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Independent auditor’s report
To the Shareholders and Board of Directors of JSC Silk Road Bank

Opinion

We have audited the financial statements of JSC Silk Road Bank (the “Bank'"), which comprise the statement of financial
position as at 31 December 2017, the statement of profit and loss, the statement of comprehensive income, statement
of changes in equity and statement of cash flows for the year then ended, and notes to the financial statements, including
a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the
Bank as at 31 December 2017 and its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those
standards are further described in the Auditor's responsibilities for the audit of the financial statements section of our
report. We are independent of the Bank in accordance with the International Ethics Standards Board for Accountants’
Code of Ethics for Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Responsibilities of management and the supervisory board for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
IFRSs, 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.

In preparing the financial statements, management is responsible for assessing the Bank's ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting
unless management either intends to liquidate the Bank or to cease operations, or has no realistic alternative but to do
S0.

The supervisory board is responsible for overseeing the Bank's financial reporting process.

Auditor’s responsibilities for the audit of the financial statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.
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As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

»

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit 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
Bank's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Bank's ability to continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause the
Bank to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

We communicate with the supervisory board regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

Ruslan Khor&shvili

On behalf of EY Georgia LLC

14 May 2018

Thilisi,

Georgia



JSC Silk Road Bank Financial statements

Statement of financial position
As of 31 December 2017
(Thousands of Georgian Lari)

Notes 2017 2016
Assets
Cash and cash equivalents 5 15,973 20,120
Amounts due from credit institutions 6 2,273 12,179
Loans to customers 7 6,433 8,178
Investments securities: 8
- available-for-sale 20 20
- held-to-maturity 1,809 1,805
- loans and receivables 8,426 10,359
Investment property 9 638 10,051
Property and equipment 10 16,274 16,719
Other assets 12 578 470
Intangible assets 57 40
Income tax asset 280 -
Assets held for sale 9 5,806 -
Total assets 58,567 79,941
Liabilities
Amounts due to credit institutions - 9,000
Subordinated debt 13 9,076 -
Amounts due to customers 14 15,462 32,799
Deferred income tax liabilities 11 279 271
Provisions - 107
Other liabilities 12 692 754
Total liabilities 25,509 42,931
Equity
Share capital 15 30,000 30,000
Land and buildings revaluation reserve 5,321 5,153
(Accumulated losses)/retained earnings (2,263) 1,857
Total equity 33,058 37,010
Total liabilities and equity 58,567 79,941

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

/ , .

; el x5 =
Alexarider Dznelatize *—Natia Merabishvili
Chigf Executive/Officer Chief Einancial Officer

14 May 2018 e

The accompanying notes on pages 8 to 41 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 2017
(Thousands of Georgian Lari)

Interest income
Loans to customers
Investment securities

Amounts due from credit institutions

Interest expense
Amounts due to customers

Amounts due to credit institutions

Net interest income

Loan impairment (charge)/reversal
Net interest income after loan impairment reversal

Net fee and commission income

Net gains/(losses) from foreign currencies:

- dealing

- translation differences

Net (losses)/gains on investment property revaluation
Net losses from disposal of investment property

Net losses on reclassification into assets held for sale
Other income

Non-interest (loss)/income

Personnel expenses
Other operating expenses
Depreciation and amortisation

Other impairment and provisions charge
Non-interest expenses
Loss before income tax

Income tax benefit

Net (loss)/profit for the year

Notes 2017 2016

1,008 1,822

1,346 1,497

456 127

2,810 3,446

(354) (659)

(277) (270)

(631) (929)

2,179 2,517

7 (273) 592
1,906 3,109

17 405 212
294 1,455

96 (1,053)

9 (51) 1,219
(873) (2,128)

9 (1,683) -
18 598 365
(1,214) 70

(2,034) (2,066)

19 (2,164) (2,412)
(601) (666)

(152) (62)
(4,951) (5,206)
(4,259) (2,027)

11 39 2,756
(4,220) 729

The accompanying notes on pages 8 to 41 are an integral part of these financial statements.



