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CARTU BANK

ADDRESS OF THE CHAIRPERSON OF THE
SUPERVISORY BOARD

On behalf of the new chairperson of Cartu Bank’s
Supervisory Board, I'd like to congratulate the Bank
Management and its staff on successful completion of
2015 and express gratitude for their relentless efforts.

I’'m glad that for all the difficulties the Bank has been
growing steadily over the last 19 years meanwhile
associated with financial stability.

2015 was fairly successful for Cartu Bank. I’'m happy to
say that “Fitch” rating company conferred “Cartu” the
IDR (Issuer Default Rating) “B+ Stable Prospects” award.

As the Supervisory Board Chairperson, I’ll do my best for
further progress of the Bank.

| congratulate Ms. Nato Khaindrava appointed CEO on 17
February 2016. I'm confident she will do everything in her
power to secure stable development of the Bank.

I’d like to say “Thank You” to the Bank Management, its
staff and our customers for without them the Bank could
have hardly been a succsess.

We believe 2016 is going to be the year of challenges and
opportunities. We intend to go forward for the sake of our
customers and the country.

MR. NIKOLOZ CHKHETIANI

Chairperson of the Supervisory Board
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bL ,,00630 Jotmy“-b LddgmzdaEygyMgm LoddmL dbagmo
003320m30M0b bobgemom, dnbo, d9b30b dgbgzdgbhlo
dob mommgyem 00b60ddMmadgmb dognmmEm 2015 Bemab
603509000 LMY S FIEEIMOS ZOO3IbIOM

00 00300010m3030 d0mdobmzal, Gmdgwog dom gobbogl
0¢b0dbyemo Bemab gobdogemmdado.

dombobyma 306, Gmd 3bcodghbemasbo abhmbool
306303emmdsdn, dMazoema bodomymob doybgwozac,
09630 990G 30036 gds s Azgbo Labgemo
330m0303 dbMENMEod bLHddnEYOHMBOLY o 930656LYM
bodgoghgbmab.

2015 Bggmo bogdome Botmdohgdyemo ngm. dobgo,

3039 mEm 00636 Laghmadmbabm batgohnbgm 3md3obos
~Fitch”-ob dogh dmbodgdyemo IDR-ab (Issuer Default Rat-
ing) Ggohbaol ,B+ bhoonwyMo 3960b3gdhnzs” dogmgds,
9L dogbg30 boddayms hzgbmaab.

dg, GmammE LodgmzamynMgm bogmb Mmo3zdzcmdamgd,
00600 336036, MMA dogm-00mbgl 3 o308y J0m
»00030 JoMmy“-b Babbzggmobo o 139m9Lo
dmdogemabamaab.

Botdohgool 3996390 9-b bagym banb®mogel, Mmdgmog
2016 Bemob 17 :g09M3emasb bomazgdo hoynoas
»00030 JoMmy“-b o o®BdN69dYmo 3060, 030 Ma3L oM
0000303L 006300 gobgznmatgdabomaab.

306000, 9939, JdEMMMAS 33 bdEM BmagmtE 0ob30L
396920960, MMMy Mabaddermdgml, obgsg, h3gbl
960manm dmdbdotmgdgmb, Gmdemab gatgdgs hzgbo
Boddo(gds o6 0gbgdmes L& Emxsbmzsbo.

2016 b6ggmo oo 30dmb393900b0 8 dgbademgdemmagdal
Bgemo 096909, 33933930 B0bb3sl, BESL
30630006Mg00b Hzgbo dmadbdodmgdemabs o J394b60b
be3gmoEEMIME.

603MTMB HbIO®NOB(N
bodgm30eyyMgm bdgmb Mo3dzmdatg
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dmagbogmdgdom, dohnzn dogdsl, dmaobbybmo 0d Bobdshgonl
dgbobgd, Mmdgmbog 00630 2015 Byl dosmbas.

000Mbgo0b eaEasb bL ,,00630 Jobmy” mbagbhobgdymos
30M3mGmoE0m bgadgbhdy o Ghgds dMozaema Bokdshgonma
mMadbodognol 3tdgemzamasb dothbombop. sbbgomdnl
3bMsdg(hBe0obo dgMomeal 3obdogemmosdn 60b63L oo
B3emoemo dgdgmboos 939960b 93mbmadngal, 3gtdme, abgma
3600369¢mm3060 MRg00L 3obznmatgosdn, HmamMoios
d6gb3gemmds, bmagemol dgycbgmoo, 3adMmds, ddgbgdemmds

o bbg.
ADDRESS OF THE CEO
| am happy to welcome you and have the honor to report 2015 Bgmob Bomdadhgosdy 39hy3awgdb hizgbo gababbyn
the Bank’s accomplishments in 2015. doh39690emgo0: LozMgEohm dmbMhngmal dmEymmdsd

891 dgmb oMb gododamds, gondato bagdmbohm
From the very beginning, Cartu Bank has been focused on 3mOHRI0 ©8 597.9 b wamb dosmBos.
the corporate customers and still is a long-term partner of
a number of high-profile organizations. In the course of 19

years of its operations the Bank has contributed a lot to the h3gb030b basdagm o d0babadbsgns baghmsdmbabe

national economy, namely the industries like production,
agriculture, trade, construction etc.

2015 financial results testify to our success: the credit
portfolio is now over 891 m GEL and the deposit portfolio
enlarged up to 597.9 m GEL.

We are proud to report that the “Fitch” rating company
conferred us IDR (Issuer Default Rating) “B+ Stable
Prospects” award.

As before, for the last year Cartu Bank maintained
partnership with the key financial institutions, such as
EBRD and BSTDB.

Each and every customer is important, so we do our best
to meet their requirements and offer business-specific
innovative banking products to them.

Here, I'd like to single out our support to the State-run
projects, such as “Favorable Agrocredit” and Produce in
Georgia.

I’d like to say “Thank You” to our loyal customers, the
corner stone of the business and the incentive to our

headway.

We are determined to go forward and make good use of
our potential.

MS. NATO KHAINDRAVA
CEO

®963N IDROTI
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babgophobam gmddebos ,Fitch”-ob dogt dmboggonemo IDR-
ab (Issuer Default Rating) ®gohobgo ,,B+ bhoongnta
396b3gghngo”.

Mhmambi Bemgdab gobdagzmmmosda, ,,00030 Jobomy gabnm
Bgembog 030dgemgdo moboddemagmmadsl nbgo Bodyzeb
bOgOMFMOMLM bde30b3bLM NBLAHNNHYHIIMSE, MmamboEss
EBRD (o BSTDB.

h396m30L d60d3bgemm3ab00 mommgyemo dmdbdamgdgemo,
3900000003 3300MO0 3830039¢0bbobmm domo
dmmbmgbgon o dg3ma3z308mam 008bgLdg dmtMagdymmo
0860d900MM39 o 06Mm30307M0 LddBIM dhmEydhgoo.

300bbogNmMgd0m dmbobadbogns bobgmadbogm 3mgdhgdal
- 09003000000 33Mm 3O g0h0* © ,8650mdmy
bogdobmazgemmdn” dbabadgmo.

306 doEMOd googbom ghmanem dmdbdotgdmadl,
Mmdmgong h3gbo bagddnobmdal dmozahn J3039mbgn ©
bAH0dYe0d dmddgoem0 obz0makgdobmzgnl.

0bg39, 03603603, O™A 36 303060900 3300YMRNNEIM

dombgymom, 33093L 3933900 o MygoyGo d;mhgbznowmo
093600 1930m oo Bobdohgogdobmagab.

6000 bd16®®MO30
39696mamyco odgdhmo
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006406 80600, b3, d1MNNIVO0
BOLITTMOJB()

»00630 JoGmy“-b daboo:

h3gb0 dabnsy, domengbo batdabbab ggbzemndoyka
b30606bm dmALAbyGgdNL gdom, gobbogymegdyma
B3emoemo dg30hobmom g39960b 3bnd3b9emm30b0 ahagdal
30b30m0Mgdodo.

bg3o:

,00030 Joboy” 3obgds gadmdhgyemo booznbobbm
06Lbhopyho, Gmdgmog:

> bogdobmggemmdo dg9dbab 3mcmdmbodnygmmo 3emogbhgool
990380760 dmababymgdal bhsbostH;

> 9gdhn3900b dmEnemonm bhoonmM da0mL Eongozgol
b03b3M LabAHgdnb mopghms badgyemlb dméob;

> ©33m33¢099H909%00 0d6300 Bo0M33OBORNYO0 ©S
dmpHogz06g03m0 3owMgdom;

> 30bbogymegdye B3emogmb dgodobl hzgbo d399bab
93mbmdngol BEsby o d08bglol gobznmatgdsdo;

> bhodogymo 3odhab bogymed aMgonmgdgol
Mmamh3 0g30mbghme, obg3g, 3e09bhgdabomgal, Moy
0300900050 030MJdggoL, dmaswa, J399bal
dmbobgmgmdal 3bmahgonlb mbol sdogmemgdeds

do@omsn 33bgymmdgdo:

> doeomo ba®obbob dmadbaby®mgds s mommgyeo
39096(h0bodn Mo NM0 adMm3ngo7egds;

> 1o0sb3m 30mEydhadab bbymymazngmo o
36030 39MmM33060 3839(h0;

»  dmdbdokmgogmdy dmbagdyemo mabodgodmzg s
0bm30309600 930606LM0 3osbyzghngmgdgdo;

> 3Omxgbombimo Jopbgoo.

863N JDRO
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MISSION, VISION AND CORE
VALUES OF THE BANK

Mission

We view it as our mission to make a special
contribution to the priority industries by means of
top quality exclusive financial service.

Vision

Cartu Bank will become an outstanding financial
institution that will:

» set the exclusive corporate client service
standard in Georgia;

» secure a place among the top three players of
the Georgian banking sector in terms of the
total assets;

» have highly-qualified and motivated staff;

» make a special contribution to the economic
growth and business development in the
country;

» steadily increase its shareholder and customer
value in order to make a positive impact on the
national living standards.

Core values

» high-quality service and loyalty to customers;

» afull package of versatile banking products;

» customer-specific and innovative financial
solutions;

» highly-qualified staff.

0063406 LOMIFOIM:

bodgm3zommygmgm badgm:

> 603MMHB AbIONO6N
bO3gM33mMYYOgM LML Mo3d2MTokg

> 630)3TVY YOTVNAI3D
bodgmzaeyytgm badgmb Bgzka

> J0JG ©J38060830500

bodgm3zayytgm baddmb Bgzta

dmdobdymgdgma d9692d96¢0:

600 bo6PMV30

v

39696060 ©oMgdHme0
» 8030 €23Joob0dd
20656360 LoMgddmo
> ©0300) 3080J0ad30¢20
®396030900b Eo6IIHMMO
> BIMOo 6(MAJ0
3m39mE0gmo Eodghmeo
> 0JJ0 330MmOBLITVNY
60b3go0b oMgghmeo
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STRUCTURE OF THE BANK:

Supervisory Board

v

MR. NIKOLOZ CHKHETIANI
Chairperson of the Supervisory Board
» MS. NATELA KALICHAVA

Member of the Supervisory Board
» MS. ETERI DEMINASHVILI

Member of the Supervisory Board

Executive Management

» MS.NATO KHAINDRAVA
Chier Executive Officer

» MR.GIVILEBANIDZE
Chief Financial Officer

>  MR. DAVID GALUASHVILI
Chief Operations Officer

» MR.ZURAB GOGUA
Chief Commercial Officer

»  MR. BEKA KVARATSKHELIA

Chief Risks Officer
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JobJu0 8(M3ABI()
006306 NBOM®N0A0:

> boghomodmbobm babhgohobgm jmaddebos ,Fitch”-al
dog® hohomgdymo boogydzmnobo 33e930L dggaoc,
2015 Bemob 30 bgdhgdog®mb ,,00630 Jotmy“-b dogbodo
IDR-ab (Issuer default Rating) dgohobgo ,B+
bhodogMo 39Mb3gdhnzs”;

» 00630 Jo6my“-d Lobgemdbogm dhmahsdodo
,00063mg Logobmzgemdn” hobmzobo o
3033060900b dbatadgcmnbm3znl, d08b5baag9Mm0abgdy
bogdomzgmmb adbogdgdgmms dbmEndENALY
d960639md0bL 3obgomahgdal booggbhmbgsb doopm
dommdnl boggemo;

> 3obobemo obebioymo dmdbabyMgdolb stbgdo;

»  LBGOR0 o 3dogbogmgdal bobhgdgdl dggdodo
3803b0emo - ,,3onoTas KopoHa“.

