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Independent auditor's report

To the shareholders and Board of Directors of JSC Silk Road Bank -

We have audited the accompanying financial statements of JSC Silk Road Bank (“the Bank"),
which comprise the statement of financial position as at 31 December 2014, and the statement
of profit or loss, statement of comprehensive 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 information.

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 Reparting Standards, and for such internal
control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's responsibility

Qur responsibility is to express an opinion on the fairness of 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
pbtain reasonable assurance whether the financial statements are free from material
misstatement,

An audit involves performing audit procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The audit procedures selected depend on our 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 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 of the audited entity, 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 31 December 2014, and its financial performance and cash flows for
the year then ended in accordance with International Financial Reporting Standards.

Vi o G&?.&; L

15 May 2015



Financial Statements

JSC Silk Road Bank

Statement of financial position

As of 31 December 2014

(Thousands of Geargian Lari)

Assets

Cash and cash equivalents
Amounts due from credit institutions
Loans to customers
Investments securities:

- available-for-sale

- held-to-maturity
Investment property
Property and equipment
Intangible assets

Current income tax assets
Other assels

Total assets

Liabilities

Amounts due to credit institutions
Amounts due to customers
Other borrowed funds
Subordinated loan

Deferred income tax liabilities
Other liabilities

Total liabilities

Equity
Share capital

Land and buildings revaluation reserve

Accumulated losses
Total equity
Total liabilities and equity

Notes 2014 2013
6 51,163 27,429
7 9,084 18,491
8 21,056 47,235
9

20 20
5,323 6,562
10 13,635 13,634
11 15,672 16,600
110 269
12 - 199
13 1,166 1,542
117,229 131,981
14 135 735
15 47,009 42 985
16 35,459 57 642
- 3,080
12 2,170 2,332
13 794 743
85,567 107,497
17 30,000 30,000
3,313 3,384

(1,651) (8,900) _
31,662 24 484
117,229 131,981

Signed and authorised for release on behalf of the Management Board of the Bank:

.:-’. )

rakil Kakabadze”
Risk-Management Director

15 May 2015

" i

Natia Mﬁ;rab'r::huﬁi
Chief Financial Officer

The accompanying notes on pages 6 lo 43 are an integral part of these financial statements.



JSC Silk Road Bank

Financial statements

Statement of profit or loss
For the year ended 31 December 2014
(thousands of Georgian Lari)

Interest income
Loans to customers
Investment securities - held-to-maturity

Amounts due from credit institutions

Interest expense
Other borrowed funds
Amounts due to customers
Amounts due to credit institutions
Subordinated loan

Net interest income
Loan impairment reversalf{charge)
Net interest income after loan impairment charge

MNet fee and commission income
Net gains/({losses) from foreign currencies:

- dealing
- ftranslation differences

Net gains on investment property revaluation
Met losses from disposal of investment property

Other income
Non-interest income

Personnel expenses
Other operating expenses
Depreciation and amortisation

Other impairment and provisions charge
MNon-interest expenses

Profit/{Loss) before income tax

Income tax benefil / (expense)
Net profit/{loss) for the year

The accompanying notes on pages 6 lo 43 are an integral part of these financial statements.

Notes 2014 2013

8,123 13,067

489 298

238 279

8,850 13,644

(2,637) (4,356)

(2,057) (3.433)

(46) (168)

- (228)

(4,740) (8,183)

4,110 5,461

8 3,843 (4,352)
7,953 1,108

19 886 1,203
980 1,166
90 (1,173)

10 519 2,036
(1,139) (603)

20 7,280 1,469
8,626 4,098
(4,951) (5,264)
21 (3.661) (4,091)
11,12 (1,008) (1,207)
(148) (207)
(9,857) (10,769)
6,722 (5,562)
12 206 (1,326)
6,928 (6,888)




JSC Silk Road Bank Financial statements

Statement of comprehensive income
For the year ended 31 December 2014

{Thousands of Georgia Lans)

Notes 2014 2013

Profit / (Loss) for the year 6,928 (6,888)
Other comprehensive income/(loss) not to be reclassified to

profit or loss in subsequent periods:
Revaluation gain on land and buildings 1 294 312
Income tax relating to components of other comprehensive income 12 (44) (47)
Net other comprehensive income not to be reclassified to profit

or loss in subsequent periods 250 285
Other comprehensive income for the year, net of tax 250 265

7,178 (6,623)

Total comprehensive incomel/(loss) for the year

The accompanying notes on pages 6 to 43 are an integral part of these financial statements.



JSC Silk Road Bank

Financial statements

Statement of changes in equity
For the year ended 31 December 2014

(Thousands of Geargian Laris)

31 December 2012
Total comprehensive loss for the year
Transfer of revaluation reserve, net of tax

31 December 2013

Total comprehensive loss for the year
Depreciation of revaluation reserve, net of tax

31 December 2014

Rovaluation
Share reserve for land Accumulated Total
capital and buildings losses equity
30,000 3,302 (2,195) 31,107
- 265 (6,888) (6,623)
= (183) 183 -
30,000 3,384 (8,900) 24 484
- 250 6,828 7178
=t (321) 321 =
30,000 3,313 (1,651) 31,662

The accompanying notes on pages 6 to 43 are an integral part of these financial statements.



JSC Silk Road Bank Financial statements

Statement of cash flows
For the year ended 31 December 2014

(Thousands of Georgian Laris)

Notes 2014 2013
Cash flows from operating activities
Interest received 10,264 13,408
Interest paid {18,153) (3,041)
Fees and commissions received 1,246 1.556
Fees and commissions paid (360) (352)
Net realised gains from dealing in foreign currencies 940 1,166
Other income received 1,182 1,288
Personnel expenses paid (4,924) (5,353)
Other operating expenses paid (2.979) (3,787}
Cash flows from operating activities before changes in
operating assets and liabilities (12 724) 4 886

Net {increase)/decrease in operaling assets

Amounts due from credit institutions 10,270 (B,174)

Loans to customers 29460 23,008

Other assets (149) 85
Net increasefdecrease) in operating liabilities

Amounts due to credit institutions (613) (6.520)

Amounts due to customers 2,808 6,384

Other liabilities (15) (46)
Net cash from operating activities 29,035 20,624
Cash flows from investing activities
Purchase of investment securities (4,424) (10,557)
Proceeds from sale and redemption of investment securities 5737 6,829
Proceeds from sales of investment property T04 1,611
Purchase of intangible assets = (29)
Purchase of property and equipment (152) (12)
Proceeds from sale of property and equipment 297 5
Net cash from/{used in) investing activities 2,162 (2,153)
Cash flows from financing activities
Repayment of other borrowed funds (6,078) =
Repayment of subordinated loans (2,789) =
Net cash used in financing activities (8.868) -
Effect of exchange rates changes on cash and cash equivalents 1,405 653
Met increase in cash and cash equivalents 23,734 19,124
Cash and cash equivalents, beginning B 27,420 8,305
Cash and cash equivalents, ending G 51,163 27,429

The accompanying notes on pages € to 43 are an integral part of these financial statements.



JSC Silk Road Bank Motes to 2014 financial statemeants

{Thousands of Georgian Lan)

Principal activities

JSC Silk Road Bank (the "Bank”) is 8 Georgian joint stock company.

The Bank accepts deposits from the public and extends credit, transfers payments in Georgia and abroad, exchanges
currencies and provides other banking services to its corporate and retail customers. The Bank's registered legal
address is 2 Zaarbrukeni Square Thilisi, Georgia. The Bank is regulated by the National Bank of Georgia

{the “NBG"; the central bank of Georgia) and conducts the business under license number 238,

As at 31 December 2014 and 31 December 2013, the shareholders of the Bank are as follows:

2014 2013
Shareholder % %
Silk Road Finance Group (Geargia) 80.99 50.99
J5C BTA Bank (Kazakhstan) - 49.00
Other 0.01 D.01
Total 100.00 100.00

The Bank is ultimately controlled by Giorgi Ramishvili, a Georgian national.

In 2014, subsequent to a change in shareholders the Bank was renamed from JSC BTA Bank to JSC Silk Road Bank.

Basis of preparation

General

These financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRS") under the historical cost convention except for land and buildings, investment property and investment
securities available-for-sale, which are carried at fair value.

These financial statements are presented in thousands of Georgian Lari ("GEL"), unless otherwise indicated. GEL is a
functional currency as the majority of the Bank's transactions are denominated or funded in GEL. Transactions in other
currencies are treated as transactions in foreign currencies.

The principal accounting policies applied in the preparation of these financial statements are set out below.

Summary of significant accounting policies
Changes in accounting policies and adoption of new or revised standards and interpretations

The Bank has adopted the following amended IFRS and IFRIC which are effective for annual periods beginning on or
after 1 January 2014:

investment Entities (amendments to IFRS 10, IFRS 12 and IAS 27)

These amendments provide an exception to the consalidation requirement for entities that meet the definition of an
investment entity under IFRS 10. The exception to consolidation requires investment entities to account for subsidiaries
at fair value through profit or loss. This amendment is not relevant to the Bank, since the Bank does not qualify to be an
investment entity under IFRS 10.

|AS 32 Offsefting Financial Assefs and Financial Liabilities = Amendments lo IAS 32

These amendments clarify the meaning of "currently has a legally enforceable right to set-off’ and the criteria for non-
simultaneous settlement mechanisms of clearing houses to qualify for offsetting. These amendments had no impact on
the Bank's financial position.

IFRIC Interpretation 21 Levies (IFRIC 21)

IFRIC 21 clarifies that an entity recognises a liability for a levy when the activity that triggers payment, as identified by
the relevant legislation, occurs. For a levy that is tiggered upon reaching a minimum thresheld, the interpretation
clarifies that no liability should be anticipated before the specified minimum threshold is reached. This IFRIC had no
impact on the Bank's financial statements as it has applied the recognition principles under IAS 37 Provisions,
Contingent Liabilities and Contingent Assets consistent with the requirements of IFRIC 21 in prior years.



JSC Silk Road Bank MNotes to 2014 financial statements

{Thousands of Georgian Lan)

Summary of significant accounting policies (continued)

Changes in accounting policies and adoption of new or rovised standards and interpretations (continued)

IAS 39 Novation of Derivatives and Continuation of Hedge Accounting — Amendments fo IAS 39

These amendments provide relief from discontinuing hedge accounting when novation of a derivative designated as a
hedging instrument meets certain criteria. This amendment is not relevant to the Bank, since the Bank has not novated

ite derivatives during the current period.

Recoverable Amount Disclosures for Nan-Financial Assels — Amendments to IAS 36

These amendments remove the unintended consequences of IFRS 13 Fair Value Measurement on the disclosures
required under |AS 36 Impairment of Assets. in addition, these amendments require disclosure of the recoverable
amounts for the assets or cash-generating units (CGUs) for which an impairment loss has been recognised or reversed
during the period. These amendments had no impact on the Bank's financial position or peformance.