JSC Silk Road Bank Financial statements

Statement of comprehensive income
For the year ended 31 December 2017

(Thousands of Georgia Laris)

Notes 2017 2016

(Loss)/profit for the year (4,220) 729
Other comprehensive income/(loss) not to be reclassified to

profit or loss in subsequent periods:
Revaluation gain/(loss) on land and buildings 10 315 (586)
Income tax relating to components of other comprehensive income 11 (47) 87
Net other comprehensive income/(loss) not to be reclassified

to profit or loss in subsequent periods, net of tax 268 (499)
Total comprehensive (loss)/income for the year (3,952) 230

The accompanying notes on pages 8 to 41 are an integral part of these financial statements.
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Statement of changes in equity
For the year ended 31 December 2017

(Thousands of Georgian Laris)

Retained
Revaluation earnings /
reserve for land (Accumulated
Share capital _and buildings losses) Total equity
31 December 2015 30,000 5,861 919 36,780
Profit for the year - - 729 729
Other comprehensive loss for the year s (499) - (499)
Total comprehensive income for the year = (499) 729 230
Depreciation of revaluation reserve, net of tax e (209) 209 -
31 December 2016 30,000 5,153 1,857 37,010
Loss for the year - - (4,220) (4,220)
Other comprehensive income for the year = 268 - 268
Total comprehensive income/(loss) for the
year - 268 (4,220) (3,952)
Depreciation of revaluation reserve, net of tax = (100) 100 -
31 December 2017 30,000 5,321 (2,263) 33,058

The accompanying notes on pages 8 to 41 are an integral part of these financial statements.



JSC Silk Road Bank

Financial statements

Statement of cash flows
For the year ended 31 December 2017
(Thousands of Georgian Laris)

Cash flows from operating activities

Interest received

Interest paid

Fees and commissions received

Fees and commissions paid

Net realised gains from dealing in foreign currencies

Other income received

Personnel expenses paid

Other operating expenses paid

Cash flows (used in)/from operating activities before changes
in operating assets and liabilities

Net (increase)/decrease in operating assets

Amounts due from credit institutions

Loans to customers

Other assets

Net increase/(decrease) in operating liabilities
Amounts due to credit institutions
Amounts due to customers

Other liabilities
Net cash (used in)/from operating activities

Cash flows from investing activities

Purchase of investment securities

Proceeds from the redemption of investment securities
Proceeds from sales of investment property

Purchase of intangible assets

Purchase of property and equipment

Proceeds from sale of property and equipment
Net cash from investing activities

Cash flows from financing activities

Proceeds from subordinated debt

Net cash from financing activities

Effect of exchange rates changes on cash and cash equivalents
Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents, beginning

Cash and cash equivalents, ending

Notes 2017 2016

3,069 2,058

(649) (549)

540 418

(120) (206)

294 1,455

344 398
(2,003) (2,079)
(2,652) (2,139)

(1,477) 256
9,951 (10,350)

1,188 6,093

17 19

(9,000) 6,811

(17.468) 11,965

(112) 165

(16,601) 14,959
= (7,082)

1,831 2,501

1,244 1,087
(36) (13)
(11) (28)

174 15
3,202 (2,620)

9,060 -

9,060 -
192 (2,392)

(4,147) 9,947

5 20,120 10,173
5 15,973 20,120

The accompanying notes on pages 8 to 41 are an integral part of these financial statements.



JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lari)

Principal activities

JSC Silk Road Bank (the “Bank”) is a 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 2017 and 2016, the shareholders of the Bank are as follows:

Shareholder 2017, % 2016,%
Silk Road Finance Group (Georgia) 99.99 99.99
Other 0.01 0.01
Total 100.00 100.00

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

These financial statements have not yet been approved by the Parent on the general meeting of shareholders of the
Bank. The shareholders have the power and authority to amend the financial statements after the issuance.

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 applied for the first time certain amendments to the standards, which are effective for annual periods
beginning on or after 1 January 2017. The Bank has not early adopted any standards, interpretations or
amendments that have been issued but are not yet effective. The nature and the impact of each amendment is
described below:

Amendments to IAS 7 Statement of Cash Flows: Disclosure Initiative

The amendments require entities to provide disclosure of changes in their liabilities arising from financing activities,
including both changes arising from cash flows and non-cash changes (such as foreign exchange gains or losses). The
Bank has provided the information for both the current and the comparative period in Note 13.

Amendments to IAS 12 Income Taxes: Recognition of Deferred Tax Assets for Unrealised Losses

The amendments clarify that an entity needs to consider whether tax law restricts the sources of taxable profits against
which it may make deductions on the reversal of deductible temporary difference related to unrealised losses.
Furthermore, the amendments provide guidance on how an entity should determine future taxable profits and explain
the circumstances in which taxable profit may include the recovery of some assets for more than their carrying amount.
Application of the amendments has no effect on the Bank's financial position and performance as the Bank has no
deductible temporary differences or assets that are in the scope of the amendments.



JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)
Fair value measurement

The Bank measures financial instruments, such as trading and available-for-sale securities, derivatives and non-
financial assets such as investment property, at fair value at each balance sheet date. Fair values of financial
instruments measured at amortized cost are disclosed in Note 21.

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:

3 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 advantageous 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, maximizing the use of relevant observable inputs and minimizing the use of
unobservable inputs. All assets and liabilities for which fair value is measured or disclosed in the financial statements
are categorized within the fair value hierarchy, described as follows, based on the lowest level input that is 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 observable;

> Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value measurement
is unobservable.

For assets and liabilities that are recognized 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 assets, as appropriate. 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 recognized on the trade date i.e. the date that the Bank
commits to purchase the asset. Regular way purchases or sales are purchases or sales of financial assets that require
delivery of assets within the period generally established by regulation or convention in the marketplace.

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 profit or loss when the investments are impaired, as well as
through the amortization process.
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(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)
Financial assets (continued)
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 securities or designated as investment securities available-for-sale. Such assets are carried at amortized
cost using the effective interest method. Gains and losses are recognized in profit or loss when the loans and
receivables are derecognized or 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 of the three preceding categories. After initial recognition available-for sale financial assets are
measured at fair value with gains or losses being recognized in other comprehensive income until the investment is
derecognized 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 recognized in 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
profit and loss as net gains/(losses) from foreign currencies dealing.

Borrowings

Issued 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 the Central bank, amounts due to credit
institutions and amounts due to customers. After initial recognition, borrowings are subsequently measured at
amortised cost using the effective interest method. Gains and losses are recognised in profit or loss when the
borrowings are derecognised as well as through the amortisation process.

Leases
i 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.

ii. 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.

10



JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)
Measurement of financial instruments at initial recognition

When financial instruments are recognized 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 recognition is normally 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 technique that uses only data from observable markets, the Bank recognizes 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 recognizes 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 recognized amounts and there is an intention to settle on a net basis, or
to realize 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:

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

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

Impairment of financial assets

The Bank assesses at each reporting 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 assets 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 impairment 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 correlate with defaults.

Amounts due from credit institutions and loans to 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' carrying 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 later recovered, the recovery is credited to the statement of profit or loss.

11



JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)
Impairment of financial assets (continued)

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 probable.

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.

Available-for-sale financial investments

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

In the case of equity investments classified as available-for-sale, objective evidence would include a significant or
prolonged decline 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 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 loan 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 to

be subject to an individual or collective impairment assessment, calculated using the loan’s original or current effective

interest rate.
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JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lari)

Summary of significant accounting policies (continued)
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
flows 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.

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
over 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
transferred 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 guarantees represent irrevocable 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 assets 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 deferred 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 settled, 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 2017 financial statements

(Thousands of Georgian Lari)

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-to-day servicing,
less 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, land and 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 earnings is made for the
difference between depreciation based on the revalued carrying 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 earnings.

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:

Years
Buildings 50
Furniture and fixtures 4-10
Computers and office equipment 4-10
Motor vehicles 5
Other 4-10

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

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

Earned rental income is recorded in statement of profit or loss within other operating income.
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JSC Silk Road Bank Notes to 2017 financial statements

(Thousands of Georgian Lar)

Summary of significant accounting policies (continued)
Assets classified as held for sale

The Bank classifies a non-current asset (or a disposal group) as held for sale if its carrying amount will be recovered
principally through a sale transaction rather than through continuing use. For this to be the case,

the non-current asset (or disposal group) must be available for immediate sale in its present condition subject only to
terms that are usual and customary for sales of such assets (or disposal groups) and its sale must be highly probable.

The sale qualifies as highly probable if the Bank's management is committed to a plan to sell the non-current asset
(or disposal group) and an active program to locate a buyer and complete the plan must have been initiated. Further,
the non-current asset (or disposal group) must have been actively marketed for a sale at price that is reasonable in
relation to its current fair value and in addition the sale should be expected to qualify for recognition as a completed
sale within one year from the date of classification of the non-current asset (or disposal group) as held for sale.

The Bank measures an asset (or disposal group) classified as held for sale at the lower of its carrying amount and fair
value less costs to sell. The Bank recognises an impairment loss for any initial or subsequent write-down of the asset
(or disposal group) to fair value less costs to sell if events or changes in circumstance indicate that their carrying
amount may be impaired.

Provisions

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

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 reliably 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 earned
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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