» 00030 Joboy“-d Visa o MasterCard
0060m700bm30b EbgMZe YLoghmbmgdalb Ndomengbo
bhobobo - Verified by Visa o MasterCard Secure
Code.

863N JDRO
[ 14] éCARTU BANK

RECENT HIGHLIGHTS

» As aresult of a detailed survey, on 30 September 2015,
the “Fitch” rating company granted Cartu Bank the IDR
(Issuer default Rating) “B+ Stable Perspective” award.

» For its involvement in the State-run Produce in Georgia
program and support to companies, Cartu Bank was given
the Certificate of Gratitude by the Georgian Employers
Association and Entrepreneurship Development Agency.

» Remote service channels were upgraded.

» Zolotaya Korona“ — a new kind of fast remittance was
launched.

» Cartu Bank introduced the top security for Visa and
MasterCards - Verified by Visa and MasterCard Secure
Code.

263N JOROI)
é CARTU BANK
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d90dgg0d dn30hbomm, GMm3 gabyma Bgemo 39630L abhmMasdn ghm-g96m y39mady Boddshgdymma Bgmmo ogm. 8dsb
h3960 030606LM0 doh39690emgd0E3 dmBAMOL. Botdohgdol gobdodncmmagdgemn iogdhmMmgdnwob ombobadbsgns:

> LOghgohm dmbHgmob dmgymmds, Mmdgmdsg 2015 byl 891,8 dgmb adb doowmbos. smbndbyemo
55.3%-0060 860l doh3gbgdgmao Bobs Bgemmab dgratgdom;

»  B6dnbeoo bgbbgdob dmEnEmos: doemnsbo bgbbgdal 92,47% o dogoobo 8g¢hnggoal 69.1%;

> LoydmBohm dmbhmgmo: 597,9 dmb medo;

> bodyomm Bemoygto gododogmo: 241,6 3gmb gobo;

» ROE 24.39%;

» ROA 5.79%.

0000 mo®yddo 2011 2012 2013 2014 2015
dog0sbo oghnggon 388,252 414,703 594,261 762,512 1,192,724
6dnboo bgbbgdo 256,152 262,148 396,297 543,035 824,618
300360 30¢M 9070900 232,788 237,361 317,421 480,388 916,319
boggdmBohm dmbhazgmma 77,306 66,623 173,786 319,687 597,946
badg30m go30Bdwn 155,464 177,315 276,840 282,124 276,405
by 8g8mbagmgda 77,398 41,355 86,215 67,499 166,147
by batzgdn 141,199 28,335 15,014 47,275 107,206
630600 8magde/Batsmon -63,801 13,020 71,201 20,224 58,941
00b683dhmAgmms Momegbmds 296 293 313 326 314
bodyom Bemoyto Jododhogma 146,085 114,608 167,300 219,780 241,644
badgegm Bavon®o oh03900 515,138 346,828 439,523 643,518 1,018,224

863N JDRO
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BRIEF FINANCIAL REPORT
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Last year can be described as one of the most successful in terms of Caru Bank’s financial results. To this end, we

should mention:

» in 2015, the credit portfolio hit 891,8 m GEL or 55.3% more than YOY;
» netloans: 92,47% and 69.1% of the total loans and assets, respectively;

» deposit portfolio: 597,9 m GEL;

» the average annual capital: 241,6 m GEL;
» ROE 24.39%;

» ROA 5.79%.

In GEL ‘000 2011 2012
Total Assets 388,252 414,703
Net Loans 256,152 262,148
Total liabilities 232,788 237,361
Deposits Portfolio 77,306 66,623
Share Capital 155,464 177,315
Total Revenues 77,398 41,355
Total Expenses 141,199 28,335
Net Profit/Loss -63,801 13,020
Number of Employees 296 293
Average Annual Capital 146,085 114,608
Average Annual Assets 515,138 346,828

2013

594,261

396,297

317,421

173,786

276,840

86,215

15,014

71,201

313

167,300

439,523

2014

762,512

543,035

480,388

319,687

282,124

67,499

47,275

20,224

326

219,780

643,518

2015

1,192,724

824,618

916,319

597,946

276,405

166,147

107,206

58,941

314

241,644

1,018,224
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2015 bggmon gobbaggmmgdom 3608363cmm3060 ngm a3Mg0Hg00b 3nmbom. d3¢babndbazns d0863L0bL
d0dommmgdnm BdTJde® s dbbgnmo 3mngbhgdab 8ol Hgbogbns:

»  boghgophm dmbhaggemal dmEyemosd 891.7 dgmb oMb goasdamds o 60bs Bymmmaeb dgpatgdom, 55,3%-
00) 3o0ddMY;

»  Bdobo bgbbgdol dmEnEmonlb dohzgbgdgemds doemnabo bgbbgdol 92,47% o d3b30b domemnsbo vghnggdnl
69,1% 090003000;

> LOObgemNdM 39G0nmENL dmemb 03630L bagMgEohm dmdhmgmal bodysmmm dgbmbogmds dgdmbogmnobmdnl
90h396909emds Bemoydo 10.5 % dgoanbo.

bL ,, 00630 Jotmy” Bemgdal gobdogemmdsdn ngm Ladyomm o dbbgogmo 60B3bgbolb 6adyzebo 3md3obogdal
36dgm3000060 3obHhbomba, Gomai mozobo Bzgmagmo dgdgmbos §399b0b 3bnd3bgemmazabo o Lbohganyemo
©006aq00b 3ob30motgdedn. 2015 Bgembog 306330 gonm3aeabbobs J3g9obodn aMbgdyemn dmmbmgbgdo ©o
dmadbdatgdgemb dgbmaezods dgdgan Logbgahm 3G mamsedgdo:

»  003mbH39d33w gm0 Bathdmgdol oihgoahgdol dhmatods;

»  Jbgemyéo 0086g9L0L 3obznmmgdal o3bgnhgdal dhmatmads;

> Lobgmadboxm mo0gdhgdal dGr03sh0Bagnalb 3G mamady;

»  dgody o badyomm d0dbgbol izhgahgonl dhmamady;

> 99b3mGH-033mMHb bagoghm mIghogngdol bgemdgbymonl dhmamads;

» Loyl 3gyebgmonl o3hgahgool dhmamads.

006300m300 0bg39 domMobghnemns babgemdbagmlb dagh abogoMgdyem d0mgdhgddo sghoyco dmbsbogmgmoo:

» 09003000000 9gMm3Mhgnbhob” d0mamsadab dnBabos 03ghdghgdal, s3Motyemn 3maddabogdabs o bmagemal
399Mbgm0odo hodmymo 30dogydo do0gdal 0ox30, gtdyem3s05b60 s byemdobobzmdn gymawon babbkgoom
106016390y mazs. 3hmgdhob gobbmtmEngemmgds 2013 bemab 20 dobHlb onbym o dob nomawgddo 2015 Bgamb
006300 40.3 dgmb gmamnb mEgbmdnl mabbom asa30656bs 34 3em0gbhn, bomgmm 298Mds dmdho3gemds 57.1 dmb
oo dgoa0bs (2015 Bemab 31 09393060l dohizgbgogema).

» 36mamododo ,06063mg bogobmzgmmmdn” godmaygmazs 2 dodaMmyemgdo:

»  0bybohmoymo bobogma, Gmdal dodobos bagotmzgemmdn Botdmgosdg m&magbhodmgdyema nboybh®agdal
3003000Mg0s sbogma LdbaMdmgdal dggdbobes s 3GLYdNE bEBIMIMIONL FoRIOMMMYONL/EINdMdMgol
©003Mg0(h9d0b gBom;

> boogygmob dgyebgmaonl babogmo, Hmdgmog mMogbhomgdyemos bmagal dgycbgmdsdo habmymo sGbgdnmo
bodNdE™M o dbbzngmo LEbaMIMgdNL FoaMmmMydols o sbagma Lobabdmgdal dggdbsdy.

> 36mgdhob gobbmMingamgos onbym 2014 Bemalb 1 0360b0gsb o dob 03okaemgddn 2015 bggmb dob3zds 11.3
b modol dmEymmonlb 00bbom o83060bbs 4 3emagbhn, bogmm 20836 ds dmMhmgmds 17.2 dwmb moto
390003060 (2015 bemol 31 939d06mab dohzgbgdgman).

2015 Bgemb bagdotmzgemmdn 3obbognm®mgonm dhomMoghgbhyemo ogm bmamob dgycbgmdal, 0ddmbhdgdizegmo
0 gqbdmbhdy mGagbhomgdymo Botmdmgonlb amagdal dtolb dmigbinogmal dogdbododsgns. dob dgdpga, Mo
bogdobmggemmad g3t mzozdomab §399690m0b sbmEndgdal bgemdg3Gemgds gossgmmads, gohbos adohgdomo
dgbademgdemmds 9gb3mmHdY MmMagbhomgdymo 3maddsebogdobmanl. s¢bodbyem babgmdboxym dMhommohghgdl
08006090l ,,00630 Jobmy“-3 o dgHMam PFgeb o dmdogomdog aggel dbobb dbgaogbo hodolb 3mgdhgdal
00030006b700b.

©263N IR0
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CREDIT INDICATORS

2015 was noted for increasing crediting of the medium-size and major customers:

» the credit portfolio hit 891.7 m GEL or 55,3% more than YOY;

» netloans made up 92,47% and 69,1% of the total loans and assets, respectively;

» by the end of the reporting period, the Bank’s average credit portfolio weighted yield was the annual 10.5 %.

For years, JSC Cartu Bank has been a long-term partner to some of the medium-size and major businesses and con-
tributed to the development of priority industries. Similarly, in 2015, in its efforts to meet the customer requirements, the
Bank will credit:

» import replacement production;

» chain business development;

» State property privatization program;

» small and medium-size businesses;

» Ex-Im trading operations support program;

» agricultural sector.

Involvement in the State initiated projects is a Cartu Bank priority:

» the objective of the “Favorable Agrocredit” program is the provision of cheap, long-term and affordable financial
resources to farmers, agricultural companies and natural persons. The project was launched on 20 March 2013 and

in 2015, the Bank funded 34 customers (40.3 m GEL), with the total portfolio amounting to 57.1 m GEL (31 December
2015).

» there are two directions in the Produce in Georgia Program:

» support to the industry by crediting the start-up industrial companies focused on producing in Georgia and enlarge-
ment/re-equipment of the ones in place;

» support to enlargement of the medium-size and major agricultural enterprises and creation of the new ones.
Within the frameworks of the project launched on 1 June 2014, in 2015, the Bank funded 4 customers by 11.3 m GEL,
with the total portfolio amounting to 17.2 m GEL (31 December 2015).

In 2015, building up potential of the import replacement and export-oriented agricultural companies was a priority.

Signing the association treaty with the EU gave an extra opportunity to the export-oriented Georgian enterprises. Being
in favor of the national priorities, Cartu Bank will keep supporting such kind of projects.