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Bank's
financial statements which may have impact on the Bank’s financial statements are disclosed below. The Bank intends
to adopt this standard, when it becomes effective. Management does not expect application of other new standards
and interpretations to have significant impact on financial statements.

IFRS 9 Financial Instruments

In July 2014, the |IASB issued the final version of IFRS 9 Financial Instruments which reflects all phases of the financial
instruments project and replaces IAS 38 Financial Instruments: Recognition and Measurement and all previous
versions of IFRS 9. The standard introduces new requirements for classification and measurement, impairment, and
hedge accounting. IFRS 8 is effective for annual periods beginning on or after 1 January 201 8, with early application
permitted. Retrospective application is required, but comparative information is not compulsory. Early application of
previous versions of IFRS 9 (2009, 2010 and 2013) is permitted if the date of initial application is before 1 February
2015, The adoption of IFRS 9 will have an effect on the classification and measurement of the Bank’s financial assets,
but no impact on the classification and measurement of the Bank's financial liabilities.

Fair value measurement

The Bank measures financial instruments, such as available-for-sale securities and non-financial assets such as
investment property, at fair value at each balance sheet date. Also, fair values of financial instruments measured at

amortised cost are disclosed in Note 23.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that

the transaction to sell the asset or transfer the liability takes place either:

. In the principal market for the asset or liability; or

. In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantagaous market must be accessible by the Bank. The fair value of an asset or a liability
is measured using the assumptions that market participants would use when pricing the asset or liability, assuming that
market participants act in their economic best interest A fair value measurement of a non-financial asset takes into
account a market participant's ability to generate economic benefits by using the asset in its highest and best use or by
selling it to another market participant that would use the asset in its highest and best use.

The Bank uses valuation techniques that are appropriate in the circumstances and for which sufficient data are
available to measure fair value, maximising the use of relevant observable inputs and minimising the use of

unobservable inputs.



JSC Silk Road Bank Motes to 2014 financial statements

(Thousands of Georgian Lar)

Summary of significant accounting policies (continued)

Fair value measurement (continued)

All assets and liabilities for which fair value i measured or disclosed in the financial statements are categorized within
the fair value hierarchy, described as follows, based on the lowest level input that ie significant to the fair value

measurement as a whole:

- Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities:

- Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value measurement
is directly or indirectly cbservable,

» Level 2 - Valuation technigues for which the lowest level input that is significant to the fair value measurement

is unobservable.

For assels and liabilities that are recognised in the financial statements on a recurring basis, the Bank determines
whether transfers have occurred between Levels in the hierarchy by re-assessing categorization (based on the lowest
level input that is significant to the fair value measurement as a whole) at the end of each reporting period.

Financial assets

initial recognition

Financial assets in the scope of IAS 39 are classified as either financial assets at fair value through profit or loss, loans
and receivables held-to-maturity investments, or available-for-sale financial assels, as appropriate. When financial
assets are recognised initially, they are measured at fair value, plus, in the case of investments not at fair value through
profit or loss, directly attributable transaction costs. The Bank determines the classification of its financial assets upon
initial recognition and subsequently can reclassify financial assets in certain cases as described below.

Date of recognition

All regular way purchases and sales of financial assets are recognised on the trade date i.e. the date that the Bank
commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assels that
require delivery of assets within the period generally established by regulation or convention in the marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. They are not entered into with the intention of immediate or short-term resale and are not classified
as trading securifies or designated as investment securities available-for-sale. Such assets are carried at amortised
cost using the effective interest method, Gains and losses are recognised in the statement of profit or loss when the
loans and receivables are derecognised or impaired, as well as through the amortisation process.



JSC Silk Road Bank Notes to 2014 financial statements

{Thousands of Georgian Lari)

Summary of significant accounting policies (continued)

Financial assets (continued)
Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held-to-maturity
when the Bank has the positive intention and ability to hold them to maturity. Investments intended to be held for an
undefined period are not included in this classification. Held-to-maturity investments are subsequently measured at
amortized cost, Gains and losses are recognized in the statement of profit or loss when the investments are impaired,

as well as through the amortization process.

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or
are not classified in any other category. After initial recognition available-for-sale financial assets are measured at fair
value with gains or losses being recognised in other comprehensive income until the investment is derecognised or
until the investment is determined to be impaired at which time the cumulative gain or loss previously reported in other
comprehensive income is reclassified to the statement of profit or loss. However, interest calculated using the effective
interest method is recognised in the statement of profit or loss.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due from the NBG, excluding obligatory reserves, and
amounts due from credit institutions that mature within ninety days of the date of origination and are free from

contractual encumbrances.
Mandatory reserve deposit with the NBG

Mandatory reserve deposits with the NBG are carried at amortised cost and represent interest bearing 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 statement of cash flows. Mandatory reserve is included in

amounts due from credit institutions.

Derivative financial instruments

In the normal course of business, the Bank enters into derivative financial instruments such as currency swaps. These
financial instruments are recorded at fair value and the fair values are estimated based on sport market prices, due to
short term maturities of the financial instruments. Derivatives are carried as assets when their fair value is positive and
as liabilities when it is negative. Gains and losses resulting from these instruments are included in the statement of
comprehensive income as net gains/(losses) from foreign currencies dealing.

Bormowings

\ssued financial instruments or their components are classified as liabilities, where the substance of the contractual
arrangement results in the Bank having an obligation either to deliver cash or another financial asset to the holder, or to
satisfy the obligation other than by the exchange of a fixed amount of cash or another financial asset for a fixed number
of own equity instruments. Such instruments include amounts due to credit institutions, amounts due to customers,
other borrowed funds and subordinated debt. After initial recognition, borrowings are subsequently measured at
amortised cost using the effective interest method. Gains and losses are recognised in the statement of profit or loss
when the borrowings are derecognised as well as through the amortisation process.



JSC Silk Road Bank Motes to 2014 financial statements

{ Thousands of Georgian Lar)

Summary of significant accounting policies (continued)

Financial assets (continued)

L pases

[A Operating - Bank as lessee

Leases of assets under which the risks and rewards of ownership are effectively retained by the lessor are classified as
operating leases. Lease payments under an operating lease are recognised as expenses on a straight-line basis over
the lease term and included into other operating expenses.

i, Operating - Bank as lessor

The Bank presents assets subject to operating leases in the statement of financial position according to the nature of
the asset. Lease income from operating leases is recognised in the statement of profit or loss on a straight-line basis
over the lease term as other income. The aggregate cost of incentives provided to lessees is recognised as a reduction
of rental income over the lease term on a straight-line basis. Initial direct costs incurred specifically to earn revenues
from an operating lease are added to the carrying amount of the leased asset.

Measurement of financial instruments at inifial recognition

\When financial instruments are recognised initially, they are measured at fair value, adjusted, in the case of
instruments not at fair value through profit or loss, for directly attributable fees and costs.

The best evidence of the fair value of a financial instrument at initial recogpnition is narmally the transaction price. If the

Bank determines that the fair value at initial recognition differs from the transaction price, then:

. if the fair value is evidenced by a quoted price in an active market for an identical asset or liability (i.e., a Level 1
input) or based on a valuation technigue that uses only data from observable markets, the Bank recognises the
difference between the fair value at initial recognition and the transaction price as a gain or loss:

» in all other cases, the initial measurement of the financial instrument is adjusted to defer the difference between
the fair value at initial recognition and the transaction price. After initial recognition, the Bank recognises that
deferred difference as a gain or loss only when the inputs become observable, or when the instrument is
derecognized,

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount is reported in the statement of financial position when
there is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or
to realise the asset and settle the liability simultaneously. The right of set-off must not be contingent on a future event
and must be legally enforceable in all of the following circumstances.

S the normal course of business;
- the event of default; and
> the event of insalvency or bankruptcy of the entity and all of the counterparties.

These conditions are not generally met in master netting agreements, and the related assels and liabilities are
presented gross in the statement of financial position.

Impairment of financial assets

The Bank assesses at each reporiing date whether there is any objective evidence that a financial asset or a group of
financial assets is impaired, A financial asset or a group of financial assels is deemed to be impaired if, and only if,
there is objective evidence of impairment as a result of one or more events that has occurred after the initial recognition
of the asset (an incurred ‘loss event') and that loss event (or events) has an impact on the estimated future cash flows
of the financial asset or the group of financial assets that can be reliably estimated. Evidence of impairmeant may
include indications that the borrower or a group of borrowers is experiencing significant financial difficulty, default or
delinquency in interest or principal payments, the probability that they will enter bankruptcy or other financial
reorganisation and where observable data indicate that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that comelate with defaults.

10



JSC Silk Road Bank ‘Notes to 2014 financial statements

{Thousands of Gaargian Lan)

Summary of significant accounting policies (continued)

Impairment of financial assets (continued)

Amounts due from credit institutions and loans o customers

For amounts due from credit institutions and loans to customers carried at amortised cost, the Bank first assesses
individually whether objective evidence of impairment exists individually for financial assets that are individually
significant, or collectively for financial assets that are not individually significant. If the Bank determines that no
objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, it
includes the asset in a group of financial assets with similar credit risks characteristics and collectively assesses
them for impairment. Assets 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.

If there is an objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the assets’ cammying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the asset is reduced through the use of
an allowance account and the amount of the loss is recognised in the statement of profit or loss. Interest income
continues to be accrued on the reduced carrying amount based on the original effective interest rate of the asset.
Loans together with the associated allowance are written off when there is no realistic prospect of future recovery and
all collateral has been realised or has been transferred to the Bank. If, in a subsequent year, the amount of the
estimated impairment loss increases or decreases because of an event occurring after the impairment was recognised,
the previously recognised impairment loss is increased or reduced by adjusting the allowance account. If a future write-
off is |ater recovered, the recovery is credited to the statement of profit or loss,

The present value of the estimated future cash flows is discounted at the financial asset's original effective interest rate.
If a loan has a variable interest rate, the discount rate for measuring any impairment loss is the current effective interest
rate. The calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects
the cash flows that may result from foreclosure less costs for obtaining and selling the collateral, whether or not
foreclosure is prabable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the Bank's
internal product monitoring system that considers credit risk characteristics such as asset type, industry, geographical
location, collateral type, past-due status and other relevant factors.

Future cash flows on a group of financial assets that are collectively evaluated for impairment are estimated on the
basis of historical loss experience for assets with credit risk characteristics similar to those in the group.

Held-to-maturity financial investments

For held-to-maturity investments the Bank assesses individually whether there is objective evidence of impairment, If
there is objective evidence that an Impairment loss has been incurred, the amount of the loss is measured as the
difference between the asset's carrying amount and the present value of estimated future cash flows. The carrying
amount of the asset is reduced and the amount of the loss is recognised in the statement of profit or loss.

