreciation of other currencies against GEL (4) (4) (6)  (6) 
5% depreciation of other currencies against GEL 4 4 6  6 
 
Credit risk 
 
Credit risk is the risk of financial loss occurring as a result of default by a borrower or 
counterparty on their obligation to the Bank. The Bank has developed policies and procedures for 
the management of credit exposures (both for on balance sheet and off balance sheet exposures). 
 
The Bank’s credit policy is reviewed and approved by the Suprervisory Council. The Bank’s 
credit policy is in line with HSBC Group standards. 
 
The Bank’s credit policy establishes: 
 
• Procedures for review and approval of loan/credit applications; 
• Methodology for the credit assessment of borrowers (corporate and retail); 
• Methodology for the evaluation of collateral; 
• Credit documentation requirements; 
• Procedures for the ongoing monitoring of loans and other credit exposures and collateral. 
 
The Credit Proposal (which states the borrower’s name, business activity, facility purpose, terms 
and conditions, interest rate and repayment schedule, facility grade, credit history, security, etc) is 
raised, approved and archived electronically via CARM (Credit Approval and Risk Management) 
online system. The CARM application is raised by the Relationship manager and is approved by 
the Head of Commercial Banking, or the Head of Regional Commercial Banking or the Chief 
Executive Officer within the established credit approval limits. Credit applications outside the 
established limits are referred to HSBC Bank Plc Credit & Risk for approval. 
 
All legal documents regarding credit facilities are prepared and amended based on the approved 
CARM application. Standard templates of legal agreements approved by the Bank’s legal advisor 
are used. Legal documents are prepared by Credit operations legal team under the direct 
supervision and support of the Bank's legal advisor.  
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The Bank continuously monitors the performance of individual credit exposures and regularly 
reassesses the creditworthiness of its customers. The review is based on the customer’s most 
recent financial statements and other information submitted by the borrower, or otherwise 
obtained by the Bank. The current market value of collateral is regularly assessed by either 
independent appraisal companies or the Bank’s specialists, and in the event of negative 
movements in market prices the borrower is usually requested to put up additional security. 
 
Retail loan/credit applications are reviewed by the Bank’s PFS Lending Department through 
verification of application data with criteria set in the PFS credit policy approved by the 
Supervisory Council. 
 
Apart from individual customer analysis, the whole credit portfolio is assessed by the HSBC Bank 
Plc Risk Management Commitee with regard to credit concentration and market risks.  
 
The Bank’s maximum exposure to on balance sheet credit risk is generally reflected in the 
carrying amounts of financial assets on the balance sheet.  
 
The Bank monitors concentrations of credit risk by industry/sector and by geographic location. 
For the analysis of concentration of credit risk in respect of loans and advances to customers refer 
to Note 12 “Loans to customers”. 
 
Liquidity risk 
 
Liquidity risk is the risk that the Bank will encounter difficulty in raising funds to meet its 
commitments. Liquidity risk exists when the maturities of assets and liabilities do not match. The 
matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities 
is fundamental to the management of financial institutions, including the Bank. It is unusual for 
financial institutions 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 Bank maintains liquidity management with the objective of ensuring that funds will be 
available at all times to honor all cash flow obligations as they become due.  
 
The Bank’s liquidity risk policy is in line with HSBC Group standards and local regulations. 
 
The liquidity management policy of the Bank requires: 
 
• projecting cash flows by major currencies and considering the level of liquid assets necessary 

in relation thereto; 
• maintaining a diverse range of funding sources; 
• maintaining a portfolio of highly marketable assets that can easily be liquidated as protection 

against any interruption to cash flow; 
• maintaining liquidity and funding contingency plans; 
• monitoring balance sheet liquidity ratios against regulatory requirements and HSBC Group 

requiremnets.  
 
The daily liquidity position is monitored by Treasury department. The Treasury Department 
receives information regarding the liquidity profile of financial assets and liabilities, as well as 
information from business units on details of projected cash flows arising from projected future 
business. The Treasury Department then provides for an adequate portfolio of short-term liquid 
assets to be maintained, largely made up of inter-bank facilities to ensure that sufficient liquidity 
is maintained within the Bank as a whole.  
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Liquidity reports covering the liquidity position of the Bank are presented to senior management 
on a daily basis. Decisions on the Bank’s liquidity management are made by the Asset and 
Liability Committee and implemented by the Treasury Department. 
 