Bernnon o8eonia0 2015 [19]
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60b3g00b dotm30b bh®ahganalb dodomao dndabos 036301
d03mo0 3obznmatgdabmgol abgmo dobmdgdalb dgddbs, hmd
dgbademgdgamo agmb Gobzgdol dmymo 0gbhnanEgamgds
00 d0m0 dohm3s, Mg 1dbndzbgemm3zabgbng oginmbytgdal,
d90600609900b0 o 3Mgohmegdal 30bmbagta abhgtgbgdal
3bd3030¢.

demogbo dgb92d96¢0 960b 306300 Bobdohgonlb dmazoto a3ogdhmdo.
bagotmzgemmdo Molbggonlb dgazobigds 00dbgbobm3zal 33303

0000 3odmb3g3000 MAHgos. Lodabzm Logdnabmdol dgbgzdgbho
00030¢00b60650b 6900bdngh d0B3bgb3OIME9LMOL age3d0Mgonmn
60b3900b 60bsLEG 0YbHNR0ENEIISL S Fga30Lgdsb.

,00030 Jotmy“-do ©obggdol dotmzs bmbEngmogds
bogoMm39mmb 9ehm3bnemn 3963006 dogh adH30E39070
bo®3oh01eo 99(hgd0b s bLaghmadmmabm dMaghnzolb
30m30eM0bBobgonm.

60b3g00b dom30L gdamhedgbhdo dgdogamo gobymanemgdgdol
00b0ddmIgmgdn gmzgmbemayhow dmbsbogmgmdgb

bbgoobbzs Loghmadm®abm s dEaNEMIMg bydnbadgdby o
30b%39609b3090d0. dom d0gh dowgdyemo 3edmEEomgdnm d63L
boTYOe9de gdemg3s, dghoE oObemm3gl Mabigdal dommzal
m8b0dg0Mmm39 baghmodmmobm 3Goghngob.

bL ,,00630 Jobroy“-do Mobzgdol dabmgal ydamengbo
309300700 mGOHaabms Mabzgdol dadmazal 3mdodhgho. 08630l
bg300b6m0Bddn Mobggoal datrmzalb dgbobgd goabyzghnemgdgdnl
d0ggd0bo o domo 3mbhmemabolb gmdohgho bgemddmasabgemmob
bdgm3oemynMgMm LML dogth gmMgantgdyma
193e900dmbogmgd0o.

006330 ©0bagdn ndotmgds 39bhGomndgdymac, Mabog
bgmddem3bgemmdl Molbggonlb dotmzol gdsbdhedgbdo.
09306m"H0dgbho dgagos bodo gobymangmgdabogsb, gugbos:

20606L76M0 Gabzgonb doG@m3zal gobymmnmgds:

> 0mbndbymo gabgmazngmgds 3Momgdlb boghgoobhm,
™033000m000, bOgaTHM, LadMMEgbHM o bdedMm Gbzgdl.

00 ©0b390m0b 030330607000 Fobymanggds 8agbL dmbBoizngdal
0dohgolb o G0obigonlb dotmzol 3mdanhghlb Botoagbl sbogmndly
00 30336900 3Mb3GOghIm™o M0oboL bLadotmagaw bagotm
99900909000 dgbobgo;

> boghgahm gmdohghobmzgol Boabaggbodwy gobobogmazl
bagMgoohm 3oboEbob/alzzbol, 8930L9dL s dbodgdl Gabgal
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RISK MANAGEMENT

The main objective of the Bank’s risk
management strategy is to create the
conditions making it possible to duly identify
and manage the risks vital for the protection of
the interests of shareholders, depositors and
creditors.

Strong management ensures the Bank’s
success. Risk assessment is still a challenge for
businesses in Georgia. Management of banking
involves a prior identification and assessment of
business-related risks. At the JSC Cartu Bank
the risk management relies on the standard acts
approved by the National Bank of Georgia and
the International Best Practice.

The Risk Management Department staff
participates in various international and local
seminars and conferences on an annual basis,
with their experience allowing harmonization of
our risk management methods with that of the
International Best Practice.

The Risk Management Committee of the JSC
Cartu Bank is the supreme collective authority.
In the decision-making and control thereof, the
Committee exercises the powers delegated by
the Supervisory Board of the Bank.

Function of the Risk Management
Committee:

» development of the Bank’s risk management
strategy;

» definition of the risk tolerance levels;

» approval of the risk limits;

» selection/approval of the risk management
methods and models;

» atleast on a quarterly basis, regular control
over the risk management by the relevant
divisions, which involves analysis and opinion
regarding the Bank’s risk positions important for
decision-making.

690hnbaL. dbg3g, 9agbL dmensbo dmeHazgmal
0003960b0030303000 E®baL, dmba¢ymM0bzal boxydzgmdy
0300003500 8bobgmgdl Mgathnbagol o 9230b90L domegmnsbo
M Hho3gmab 90399(h0obmosl Gobinabmadnl ©o
399mbo3mMN3bMO0L Mbdg3MPMINL gomzomabbnbgdom;

» 090000390 03mbhMmMEgdl 60630L tmoiznmdnly
3mB03090L. bhaHEbHNZYE dmEIEgddg PaYyMEbmonm
36mabmBotgdl 60630L 9g(hn3900b o 30¢MYdYMYdgdal
03emo bo3ogdl, Mabo dgdzgmdnmoy dongmbgzs 3o
bObLMgonL 9o399(Hnobo adebgds, Jemngbhgdabs @
36900hmMgdal dodomo s 30emYdYmgdgdal
GOhmIm o dgnxgebgdgm dmdbabymgoobmob ghmo;

» 370000390 33MbRHMmMEgdl 036300 bagomIhm dmBogasb,
30b0bogmozl Mobggdol 3gzaMgonlb bHGMowgansl, obgblb
bogaEYHM Gabzob M3Hhndodainsl s 8wagbl gmadohgol,
6000 3oBaMmL bazdomYH™ MIgMSENYd0EL Bobzal
dmgagonl dohzgbgdgmo;

> 33b0bogmogl 99hn3900bd O 39eMEgdYdg00L
3000006m00b 330¢9090L. LoddMM dmMboEgdgdL. o
93bm30396 0bnlohm®gddyg dyodngn dgmzamynmgmdnm
3OmMmabmBotmgdl LoddmEgbhm gobsgzgmgol, Mabo
d9939M00m0(3 30b0bodm3Mgds 0gdhnzgdob o

300m901em90900b dodomaen bhGydhnee;

> 30bobogmogh o 0030b50L d0b30b ghdgmmo ©o
dm3e93000060 BozaM™M 033L03b0 Jomagm9gdal
bOb39LEHEENM 3 Hazgmb, d3mbhHtmegolb bonbzgbhozom
bHGIHI3aLb G0b3gdL, 3z9MLNRN3eENNL EMbL s Mabalb
9398 9Gbgdymo aMgdyemgdgonlb eodohgoolb Bamamgdl;

2015 Bemob obobynbdn gobymazngmgdod abghgo

096300 Logbgohm dmbhHazgmol goynxslydgdol sbogma
d90mEmmM®mans. 3¢0badbymo dgmmomemanam dggdbogm
dmgmdo obgmo 3o6madghegdal dgboggabgdemsco,
OMMMO0399 ,,09BMMHOL SOIMNMOd” Y ,,IRMEHL
d9dmb393000 obogotan”, 3odmygbgdyemns 030boblyho
36mabmBotgdal o bohobhnYeo sbagmadal dgmmegoo.
00b0dbyem dmgemdo dmbsEgdgdn ymem3gmm30&o
obemeogde. sbagmo dgmmpmemmans bt dgboosdobmodsdns
030606L76M0 9683000d39000L Loghmadmbabm
bHObEIMHIOMSL. dmgmdn gom3semabBnbgdyemas
030606LM0 LgghmGab Loghmodmbabm dobgagymotgdgmo
mMadabmgdal yzgemo dbndzbgemmaobn Mg3mdgbooino.
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The Risk Management Department in charge of the
centralized process of risk management consists of
the three divisions given below:

Financial Risk Management Division

» manages the credit, liquidity, currency, interest and
market risks, determines the relevant position limits
and submits to the Risk Management Committee its
analysis and opinions regarding the actions required
for the management of a specific risk;

» prior to submission to the Credit Committee,
considers a credit application/opinion, assesses and
rates the risk. Also, the Financial Risk Management
Division determines the entire portfolio diversification
level, by monitoring permanently updates the ratings
and assesses the efficiency of the entire portfolio in
terms of risk/return tradeoff;

» permanently controls the liquidity positions of
the Bank; relying on statistical models, forecasts the
Bank’s assets and liability cash flows, which makes
the efficient investment of the cash resources and
fulfillment of the liabilities towards the customers and
creditors possible;

» for the purpose of the Bank’s increased
profitability index in terms of the exchange operations,
permanently controls its currency position; considers
the risk hedging strategy, optimizes the currency risk
and defines its limits;

» considers the asset and liability terms and by
continuous monitoring of the market and economic
indicators, forecasts the interest rates in order to
define the structures of the assets and liabilities;

» studies and assesses the Bank’s short and long-
term public securities’ investment portfolio, controls
its investment strategy risks, diversification level and
duly limits the exposed value of the portfolio;

In the early 2015, the Bank introduced a new credit
portfolio devaluation methodology. The methodology-
based model involving the financial forecasting and
statistical analysis methods allows assessment of

the parameters, such as “default probability” and
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bomdgmegom Mabzgdal dommzal gobymangmgds:

> 0b0dbymo gobymaznemgds nMotgdl yzgams babob
bomdghonm Mobagdb o, doma m3hndadsinal gymbom,
0gh0yeo dmbabogmgmol d0b30b 0bbhndhyzombomy®
3063000630000, 3hmEgErMgdLs o 008bgbdtmEgbgddo;

> 008bgb0b 1By39hmdab dmemohnzedy oytbmodnm,
bOM3gMoEnm Mabggoal dobmzalb gobymazngmgds dydnzo
03mbhMmengol 60630b 6086gL30mEgLYdNL dgyx3ghbgdgem
0900m000. 30mEgLgdo 030bgod G0bgdby o

30096 mo dmdbsbymgdol Lobab®hgddyg oyhbmdom,
MM 000MgYeo 30mgobn, Hmagmd dsb3ab, sbyzg
3m096hobm3znb, dagbodogmy®sm bhsdomymo s bondgom
0ymU;

» 2015 B6gmob gobdogemmodsdn, bogabmggmmb gemgbym
0063006 dgmabbdgdom, dgbhgnem bgtzabgbhdgodo
306m39mo 3abbmmEngmos 608bgL0b y6yzghmdal ggadal
09bhoMgds. 30bodbymo dhmgbo 3oghdgmogds o
3003060mM300900 2016 Bemolb dobdogmdy;

» 2016 b6gemb 0393dg00 90LYdYmo Gobgdol dotomaopa
0600300hMmMgo0l gobobengds, domo 3bndzbgemmonwab
303mdnbokg, Mg 0063L, babyMzgmo Mabiob mbol
d9L0bomhybgdema, 3093963090 Mmbabdogdal
30(hoMgoab bodyomgdsl dobEgdl.

» 30939, 03930900 05630L Lam3ghmogom Mabigdol
dm3mgb900L 0eM0Ebz00bmonl dogs Lobhgdob gobabemgds,
M3 bLOgMdbmomE goodamhnzgolb dgeomyo
06dem0Bobs s 06geMndzgoal dtmiEgEncob.

bogMgenhm dmmHngmab dmbohm®abzab gobymannmgds

bgbbob goEgdalb dmdgbhnab PBGB3gmMYMAL Foggdym
bgbbgddg d0BbmdMNMANL Agbtnemgdal 3mbhEmenl

0 sbmMEagmgdl dbgbbgdmmgdalb ymagmgzatthommy®
030606L76M dmbohmcdnbal. dgbodedoboo, 0063L og3b
39600 06a3m&m3sgns dbgbbgdmob 10bsbbyto
doamdatgmadnl dgbobgd, Mog d60d3bgemmzabod vmgdyemo
®0b3gdnlb badobmoza.
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“default loss”. In the model, the data are updated on a
monthly basis. The new methodology fully corresponds
to the International Financial Reporting Standards (IFRS)
and recommendations of the international regulatory
authorities for the financial sector.