If, in a subsequent year, the amount of the estimated impairment loss decreases because of an event occurring after
the impairment was recognised, any amounts formerly charged are credited to the statement of profit or loss.

"



JBC Silk Road Bank Notes to 2014 financial statements

{Thousands of Georgian Lan)

summary of significant accounting policies (continued)

Available-for-sale financial investments

For available-for-sale financial investments, the Bank assesses al each reporting date whether there is objective
evidence that an investmentis impaired

In the case of equity investments classified as available-for-sale, objective evidence would include a significant or
prolonged decling in the fair value of the investment below its cost. Where there is evidence of impairment, the
cumulative loss — measured as the difference between the acquisition coast and the current fair value, less any
impairment loss on that investment previously recognised in the statement of profit or loss — is reclassified from other
comprehensive income to the statement of profit or loss. Impairment losses on equity investments are not reversed
through the statement of profit or loss; increases in their fair value after impairment are recognised in other

comprehensive income.

Renegotiated loans

\Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement of new loan conditions.
The accounting treatment of such restructuring is as follows:

If the currency of the loan has been changed the old loan is derecognised and the new loan is recognised.

If the loan restructuring is not caused by the financial difficulties of the borrower the Bank uses the same
approach as for financial liabilities described below.

If the loan restructuring is due to the financial difficulties of the borrower and the loan is impaired after
restructuring, the Bank recognizes the difference between the present value of the new cash flows discounted
using the original effective interest rate and the carrying amount before restructuring in the provision charges for
the period. In case loan is not impaired after restructuring the Bank recalculates the effective interest rate.

Once the terms have been renegotiated, the lean is no longer considered past due. Management continuously reviews
renegotiated loans to ensure that all criteria are met and that future payments are likely to occur. The loans continue 1o
be subject to an individual or collective impairment assessment, calculated using the loan's original or current effective

interest rate.
Derecognition of financial assets and liabilities

Financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised where:

. the rights to receive cash flows from the asset have expired,
. the Bank has transferred its rights to receive cash flows from the asset, or retained the right to receive cash
fiows from the asset, but has assumed an obligation to pay them in full without material delay to a third party

under a ‘pass-through' arrangement; and

* the Bank either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the
asset.

12



JSC Silk Road Bank Motes to 2014 financial statements

{Thousands of Georgian Lan)

Summary of significant accounting policies (continued)
Derecognition of financial assets and liabilities (continued)

Financial assets (continued)

Where the Bank has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the
extent of the Bank's continuing involvement in the asset. Continuing involvement that takes the form of a guarantee
aver the transferred asset is measured at the lower of the original carrying amount of the asset and the maximum
amount of consideration that the Bank could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the Bank's continuing involvement is the amount of the
iransferred asset that the Bank may repurchase, except that in the case of a written put option {including a cash-
settled option or similar provision) on an asset measured at fair value, the extent of the Bank's continuing involvement
is limited to the lower of the fair value of the transferred asset and the option exercise price.

Financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

Where an existing financial liability is replaced by another from the same lender on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition
of the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is
recognised in the statement of profit or loss.

Credit related commitments

In the ordinary course of business, the Bank gives credit related commitments, consisting of letters of credit, and
financial guarantees. Financial guaraniees represent imevocable assurances to make payments in the event that a
customer cannot meet its obligations to third parties and carry the same credit risk as loans. Financial guarantees are
initially recognised in the financial statements at fair value, in ‘Other liabilities’, being the amount of fees received.
Subsequent to initial recognition, the Bank's liability under each guarantee is measured at the higher of the amortised
fee and the best estimate of expenditure required to settle any financial obligation arising as a result of the guarantee.

Any increase in the liability relating to financial guarantees is taken to the statement of profit or loss. The amount of fee
received is recognised in the statement of profit or loss on a straight-line basis over the life of the guarantee.

Taxation

The current income tax expense is calculated in accordance with the regulations of Georgia.

Deferred tax assets and liabilities are calculated in respect of temporary differences using the liability method. Deferred
income taxes are provided for all temporary differences arising between the tax bases of assels and liabilities and their
carrying values for financial reporting purposes, except where the deferred income tax arises from the initial recognition
of goodwill or of an asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss.

A defarred tax asset is recorded only to the extent that it is probable that taxable profit will be available against which
the deductible temporary differences can be utilised. Deferred tax assets and liabilities are measured at tax rates that
are expected to apply to the period when the asset is realised or the liability is seftied, based on tax rates that have
been enacted or substantively enacted at the reporting date.

Georgia also has various operating taxes that are assessed on the Bank's activities. These taxes are included as a
component of other operating expenses.
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JSC Silk Road Bank Notes to 2014 financial statements
(Thousands of Georgian Larn)

Summary of significant accounting policies (continued)
Property and equipment

Property and equipment, except for land and buildings, is carried at cost, excluding the costs of day-lo-day servicing,
lass accumulated depreciation and any accumulated impairment. Such cost includes the cost of replacing part of
equipment when that cost is incurred if the recognition criteria are met.

The carrying values of equipment are reviewed for impairment when events or changes in circumstances indicate that
the carrying value may not be recoverable.

Following initial recognition at cost, buildings are carried at a revalued amount, which is the fair value at the date of the
revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses.
Valuations are performed frequently enough to ensure that the fair value of a revalued asset does not differ materially
from its carrying amount.

Accumulated depreciation as at the revaluation date is eliminated against the gross carrying amount of the asset and
the net amount is restated to the revalued amount of the asset. Any revaluation surplus is credited to the revaluation
reserve for property and equipment included in other comprehensive income, except to the extent that it reverses a
revaluation decrease of the same asset previously recognised in the statement of profit or loss, in which case the
increase is recognised in the statement of profit or loss. A revaluation deficit is recognised in the statement of profit or
loss, except that a deficit directly offsetting a previous surplus on the same asset is directly offset against the surplus in
the revaluation reserve for property and equipment.

An annual transfer from the revaluation reserve for property and equipment to retained eamings is made for the
difference between depreciation based on the revalued cammying amount of the assets and depreciation based on the
assets original cost. Upon disposal, any revaluation reserve relating to the particular asset being sold is transferred to
retained eamings.

Depreciation of an asset begins when it is available for use. Depreciation is calculated on a straight-line basis over the
following estimated useful lives:

Yeoars
Buildings B0
Furniture and fixtures 4-10
Computers and office equipment 4
Motar vehicles 5
Othar 4-10

The asset's residual values, useful lives and methods are reviewed, and adjusted as appropriate, al each financial
year-end.

Costs related to repairs and renewals are charged when incurred and included in other operating expenses, unless
they gualify for capitalization.

Investment property

Investment property is land or building or a part of a building held to earn rental income or for capital appreciation and
which is not used by the Bank or held for sale in the ordinary course of business.

Investment properties are measured initially at cost, including transaction costs. Subsequent to initial recognition,
investment properties are stated at fair value, which reflects market conditions at the reporting date. Gains or losses
arising from changes in the fair values of investment properties are included in the statement of profit or loss in the
period in which they arise. Fair value of the Bank's investment property is determined on the base of various sources
including reports of independent appraisers, who hold a recognized and relevant professional qualification and who
have recent experience in valuation of property of similar location and category.

Investment properties are derecognised either when they have been disposed of or when they are permanently
withdrawn from use and no future economic benefit is expected from their disposal. The difference between the net
disposal proceeds and the carrying amount of the asset is recognised in the statement of profit or loss in the period of
derecognition.

Eamed rental income is recorded in statement of profit or loss within other operating income.
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JSC Silk Road Bank Notes to 2014 financial statements

(Thousands of Georgian Lan)

Summary of significant accounting policies (continued)
Intangible assets

Intangible assets include computer software and licenses.

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition, intangible
assets are carried at cost less any accumulated amortisation and any accumulated impairment losses. The Bank's
intangible assets have definite useful life. Intangible assets are amortised over the useful economic lives of 2 to

7 years (computer software: 6-7 years, licenses: 2-7 years) and assessed for impairment whenever there is an
indication that the intangible asset may be impaired.

Share capital

Ordinary shares are classified as equity. External costs directly attributable to the issue of new shares, other than on a
business combination, are shown as a deduction from the proceeds in equity. Any excess of the fair value of
consideration received over the par value of shares issued is recognised as additional paid-in capital.

Contingencies

Contingent liabilities are not recognised in the statement of financial position but are disclosed unless the possibility of
any outflow in settlement is remote. A contingent asset is not recognised in the statement of financial position but
disclosed when an inflow of economic benefits is probable.

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Bank and the revenue
can be refiably measured. The following specific recognition criteria must also be met before revenue is recognised:

Interest and similar income and expense

For all financial instruments measured at amortised cost and interest bearing securities classified available-for-sale,
interest income or expense is recorded at the effective interest rate, which is the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the financial instrument or a shorter period, where
appropriate, to the net carrying amount of the financial asset or financial liability. The calculation takes into account all
contractual terms of the financial instrument and includes any fees or incremental costs that are directly attributable to
the instrument and are an integral part of the effective interest rate, but not future credit losses. The carrying amount of
the financial asset or financial liability is adjusted if the Bank revises its estimates of payments or receipts. The adjusted
carrying amount is calculated based on the original effective interest rate and the change in carrying amount is
recorded as interest income or expense.

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an
impairment loss, interest income continues to be recognised using the original effective interest rate applied to the new
carrying amount.

Fee and commission income

The Bank earns fee and commission income from a diverse range of services it provides to its customers. Fees eamed
for the provision of services over a period of time are accrued over that period. These fees include commission income
agency fees and other fees. Loan commitment fees for loans that are likely to be drawn down and other credit related
fees are deferred (together with any incremental costs) and recognised as an adjustment to the effective interest rate
on the loan.
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J3C Silk Road Bank MNates ta 2014 financial statements

{Thousands of Georglan Lar)

Summary of significant accounting policies (continued)

Foreign cumency franslation

The financial statements are presented in Georgian Lan, which is the Bank's functional and presentation currency.
Transactions in foreign currencies are initially recorded in the functional currency, converted at the rate of exchange
ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated
at the functional currency rate of exchange ruling at the reporting date. Gains and losses resulting from the translation
of foreign currency transactions are recognised in the statement of profit or loss as gains less losses from foreign
currencies - transiation differences. Non-monetary items that are measured in terms of historical cost in a foreign
currency are translated using the exchange rates as at the dates of the initial transactions. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date when the fair value
was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and the NBG exchange rate
on the date of the transaction are included in gains less losses from dealing in foreign currencies.