The Bank also calculates mandatory liquidity ratios on a daily basis in accordance with the 
requirement of Georgian Financial Supervisory Agency, as well as first line and second line 
liquidity ratios in accordance with the requirement of HSBC Group. The Bank was in compliance 
with these ratios during the years ended 31 December 2008 and 31 December 2007. 
 
The following tables show the undiscounted cash flows on the Bank’s financial liabilities and 
unrecognized loan commitments on the basis of their earliest possible contractual maturity. The 
total gross amount (inflow)/ outflow disclosed in the table is the contractual, undiscounted cash 
flow on the financial liability or commitment. The Bank’s expected cash flows on these financial 
liabilities and unrecognized loan commitments may vary significantly from this analysis. 
 
The position of the Bank as at 31 December 2008 was as follows: 
 

Demand 
and less 

than 
1 month  

From 
1 to 3

months 

From 
3 to 6 

months 

From 
6 to 12 

months 

More
than

 1 year  

Total 
gross 

amount 
outflow/ 
(inflow)  

Carrying 
amount 

Non-derivative liabilities           
Current accounts and 
deposits from customers 18,509  52,824  397 8,062  -  79,792  78,441 
Other liabilities 92  1,186  136 -  -  1,414  1,414 

Total 18,601  54,010  533 8,062  -  81,206  79,855 

Credit related 
commitments 390  -   - -  -  390  390 
 
For further information on the Bank’s exposure to liquidity risk at year end refer to Note 30.  
 
 
22 Capital management 
 
The Georgian Financial Supervisory Agency sets and monitors capital requirements for the Bank.  
The Bank defines as capital those items defined by statutory regulation as capital for credit 
institutions. Under the current capital requirements set by the GFSA banks have to maintain a 
ratio of capital to risk weighted assets (“regulatory capital ratio”) above the prescribed minimum 
level. As at 31 December 2008, these minimum levels are 8% for Tier I Capital and 12% for 
Regulatory Capital. The Bank was in compliance with the statutory capital ratio during the years 
ended 31 December 2007 and 31 December 2008. 
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23 Commitments 
 
At any time the Bank has outstanding commitments to extend loans. These commitments take the 
form of approved loans and overdraft facilities. 
 
The Bank provides financial guarantees and letters of credit to guarantee the performance of 
customers to third parties. These agreements have fixed limits and generally extend for a period of 
up to one year.  
 
The contractual amounts of commitments are set out in the following table by category. The 
amounts reflected in the table for commitments assume that amounts are fully advanced. The 
amounts reflected in the table for guarantees and letters of credit represent the maximum 
accounting loss that would be recognised at the balance sheet date if counterparties failed 
completely to perform as contracted. 
 
 2008 

GEL’000  
2007

GEL’000 

Contracted amount    
Loan and credit line commitments 369  - 
Undrawn overdraft facilities  21  - 
Guarantees and letters of credit 2,858  - 

 3,248  - 

 
The total outstanding contractual commitments to extend credit indicated above does not 
necessarily represent future cash requirements, as these commitments may expire or terminate 
without being funded. 
 
 
24 Operating leases 
 
Leases as lessee 
 
Non-cancelable operating lease rentals are payable as follows: 
 
 2008 

GEL’000  
2007

GEL’000 
Less than one year 960  840 
Between one and five years 2,240  3,514 

 3,200  4,354 

 
The Bank leases a number of premises and equipment under operating lease. The leases typically 
run for an initial period of five to ten years, with an option to renew the lease after that date.  
 
During the current year GEL 936 thousand was recognised as an expense in the income statement 
in respect of operating leases (2007: GEL 500 thousand).  
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25 Contingencies 
 
Litigation 
 
Bank management is unaware of any significant actual, pending or threatened claims against the 
Bank. 
 
Taxation contingencies 
 
The taxation system in Georgia is relatively new and is characterised by frequent changes in 
legislation, official pronouncements and court decisions, which are often unclear, contradictory 
and subject to varying interpretation by different tax authorities. Taxes are subject to review and 
investigation by a number of authorities, which have the authority to impose severe fines, 
penalties and interest charges. A tax year remains open for review by the tax authorities during the 
six subsequent calendar years; however, under certain circumstances a tax year may remain open 
longer.  
 
These circumstances may create tax risks in Georgia that are substantially more significant than in 
other countries. Management believes that it has provided adequately for tax liabilities based on 
its interpretations of applicable Georgian tax legislation, official pronouncements and court 
decisions. However, the relevant authorities may have differing interpretations. 
 