Operation Risk Management Division:

» isin charge of all the operational risks and for the
purpose of optimization thereof, is closely involved in
the institutional development of the Bank, its business
processes and procedures;

» relying on the business continuity policy, permanently
controls regular performance of the Bank’s business
processes assessed in terms of the risk and customer
service standards, so that each of them secures stability
of both the Bank and the customer;

» it was for the first time in 2015 that the business
continuity plan agreed with the National Bank of Georgia
was tested in the specific service centers. the testing will
continue and become more comprehensive in 2016;

» in 2016, we are planning to update the main risk
indicators in terms of their significance. By doing this, the
Bank will be able to take preventive measures in order to
maintain the desirable risk level;

» also, the Bank is planning to update its internal
system for registration of the operational risk events,
which will noticeably simplify the periodic analysis and
reporting.

The Credit Portfolio Monitoring Division

From the date of their issuance, controls purposefulness
of the loans and monitors the borrowers on a quarterly
basis. Therefore, the Bank has operating information on
the borrowers’ standing, which is important in terms of
risk management.

3MJaN00IMN MEBE06(

b ,,00630 Jotboy“-do badydom dGmEgbgdal dgho

9939996 Mmd0bmzob Mogo bLaznmbgdol gobbogmgs
0330303900 ©ITIZMIOYL0d 3MTY3NdTYH MMFObMYdBY,
Mmdgdog Babdmeagbogmns 3mdoghghgdob babom. domo
bogdnabmods 9o3ydbgde 09b30b Bgbogdsl, sdh3oEgdywm

dogo bm®mdshnzgol, bLogobmbdwgdmm MganmoEngob,
boghmMddmMbm bexbobbm 0bbhndhyhgoal ¢Mgizmdgbosingol
00 LOghmMddMGabm dMaghHogob.

bogMgohem 3mdoghgho
3m30hghob 13bdzngdo o YJRgosdmbommads:

> y39m0 (hodob boghgoohm (bgbbo, m3gMMexnH,
30M3bhng, 03609000h030) gobogboal gobbogngs o
badmEMM 3oabyzghnemgdgdnl doggds bgbbob odh3nEgdal/
06083(h303900b (3o3gdob d0mogdol) dgbobgd;

> 0bo3Mg0hgogmo dhmgdhob dgbobgd ododhgdomo
dmmbm3bgdol Bodmygbgds drmgdhob bgemabagma gabbogmzal
d0dboo;

> 3mb63609bne bgbbmab o3ezdntgdyemo babgemdgimyemgom
306d9hM9d0b - 3gbgMagmydo babgmdgidymgdm emadodal,
babbab emadogol, 3ocyH0L, 300036mAal, bgbbal bhGYIHIGU,
9866390 gma30b, YoMb3gemymeal obgdgemgdal,
00839300, 33630bm30L 0bognshmmal bhMhganymmdnl
(3960¢gdgrmo0b dg3mbzg3edo bHbahaangw 3e0gbhgddy
bOdMOB3M /06 BobognmoMag PBGY63gmymaaema bgbbgdal
000(h303900), bBemonmo badmEgbhm gobogzgmab, sbgotaddy
d0b0dagnyMo 06yb30L dmmbm3gbol, 3000300830 d0b
bagLbob BobsabBs®0 oxraM3zal bozotodm gobsgzgmal, bLgbbab
3039d0b Ldgmdabomb, bgbbmab o3ozdntgdyema bdsabim
hoM0039000, d08bmdM0mINl, dg8my3900b o 0. d oEagbo,

30193900 /06 33emoemgdal dghobe;

> bgbbgdob GgbhmIHM0doE0sdy (3hmemmbaaisny,
3000030000(30¢0900, 3oMgb0ddbbm dbgotnddg bigbboal
3000hobs, bybbgdolb dgbademm aboaMagdal Mgdghzal
306099hH0mgos, odmogbymo 3GmEgbhob/ze®mndab 3a¢hngos)
300000y3900emgd0b dogwgoo bobgedgihmgdm 3omedghhgdol
homgmom o bagnemgdol dgdmbggzado bodgmaamyngm
bodgmbodn dndatm3gs EIONMN gosabyzghoemgdal dogmgdal
d0dboo;

e Hodmbghob ogd3gdgdatgonemo bgbbgdal boosgmeblbm
0630600d90000006 3aMgbodomsbbm 8bgokndgodyg goahabab,
bOMRgOTb/bo2dM0dM 83bo339mab akoibznlb goghdygmgoal/
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COLLECTIVE AUTHORITY

For the purpose of efficient operation of the Bank, a
number of issues are considered and approved by
several collective authorities, committees, whose
activities are based on the Articles of Association and
approved by internal regulations of the Bank, legislative
standards, recommendations of the international
financial institutions and the International Best Practice.

Credit Committee
The Functions and Scope of the Committee:

» consideration of all types of credit (loan, overdraft,
guarantee, letter of credit) applications and decisions
on the approval/disapproval of the issuance terms
thereof;

» for the purpose of its further consideration,
additional requirements regarding a project eligible for
crediting;

» determination, cancellation and/or alteration of the
contract parameters for a specific loan, such as the
general contract and loan limits, currency, term, loan
structure, security and the value thereof, insurance,
strategic importance of the initiator (borrower) to the
Bank (if required, approval of the unsecured or partly
secured loans to the strategic customers), the annual
interest rate, minimal turnover in the account, the
delayed and advance payment penalties, loan issuance
commission, Bank tariffs, purpose, restrictions etc.

» decision-making on restructuring the loans
(prolongation, delayed payment, loan placement in
the off-balance account, adjustment of the loan loss
reserve, release from interest/penalty payment) and, if
required, soliciting the Supervisory Board approval;

» decision-making on transfer of the loans subject

to write-off from balance to the off-balance accounts,
prolongation/termination of charging the interest/
penalty, transfer of the non-performing loans to the
Distressed Asset Management Division, return of the
loan from the Distressed Asset Management Division to
that of the Corporate Business Crediting or the Credit
Division of a service center, institution of the court /
arbitration/enforcement proceedings regarding a non-
performing loan, change/termination thereof;
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d9693900L, 3mdemgdntn bgbbol 3 mdgdydo ogdhnzgdal

396 m30L 3obymaznmgdobmazol goorgdol, 3G momgdyto
0gdh03900b dabm30L 3obygma3nemgdnab bgbbal 3mMImGegnymo
008b5b0b o3Mgohgdnl gobymanmgdobmgal ob LgtzabEgbdhMal
bagMgEOH™ 3obymaznmgdabmaznl adGYbgdal, dGmdmgdyd bgbbdy
bALOTIO M M/BEdMONHEOFM/BOdNLOEgOM Logdab Babdmgdol

006990b/330m0emgd0l/dgbyzadholb dgbobgd 3eabyzgbogmgdal
dogydo;

> Loghgohm dmbhHazgmol JgMomoymo sbagmndo, hmagmes
Bgbo, 330G Homadn ghmbgem s dgbodsdobo Ggogn®mgos 3mbzMghnwm
bgbbgyddg Foobyzghnegdgdnl domomgonm. mommgyemo bgbbol
303060 ©ob300a700L Mgdgtzalb beyddaol 3mbgdhodgds,

M3 94ObmMOd 3em0gbhol gmmmabahmmal s/8b Gobgdal

306 m30b ©gdothodgbhob dmbohm®dnbaol ©abizbgdl, bgbbgdal
000d0b0bHMMgo0L 3obymazngmgdal dmboigdgdl, obggg d0biob dogo
oy0hob dgbodadab abizbgdl o Mg3mdgbooirngdl;

> 36momgdydo bgbbgdob dgbobgd obizbgdol gobbogmzs o
bodmgdgm 3gadol dgdydozgds bodmemmm Foabyzghoegdal
daoboggods.

39 h03-30b03g900L domm3al 3mdodgho

30300 9h0ob 0396930900 O Ja3emgoadmbogngds:

> 09h03-30b03900b dobm30L 3mBogghob bogddoobmoal
dot0mo 0dmEabos 8ghng-30b03g00b dobm30b dmemagngal
09630L LH®MSHYaNLY S bb3d dmemohnggdmsb dgbadedobmdnl

20667639c9m%9;

> 00b630b oghn3900bs o 38b03g00b 9u3ggdBhnMo dotmzal
boogyd3gemdy, bgemo dgybymb 606380 dmdagdgdYma MgbydLgdal
™39603¢H07emo dobm3zalb 3mEgblb, domo gnlznEyd ©o
39dmbogmnab 0ghn3zg0dn Mm3¢hndogmydo g3obmazbgdal dotmdom;

> 3000909650009 8 33bmo3Lgdsms LabyMm3gema dmEymogdnbs
00 3060339hMg00L (3000006MdY, LOMEJOJE0 . d. d) obbademzMe;

> 30G9am0mgogmn mmasbmb dogh abgbgdyma, 93mbmdngydo
bm®dahn3900b oE30b doBbom, dgbadedobo dmemapngol dgdndsazgde
0 dob dgbkyemgdedyg 3mbhmaenn.

®ab3ob doGmzob 3mdoggho

M0obgob dobm3zab 3mdohghob Bnbdingdb gobganmabydo:

> Mobgob dobm3zab bh®hgangdol gablbodmgmo;

> G0obgob (bogbgohm, bomdghognm, bodedhm, gniznEmonb,

b3 MEIbHM, bOZIYH™M © o. ) dobm30bL dmeagngal
m&OIImomgds (m396o30908g modohgdol owagbs,
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» analysis (commonly on a quarterly basis) of the
credit portfolio and decision-making on individual
loans; adjustment of the loss reserve for each loan
on the grounds of the customer coordinator and/
or the Risk Management Department opinions, the
Loan Administration Division data and opinions,
as well as recommendations of the Bank’s internal
audit;

» consideration of the opinions regarding non-
performing loans and development of an action plan
for the final decision.

Asset-Liability Management Committee
The Functions and Scope of the Committee:

» the main task of the Asset-Liability Management
Committee is ensuring compliance of the asset-
liability management policy with the strategy
policies of the Bank, etc.;

» support to the operational management of the
Bank resources by efficient administration of its
assets and liabilities, i.e. their favorable placement
in the liquid and profitable assets;

» definition of the desirable volume and
parameters (terms, interest, etc.) of the liabilities and
placement of the resources;

» for the purpose of compliance with the
prudential standards set by the regulatory
authorities, development of an adequate policy and
control over its implementation.

Risk Management Committee
The Functions of the Committee:
» definition of the risk management strategies;

» development of the risk (credit, operational,
market, liquidity, interest, currency, etc.)
management policy (determination of the
transaction limits, procedures, etc.) and approval of
the changes thereto;

» selection/approval of the risk management
methods and models;

360mE9096M900L 3obbodmzts o o. d) o dobdn dgbadebo bgdnbdogta
33m0ggdab ©EadhanEgoe;

> Mobgob dom3znlb dgmmgdol s dmgmgdal dgbhgzo/
©33030690%;

> Mobgab dobm3zalb 3G mEgLbol Mggnmebyma jmbhememo;

> bogombgodn, Gmdmgdoy 83038067010 Hggnmgddozn
36390960 g00b30b 3oblbzs3901em d08b6gLadBY39(H0ENg09dmb
(360dhn307y60), GMaMmMmgonEss 3owoby3zgnhnemgdgon d0dbgbob
36003690™306 300300 MMJO3LMAb 3330609000, Mmdgemog
300bbb30300900 03630L dMY adh30EgdNma d08bgLagadalbasb, 8b
M0b30lL 3obg30 oEEgbagmn madohol goadetdgooom.

