









































































































































GEORGIAN RAILWAY LLC

NOTES TO THE TRANSITIONAL CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

As of 31 December 2006:

Financial assets and other credit exposures
past due but not impaired

Neither 0-3 3-6 6 months  Greater Assets Total
pastdue  months months to1lyear thanone that have
nor year been

impaired impaired
Cash and cash equivalents 21,557 . - - - - 21,557
Restricted cash 4,073 . - - - - 4,073
Trade accounts receivable - 10,908 129 - - 52,530 63,567
Prepayments and other current
assets 24,882 - - - - 15,810 40,692
Total 50,512 10,908 129 - - 68,340 129,889

The Group’s 10 largest customers in terms of sales for the year ended 31 December 2007:

2007 31 December
2007
Sales Qutstanding
balance

Georgia Transit 99,233 62
Pace Georgia 27,204 (1,182)

International Railway Expedition 8,794 44
Rail Trans Group 6,784 (475)
Mika Georgia 6,574 (256)
Intertrans 5,300 (150)
Castor Nautical Trading 5,036 (198)
Apaven 5,014 (396)
Energy Invest 4,846 (255)
Mezhtrans Service 3,569 (1)
172,354 (2,807)

The Group’s 10 largest customers in terms of sales for the year ended 31 December 2006:

2006 31 December
2006
Sales Outstanding
balance

Georgia Transit 80,314 (3,110)
Pace Georgia 16,647 (1, E35)
Apaven 2,666 (530)
Castor Nautical Trading 2,632 (450)
Tansgeorgia 20121 -
Tero 2,019 (64)
Mika Georgia 1,873 (150)
Trans-Aliance-Poti 1,862 (186)
Bravil Black Sea 1,781 (607)
Intertrans 1,554 (428)
113,469 (6,660)

The summary below shows outstanding balances and the turnover of top five counterparties as at 31
December 2007:
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GEORGIAN RAILWAY LLC

NOTES TO THE TRANSITIONAL CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

31 December 2007
2007
OQOutstanding Sales
balance
Moravia Georgia 2,446 -
Alioni 1,749 -
Georgian Sugar 1,082 111
Silk Road Group 926 122
Inter 580 197
6,783 430

The summary below shows outstanding balances and the turnover of top five counterparties as at 31

December 2006:
31 December 2006
2006
Outstanding Sales
balance
Georgian Sugar 1,120 226
Alioni 1,076 T
Silk Road Group S.A. 862 201
Texaco 491 -
Tamarisi 482 -
4,031 434

Liquidity risk — Liquidity risk is the risk that the Group will not be able to settle all liabilities as
they are due. The Group’s liquidity position is carefully monitored and managed. The Group has in
place a detailed budgeting and cash forecasting process to help ensure that it has adequate cash
available to meet its payment obligations.

An analysis of the liquidity risk of financial liabilities as of 31 December 2007 was as follows:

Up to 3monthsto6 6monthtol Morethenl Maturity Total
3 months month year year undefined
Trade accounts payable 24,563 - & - - 24,563
Current portion of borrowings 2,064 - 1,768 - - 3.832
Other liabilities 105,905 - - - - 105,905
Long-term loan - - - 7.068 - 7.068
Total 132,532 - 1,768 7,068 - 141,368

An analysis of the liquidity risk of financial liabilities as of 31 December 2006 was as follows:

Up to Imonthsto6 6monthtol Morethenl Maturity Total
3 months month year year undefined
Trade accounts payable 16,100 - & - B 16,100
Current portion of borrowings 2.519 - 1,696 - B 4,215
Other liabilities 6,164 - & - - 6,164
Long-term loan - - - 11,413 E 11,413
Total 24,783 - 1,696 11,413 - 37,892
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GEORGIAN RAILWAY LLC

NOTES TO THE TRANSITIONAL CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

K 7

COMMITMENTS AND CONTINGENCIES

Capital commitments

As at 31 December 2007 and 2006 the Group had capital commitments as follows.

31 December 31 December

2007 2006

Within Iyear 30,044 21,195
Longer than 1 year and not longer than 5 years s b
Longer than 5 years - -
Total 30,044 21,195

Capital commitments are primarily the construction of stations and a railway line to Tbilisi airport;
modernisation of rail track infrastructure in Kaspi: modernisation of wagons; finishing of
commercial service centre; locomotives and wagon capital repairs.

Contingent liabilities

31 December 31 December
2007 2006
Litigation 2,099 -
Total 2,099 -
Contingent assets
31 December 31 December
2007 2006
Taxes 32,403 -
Litigation 24 433 -
Total 56,836 -

Operating environment

The Group’s principal business operations are within Georgia. Due to the recent conflict between
Georgia and the Russian Federation, the business environment is uncertain and may be subject to
rapid change. The Group’s operations and assets could be at risk due to negative changes in the
political, economic or business environment within Georgia and between Georgia and the Russian
Federation. These consolidated financial statements do not contain any adjustments, if any, that may
arise from the realisation of this uncertainty.

Leasing agreements

Operating leases relate to the investment property owned by the Group with lease terms of between
10 to 50 years. The lessee does not have an option to purchase the property at the expiry of the lease
period.
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GEORGIAN RAILWAY LLC

NOTES TO THE TRANSITIONAL CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

38.