 
26 Related party transactions 
 
The Bank’s Parent Company is HSBC Europe B.V. The party with ultimate control over the Bank 
is HSBC Holdings PLC. The next company in the chain of control which produces publicly 
available financial statements is HSBC Bank PLC.  
 
(i) Transactions with management 
 
The outstanding balances and average interest rates as of 31 December 2008 and 2007 with 
directors and senior executives are as follows: 
 
 2008

GEL’000 
Average 

Interest Rate 
2007 

GEL’000  
Average 

Interest Rate 
 Balance Sheet      
Assets      
Loans to customers  158 16% -  - 
Other assets 239 - 63  - 
      
Liabilities      
Current accounts and deposits from 
customers  179 2.69% -  - 
Other liabilities 311 - 529  - 
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Amounts are included in the income statement in relation to transactions with directors and 
seniour executives as follows: 
 
 

2008 
GEL’000  

26 June 2007 
to 31 December 2007

GEL’000 
Income statement    
Interest income 3  - 
Interest expense 1  - 
Employee compensation 3,583  1,464 
General administrative expenses 58  22 

 
 
(ii) Transactions with the entities under common control                                               

of the Bank’s ultimate controlling party 
 
The outstanding balances and the related average interest rates as of 31 December 2008 and 2007 
with entities under common control are as follows: 
 

2008
GEL’000

Average interest 
rate

2007 
GEL’000 

 Average  interest 
rate

Assets        

Placements with banks and other financial 
institutions 11,298 2.57% 26  -

   

Liabilities   

Other liabilities 639 - 146  -
 
HSBC Bank plc UK makes available to its Georgian subsidiary a stand by borrowing facility 
currently of USD 20 mln, which may by reviewed as requirements dictate. 
 
Amounts included in the income statement in relation to the transactions with the entities under 
common control are as follows: 

 
                   

                                2008
                 26 June 2007    
    to 31 December 2007 

                        GEL’000                          GEL’000 
Interest income 172 - 

Interest expense 6 - 

Fee and commission expense 25 - 

IT related costs 171 - 

Professional services  62 - 

Other administrative expenses 8 203 
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27 Cash and cash equivalents 
 
Cash and cash equivalents at the end of the financial year as shown in the  statement of cash flow 
are composed of the following items: 
 
 2008 

GEL’000  
2007

GEL’000 
Cash 1,927  - 
Nostro Accounts 4,924  26 
Due from the the National Bank of Georgia  193  2 

 7,044  28 

 
 
28 Fair value of financial instruments 
 
The Bank has performed an assessment of its financial instruments, as required to be disclosed by 
IFRS7 Financial Instruments: Disclosure to determine whether it is practicable within the 
constraints of timeliness and cost to determine their fair values with sufficient reliability. 
 
The Bank estimates the fair value of financial assets and liabilities, except as described below, not 
to be materially different from their carrying values. The estimated fair values of its financial 
assets and liabilities, is calculated using discounted cash flow techniques based on estimated 
future cash flows and discount rates for a similar instruments at the balance sheet date. 
 
As disclosed in Note 13 the fair value of unquoted equity securities with a carrying value of            
GEL 54 thousand could not be determined.  
 
The estimates of fair value are intended to approximate the amount for which a financial 
instrument could be exchanged between knowledgeable, willing parties in an arm's length 
transaction. However given the uncertainties and the use of subjective judgment, the fair value 
should not be interpreted as being realisable in an immediate sale of the assets or settlement of 
liabilities. 
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29 Average effective interest rates 
 
The table below displays the Bank’s interest bearing assets and liabilities as at 31 December 2008 
and 2007 and their corresponding average effective interest rates as at that date. These interest 
rates are an approximation of the yields to maturity of these assets and liabilities, except for loans 
to the customers of GEL 12,275 thousand the interest rates on which are floating (the rate is 
linked to TIBR 7 rate announced by the National Bank of Georgia – for GEL loans, and US 
Federal Reserve rate – for USD loans) and the loans to the employees of GEL 670 thousand the 
interest rates on which are reviewed on an annual basis (the next re-pricing date is 1 July 2009). 
 