008630 3GmEgbgdnb dsG@m3zal 3mdndagho

3m30hghob dobosdatma 039bdi30g9000:

> 0bogmo boYb3M dMmydhgdal obbogmzs o ©3H30EI0Y;

> 3obobemgdnemo bOSb3M dmENYHgdal gobbogmas s odh303g0s;

> OmambE obom, 0bg39 @obobgmgdyem b0db3M dMmEYHmab
00303006 9090m0 m3ndgbhgonl a3mmdnbs o dobookmbal gobbogmgs
00 080(303909;

> 008bgb3GMEgLgdal demm3bggdgdobs o dobo odbdoty
©M31yd9bhgoab gobbogmzs o adh3nEgde;

> m3h0dndoMgdnemo, 9Gbgdymo 6086gL3MmEgLYdNL demm3Lggdgdabs
0 dobo odbdoty m3ydgbhgdalb gobbogmas o adh3nEgde.

306 3900630b 3mdnhgho

3030090h0b doGoman 0ngbingdos dgdgan bagznmbgdal gobbogmas
00 03()30(3900:

> 30mydhgool gobymaznemgdal dogh Bobagbogma boddbim
30mndhadob homaggon (sbagmo hotnazol gobbogmas, sGbgdymal

(335006 g00);

> 30639h0bgyemn dobogmgonl ndanbo o dabostbo;

»  Jbgemob 3b300060g00bmob alozdnmgdnma bojnmbgdo
(0063033900 O BOENNdEdN);

> mbolbdngdgdolb mMaobndgdobmob ogezdntgonmo bazombgoo;

> 30M3mG30Im bobgemddmzobgmMmbmab o3e3dnmgonemo
bagombgoo.
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» continuous control over the risk
management;

» issues associated with atypical business
decisions, such as significant enlargement of

a business different from the business plan
approved by the Bank or taking risk in excess of
the set limit.

Business Process management
Committee

Direct functions of the Committee:

» consideration and approval of new Bank
products;

» consideration and approval of upgraded
Bank products;

» consideration and approval of the form and
content of the documents regarding both the
new and upgraded Bank products;

» consideration and approval of the charts
and supplementary documents regarding the
business processes;

» consideration and approval of the charts
and supplementary documents regarding the
optimized business processes.

Marketing Committee

The main functions of the Committee shall be
the consideration and approval of:

» tariffs of the Bank products recommended
by the Product Division (consideration of new

tariffs, changes to those in place);

» adesign and content of the marketing
materials;

» the network development issues (ATMs and
branches);

»  events;

» the issues relating to the corporate manual.

Beannen 0860080 2015 [25]
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330¢0b 3mdaghgho

303009hob doGoman dndobns bodgmazomyyhgm Loddmb
bOBYAbY3gEM™ 0bJE0gd0l obbmbngmgdal
bgemdgbymos o dobo mongdhnmo nbgymMdatgos dgdwgan
bognmbgoab dgbobgd, gbgbos:

» 0006300 030606bYG0 8bgecndagdal bobbymg o
bO0dgEMMOY;

» oo oyohob gdothadgbhol godsboma
0376930mbotgoy;

> 3009 00h™m&0L 8dMY30090¢MMAS O 339¢N003035(309,
0369m3g dob dogt g3obgnemo dmdbobytgonl batabbo,
dmEymmds o dmdboby®mgdol 9bodmeyhgds;

> 00b630b doo 3mbhdmenal bobigdgdob s Gabigonl
306m30L LondgEMMAS S JNIHYOMAS.

b30bgm®mAsgnm Hydbmemmangdal 3mdodaho

303009hob doGomon dodobns 00630L 6086gL0LM3NL
banbgMGIsgom Hgdbmemmangdalb dogdbodagmybo
303myqbg00b NBGMNB39emymazs, 8bg3g 056300 dMLYdN
bonbgmMdsgnm hgdbmmmangdal Mgbycbgdal ©o
bge30L900b 9RgIH0SbMANL O 3Mb3EO9bHYbGNbMINL
3006bod3mY, doma Hggdbngnto o vadnsbymn Mgbykdbgdol
30030000607500bm300L 63603d03Mg00L s dobhmdgdal dgddbe,
396L3ggdhonmo Badndmgdgdal sm30L900bd S sbagmn
bge30b900L dggddbal, dmBogozal o 1339 dMLYOHAl
306300000700bm30L bgemdgbymoo.

[26]

Audit Committee

The main objective of the Committee is to support the
implementation of the Supervisory Board functions and
supply of accurate information on the issues below:

» completeness and reliability of the Bank’s financial
statements;

» adequate operation of the Internal Audit
Department;

» independence and due qualifications of the external
auditor, the quality and scope of his/her service and the
service fee;

» reliability and efficiency of the Bank’s internal control
systems and risk management.

IT Committee:

The main objective of the Committee is to support

the Bank business through ensuring an adequate IT,
defining efficiency and competitiveness of the Bank’s IT
resources and services, creating adequate conditions
for the IT development in terms of maintenance

and human resources, facilitating the creation and
acquisition of the new, state of the art IT and the
development of the one in place.

50000 06350030 D ()| 5 [ 27 ]
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ANNUAL REPORT

LOFOMOITVIOMN3() MIBINMIOY

2015 Bgemo db0d3bgemm3obo 0edmhbs nyMooymo baznmbgdab mdhndadsgnalb dbdong. 3abbagymgdyema
gu600mgds 309930 3306mbm dgdmboagemal gmgaomndognol Jmbhdmenal dggobndal, 3093 303G ™M ©onbigbs
LM YIMN30 M 3IYTbHOENYd0 o dobmb a3e3d0MgoNEn dBmEgEYMYon, MddE Foondzmdgb
dmdbdo®mgdemabe o, dmaoma, bodsabzm dmdbabytmgdal dhmEgbo.

LOIMMOAMEONLM IGONIGOIMOIdN

2015 Bemob 3obdogemodsdn baghmsdm®abm yhmoghmmogdal gdsdhedgbhol ydyswm dogmabbdggznms s
dmbobogmgmdnm hohobs dMozoemo dbnd3zbgemmagobo mmbabdngds, ogmbobndbogns dgdgao:

bogmsdmmobm Mgohnbgoa:

2015 Bemob dogmbgg90L 3093 Na3tom dgty db0d3bgemmdsl 8bnggol 6ob30bmzal ghmn gobbogymtgdymo dmzmgbe,
396dm: 36mdnmads Latgohobam Losggbhmad ,Fitch*, hahamgdyemo boxydzmaobo 33emg30l dggao, 2015
Bemob 30 bgghgddgdl ,,00630 Jobmy“-b doobods IDR-0b (Issuer default Rating) Ggo¢hobao ,B+ bhodogmyho
396b3gghngo”.

box30636b™ 06LH0GHIHIOMI6 Jhmoghmnmds

Bl 00640 BoGId(Hgo0m 93O dgemgdl bbgoabbgs Lde3nbdabbm abbhadyHhIdMsb yhmaghmmdsl:

> dmgmbgbdmbogbhm 0063900L Jbgemolb m3hndadsignnl dodboom, 0g3emabdo myddyem d0bido AKTIF Bank
300bbbo bogMmMgbdmbrgbhm vbgatndgdn gztmdn, 8dd-0bo o MM 3oemyhado;

» 006300 gbhm-ghmds 3mEgbdmbegbhdo - ,,3mIghEdebida” b ,,00630 Jobmy“-b bobokagdemem adotEo
00039600 bozMgonhm modathgdo bobaBobm o EMIYdgbhye Mm3ghoEngdds;

> 3dhonmo 0060ddOM3MO0L dgogasm, 2015 Bgmb onbghgo LBV 03mon 3Bagbogmgdal obagmo

bobhgds ,3onotas KopoHa“.

bogOmdmmobm gmmd3dgxddn dmbobogmgmdd

»  Bemob obobyndo b ,,00630 Joboy“-b Botmdmdaagbemgdn ogbbdmbgb bagotmzgmmb baghmsdmemabm
bO3EMM oL O LOdBIM 3MToboob bbomdslb (ICC Georgia, Banking Commission)
bOghMdMMbm 398 MB0L 1ydgddy;

» 2015 Bggmb g. mdogmabdo hehatos BSTDB-ob Bemoyta 00dbgl o3mMydo 0o EBRD ymzgembemoyho
36900-008b5ba3meMydn, Mmdemgdog ,,00030 Joboy”, sbgag, odhonmow dmbobogmgmdcos.

©263N IR0
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LEGAL REGULATIONS

2015 was notable for optimization of legal issues. Special attention was paid to control over the prevention of legaliza-
tion of the illicit incomes, the relevant documentation and procedures were adjusted, which resulted in better banking
services to our customers.

INTERNATIONAL RELATIONS
Here are some of the accomplishments of the Bank’s International Relations Department in 2015:
International Rating:

The IDR (Issuer Default Rating) “B+ Stable Prospects” award granted to JSC Cartu Bank on 30 September 2015 as a
result of a detailed survey taken by the “Fitch” rating company.

Relationships with Financial Institutions:

In 2015, the Bank maintained relationships with various financial institutions:

»  for the sake of optimization of the correspondent banks, in July, correspondent accounts in USD, euro and Turkish
Lira were opened with the Turkish AKTIF Bank;

»  “Commerzbank”, our correspondent bank increased the credit limits for treasury and documentary operations in
favor of JSC Cartu Bank;

» as aresult of close cooperation, Zolotaya Korona — a new kind of fast remittance was launched.

Participation in International Forums

» inthe early 2015, some of the JSC Cartu Bank officers attended ICC Georgia - Banking Commission Forum on
International Trade;

» in 2015, the Georgian capital Thilisi hosted annual EBRD and BSTDB assemblies and a business forum both at
tended by Cartu Bank.

Beanon 0860080 2015 [29]
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3aM3M®mAL3MBPIBOM 60643060

Correspondent Bank SWIFT/BIC Account No

Commerzbank AG, Frankfurt am Main COBADEFF 400886618800CHF

Aktif Yatirim Bankasi A.S, Istanbul, TR CAYTTRIS TR710014300000000002006884
*Deutsche Bank AG, Frankfurt am Main DEUTDEFF 947490910

*Commerzbank AG, Frankfurtam Main COBADEFF 400886618800EUR

Société Générale, Paris La Défense SOGEFRPP 001013708320

PAO ROSBANK, Moscow, Russia RSBNRUMM 30111978400000020975
*Deutsche Bank AG, Frankfurtam Main DEUTDEFF 947490910

Commerzbank AG, Frankfurt am Main COBADEFF 400886618800GBP

ZAO Raiffeisenbank, Moscow RZBMRUMM 30111810200000000002

PAO ROSBANK, Moscow, Russia RSBNRUMM 30111810500000020975

Aktif Yatirim Bankasi A.S, Istanbul, TR CAYTTRIS TR870014300000000002006887
Aktif Yatirim Bankasi A.S, Istanbul, TR CAYTTRIS TR440014300000000002006885
Areximbank-Gazprombank Group CJSC, Yerevan RKASAM22 100530102

*Deutsche Bank Trust Company Americ&New York BKTRUS33 04417110

Deutsche Bank AG, Frankfurt am Main DEUTDEFF 947490900

Commerzbank AG, Frankfurt am Main COBADEFF 400886618800USD

PAO ROSBANK, Moscow, Russia RSBNRUMM 30111840800000020975

[32] & =xnseaee
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CARTU BANK GROUP

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION AND APPROVAL
OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

Management is responsible for the preparation of the consolidated financial statements that present fairly the
financial position of Joint Stock Company Cartu Bank (the “Bank”) and its subsidiaries (the “Group”) as at
December 31, 2015, the consolidated results of its operations, cash flows and changes in equity for the
year then ended, in compliance with International Financial Reporting Standards (“IFRS").