The property rental income earned by the Group from its investment property for the year ended 31
December 2006, all of which is leased out under operating leases, amounted to GEL 1,682 thousand
(2006: GEL 845 thousand).

As at 31 December 2007 and 2006 non-cancellable operating lease receivables of the Group were as
follows:

31 December 31 December

2007 2006

Within 1year 3,800 3,534
Longer than 1 year and not longer than 5 years 17,579 19,339
Longer than 5 years 85,404 95,427
Total 106,783 118,300

Litigation

The Group is involved in litigations and other claims that are in the ordinary course of its business
activities. Management believes that the resolution of matters, other than the matters already
provided for, refer note 29, will not have a material impact on its financial position or operating
results.

Taxation

The Georgian tax authorities are increasingly directing their attention to the business community as
the result of overall economic environment in Georgia. Because of that, local and national tax
environment in Georgia is constantly changing and is subject to inconsistent application,
interpretation, and enforcement. Non-compliance with Georgian laws and regulations can lead to the
imposition of severe penalties and interest. Future tax inspections could result in additional
commitments being revealed, which do not comply with the Group’s tax records. Such commitments
could be represented by taxes, penalties, and interest and their amounts could be material. While the
Enterprise believes that it has complied with local tax legislation, there have been many new tax laws
introduced in recent years, which are not always clearly written.

EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE

Recent volatility in global and Georgian financial markets

In 2008 and 2009 a number of major economies around the world have experienced volatile capital
and credit markets. A number of major global financial institutions have been taken over by other
financial institutions and/or supported by government funding. As a consequence of the recent
market turmoil in capital and credit markets both globally and in Georgia, notwithstanding any
potential economic stabilisation measures that may be put into place by the Georgian government
and the National bank of Georgia, there exists as at the date these consolidated financial statements
are authorised for issue economic uncertainties surrounding the continual availability, and cost, of
credit both for the Group and its counterparties, the potential for economic uncertainties to continue
in the foreseeable future and, as a consequence, the potential that assets may be not be recovered at
their carrying amount in the ordinary course of business, and a corresponding impact on the Group’s
profitability.
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GEORGIAN RAILWAY LLC

NOTES TO THE TRANSITIONAL CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in Georgian Lari and in thousands)

In the year of 2008 the following subsidiaries were disposed to the State of Georgia (100%
shareholder of the Company):

Nature of Ownership Carrying Price Change
business interest amount as at in
31 December equity
2007
Refrigerated and Isothermal
Transportation
Company LLC Transportation 100% 15 - 15

Subsequent to 31 December 2007 but before the issuance of this report, the Company has reduced
declared dividends amount in the total amount of GEL 40,000 thousand in 2008, refer not 23.

In August of 2008, the conflict between Georgia and Russia damaged the infrastructure of the Group
and also caused losses due to inability to conduct transportation services during the conflict.
However this event does not have any impact on financial statement as at 31 December 2007.

In September of 2008, High Professional Education College of Railway Transport of Georgia LLC
was founded by 100% shareholding on the basis of one of the branches of the Company. This
subsidiary in amount of GEL 656 thousand was disposed to the State of Georgia in October of 2008.

In December 2008, two agreements amounting to USD 51,696,292 were signed with the Wagon
Repairs Company LLC for capital renovation and repairs of 1,473 wagons.

In December 2008, the Company obtained credit line at the amount of USD 14,500 thousand in Bank
of Georgia.

In June 2009, the Company signed agreement on transfer to Vagonmshenebeli Company LTD
receivable from Eleqtrovagonshemketebeli Factory JSC at the amount of GEL 30,798 thousand. And
“TBC Bank” JSC, “Bank Republic” JSC and “Bank of Georgia” JSC transferred their receivable
rights (by factoring) with Elegtrovagonshemketebeli Factory JSC to the Company at the total amount
of GEL 30,798 thousand. Therefore, the Company takes on the liability of paying the receivables
amount of GEL 30,798 thousand to the Banks. In case if payment to any of the banks becomes
overdue for more than 60 days, or the payment schedule is violated twice, banks are permitted to
cancel the agreement and demand remuneration of the unpaid amount immediately. In addition to all
these conditions, all Eleqtrovagonshemketebeli Factory JSC property mortgage rights shall be
transferred to the Company and appropriate agreements shall be concluded with the Factory. In turn,
the Company mortgages its own real estate (land and buildings), located at Queen Tamar Avenue,
Thilisi.

In July 2009, the Company signed agreement with Elegtrovagonshemketebeli Factory JSC on netting
off mutual receivables at the amount of GEL 3,345, Besides, the Company transfers the right to
demand this amount from Eleqtrovagonshemketebeli Factory JSC to Vagonmshenebeli Company
LTD, along with mortgaging rights. Hence, Vagonmshenebeli Company LTD becomes listed, as a
secured creditor.

39. APPROVAL OF CONSOLIDATED FINANCIAL STATEMENTS

These consolidated financial statements were approved by the management board and authorised for
issue on 7 December 2009.
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