Going Concern

As at 31 December 2014 the Bank has a negative liquidity gap of GEL 6,818 for within one year period (Note 24). In
addition, as at 31 December 2014 the Bank was in violation of one prudential ratio of the NEG: property investment
coefficient (actual 71.37% with prudential limit not higher than 70%). The Bank has not received a waiver from the NBG

with regard to violation of prudential ratio.

Motwithstanding these facts management assesses that the Bank has the ability to meet all of its liabilities as they
become due for the following reasons:

. The Bank's capability to discharge its liabilities relies on its ability to realize an equivalent amount of assets
within the same period of time. The undiscounted financial liability gap does not reflect the historical stability of
current accounts. Their liquidation has historically taken place over a longer period than indicated in the tables
disclosed in Notes 22 and 24. These balances are included in amounts due in less than one year in the Maturity
Analysis of assets and liabilities (Note 24).

- In February 2015 the Bank has sold part of the repossessed assets with a net book value of GEL 8,215 fora
consideration of GEL 9,215 (Note 27). As a result of this sale the Bank closed its liquidity gap for within one year
period and reduced property investment coefficient to below 70%.

* After 31 December 2014 and prior to issuing these financial statements the Bank has fully repaid other
borrowed funds (Note 27).

As of now, all the operations are based on the assumption that the business will be continued; there is no material
uncertainty which may cast significant doubt about the Bank's ability to continue as a going concern. The financial
statements are prepared on the basis that the company will continue to be a going concern and will realize its assets
and discharge its liabilities in the ordinary course of business.
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JSC Silk Road Bank Notes to 2014 financial statements

(Thousands of Georgian Lari)

Significant accounting judgments and estimates
Judgments

In the process of applying the Bank’s accounting policies, management has made the following judgements, apart from
those involving estimates, which have the most significant effect on the amounts recegnised In the financial statements:

»  Clagsification of investment securities as held to maturity;
»  Useful life periods for the tangible and intangible assets
*  Tax accruals

Estimation uncertainty

In the process of applying the Bank's accounting policies, management has used its judgments and made estimates in
determining the amounts recognised in the financial statements. The most significant use of judgments and estimates
are as follows:

Alfowance for loan impaimment

The Bank regularly reviews its loans and receivables to assess impairment. The Bank uses its judgement to estimate
the amount of any impairment loss in cases where a borrower is in financial difficulties and there are few available
sources of historical data relating to similar borrowers. Similarly, the Bank estimates changes in future cash flows
based on the observable data indicating that there has been an adverse change in the payment status of borrowers in
a group, or national or local economic conditions that correlate with defaults on assets in the group. Management uses
estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of
impairment similar to those in the group of loans and receivables. The Bank uses its judgement to adjust observable
data for a group of loans or receivables to reflect current circumstances.

Deferred fax assels

Deferred tax assets are recognised in respect of tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Judgment is required to determine the amount of deferred tax assets
that can be recognised, based upaon the likely timing and level of future taxable profits, together with future tax planning
strategies.

Determination of collateral value

Management monitors market value of collateral on a regular basis. Management uses its experienced judgment or
independent opinion to adjust the fair value to reflect current circumstances. The amount and type of collateral required
depends on the assessment of credit risk of the counterparty.

Determination of fair value of properly and equipment and investmen! property

The Company carries its investment properties at fair value, with changes in fair value being recognized in the
staternent of profit or loss. In addition, it measures land and building at revalued amounts with changes in fair value
being recognised in other comprehensive loss. The Company engages independent valuator to assess the fair value of
investment property owned and the land and buildings. For land and building and investment property market approach
method was used. Under market approach the market value of the subject property is estimated by comparing it to
other similar properties that have recently been sold, been listed for the sale, or for which offers have been made. The
valuator obtains an indication of the subject property's value by adjusting the prices of the comparable properties to
account for their differences from the subject property. Real estate valuators compare the legal, economic, locational
and physical characteristics of the property they are appraising to those corresponding characteristics of similar sales,
listings, or pending sales. (Notes 10, 11)
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JSC Silk Road Bank Motes to 2014 financial statements

{Thousands of Georgian Lar)

Cash and cash equivalents

Cash and cash equivalents comprise:

2014 013
Cash on hand 11,807 9119
Current accounts with the NEG 1.777 1,322
Current accounts with other credit institutions 30,079 14,438
Time deposits with credit institutions up to 90 days 7,500 2,550
Cash and cash equivalents 51,163 27,429

As at 31 December 2014 current accounts with other credit institutions consist of non-interest bearing correspondent
account balances with resident and non-resident banks in the amount of GEL 29,165 (2013; GEL 2,835) and GEL 914
(2013: GEL 11,603), respectively.

Amounts due from credit institutions

Amounts due from credit institutions comprise:

2014 2013
Obligatory reserve with the NBG 9,084 8,775
Time deposits for more than 90 days = 8,716
9,084 18,491

Amounts due from credit institutions

Credit institutions are required to maintain an interest earning cash deposit (obligatory reserve) with the NBG at 10%
and at 15% (2013: 10% and at 15%) of the previous month average of funds in GEL and foreign currencies,
respectively, attracted from customers by the credit institution. The Bank's ability to withdraw such deposit is restricted
by statutory legislation.

In 2014 and 2013 the obligatory reserve on USD account bears Interest at the rate of U.S. Federal Reserve System
less 0.5 % p.a.; on EUR account - the rate of the European Central Bank less 0.5 % p.a.
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JSC Silk Road Bank

Notes to 2014 financial statemants

(Thousands of Georgian Lan)

Loans to customers

Loans to customers comprise:

2014 2013
Residential mortgages 11,832 18,532
Corporate lending 8,758 27,524
Credit cards 2,496 3,374
Small business lending 2,404 3,767
Consumer lending 2,153 2912
Auto loans 725 1,401
Other 1,420 1,978
Gross loans to customers 29,788 59,888
Less: allowance for impairment (8,732) (12,653)
Loans to customers 21,066 47,236
Allowance for impairment of loans fo cuslomers
A reconciliation of the allowance for impairment of loans to customers by class is as follows:
Small
Corporate Residential business Consumer
lending mortgages  lending lending Credit cards Auto loans  Other Total
2014 2014 2014 2014 2014 2014 2014 2014
At 1 January 2014 8,022 1,643 205 568 540 188 787 12,653
Charge/ (reversal} for the year 15,522) 1,487 (419) 125 166 a7 (87) (3,843)
Recoveries 28 13 = 21 - 15 34 112
Amournts written off = (86) i = iz (34) (60) (190}
At 31 December 2014 2,528 3,057 486 714 TO6 566 674 8,732
Individual impairment 2,072 2,432 398 710 629 566 663 7,530
Collective impairment 457 625 a8 4 7 10 11 1.202
2,528 3,057 486 714 706 131 674 8,732
Gross amount of loans,
individually determined to be
impaired, before deducting
individually assessed
sy st 4304 5094 1,808 734 789 612 1,043 14,382
Small
Corporate Residential business Consumer
lending mortgages lending lending Credi cards Auto loans  Other Total
2013 2013 2013 2013 2013 2013 2013 2013
At 1 January 2013 4,377 1,983 194 74 198 56 1,261 8,443
Charge/ (reversal) for the year 3,674 (228) 708 123 342 148 (415) 4,352
Recoveries - 3 3 ™ - - 38 115
Amounts written off (28} (115) = = - (16} (57) (257)
At 31 December 2013 B,022 1,643 905 568 540 188 T87 12,653
Individual impairment 6,635 460 80 - - - 140 T7.315
Caollective impairment 1,387 1,183 825 568 540 188 647 5,338
B,022 1,643 905 568 540 188 787 12,653
Gross amount of loans,
individually determined to be
impaired, before deducting
individual ed
RIS IRy DeRER 15918 1,958 238 L = = 284 18,408

impairment allowance
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{Thousands of Georgian Lan)

Loans to customers (continued)

Interest income accrued on loans and advances, for which individual impairment allowances have been recognized, for
the year ended 31 December 2014 comprised GEL 1,564 (2013; GEL 1,783},

In accordance with the Georgian legislation, loans may only be written off with the approval of the Board of Directors
and, in certain cases, with the respective decizion of the Court,

Collateral and other credil enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty, Guidelines
are implemented regarding the acceptability of types of collateral and valuation parameters.

The main types of collateral obtained are as follows:

. For commercial lending, charges over real estate properties, inventory, and cash held in bank,
> For retail lending, mortgages over residential properties.

The Bank also obtains guarantees from parent companies for loans to their subsidiaries.

Management monitors the market value of collateral, requests additional collateral in accordance with the underlying
agreement, and monitors the market value of collateral obtained during its review of the adequacy of the allowance for
loan impairment.

Concentration of loans to customers

As at 31 December 2014, the Bank had a concentration of loans represented by GEL 8,142 due from the ten largest
group of borrowers (27.3% of gross loan portfolio) (2013: GEL 20,494 or 34%). An allowance of GEL 2,483 (2013: GEL
4,957) was recognised against these loans. Included in total loans to customers is an exposure to a single greatest
borrower of GEL 1,371 or 4.6% of total loan portfolio (2013: GEL 4,407 or 7.4%), that bears an annual interest rate of
18% (2013: 18%).

Loans have been extended to the following types of customers:

2014 2013
Individuals 18,608 28,596
Commercial legal entities 11,180 31,202
29,788 50,888

Loans are made within Georgia in the following industry sectors:

2014 2013
Individuals 18,608 28,598
Construction 4,352 10,606
Retail 2,868 8,019
Manufacturing 1,420 1,950
Financial 989 2,225
Food Industry a73 2,870
Energy 202 1,443
Agriculture 140 3,339
Other 236 840
Gross loans and advances to customers 29,788 589,888
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J3C Silk Road Bank

Notes to 2014 financial statements

(Thousands of Georgian Lar)

Investment securities

Available for saie securities comprise:

2014 20132

Share % Carrying Value Share % Carrying Value

JSC Gudauri 2.05% 260 2.05% 260
JSC United Clearing Center 6.25% I 6.25% 20
280 280

Less Allowance for impairment (280} (260)
Available-for-sale securities o foa e T
Held-to-maturity securities comprise:

2014 2013
Government Treasury bonds of the Ministry of Finance of Georgia 4,347 1,186
Government T-bills of the Ministry of Finance of Georgia 878 -
Government certificate of deposits of the NBG = 5,376
Held-to-maturity securities 5,323 6,562
Investment property

2014 2013
Opening balance at 1 January 13,634 10,482
Additions 1,325 3.331
Disposals (1,843) (2,214)
Met gains from fair value adjustment 519 2,038
31 December 13,635 13,634

Investment property is represented by several properties which the Bank took possession in satisfaction of non-
performing loans, and holds for long-term appreciation in value.

As at 31 December 2014 the Bank engaged an independent appraiser to determine the fair value of these properties.
The appraiser is an industry specialist in valuing these types of investment properties.