In preparing the consolidated financial statements, management is responsible for:

* Properly selecting and applying accounting policies;

e Presenting information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

e Providing additional disclosures when compliance with the specific requirements in IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Group's financial position and financial performance;

e Making an assessment of the Group's ability to continue as a going concern.
Management is also responsible for:

e Designing, implementing and maintaining an effective and sound system of internal controls
throughout the Group;

e Maintaining adequate accounting records that are sufficient to show and explain the Group’s
transactions and disclose with reasonable accuracy at any time the financial position of the Group,

and which enable them to ensure that the consolidated financial statements of the Group comply with
IFRS;

e Maintaining statutory accounting records in compliance with Georgian legislation and accounting
standards of Georgia;

e Taking such steps that are reasonably available to them to safeguard the assets of the Group; and
¢ Preventing and detecting fraud and other irregularities.

The consolidated financial statements for the year ended December 31, 2015 were authorized for issue on
May 10, 2016 by the Management Board of the Group.

On behalf of the M

Chief Agi(oimt’ant

a Khaindrava Manana Nadiradze

May 10, 2016 5 May 10, 2016
Thilisi, Georgia Thilisi, Georgia



Deloitte.

36 a Lado Asatiani Street
Thilisi, 0105
Georgia

Tel: +995 32 224 45 66
Fax: +995 32 224 45 69
www .deloitte.ge

INDEPENDENT AUDITOR’S REPORT
To the Shareholders and the Board of Directors of Joint Stock Company Cartu Bank:
Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of JSC Cartu Bank (the “Bank”)
and its subsidiaries (the “Group”), which comprise the consclidated statement of financial position as at
December 31, 2015, the consolidated statements of profit or loss, other comprehensive income,
changes in equity and 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 of the Group is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with International Financial Reporting Standards and
for such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or
efror.

Auditors' responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consclidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity's preparation and fair presentation of the consoclidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated 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 consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as at December 31, 2015, and its consolidated financial
perfermance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

‘D{i (oitfe 7a T(Slzf (//’{
May 10, 2016
Tbilisi, Georgia

Deloitte refers to one or more of Deloitte Touche Tehmatsu Limited, a UK private company limited by guarantee (‘DTTL"), its network of member firms, and
their related entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not
provide services to clients. Please see www.deloitte.com/about for a more detailed description of DTTL and its member firms. Please see

http:/iwwew2 deloitte com/ge/en/pages/about-deloitte/articles/about-deloitte. html for a detailed description of the legal structure of Deloitte, Georgia

© 2016 Deloitte & Touche LLC. All rights reserved



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
FOR THE YEAR ENDED DECEMBER 31, 2015
(in thousands of Georgian Lari)

Notes 2015 2014

Continuing operations
Interest income 5,29 111,085 64,618
Interest expense 529 (29,329) (15,331)
NET INTEREST INCOME BEFORE PROVISION FOR

IMPAIRMENT LOSSES ON INTEREST BEARING FINANCIAL

ASSETS 81,736 49,287
Provision for impairment losses on interest bearing assets 6, 29 (32,912) (5,347)
NET INTEREST INCOME 48,824 43,940
Net gain/(loss) on financial assets at fair value through profit or loss 7 32,841 (3,062)
Net gain on foreign exchange operations 8 5,645 2,337
Fee and commission income 9,29 6,805 4877
Fee and commission expense 9 (3,992) (3,231)
Recovery/(provision) for other operations 6 (1,257) 2,234
Other income/(expense) 10 9,791 (3,505)
NET NON-INTEREST (EXPENSE)/INCOME 49,833 (350)
OPERATING INCOME 98,657 43,590
OPERATING EXPENSES 11,29 (29,849) (19,538)
PROFIT BEFORE INCOME TAX 68,808 24,052
Income tax expense 12 (9,867) (3,828)
NET PROFIT FOR THE YEAR 58,941 20,224
Attributable to:
Owners of the parent 58,940 20,336
Non-controlling interest 1 (112)

58,941 20,224

p

Chief AccéOntant
Manana Madiradze

May 10, 2016 May 10, 2016
Thbilisi, Georgia Tbilisi, Georgia

The notes on pages 9-68 form an integral part of these consolidated financial statements.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2015
(in thousands of Georgian Lari)

Notes 2015 2014
Net profit for the year 58,941 20,224
Items that may be reclassified subsequently to profit or loss:
Net gain resulting on revaluation of available-for-sale investments
during the year 3,408 1,544
Transferred to profit for the year (1,832) 0
Income tax 12 (236) (232)
Other comprehensive income after income tax 1,340 1,312
Attributable to:
Owners of the parent 60,280 21,648
Non-controlling interest 1 (112)
60,281 21,536

¥’

Chief Ac tant
Manana Nadiradze

May 10, 2016 May 10, 2016
Thilisi, Georgia 2 Thilisi, Georgia

The notes on pages 9-68 form an integral part of these consolidated financial statements.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2015
(in thousands of Georgian Lari)

Notes December 31,

December 31,

2015 2014
ASSETS:
Cash and cash equivalents 13 173,671 83,636
Mandatory cash balance with the NBG 14 76,835 43,120
Financial assets at fair value through
profit or loss 16 38,111 20,728
Due from financial institutions 15 2,192 4,892
Loans to customers 17,29 824,618 543,035
Available-for-sale investments 18 10,017 8,441
Held to maturity Investments 19 18,919 10,768
Property and equipment 20 15,866 12,802
Deferred income tax assets 12 249 249
Other assets 21 32,246 34,841
TOTAL ASSETS 1,192,724 762,512
LIABILITIES AND EQUITY
LIABILITIES:
Deposits by banks 22 55,257 54
Deposits by customers 23,29 597,946 319,687
Other borrowed funds 26 41,911 5,324
Other provisions 6, 29 1,992 702
Current income tax liability 6,255 930
Other liabilities 24 13,452 7,654
Deferred income tax liability 12 10,762 10,635
Subordinated debt 25, 29 188,744 135,402
Total liabilities 916,319 480,388
EQUITY:
Equity attributable to owners of the parent:
Share capital 27 114,430 114,430
Additional paid in capital 9,424 9,424
Available-for-sale reserve 8,464 7,124
Retained earnings 144,094 151,154
Total equity attributable to owners of the parent 276,412 282,132
Non-controlling interest (7) (8)
Total equity 276,405 282,124
TOTAL LIABILITIES AND EQUITY 1,192,724 762,512

On behalf of the Manpagement Boar

atalia Khaindra

May 10, 2016
Thilisi, Georgia

N

/j/
%4
oVl

Chief A€éouptant
Manana Nadiradze

May 10, 2016
Thilisi, Georgia

The notes on pages 9-68 form an integral part of these consolidated financial statements.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2015
(in thousands of Georgian Lari)

Notes Share Additional Available- Retained Total equity Non-con- Total
capital paid in for-sale earnings attributable trolling Equity
capital reserve to owners of interest
the parent

January 1, 2014

114,430 25,676 5,812 130,818 276,736 104 276,840
Profit for the period - - - 20,336 20,336 (112) 20,224
Other comprehensive
income for the year,
net of income tax - - 1,312 - 1,312 - 1,312

Loss on

extinguishment of

compound financial

instrument - (19,120) - - (19,120) - (19,120)
Income tax relating to

loss on extinguishment

of compound financial

instrument - 2,868 - - 2,868 - 2,868
December 31, 2014

114,430 9,424 7,124 151,154 282,132 (8) 282,124
Profit for the period - - - 58,940 58,940 1 58,941
Other comprehensive
income for the year,
net of income tax - - 1,340 - 1,340 - 1,340
Dividends dishursed - - - (66,000) (66,000) - (66,000)
December 31, 2015 114,430 9,424 8,464 144,094 276,412 (7) 276,405

On behalf of the Maffagement Bo

Chief'Agchuntant
Manaha Nadiradze

May 10, 2016 May 10, 2016
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-68 form an integral part of these consolidated financial statements.



CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2015
{in thousands of Georgian Lari)

CASH FLOWS FROM OPERATING ACTIVITIES:
Profit hefore income tax:
Adjustments for:
Provision for impairment losses on interest bearing assets
Provision / {Recovery of provisions) for other operations
Net gain on foreign exchange operations
Depreciation and amortization expense
Gain from disposal of interest in subsidiary
Gain on sale of available-for-sale investments
Change in interest accruals, net
Gain on disposal of repossessed assets and property and
equipment
Loss on extinguishment of compound financiat instrument

Net loss on operations with financial assets at fair value through

profit or loss

Cash inflow from operating activities before changes in
operating assets and liabilities

Changes in operating assets and liabilities
(Increase)/decrease in operating assets:
Mandatory cash balance with the NBG
Due from financial institutions
Loans to customers
Other assets
Increase/({decrease) in operating liabilities:
Deposits by banks
Deposits by customers
Other liabilities

Cash inflow / (outflow) from operating activities before taxation

Income tax paid
Net cash inflow / {outfiow) from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Payments for property and equipment, and intangible assets
Proceeds from disposal of property and equipment and
intangible assets

Proceeds from sale of available-for-sale investments
Proceed from sale of interest in subsidiary

Froceeds from disposal of financial assets at fair value through

profit or loss
Proceeds from disposal of repossessed assets
Purchase of repossessed assets
Purchase of held to maturity investments
Proceeds from disposal of held to maturity investments

Net cash (outflow) / inflow from investing activities

2015 2014
68,808 24,052
32,012 5,347

1,217 (2,234)
(2,770) (2,666)
1,848 1,639
(4,778) -
(1,832) -
(1,981} (2,458)
(692) (633)

- 4,820
{16,245} 3,061
76,477 30,928
{30,635) (22,725)
2,785 5,888
(253,836) {124,244)
2,880 (3,947)
52,831 (23,439)
251,203 124,246
2,717 (502)
104,422 (13,795)
(4.651) (1,232)
99,771 (15,027)
{6,990) (1,779)
162 192
1,832 -
8,428 -

- {3

2,424 21,018
(23) (3,901)
(18,456) {10,698)
10,899 5,952
{1,724) 10,779




CARTU BANK GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2015 (CONTINUED)
(in thousands of Georgian Lari)

2015 2014
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from other borrowed funds 41,911 Bl
Repayment of other borrowed funds (5,311) -
Payment of dividends (66,000) -
Proceeds from subordinated debt 26,956 -
Repayment of subordinated debt (9,323) -
Net cash (outflow) / inflow from financing activities (11,767) 5,311

Effect of exchange rate changes on the balance of cash held in
foreign currencies 3,755 5,149
NET INCREASE IN CASH AND CASH EQUIVALENTS 90,035 6212
CASH AND CASH EQUIVALENTS, beginning of the year 83,636 77,424
CASH AND CASH EQUIVALENTS, end of the year 173,671 83,636

Interest paid and received by the Group during the year ended December 31, 2015 amounted to 23,144 GEL and
115,425 GEL, respectively.

Interest paid and received by the Group during the year ended December 31, 2014 amounted to 17,058 GEL and
60,172 GEL, respectively.

Chief A&€ourtant
Manana Nadiradze

May 10, 2016 May 10, 2016
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-68 form an integral part of these consolidated financial statements.



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015
{(in thousands of Georgian Lari)

1.