 

Value
GEL’000  

2008
Average
Effective

Interest Rate  
Value 

GEL’000  

2007
Average
Effective

Interest Rate 

Interest Bearing Assets        
        

Placements with banks and other financial 
institutions         
Nostro accounts        
- GEL 916  0.5%  -  - 
- USD 3,790  0.15%  26  3.53% 
- other currencies 218  -  -  - 
Loans and deposits        
- USD 29,376  9.28%  -  - 
- other currencies 2,276  2.06%  -  - 
        

Loans to customers        
- GEL 360  14.75%  -  - 
- USD 39,273  15.05%  -  - 
        

Available-for-sale assets         
- GEL 2,745  12.23%  -  - 
- GEL 54  -  -  - 
        

Held to maturity investments         
- GEL -  -  12,194  9.18% 
        
Interest Bearing Liabilities        
        

Current accounts and deposits from customers        
Current accounts and demand deposits         
- GEL 1,815  0.93%  -  - 
- USD 14,023  1.66%  -  - 
- other currencies 2,375  1.08%  -  - 
Term deposits        
- GEL 5  6%  -  - 
- USD 59,607  6.93%  -  - 
- other currencies 616  3.49%  -  - 
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30 Maturity analysis 
 
The following table shows banking assets and liabilities by remaining contractual maturity dates as at 31 December 2008. Due to the fact that substantially 
all the financial instruments of the Bank are fixed rated contracts, these remaining contractual maturity dates also represent the contractual interest rate 
reprising dates, except for the loans to the customers of GEL 12,275 thousand the interest rates on which are floating (the rate is linked to TIBR 7 rate 
announced by the National Bank of Georgia – for GEL loans, and US Federal Reserve rate – for USD loans) and the loans to the employees of GEL 670 
thousand, the interest rates on which are reviewed on an annual basis (the next re-pricing date is 1 July 2009). 
 

 Less than 
1 month 

1 to 3
months 

3 months 
to 12 months 

1 to 5
 years 

More than
 5 years No maturity Overdue 

 
Total 

Assets GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 GEL’000 
Cash 1,927 - - - - - - 1,927 
Due from National Bank of Georgia 3,570 - - - - - - 3,570 
Placements with banks and other financial 
institutions 36,097 479 - - - - - 36,576 
Loans to customers 793 4,797 16,181 12,387 5,475  - - 39,633 
Available-for-sale assets  2,745 - - - - 54 - 2,799 
Property and equipment - - - - -    10,415 - 10,415 
Other assets 232 155 190 337 - - - 914 
Deferred tax asset - - - 1,185    1,185 

Total assets 45,364 5,431 16,371 13,909 5,475  10,469 - 97,019 

 
Liabilities         
Current accounts and deposits from customers 18,284 52,095 8,062 - - - - 78,441 
Other liabilities 92 1,186 136  - - - - 1,414 

Total liabilities 18,376 53,281 8,198 - - - - 79,855 
         
Net position as at 31 December 2008 26,988 (47,850) 8,173 13,909 5,475 10,469 - 17,164 

Net position as at 31 December 2007 9,825 588 2,839 181 - 779 - 14,212 

 
The amounts in the tables above represent carrying amounts of the assets and liabilities as at the reporting date and do not include future interest payments.
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31 Currency analysis 
 
The following table shows the currency structure of assets and liabilities at 31 December 2008: 
 
 

GEL USD 
Other 

currencies  Total 
 GEL’000 GEL’000 GEL’000  GEL’000 

Assets      
Cash 644 586 697  1,927 
Due from the National Bank of Georgia 193 3,377 -  3,570 
Placements with banks and other financial institutions 916 33,166 2,494  36,576 
Loans to customers 360 39,273 -  39,633 
Available-for-sale assets 2,799 - -  2,799 
Property and equipment 10,415 - -  10,415 
Other assets 888 26 -  914 
Deferred tax asset 1,185 - -  1,185 

Total assets 17,400 76,428 3,191  97,019 
      
Liabilities      
Current accounts and deposits from customers 1,820 73,630 2,991  78,441 
Other liabilities 566 572 276  1,414 

Total liabilities 2,386 74,202 3,267  79,855 

Net on balance sheet position as of 31 December 2008 15,014 2,226 (76)  17,164 
Net off balance sheet position as of 31 December 2008 - - -   - 

      
Net on and off balance sheet positions as of 
31 December 2008 15,014 2,226 (76)  17,164 

Net on and off balance sheet positions as of 
31 December 2007 14,801 (4) (585)  14,212 

 