The fair value of the property was determined based on the active market data. The market approach was used to
determine the fair value, the income approach was used to validate the obtained value estimates, and the cost
approach was used to determine the value of real property where no information on recent sales or lease rates for
similar properties within the same area was available. Maore details about the fair value of investment property are

disclosed in Note 23.

Rental income arising from investment properties comprised GEL 427 (2013: GEL 423).
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JSC Silk Road Bank — Motes to 2014 financial statements

{ Thousands of Georgian Lan)

Property and equipment

The movements in property and equipment were as follows!

Computers
and Furnitura,
communica- fixtures and Leasehold
Land and tion office Motor improve-
buildings  equipment egquipment  vehicles ments Other Total
Cost
31 December 2013 14,185 1.772 1,608 265 1,322 1,294 20,448
Additions a7 7 1 - - T 152
Disposals (382) - - - - (3) (385)
write-offs - (30) (22) - - (167) (219)
Effect of revaluation (50) = B - - = (50)
31 December 2014 13,850 1,779 1,687 265 1,322 113 19,944
Accumulated depreciation
31 December 2013 - 1,218 1,145 201 563 719 3,846
Depreciation charge 346 a7 128 18 197 213 839
Disposals (2) - - - - (3) (5)
write-offs - (32) (22) - - (110) (164)
Effect of revaluation (344) - - el = G i (344)
11 December 2014 - 1,223 1,251 219 TE0 819 4,272
MNet book value
31 December 2013 14,185 554 463 64 759 575 16,600
31 December 2014 13,850 556 346 48 562 312 15,672
Computers
and Furniture,
communica- fixtures and Leasehold
Land and tion office Motor improve-
buildings  equipment equipment  vehicles ments Other Total
Cost
31 December 2012 14,215 1,877 1,659 265 1.344 1,327 20,687
Additions 12 - - - - - 12
Disposals (4) - - - (22) (2) (28)
write-offs - (103) (51) - - (31) (187)
Effect of revaluation (38) e i = £ - (38}
11 December 2013 14,185 1,772 1,608 265 1,322 1,254 20,445
Accumulated depreciation
31 December 2012 - 1,107 1,007 17T 369 612 3,352
Depreciation charge as 127 176 24 215 138 1,032
Disposals = - - - (21) (1) (22)
write-offs e (BG) (48} = =) (31) (165)
Effect of revaluation (351} = = - - = (351)
31 December 2013 - 1,218 1,145 201 563 719 3,846
Met book value
31 December 2012 14,215 700 642 88 975 715 17,335
11 December 2013 14,185 564 463 64 759 §75 16,600

The Bank engaged an independent appraiser to determine the fair value of its buildings. Fair value is determined by
reference to market-based evidence. The date of the revaluation was 31 December 2014, More details about the fair
value of buildings are disclosed in Note 23.

If the buildings were measured using the cost model, the carrying amounts would be as follows:

2014 2013
Cost 18,740 18,967
Accumulated depreciation and impairment (4,188) (3.897)
Net carrying amount 15,5561 16,070
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JSC Silk Road Bank Motes to 2014 financial statements

(Thousands of Georgian Lan)

Taxation
Both in 2014 and 2013 income taxes fully comprised of deferred tax charges and benefits.

The effective income tax rate differs from the statutory income tax rates. A reconciliation of the income tax expense
based on statutory rates with actual is as follows:

2014 2013

Profit/{loss) before tax 6,722 (5.562)
Statutory tax rate 16% 15%
Theoretical income tax (expense)/benefit at the statutory rate {1,008) 834
Mon-deductible expenditures (33) (364)
Tax exempt income 76 49
Change in unrecognised deferred tax assets 1171 (1,845)

206 (1,326)

Income tax expense

Deferred tax assets and liabilities as of 31 December and their movements for the respective years comprise

Origination and Origination and
reversal of reversal of
temporary temporary
differences differences

In other In other
In the compre- in the compre-
income hensive income hensive

2012 statement  income 2013 statement income 2014

Tax effect of deductible
temporary differences:

Allowance for loan

impairment (211) 480 - 249 (23) - 226
Tax losses camied forward 1,736 417 - 2,153 (1,171} - 982
Other Assets - - - - & — 6
Other liabilities 50 42 - 92 (44) = 48
Gross deferred tax assets 1,575 818 - 2,404 (1.232) - 1,262
Unrecognized deferred tax
Net deferred tax assets 1.267 (926) * 3 (61) - 280
Tax effect of taxable

temporary differences:

Investment property 274 (581) - (307) (47) - (354)
Property and equipment (2,500) 185 (47) (2,352) 300 (44) (2,0986)
Other assets = (14) = (14) 14 = =
Deferred tax liabilities (2,226) (400) (47) (2,673} 267 (44) (2,450)
Net deferred tax liabilities (959) {1,3286) (47) (2,332) 2086 (44) {2,170)

As at 31 December 2014 the Bank has tax losses carried forward amounting to GEL 672, GEL 3,099 and GEL 2,777
that will expire on 31 December 2015, 31 December 2017 and 31 December 2018 respectively. Deferred tax assets
have not been recognized in respect of those losses as there is uncertainty whether the Bank will be able to generate
taxable profit in the future.
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Other assets and liabilities

Other assels comprise:

Financial assets

Derivative assets, net
Receivable from operating lease
Other

Total financial assets

Mon-financial assets

Prepaid expenses

Prepaid operational taxes
Repossessed collateral (eguipment)
Total non-financial assets

Other assets

Other liabilities comprise;

Financial liabilities
Creditors

Unsettled transactions on money transfers

Total financial Liabilities

Neon-financial liabilities
Unused vacations
Total non-financial liabilities

Total other liabilities

2014 2013

138 -

92 181

104 72

335 253

T24 1,026

99 257

8 8

831 1,289

1,166 1,542
2014 2013

518 484

5 15

523 499

271 244

27 244

794 T43

The table below shows the fair values of derivative financial instruments, recorded as assets, together with
their notional amounts. The notional amount, recorded gross, is the amount of a derivative's underlying
asset or liability and is the basis upon which changes in the value of derivatives are measured. The
notional amounts indicate the volume of transactions outstanding at the year end and are not indicative of

the credit risk. There are no derivatives as of 31 December 2013.

Foreign exchange contracts
SWAPS - foreign currency

Total derivative assets

Amounts due to credit institutions

Amounts due to credit institutions comprise:

Current accounts
Term deposits

Amounts due to credit institutions

Notional Fair Value
amount asset

5,461 139

5,461 139

2014 2013

135 715

- 20

135 T35
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Amounts due to customers

The amounts due to customers include the following:

Current accounts
Time deposits

Amounts due to customers

2014 2013
24,355 12,875
22,654 30,080
47,009 42,965

As at 31 December 2014 amounts due to customers of GEL 27 453 (58%) were due fo ten largest customers (2013

was GEL 16,998 (40%)). Cash held as security against guarantees amounts to GEL 108 (2013: GEL 433)

Amounts due to customers include accounts with the following types of customers:

Individuals:
- Current accounts
- Term deposits
Total due to individuals
Commercial legal entities:
- Current/settlement accounts
- Term deposits
Total due to commercial legal entities

Total amounts due to customers

Held as security against guarantees issued
Held as security against undrawn loan facilities

An analysis of customer accounts by economic sector follows:

Finance Sector

Individuals

Trade and Service
Transportation & communication
Construction

Mining

Public service organisations
Agriculture

Other

Amounts due to customers

2014 2013
1,425 1,049
17,193 24,896
18,618 26,845
22,930 10,926
5,461 5,194
28,391 16,120
47,009 42,965
108 433
- 1,209

2014 2013
22,261 3,004
18,618 26,845
3,512 8,642
1,318 2
248 251
118 -
107 5612
77 32
752 487
47,009 42,965
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Other borrowed funds

As at 31 December 2014 the Bank's other borrowed funds amounted to GEL 35,459 and were maturing in the period
from February 2014 till October 2014. On & October 2014 the total of other borrowed funds and subordinated loan
owed to JSC BTA Bank Kazakhstan were acquired by Caspian Finance Limited. The interest on other borrowed funds
was decreased from 12% to 8% for a period from origination date until maturity and thus forgiven interest in amount of
GEL 6,178 was recorded in statement of profit and loss within other income (Note 20).

The Bank covered USD 14 million at 17 December, 2014 (GEL 26,030) and the remaining part was repaid during the
first quarter of the year 2015,

Date of
placement Maturity date 2014 2013

Caspian Finance Limited 35,458 -
JSC BTA Bank (Kazakhstan) 25-Jan-10 25-Oct-14 - 10,849
JSC BTA Bank (Kazakhstan) 30-Mov-09 27-Aug-14 - 13,251
J5C BTA Bank (Kazakhstan) 28-Sep-10 28-May-14 - 12,247
JSC BTA Bank (Kazakhstan) 5-Mar-10 4-Mar-14 - 4,832
JSC BTA Bank (Kazakhstan) 5-Mar-10 4-Mar-14 - 510
JSC BTA Bank (Kazakhstan) 18-Feb-10 18-Feb-14 - 12,020
JSC BTA Bank (Kazakhstan) 18-Feb-10 18-Feb-14 - 1,653
JSC BTA Bank (Kazakhstan) 11-Feb-10 11-Feb-14 - 2,180
Other borrowed funds 36,459 57,642
Equity
Share capital

Number of Number of

shares shares Nominal amount,

authorized fully paid GEL

31 December 2014 and 2013 30,000 30,000 30,000

The share capital of the Bank was contributed by the shareholders in Georgian Lari and they are entitled to dividends
and any capital distribution in Georgian Lari.

Dividends

In accordance with the Georgian legislation, dividends may only be declared to the shareholders of the Bank from the
net income as shown in the Bank's separate financial statements prepared in accordance with the NBG requirements.
The NBG shall be informed regarding declaration of dividends and also is authorized to suspend or restrict payment of
dividends, if a commercial bank has viclated regulatory requirements of the NEG.

No dividends were declared or nor paid in 2014 and 2013.