ORGANISATION

Joint Stock Company Cartu Bank (the "Bank”) is a joint-stock bank, which was incorporated in
Georgia in 1996. The Bank is regulated by the National Bank of Georgia (the "NBG") and conducts
its business under general license number 229. The Bank’s primary business consists of commercial
activities, originating loans and guarantees, trading with securities, foreign currencies and taking
deposits.

The registered office of the Bank is located on 39a Chavchavadze Avenue, Thilisi, Georgia.

As at December 31, 2015 the Bank had five service centers operating in Thilisi, and service centers
in Gori, Telavi, Sachkhere Kutaisi and Batumi regions.

The Bank is a parent company of a group (the "Group”), which consists of the following entities
consolidated in the financial statements:

Ownership interest (%)

Name Country of 2015 2014 Type of operation
operation

Brokerage Company “Cartu Broker' LLC Georgia 100.00% 100.00% Brokerage

“Insurance Company Cartu" LL.C Georgia 82.27% 82.27% fnsurance

"CMC" JSC Georgia 0% 100.00% Real Estate Operations

As at December 31, 2015 and 2014 JSC Cartu Group owned 100% of the Bank's shares.

On November 20, 2015 the Bank has disposed 100% of its interest in CMC JSC. CMS JSC's main
asset was one repossessed asset transferred in 2012 by the bank.

Ultimate individual shareholder having conirol over the operation of JSC Cartu Group is Uta
lvanishvili.

These consolidated financial statements were authorized for issue on May 10, 2016 by the
Management Board of the Group.



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015 (CONTINUED)
{in thousands of Georgian Lari)

2.

SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS").

These consolidated financial statements are presented in thousands of Georgian Lari (*GEL
thousand™), unless otherwise indicated.

These consolidated financial statements have been prepared on the historical cost basis except for
the measurement at fair value of certain financial instruments, as explained in the accounting policies
below. Historical cost is generally based on the fair value of the consideration given in exchange for
goods and services.

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, regardless of whether that
price is directly observable or estimated using another valuation technique. In estimating the fair
value of an asset or a liability, the Group takes into account the characteristics of the asset or liability
if market participants would take those characteristics into account when pricing the asset or liability
at the measurement date. Fair value for measurement and/for disclosure purposes in these
consolidated financial statements is determined on such a basis.

In addition, for financial reporting purposes, fair value measurements are categorized into Level 1, 2
or 3 based on the degree to which the inputs to the fair value measurements are observable and the

significance of the inputs to the fair value measurement in its entirety, which are described as
follows:

o Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the entity can access at the measurement date:

. Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable
for the asset or liability, either directly or indirectly; and

s Level 3 inputs are unobservable inputs for the asset or lability.

The Bank and its consolidated companies are registered in Georgia and maintain their accounting
records in accordance with the Georgian law. These consolidated financial statements have been
prepared from the statutory accounting records and have been adjusted to conform to IFRS.

The Group presents its consolidated statement of financial position broadly in order of liquidity. An
analysis regarding recovery or settlement within 12 months after the consolidated statement of financial
position date {current) and more than 12 months after the consolidated statement of financial position
date (non-current) is presented in Note 33.

Functional currency

items included in the financial statements of each of the Group's entities are measured using the
currency of the primary of the economic environment in which the entity operates (“the functional
currency"). The functional currency of the parent of the Group is the Georgian Lari ("GEL"). The
presentational currency of the consolidated financial statements of the Group is the GEL. All values
are rounded fo the nearest thousand GEL, except when otherwise indicated.

Offseting

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
statement of financial position only when there is a legally enforceable right to offset the recognised
amounts and there is an intention to seftle on a net basis, or to realise the assets and setftle the liability
simultaneously. Income and expense is not offset in the consolidated statement of profit or loss unless
required or permitted by any accounting standard or interpretation, and as specifically disclosed in the
accounting policies of the Group.
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CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015 (CONTINUED)
{(in thousands of Georgian Lari)

The principal accounting policies are set out below.
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank and entities
controlled by the Bank and its subsidiaries. Control is achieved when the Bank:

. has power over the investee;
° is exposed, or has rights, to variable returns from its involvement with the investee; and
. has the ability to use its power to affect its returns.

The Bank reassesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elemenis of control listed above.

When the Bank has less than a majority of the voting rights of an investee, it has power over the
investee when the voting rights are sufficient to give it the practical ability to direct the relevant activities
of the investee unilaterally. The Bank considers all relevant facts and circumstances in assessing
whether or not the Bank’s voting rights in an investee are sufficient to give it power, including:

s the size of the Bank’s holding of voting rights relative to the size and dispersion of holdings of
the other vote holders;

s potential voting rights held by the Bank, other vote holders or other parties;
s rights arising from other contractual arrangements; and

. any additional facts and circumstances that indicate that the Bank has, or does not have, the
current ability to direct the relevant activities at the time that decisions need to be made,
including voting patterns at previous shareholders' meetings.

Consolidation of a subsidiary begins when the Bank obtains control over the subsidiary and ceases
when the Bank loses control of the subsidiary. Specifically, income and expenses of a subsidiary
acquired or disposed of during the year are included in the consolidated statement of profit or loss
from the date the Bank gains control until the date when the Bank ceases to control the subsidiary.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with the Group's accounting policies.

All intra-group labilities, equity, income, expenses and cash flows refating to transactions between
members of the Group are eliminated in full on consolidation.

Non-controlling interests

Non-controliing interests represent the portion of profit or loss and other comprehensive income and
net assets of subsidiaries not owned, directly or indirectly, by the Bank.

Non-controlling interests are presented separately in the consolidated statement of profit or loss and
consolidated statement of other comprehensive income and within equity in the consolidated
statement of financial position, separately from parent shareholders’ equity.

Changes in the Group’s ownership interests in existing subsidiaries.

Changes in the Group’s ownership interests in subsidiaries that do not result in the Group losing
control over the subsidiaries are accounted for as equity fransactions. The carrying amounts of the
Group's interests and the non-controlling interest are adjusted to reflect the changes in their relative
interests in the subsidiaries. Any difference between the amount by which the non-controlling interest
are adjusted and the fair value of the consideration paid or received is recognised directly in equity
and attributed to owners of the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015 {CONTINUED)
{in thousands of Georgian Lari)

When the Group loses control of a subsidiary, a gain or oss is recognized in profit or loss and is
calculated as the difference between (i) the aggregate of the fair value of the consideration received
and the fair value of any retained interest and (ii} the previous carrying amount of the assets
(including goodwill), and liabilities of the subsidiary and any non-controlling interest. All amounts
previously recognised in other comprehensive income in relation to that subsidiary are accounted for
as if the Group had directly disposed of the related assets or liabilities of the subsidiary (i.e.
reclassified to profit or loss or transferred to another category of equity as specified/permitted by
applicable IFRSs). The fair value of any investment retained in the former subsidiary at the date
when control is lost is regarded as the fair value on initial recognition for subsequent accounting
under International Accounting Standard ("IAS”) 39, when applicable, the cost on initial recognition of
an investment in an associate or a joint venture.

Revenue recognition
Recognition of interest income and expense

Interest income from a financial asset is recognized when it is probable that the economic benefits
will flow to the Group and the amount of income can be measured reliably.

Interest income and expense are recognized on an accrual basis using the effective interest method.
The effective interest method is @ method of calculating the amortized cost of a financial asset or a
financial liability (or group of financial assets or financial liabilities) and of allocating the interest
income or interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts (including
all fees on points paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the debt instrument, or {where
appropriate) a shorter period, to the net carrying amount on initiat recognition.

Once a financial asset or a group of similar financial assets has been written down (partly written down)
as a result of an impairment loss, interest income is thereafter recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment loss.

Recognifion of fee and commission income

Loan origination fees are deferred, together with the related direct costs, and recognized as

an adjustment to the effective interest rate of the loan. Where it is probable that a loan commitment
will lead to a specific lending arrangement, the loan commitment fees are deferred, together with the
related direct costs, and recognized as an adjustment to the effective interest rate of the resuiting
loan. Where it is unlikely that a loan commitment will lead to a specific lending arrangement, the foan
commitment fees are recognized in profit or loss over the remaining period of the Joan commitment.
Where a loan commitment expires without resulting in a loan, the loan commitment fee is recognized in
profit or loss on expiry. Loan servicing fees are recognized as revenue as the services are provided.
Loan syndication fees are recognized in profit or loss when the syndication has been completed.

All other commissions are recognized when services are provided.
Recognition of rental income

The Group's policy for recognition of income as a lessor is set out in the “Leases” section of this
footnote.

Financial instruments

The Group recognizes financial assets and liabilities in its consolidated statement of financial
position when it becomes a party to the contractual obligations of the instrument. Regular way
purchases and sales of financial assets and liabilities are recognized using settlement date
accounting. Regular way purchases or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by regulation or convention in the marketplace.
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Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of financial assets and financial liabilities(other than
financial assets and financial liabilities at fair value through profit or loss) are added to or deducted
from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at fair
value through profit or loss are recognized immediately in profit or [oss.

Financial assets

Financial assets are classified into the following specified categories: financial assets 'at fair value
through profit or loss' ("FVTPL"), 'held to maturity’ (“HTM") investments, 'available-for-sale’ (“AFS")
financial assets and ‘loans and receivables’. The classification depends on the nature and purpose of
the financial assets and is determined at the time of initial recognition.

Financial assets at FVTPL

Financial assets are classified as at FVTPL when the financial asset is either held for trading or it is
designated as at FVTPL.

° A financial asset is classified as held for trading if:
o It has been acquired principally for the purpose of selling it in the near term; or

. On initial recognition it is part of a portfolio of identified financial instruments that the Group
manages together and has a recent actual pattern of short-term profit-taking; or

o It is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon
initial recognition if:

o Such designation eliminates cr significantly reduces a measurement or recognition
inconsistency that would otherwise arise: or

. The financial asset forms part of a group of financial assets or financial liabilities or both, which
is managed and its performance is evaluated on a fair value basis, in accordance with the
Group's documented risk management or investment strategy, and information about the
grouping is provided internally on that basis; or

a It forms part of a contract containing one or more embedded derivatives, and 1AS 39 Financial
Instruments: Recognition and Measurement permits the entire combined contract (asset or
liability) to be designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on
remeasurement recognised in profit or loss. The net gain or loss recognised in profit or loss
incorporates any dividend and interest earned on the financial asset and is included in the ‘other

gains and [osses’ and ‘interest income’ line item, respectively, in the consolidated statement of profit
or loss.

Investments held to maturity

Investments held to maturity are non-derivative financial assets with fixed or determinable payments
and fixed maturity dates that the Group has the positive intent and ability to hold to maturity.

Investments held to maturity are measured at amortised cost using the effective interest method less
any impairment,

if the Group were to sell or reclassify more than an insignificant amount of investments held to
maturity before maturity (other than in certain specific circumstances), the entire category would be
tainted and would have to be reclassified as available-for-sale. Furthermore, the Group would be

prohibited from classifying any financial asset as held to maturity during the current financial year
and following two financial years.
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Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated as available-for-sale
or are not classified as (a) loans and receivables, (2) held to maturity investments or (¢} financial
assets at fair value through profit or loss,

Listed shares held by the Group that are traded in an active market are classified as AFS and are
stated at fair value. Gains and losses arising from changes in fair value are recognised in other
comprehensive income and accumulated in the investments revaluation reserve, with the exception
of other-than-temporary impairment losses, interest calculated using the effective interest method,
dividend income and foreign exchange gains and losses on monetary assets, which are recognised
in profit or loss. Where the investment is disposed of or is determined to be impaired, the cumulative

gain or loss previously accumulated in the investments revaluation reserve is reclassified to profit or
loss.