Revaluation reserve

The revaluation reserve for land and buildings is used to record increases in the fair value of the land and buildings and
decreases to the extent that such decrease relates to an increase on the same asset previously recognised in eguity.
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Commitments and contingencies

As of 31 December the Bank's commitments and contingencies comprised the following:

Credit related commitments
Undrawn loan commitments
Guarantees

Operating lease commitments

Mot later than 1 year

Later than 1 year but not later than 5 years
Later than § years

Commitments and contingencies (before deducting collateral)

Less - Cash held as security guarantees issued (Note 15)

Less — Cash held as security against loans (Note 15)

Commitments and contingencies

Net fee and commission income

Net fee and commission income comprises:

Settlements operations

Guarantees and letter of credit issued
Cash operations

Currency conversion operations
Other

Fee and commission income

Cash operations
Plastic card operations
Settlements operations
Dther

Fee and commission expense

MNet fee and commission income

Other income

Forgiven interest expense (Note 16)

Rental income from investment property (Note 10)
Income from fines and penaities on loans to customers
Refunded court fees

Other

Total other income

Nu’_ﬁgs___j_g_gj;lj_{r financial stalements

2014 2013
1,575 3,807
2,262 1,182
3,837 4,989

75 82
1,787 446
= 1,061
1,862 1,579
5,899 6,568
(10€) (433)
- (1,209)
5,591 4,926
2014 2013
a0 1,309
162 49
80 168
30 24
5 5
1,247 1,555
(148) (144)
(138) (135)
(45) (43)
(30) (30)
(381)  (362)
886 1,203

2014 2013

6,178 -
427 423
337 608
311 421

27 17
7,280 1,469

27



——

-

-

21.

22.

JSC Silk Road Bank Notes to 2014 financial statements

{Thousands of Georgian Lan)

Personnel and other operating expenses

Personnel and other operating expenses comprise.

2014 2013

Cecupancy and rent 1,103 1,087
Legal and consultancy 854 1,073
Office supplies 487 522
Security 368 365
Operating taxes 261 297
Loss on disposal of property and equipment B3 6
Insurance 73 68
Repair and maintenance of property and equipment 47 32
Penalties incurred 20 285
Other 325 356

3,661 4,091

Other operating expenses

Risk management

The Bank is required to manage financial risks that arise as a consequence of its operations to deliver its palicy
objectives as well as in the course of managing the Bank's statement of financial position, These risks primarily include
credit risk, liquidity risk and funding management, market risk, prepayment risk and operational risk.

Risk is inherent in the Bank's activities but it is managed through a process of cngoing identification, measurement and
manitoring, subject to risk limits and other controls. This process of risk management is critical to the Bank's continuing
profitability and each individual within the Bank is accountable for the risk exposures relating to his or her
responsibilities.

The independent risk control process does not include business risks such as changes in the environment, technology
and industry. They are monitored through the Bank's strategic planning process.

Risk management structure

The Supervisory Board is ultimately responsible for identifying and controlling risks;, however, there are separate
independent bodies responsible for managing and monitoring risks. Currently risk is monitored by the following units
with the Management Board -

* Credit Risk is managed by the Credit Risk Committees;

. Liquidity Risk is managed by ALCO;

- Market Risk is managed by ALCO,

- Operational Risk is managed by the Operational Risk Management Department.

Intermal Audit

Risk management processes throughout the Bank are audited by the internal audit function that examines both the
adequacy of the procedures and the Bank's compliance with the procedures. Internal Audit discusses the results of all
assessments with management, and reports its findings and recommendations to the supervisory board.

Risk mitigation
The Bank actively uses collateral to reduce its credit risks,
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Risk management (continued)

Credit risk

Credit rigk is the rigk that the Bank will incur a loge because its customers, clients or counterparties failed to discharge
their contractual obligations. Exposure to credit risk arises as a result of the Bank’s lending and other transactions with
counterparties giving rise to financial assets.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in relation to
one barrower, or groups of borrowers,

The Bank established 5 levels of credit commitiees which are responsible for approving credit limits for individual
borrowers, Review and approval limits for each credit committee differs per loan type.

Loan applications originated by the relevant client relationship managers are passed on to the relevant credit committee
for approval of credit limit. Exposure to credit risk is also managed, in part, by obtaining collateral and corporate and
personal guarantees,

Due to relatively small size of the Bank's operations during the year credit risk exposure is monitored by the
Management board,

Credit-related commitments risks

The Bank makes available to its customers guarantees which may reguire that the Bank make payments on their
behalf, Such payments are collected from customers based on the terms of the guarantees. They expose the Bank to
similar risks to loans and these are mitigated by the same control processes and policies,

Credit quality per class of financial assets

The credit quality of financial assets is managed by the Bank internal credit review process.

All neither past due nor impaired loans to customers are classified in three quality groups presented in the tables
below:

- A financial asset that is neither past due nor impaired at the reporting date, also historically has never been
either past due or impaired and is secured by deposit, real estate or by other collaterals is assessed as a
financial asset with High Grade;

. A financial asset that is neither past due nor impaired at the reporting date, also historically has never been
either past due or impaired is assessed as a financial asset with Standard Grad;

> A financial asset that is neither past due nor impaired at the reporting date, but historically used to be past due
is assessed as a financial asset with Sub-Standard Grade.
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Risk management (continued)

Credit risk (continued)

The table below shows tha credit quality by class of credit risk bearing assets:

Amounts due from credit
institutions

Loans to customers
Residential mortgages
Corporate lending
Credit cards
Small business lending
Consumer lending
Auto loans
Other

Debt investment
securities
Held to maturity

Total

Amounts due from credit
institutions

Loans to customers

Corporate lending
Residential martgages
Small business lending
Consumer lending
Credit cards

Aulo loans

Other

Debt investment
securities

Held to maturity
Total

MNotes o 2014 ﬂnar!c'ral statements

Neither past due nor impaired
Sub-
Standard  standard Pastdue but Individually
High grade grade grade  notimpaired Iimpaired Total
Notes 2014 2014 2014 2014 2014 2014
7 9,084 - - - - §,084
B8
2,741 - 2,963 1.034 5,094 11,832
474 880 2,593 398 4,304 8,758
32 1.231 415 28 789 2,495
282 - 1489 167 1,806 2,404
615 298 470 38 T34 2152
49 - 62 2 612 725
= 128 145 103 1,043 1,420
4,193 2,645 6,797 1,771 14,382 29,788
a
5,323 - o - - 5323
18,600 2,645 6,797 1,71 14,382 44,195
Neither past due nor impaired
Sub-
Standard standard Past due but Individually
High grade grade grade  notimpaired impaired Total
Notes 2013 2013 2013 2013 2013 2013
T 18,491 - = - = 18,491
8
3,110 3,864 256 4276 15918 27 524
1 10,938 634 5,400 1,058 18,932
245 1,447 269 1,568 238 3,787
667 1,444 102 699 - 2912
a7 2,568 - T09 - 3,374
b 7687 - 629 = 1,401
118 267 144 1,155 294 1,978
4,243 21,396 1,405 14,436 18,408 59,888
g
6,562 - - = = 6,562
29,296 21,396 1,405 14,436 18,408 B4,941
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Risk management (continued)

Credit risk (continued)

Aging analysis of past due but not impaired loans per class of financial assels

Less than 31 to 60 61 to 50 More than
30 days days days 90 days Total
2014 2014 2014 2014 2014
Loans to customers
Residential mortgages 840 172 22 - 1,034
Corporate lending 315 83 - - 398
Credit cards 28 3 - = 29
Small business lending - 140 27 - 167
Consumer lending 30 8 - - 38
Auto loans 2 - - - 2
Other 30 - 73 - 103
Total 1,243 406 122 - 1,771
Less than 31 to 60 61 to 90 More than
30 days days days 90 days Total
2013 2013 2013 2013 2013
Loans to customers

Corporate lending 693 565 g 3,009 4 276
Residential merigages 1,778 215 N 3,075 5,400
Small business lending 205 27 383 953 1,568
Consumer lending 62 65 a7 535 698
Credit cards 84 30 40 555 709
Auto loans 239 142 14 234 629
Other 294 23 124 714 1,155
Total 3,356 1,067 938 9,075 14,436

For the purpose of these financial statements a loan is considered overdue when the borrower fails to make any
payment due under the loan agreement at the reporting date. In this case the agaregate amount of all amounts due
from borrower under the respective loan agreement including accrued interest and commissions is recognised as
overdue.

Loans and advances to customers have been assessed for impairment on the collective basis. Details of loan loss
allowance of loan portfolio are disclosed in Note 8.

Impairment assessmen

The main considerations for the loan impairment assessment include whether any payments of principal or interest are
overdue by more than 80 days or there are any known difficulties in the cash flows of counterparties, or infringement of
the original terms of the contract. The Bank addresses impairment assessment in two areas- individually assessed
allowances and collectively assessed allowances.

Individually assessed allowances

The Bank determines the allowances appropriate for each individually significant loan on an individual basis. [tems
considered when determining allowance amounts include its ability to improve performance once a financial difficulty
has arisen, the availability of other financial support and the realisable value of collateral, and the timing of the expected
cash flows. The impairment losses are evaluated at each reporting date, unless unforeseen circumstances require
maore careful attention.

kK|



22,

JSC Silk Road Bank

MNotes to 2014 financial statements

(Thousands of Georgian Lari)

Risk management (continued)

Credit risk (continued)

Collectively assessed allowances

Allowances are assessed collectively for losses on loans to customers that are not past due of more than 80 days and
for individually significant loans where there is not yet objective evidence of individual impairment. Allowances are

evaluated on each reporting date for each porifolio based on overdue day's buckets.

The collective assessment takes account of impairment that is likely to be present in the portfolio even though there is
no yet objective evidence of the impairment in an individual assessment. Impairment losses are estimated by taking
into consideration historical losses on the portfolio. The impairment allowance is then reviewed by the management fo

ensure alignment with the Bank's overall policy.

Financial guarantees and letters of credit are assessed and provisions are made in a similar manner as for loans.

The geographical concentration of Bank's financial assets and liabilities is set out below:

Assets:

Cash and cash
equivalents

Amounts due from
credit institutions

Loans to customers

Investment securities:
- available-for-sale
- held-to-maturity

All other assets

Liabilities:

Amounts due to credit
institutions

Amounts due to
customers

Other borrowed funds

Subordinated loans

All other liabilities

MNet assets [
{liabilities)

2014 2013
€IS and CIS and
other other

foreign foreign
Georgia  OECD  countries  Total Georgla OECD  countries  Total
50,249 795 119 51,163 16,825 - 11.604 27,429
8,084 - = 9,084 18,491 - - 18,491
21,056 - - 21,058 47,235 - - 47235
20 - - 20 20 - - 20
5,323 - = 5,323 6,562 - # 6,562
30,574 8 = 30,583 32,235 ) - 32,244
116,306 804 118 117,229 120,368 ] 11,604 131,981
135 = - 135 24 - 711 735
26,375 670 20,084 47,009 39,147 611 3,207 42 865
- - 35,459 35,459 - - 57,642 57,642
- = o = = o 3,080 3,080
2,962 = 2 2,964 3,060 15 - 3.075
29,472 570 55,525 85,567 42,231 626 64,640 107,497
86,834 234  (55,406) 31,662 78,137 (617)  (53,036) 24,484
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Risk management (continued)

Liquidity risk and funding management

Liguidity risk is the risk that the Bank will be unable to meet its payment obligations when they fall due under normal
and stress circumstances. To limit this risk, the Bank's Management manages assets with liguidity in mind, and
menitors future cash flows and liquidity on a daily basis. This incorporates an assessment of expected cash flows and
the availability of high grade collateral which could be used to secure additional funding if required.

The Bank maintains a portfolio of state securities that can be pledged to the NBG to obtain financing in the event of
demand.

The liquidity position is assessed and managed by the Bank based on certain liquidity ratio established by National
Bank of Georgia. The NBG requires banks to maintain liquidity ratio of more than 30%. As at 31 December 2014 and
2013 the ratio was as follows:

2014 2013

LK *Average Liguidity Ratio” (Average monthly volume of liquid assets / Average monthly
volume of liabilities) 56.10% 50.90%

Analysis of financial liabilities by remaining contractual maturities

The table below summarises the maturity profile of the Bank's financial liabilities at 31 December based on contractual
undiscounted repayment obligations. Repayments which are subject to nofice are treated as if notice were to be given
immediately. However, the Bank expects that many customers will not request repayment on the earliest date the Bank
could be required to pay and the table does not reflect the expected cash flows indicated by the Bank's deposit
retention history.

On
demand
and less
Financial liabilities than 1to 3 Jto12 1to5 Over 5
As at 31 December 2014 1 month months months years years Total
Amounts due to credit
institutions 135 - - - - 135
Amounis due to customers 30,292 1,767 13,281 2622 - 47 962
Other borrowed funds 35,459 - - - - 35,459
Subordinated loan - - - - -
Other financial liabilities 369 = 154 = - 523
Total undiscounted financial
liabilities 66,255 1,767 13,435 2,622 - 84,079
On
demand
and less
Financial liabilities than 1to 3 Jto12 1to§ Over 5
As at 31 December 2013 1 month months months years years Total
Amounts due to credit
institutions 20 - i - - 797
Amounts due to customers 22912 3,047 10,783 6,727 a9 44,468
Other borrowed funds 33573 4772 26,312 - - 64,657
Subordinated loan 3.080 - - - - 3,080
Other financial liabilities g9 - 400 = = 499
Total undiscounted financial
liabilities 59,684 B,719 38,272 8,727 99 113,501
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Risk management (continued)
Liquidity risk and funding management (continued)

The table below shows the coniractual expiry by maturity of the Bank's financial commitments and conlingencies.

On
demand
and less
than 1to3 3to12 1to5 Over 5
1 month months months yaars years Total
2014
Undrawn loan facilities 393 77 563 542 - 1,575
Guarantees issued - 90 2,097 75 - 2,262
393 167 2,660 817 - 3,837
2013
Undrawn loan facilities 3.807 - - - - 3,807
Guarantees issued 20 24 - 1,048 a0 1,182
3,827 24 - 1,048 90 4,989

The Bank expects that not all of the contingent liabilities or commitments will be drawn before expiry of the
commitments.

The maturity analysis does not reflect the historical stability of current accounts. Their liquidation has historically taken
place over a longer period than indicated in the tables above. These balances are included in amounts due on demand
and less than one menth in the tables above.

Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in
market variables such as interest rates, foreign exchanges, and equity prices. Except for the concentrations within
foreign currency and interest rate risks, the Bank has no significant concentration of market risk.

Currency nsk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.
The Management Board has set limits on positions by currency based on the National Bank of Georgia (NBG)
regulations. Positions are monitored on a daily basis.

The tables below indicate the currencies to which the Bank had significant exposure at 31 December 2014 and 2013
on its non-trading monetary assets and liabilities and its forecast cash flows. The analysis calculates the effect of a
reasonably possible movement of the currency rate against the Lar, with all other variables held constant on the
statement of profit or loss (due to the fair value of currency sensitive non-trading monetary assets and liabilities). The
effect on equity does not differ from the effect on the statement of profit or loss. A negative amount in the table reflects
a potential net reduction in statement of profit or loss or equity, while a positive amount reflects a net potential increase,

change in currency Effect on profit change in currency Effect on profit
rate in % before tax rate in % before tax
Currency 2014 2014 2013 2013
uso 7.32%N7 . 32%) 33N33) 4.73 %/(4.73%) 38/(38)
EUR (4.93%)/4.93% (1) 9.35%/ (9.35 %) (91)/91
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Risk management (continued)
Market risk (continued)

Operational rsk

Operational rigk is the risk of loss arising from systems failure, human error, fraud or extarnal events. When controls fail
to perform, operational risks can cause damage to reputation, have legal or regulatory implications, or lead to financial
loss. The Bank cannot expect to eliminate all operational risks, but through a control framework and by maonitoring and
responding to potential risks, the Bank is able to manage the risks. Controls include effective segregation of duties,
access, authorisation and reconciliation procedures, staff education and assessment processes, including the use of
internal audit,

Interest rate risk
All of the interest-bearing borrowings have fixed rates and do not expose the Bank to interest rate risk.
Prepayment risk

Prepayment risk is the risk that the Bank will incur a financial loss because its customers and counterparties repay or
request repayment earlier or later than expected. The effect on loss before tax for one year and on equity, assuming
10% of repayable financial instruments were to prepay at the beginning of the year excluding the effect of any
prepayment penalty income, with all other variables held constant would be GEL 651 (2013: GEL 1,248).

Fair value Measurement

The Bank's Board of directors determines the policies and procedures for recurring fair value measurement, such as
investment property and buildings.

External valuers are involved for valuation of significant assets, such as investment property and buildings. Invalvement
of external valuers is decided upon annually by the Board of directors. Selection criteria include market knowledge,
reputation, independence and whether professional standards are maintained. Valuers are normally rotated every three
years. The Board of directors decides, after discussions with the Bank's Bank's external valuers, which valuation
technigues and inputs to use for each case.

At each reporting date, the Board of directors analyses the movements in the values of assets and liabilities which are
required to be re-measured or re-assessed as per the Bank's accounting policies. For this analysis, the Board of
directors in conjunction with Bank's external valuers verifies the major inputs applied in the latest valuation by agreeing
the information in the valuation computation to contracts and other relevant documents.

Fair value hierarchy

For the purpose of fair value disclosures, the Bank's has determined classes of assets and liabilities on the basis of the
nature, characteristics and risks of the asset or liability. The following tables show analysis of assets and liabilities
measured at fair value or for which fair values are disclosed by level of the fair value hierarchy:
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Fair values measurement (continued)

At 31 December 2014

Assets measured at fair value
Investment securities available-for-
sale

Investment property
Property and equipment - buildings

Assets for which fair values are
disclosed

Cash and cash equivalents

Amounts due from credit institutions

Loans to customers

Investment securities held-to-
maturity

Liabilities measured at fair value
Derivative financial assets

Liabilities for which fair values
are disclosed

Amounts due to credit institutions

Amounts due to customers

Other borrowed funds

At 31 December 2013

Assets measured at fair value

Investment securities available-for-
sale

Investment property

Froperty and equipment — buildings

Assets for which fair values are
disclosed

Cash and cash equivalents

Amounts due from credit institutions

Loansg to customers
Investment securities held-to-
maturity

Liabilities for which fair values
are disclosed

Amounts due to credit institutions

Amounts due to customers

Other borrowed funds

Subordinated loan

Fair value measurement using

Quoted prices Significant Significant
in active observable unobservable
markets inputs inputs
(Level 1) (Level 2) (Level 3) Total
- - 20 20
e = 13,835 13,635
- - 13,850 13,850
51,163 - - 51,163
- - 9,084 9,084
21,056 21,056
3 = 5,497 5497
= 138 - 138
- - 135 135
- - 47,095 47,095
- - 35,459 35,459
Fair value measurement using
Quoted prices Significant Significant
in active observable unobservable
markets inputs inputs
{Level 1) {Level 2) {Level 3) Total
- - 20 20
- - 13,624 13,634
- - 14,185 14,185
27,429 - - 27,429
- - 18,481 18,491
- - 47,235 47,235
- = 6,991 6,991
- - 735 T35
E - 43,218 43,218
- = 57 642 57,6842
= = 3,080 3,080

During the years ended 31 December 2014 and 2013, there have been no transfers between levels of fair value

hierarchy.
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Fair values of measurement (continued)

Fair value of financial assets and liabilities not carmed at fair value

Set out below is a comparison by class of the carrying amounts and fair values of the Bank's financial instruments that
are not carried at fair value in the statement of financial position, except for assets for which falr value approximates
carrying value — lhose assets that are liquid or have a short term maturity (less than three months).

Carrying Unrecognise Carrying Unrecognise
value Fair value d gain/{loss) value Fair value d gain/loss)
2014 2014 2014 2013 2013 2013
Financial assels
Loans to customers 21,056 21,056 - 47,235 47,235 -
Investiment securities held-to-
maturity 5,323 5,447 174 6,562 6,991 429
Other financial assets 335 335 - 253 253 -
Financial liabilities
Amounts due to Credit
institutions 135 135 - 735 7as5 -
Amounts due to cuslomers 47,009 47 085 86 42 965 43 218 253
Other borrowed funds 35,459 35,459 - 57,642 57,642 -
Subordinated loan 3,080 3,080 -
Other financial liabilities 523 523 = 499 499 =
Total unrecognised change
in unrealised fair value 260 ___ 682

The fallowing describes the methodologies and assumptions used to determine fair values for those financial
instruments which are not already recorded at fair value in the consolidated financial statements.

Assets for which fair value approximates carrying value

For financial assets and financial liabilities that are liquid or have a short term maturity (less than three months},
it is assumed that the carrying amounts approximate to their fair value. This assumption is also applied to
demand deposits and savings accounts without a specific maturity.

Financial assets and financial Nabilities carmed at amortized cost

The fair value of unguoted instruments, loans to customers, customer deposits, amounts due from credit
institutions and amounts due to credit institutions and other financial assets and liabilities, is estimated by
discounting future cash flows using rates currently available for similar financial instruments on similar terms,
credit risk and remaining maturities.

Denvative financial instruments

Derivative financial instruments valued using a valuation technigue with market observable inputs are currency swaps.
The fair values of derivative financial instruments are estimated based on sport market prices, due to short term
maturities of the financial instruments.

Movement in level 3 assets and liabilities at fair value

Reconciliation of the opening and closing amounts of investment properties and land and buildings are disclosed in
Mote 10 and Mote 11 respectively.
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Fair values of financial instruments (continued)
Description of significant unobservable inputs to valuations of non-financial assels

The following tables show descriptions of significant unobservable inputs to level 3 valuations of investment properties and
revalued properties and equipment as at 31 December 2014:

Significant Range Range
Valuation unobservable (weighted Otherkey (weighted  Sensitivity of the input
Amount technique inputs average) information  average) to fair value
Investment
property 13,635
10 % increase
(decrease) in the price
0.2-242 2 per square matre would
Price per (50.4 ) result in increase
Market sQuare Georgian sqQuare 100-25,000 {decrease) In fair value
Land 1,809 approach metre Lari metre (2,116) by 194
10 % increase
(decrease) in the price
5.8-2,3306 per square metre would
Prica per (922.3) result in increase
Residential Market square Georgian square 17-3,000 (decreasa) in fair value
properties 10,325 approach metfra Lari metre (232) by 1,043
10 % increase
83.3- {decrease) in the price
2.571.43 per square metre would
Price per (847 9) resylt in increase
MNon-Residential Market square Georgian square 6-4,000 (decraase) in fair value
properties 1,501 approach metre Lari metre {361) by 137
Significant Range Range
Valuation unobservabl (weighted  Other key (weighted  Sensitivity of the input
Amount technique e inputs average) information average) to fair value
Revaluated
land and
premises 13,850
10 % increase
3,600- (decrease) in the price
8,000 per square metra would
Price per (5,533.3) rasult in increase
Market square Geargian square 405-2,000 (decrease) in fair value
office buildings 11,950 approach metre Lari metre {1,102) by 1,158
10 % increase
1,264 .04- (decrease) in the price
5,2086.6 per square metre would
SErvice Price per (3,120.3) result in increase
centres/means Market square Georgian square 17-623 (decrease) in fair value
of production 1,800 approach metre Lari metra {209} by 221
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_Notes to 2014 financial statements

The following tables show descriptions of significant unobservable inputs to level 3 valuations of investment properties and
revalued properties and equipment as at 31 December 2014:

Significant Range Range
Valuation unobservable (weighted Otherkey (weighted  Sensitivity of the input
Amount technigue inputs average] informafion  average) to fair value
Investment
property 13,634
10 % increase
0.15 (decrease) in the price
194.81 per square metre would
Price per (24.00 ) 4400- result in increase
Market square Georglan square 10,490 {decrease] in fair value
Land 1,363 approach metre Lari metre {3.500) by 136
10 % increase
38.39- (decrease) in the price
2,125.00 per sguare metre would
Price per (592.37) result in increase
Residential Markat square Georgian square 18-4,000 {decrease) in fair value
properties 11,427 approach metre Lari metre {257) by 1,085
10 % increase
19,58 - (decrease) in the price
916.67 per square matre would
Price par (554.15) result in increase
Non-Residential Market square Georgian square 18-12008  (decrease) in fair value
properties B44 approach metre Lari metre (B68) by 68
Significant Range Range
Valuation unobservabl (welghted Other key (weighted  Sensitivity of the input
Amount technique e inputs average) Information average) to fair value
Revaluated
land and
premises 14,185
10 % increase
66.00 - {decrease) in the price
1.020.00 per square metra would
Price per (487.72) result in increase
Market square Georgian sguare 100-450 (decrease) in fair value
land 380 approach metre Lari metre (310) by B6
10 % increase
3517.24 - {decrease) in the price
5,950.00 per square metre would
Price per (4,792.78) result in increase
Markeat square Georgian square 570 - (decrease) in fair value
office buildings 12101 approach metre Lari meatra 1.015 (828) by 1,202
10 % increase
404.25 - (decrease) in the price
4 572.59 per square mefra would
senvice Price per (2,242 7B) result in increase
centers/means Market square Georgian square 18-250 {decrease) in fair valua
of production 1.704 approach metre Lari metre (82) by 183
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Maturity analysis of assets and liabilities

The table below shows an analysis of assets and liabilities according to when they are expected to be recovered or

settled. See Note 22 “Risk management” for the Bank'a contractual undiscounted repayment obligations,

2014 2013
Within ome  More than Within one  More than
year one year Total year one year Total

Financial assets
Cash and cash

equivalents 51,163 - 51,163 27,429 - 27,429
Amounts due from credit

institutions 0,084 - 9,084 18 491 - 18,491
Loans to customers 12,439 8617 21,058 8,876 38,355 47,235
Investment secunties - - -
available-for-sale - 20 20 - 20 20
held-to-maturity Sad 41379 5323 5,783 778 6,562
Other financial assets 332 3 335 247 6 253
Total 73,962 13,019 86,981 60,826 39,164 99,990
Financial liabilities
Amounts due to credit

financial institutions 135 - 135 735 - 735
Amounts due to customers 44 G663 2.346 47,000 36,873 5,882 42 965
Other borrowed funds 35,459 - 35,459 57,642 - 57,642
Subordinated debt - - - 3,080 - 3,080
Other financial liabilities 523 = 523 488 = 499
Total 80,780 2,346 83,126 98,929 5,992 104,921
Net (6,818) 10,673 3,855 (38,103) 33,172 (4,931)
Cumulative gap (6,818) 3,855 3,855 (38,103) (4,931) (4,931)

The Bank's capability to discharge its liabilities relies on its ability to realize an equivalent amount of assets within the
same period of time, The undiscounted financial liability gap does not reflect the historical stability of current accounts.
Their liquidation has historically taken place over a longer period than indicated in the tables above. These balances
are included in amounts due in less than one month in the tables above. Refer to Note 5 for the Bank’s management

judgment and discussion related to liquidity gap.

Related party disclosures

In accordance with |1AS 24 “Related Party Disclosures”, 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. In considering each possible related party relationship, attention is directed to the substance of the

relationship, not merely the legal form.

Related parties may enter into transactions which unrelated parties might not, and transactions between related parties

may not be effected on the same terms, conditions and amounts as fransactions between unrelated parties.

The volumes of related party transactions, outstanding balances at the year end, and related expense and income for

the year are as follows:

As at 31 December 2014 and 2013 outstanding balances on related party transactions are as follows:
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Related party disclosures (continued)

2014 2013
Kay Entities Key
Other  manage- under manage-
Share= refated ment Share= common ment

holders  parties personnel holders  control _personnel

Loans outstanding at 31 December, gross = - 51 - = 74
Less: allowance for impairment at

31 December = = 2 = = (8)
Loans outstanding at 31 December, net - - 51 - = G6
Amounts due to customers at 31 December 208 19,669 45 161 383 33
Other Assels - 475 - = 625 o
Other Liabilities - - 62 - - 65
Amounts due to credit institutions

(Note 14) - - = 715 - -
Other borrowed funds (Note 16) - 35,459 - 57,642 - -
Subordinated loan - - - 3,080 - -
Commitments and guarantees issued - - 28 = = 40
The income and expense arising from related party transactions are as follows:

For the year ended 31 December
2014 2013
Key Entities Key
Other  manage- under  manage-
Share- related ment Share- common ment

holders  parties personnel holders  control  personnel

Interest income on loans to customers - 1,371 - — - 45
Loan impairment charge - - 143 - - 147
Interest expense on amounts due to

customers = - 1 - 8 1
Interest expense on amounts due to credit

institutions 33 - - 106 - -
Interest expense on other borrowed funds - 2837 - 4,356 - -
Interest expense on subordinated loan - - - 226 - -
Fee and commission income - - - 1 7 4
Other operating income - 6,178 - - - -
Other operaling expenses - 150 - - 150 -
Compensation of key management personnel was comprised of the following:

2014 2013

Salaries and other shor-term benefits 613 802
Total key management compensation 802 900
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Related party disclosures (continued)

As al 31 December 2014 other liabilities to key management personnel comprised of unpaid vacation of GEL 53 in
2014 (2013; GEL 65).

Key management personnel as at 31 December 2014 comprised 5 members of the Supervisory Board (2013.5) and
4 members of the Management Board (2013:6) of the Bank.

The Bank had no significant transactions with members of the Supervisory Board in 2014 and 2013.

Capital Adequacy

The Bank maintains an actively managed capital base to cover risks inherent in the business. The adequacy of the
Bank's capital is monitored using, among other measures, the ratios established by the National Bank of Georgia
(the “NBG") in supervising the Bank.

The primary objectives of the Bank's capital management are (i) to ensure that the Bank complies with externally
imposed capital requirements set by National Bank of Georgia, (i) to safeguard the Bank’s ability to continue as a
going concern and (jii) to maintain sufficient capital base to achieve a capital adecuacy ratio of al least 12%.
Compliance with capital adequacy ratios set by National Bank of Georgia is monitored monthly with reports outlining
their calculation reviewed and signed by the Bank's General Director and Chief Accountant subsequently submitted to
NBG.

The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and
the risk characteristics of its activities. In order to maintain or adjust the capital structure, the Bank may return capital to
shareholders or issue capital securities, No changes were made in the objectives, policies and processes from the
previous years.

NBG capital adequacy ratio
The NBG requires banks to maintain a minimum total capital adequacy ratio of 12% (2013 - 12%) of risk-weighted

assets and Tier 1 Capital adequacy ratio of 8% (2013 — 8%). As at 31 December 2014 and 2013, the Bank's capital
adequacy ratios on this basis were as follows:

2014 2013
Core capital 12,282 21,011
Supplementary capital 7,282 (3,7386)
Total regulatory capital 19,564 17,275
Risk-weighted assets 82,427 120,823
Capital adequacy ratio 23.73% 14.30%
v 14.80% 17.39%

Tier 1 Capital adeguacy ratio

Regulatory capital consists of core capital, which comprises share capital and retained eamings including current year
profit. Certain adjustments are made to IFRS-based results and reserves, as prescribed by the NBG. The other
component of regulatory capital is Supplementary capital, which includes subordinated debt and revaluation reserve.
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Capital Adequacy (Continued)

NBG capital adequacy ratio (continued)

Starting from 30 June 2014 the NBG requires that all banks comply with Basel |l regulations in their capital adequacy
assessment. This implies the minimum ratio of 10.50% for total regulatory capital coefficient, minimum 7.00% of the
core Tier 1 capital coefficient and minimum 8.50 % for Tier 1 capital coefficient. As at 31 December 2014, the Bank's
capital adequacy ratios on the Basel || basis were as follows:

31 December 2014 Per

the NBG
Share capital 30,000
Prior years accumulated deficit (3,024)
Less: Intangible assets, net (110)
Current year loss 5,499
Core tier 1 capital 32,365
Tier 1 capital 32,365
Supplementary capital 272
Total regulatory capital 32,637
Risk weighted assets 108,495
Capital adequacy ratio 30.08%
Core Tier 1 capital/Tier 1 capital adequacy ratio 29.83%

Events after the reporting date

The Bank repaid borrowed funds USD 1,200, USD 14,000 and USD 3,827 on February 6, 2015 February 20, 2015 and
April 15, 2015 respectively and as a result other borrowed funds were fully repaid as of 15 April 2015.

In February 2015 the Bank sold Investment property with net book value of GEL 9,215 for a consideration of GEL
9.215.