The fair value of AFS monetary assets denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of the reporting pericd. The foreign
exchange gains and losses that are recognised in profit or loss are determined based on the
amortised cost of the monetary asset. Other foreign exchange gains and losses are recognised in
other comprehensive income,

AFS equity investments that do not have a quoted market price in an active market and whose fair
value cannot be reliably measured are measured at cost less any identified impairment losses at the
end of each reporting period.

Loans and receivables

Loans and receivables (including due from financial institutions, loans to customers and other
financial assets) that have fixed or determinable payments that are not quoted in an active market
are classified as ‘loans and receivables’. Loans and receivables are measured at amartised cost
using the effective interest method, less any impairment. Interest income is recognised by applying the
effective interest rate, except for short-term receivables when the recognition of interest would be
immaterial,

Impairment of financial assets

Financial assets are assessed for indicators of impairment at the end of each reporting period. Financial
assets are considered to be impaired when there is abjective evidence that, as a result of one or more
events that occurred after the initial recognition of the financial asset, the estimated future cash flows of
the investment have been affected.

For unlisted equity investments classified as AFS, a significant or prolonged decline in the fair value
of the security below its cost would be considered to be objective evidence of impairment.

For ali other financial assets, objective evidence of impairment could include:

* Significant financial difficulty of the issuer or counterparty; or

. Breach of contract, such as default or delinquency in interest or principal payments; or

o Defallt or delinquency in interest or principal payments; or

* it becoming probable that the borrower will enter bankruptey or financial re-organisation; or
. Disappearance of an active market for that financial asset because of financial difficulties.

For certain categories of financial asset, such as loans and receivables, assets that are assessed not
to be impaired individually are, in addition, assessed for impairment on a collective basis. Objective
evidence of impairment for a portfolio of loans and receivables could include the Group’s past
experience of collecting payments, an increase in the number of delayed payments in the portfolio,

as well as observable changes in national or local economic conditions that correlate with default on
receivables.
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For financial assets carried at amortised cost, the amount of the impairment loss recognised is the
difference between the asset's carrying amount and the present value of estimated future cash flows,
discounted at the financial asset’s original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as the difference
between the asset's carrying amount and the present value of the estimated future cash flows
discounted at the current market rate of return for a similar financial asset. Such impairment loss will
not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial
assets with the exception of loans and receivables, where the carrying amount is reduced through
the use of an allowance account. When a [oan or a receivable is considered uncollectible, it is written
off against the allowance account. Subsequent recoveries of amounts previously written off are

credited against the allowance account. Changes in the carrying amount of the allowance account
are recognised in profit or loss.

For financial assets measured at amortized cost, if, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively to an event occurring after
the impairment was recognized, the previously recognized impairment loss is reversed through profit
or {oss to the extent that the carrying amount of the investment at the date the impairment is
reversed does not exceed what the amortized cost would have been had the impairment not been
recognized.

Renegotiated loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral.
This may involve extending the payment arrangements and the agreement of new foan conditions.
Once the terms have been renegotiated any impairment is measured using the original effective
interest rate as calculated before the modification of terms and the loan is no longer considered past
due. Management continually reviews renegotiated foans 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 effective interest rate.

Write off of loans and receivables

Loans and advances are written off against the allowance for impairment losses when deemed
uncollectible. Loans and advances are written off after management has exercised all possibilities
available to collect amounts due to the Group. Subsequent recoveries of amounts previously written
off are reflected as an offset to the charge for impairment of financial assets in the consolidated
statement of profit or loss in the period of recovery.

Derecognition of financial assets

The Group derecognizes a financial asset only when the contractual rights to the cash flows from the
asset expire, or when it transfers the financial asset and substantially ali the risks and rewards of
ownership of the asset to another party. If the Group neither transfers nor retains substantially all the
risks and rewards of ownership and continues to control the transferred asset, the Group recognizes
its retained interest in the asset and an associated fiability for amounts i may have to pay. If the
Group retains substantially all the risks and rewards of ownership of a transferred financial asset, the
Group continues to recognise the financial asset and also recognises a collateralised borrowing for
the proceeds received.

On derecognition of a financial asset in its entirety, the difference between the asset's carrying
amoeunt and the sum of the consideration received and receivable and the cumulative gain of loss

that had been recognized in other comprehensive income and accumulated in equity is recognized in
profit or loss.

On derecognition of a financial asset other than in its entirety (e.g. when the Group retains an option
fo repurchase part of a transferred asset), the Group allocates the previous carrying amount of the
financial asset between the part it continues to recognize under continuing involvement, and the part
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it no longer recognises on the basis of the relative fair values of those parts on the date of the
transfer. The difference between the carrying amount allocated to the part that is no longer
recognised and the sum of the consideration received for the part no longer recognised and any
cumulative gain or loss allocated to it that had been recognised in other comprehensive income is
recognized in profit or loss. A cumulative gain or loss that had been recognised in other
comprehensive income is allocated between the part that continues to be recognised and the part
that is no longer recognised an the basis of the relative fair values of those parts.

Financial liabilities and equity instruments issued
Classification as debt or equity

Debt and equity instruments issued by a group entity are classified as either financial liabilities or as
equity in accordance with the substance of the contractual arrangements and the definitions of a
financial liability and an equity instrument.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities. Equity instruments issued by the Group are recognised at the proceeds
recelved, net of direct issue costs.

Compound instruments

The components parts of compound instruments issued by the Group are classified separately as
financial liabilities and equity in accordance with the substance of the contractual agreement. At the
date of issue, the fair value of the liability component is estimated using prevailing market interest
rate for a similar non-convertible instrument. This amount is recorded as a liability on an amortized
cost basis using the effective interest method until extinguished upon conversion or at the
instrument's maturity date.

Financial liabilities

Financial liabilities are classified as either financial liabilities ‘at FVTPL' or ‘other financial liabilities'.

Financijal liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or it
is designated as at FVTPL.

A financial liability is classified as held for trading if:
° |t has been incurred principally for the purpose of repurchasing it in the near term; or

° On initial recognition it is part of a portfolio of identified financial instruments that the Group
manages together and has a recent actual pattern of short-term profit-taking; or

° Itis a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL
upon initial recognition if:

° Such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise; or

° The financial liability forms part of a group of financial assets or financial liabilities or both,
which is managed and its performance is evaluated on a fair value basis, in accordance with
the Group's documented risk management or investment strategy, and information about the
grouping is provided internally on that basis; or

. it forms part of a contract containing one or more embedded derivatives, and I1AS 39 Financial
Instruments: Recognition and Measurement permits the entire combined contract {asset or
liability) to be designated as at FVTPL.
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Derivative financial instruments

The Group enters into offsetting deposits with its counterparty banks to exchange currencies. Such
deposits, while legally separate, are aggregated and accounted for as a single derivative financial
instrument (currency swap) on a net basis where (i) the deposits are entered into at the same time
and in contemplation of cne another, (i} they have the same counterparty, (i) they relate to the
same risk and (iv) there is no apparent business purpose for structuring the transactions separately
that could not also have been accomplished in a single transaction.

Derivatives are initially recognised at fair value at the date the derivative contract is entered into and
are subsequently remeasured to their fair value at the end of each reporting period.

All derivative instruments are carried as assets when fair value is positive and as liabilities when fair
value is negative. Changes in the fair value of derivative instruments are included in profit or loss as
gains/(losses) on derivative financial instruments or as gain/{losses) from foreign currencies
operations, depending on the nature of the instrument.

Embedded derivatives

An embedded derivative is part of a financial instrument that also includes a non-derivative host
contract. The embedded derivative requires that some partion of the contract's cash flows be
modified in relation to changes in a variable, such as:

o its value changes in response to the change in a specified interest rate, financial instrument
price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit
index, or other variable, provided in the case of a non-financial variable that the variable is not
specific to a party to the contract;

o it requires no initial net investment or an initial net investment that is smaller than would be
required for other types of contracts that would be expected to have a similar response to
changes in market factors; and

. it is settled at a future date.

Derivatives embedded in non-derivative host contracts are treated as separate derivatives when they
meet the definition of a derivative, their risks and characteristics are not closely related to those of
the host contracts and the host confracts are not measured at FVTPL.

The Group does not apply hedge accounting.

Other financial liabilities

Other financial liabilities (including deposits by banks, deposits by customers, borrowed funds,
subordinated debt and other financial liabilities) are initially measured at fair value, net of transaction
costs.

Other financial liabilities are subsequently measured at amortised cost using the effective interest
method, with interest expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial liability and
of allocating interest expense over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash payments {(including all fees and points paid or received that
form an integral part of the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the financial liability, or (where appropriate) a shorter period, to the net
carrying amount on initial recognition,

Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payments when due
in accordance with the terms of a debt instrument.
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Financial guarantee contracts issued by the Group are initially measured at their fair values and , are
subsequenily measured at the higher of;

s The amount of the obligation under the contract, as determined in accordance with 1AS 37
Provisions, Contingent Liabilities and Contingent Assets ; and

. The amount initially recognized less, where appropriate, cumnulative amortization recognized in
accordance with the revenue recognition policies.

Derecognition of financial liabilities

The Group derecognises financial fiabilities when, and only when, the Group's obligations are
discharged, cancelled or they expire. 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 medification is treated as a derecognition of the original liability and
the recognition of a new liability. The difference between the carrying amount of the financial liability
derecognized and the consideration paid and payable is recognized in profit and loss.

lLeases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating leases.

The Group as lessor

Rental income from operating leases is recognised on a straight-line basis over the term of the
relevant lease. |nitial direct costs incurred in negotiating and arranging an operating lease are added

to the carrying amount of the leased asset and recognised on a straight-line basis over the lease
term.

The Group as lessee

Operating lease payments are recognised as an expense on a straight-line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which economic
benefits from the leased asset are consumed. Contingent rentals arising under operating leases are
recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are
recognised as a liability. The aggregate benefit of incentives is recognised as a reduction of rental
expense on a straight-line basis, except where another systematic basis is more representative of the
time pattern in which economic benefits from the leased asset are consumed.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, unrestricted balances on corresponded and
term deposits with the National Bank of Georgia with original maturity of less or equal to 90 days and
amounts due from financial institutions with original maturity of less or equal to 80 days and are free
from contractual encumbrances,

Minimum reserve deposits with the National Bank of Georgia
Mandatory cash balances with the National Bank of Georgia represent mandatory reserve deposits,

which are not available to finance the Group’s day-to-day operations and hence are not considered
as part of cash and cash equivalents for the purposes of the consolidated statement of cash flows.
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Repossessed assets

tn certain circumstances, assets are repossessed following the foreclosure on loans that are in
default. The Group views the repossessed assets as a form of settiement of amounts due under the
defaulted loan and that it is an asset acquired and held for sale in the ordinary course of business.
Repossessed assets are initially recognised at fair value and subsequent measured at the tower of
carrying amount and fair value less costs to sell.

Property and equipment

Initial cost of property and equipment is assessed based on actual expenses for their acquisition that
comprise purchase price, including non-refundable purchase taxes and any directly aftributed costs
of bringing the assets to its working condition and location for intended use. Subsequent to initial
recognition property and equipment are stated at historical cost less accumulated depreciation and
accumulated impairment losses, if any.

Depreciation is recognized so as to write off the cost or valuation of assets (other than freehold land
and construction in progress) less their residual values over their useful lives, using the straight-line
method. The estimated useful lives, residual values and depreciation method are reviewed at the
end of each reporting period, with the effect of any changes in estimate accounted for on a
prospective basis at the following annual rates:

Buildings and other real estate 2%-3%
Furniture and office fixtures 10%-20%
Compuier and office equipment 10%-33%
Other 5%-20%
Intangible assets 10%

Freehoid land is not depreciated.

Leasehold improvements are amortized over the life of the related leased asset. Expenses related to
repairs and renewals are charged when incurred and included in operating expenses unless they
qualify for capitalization.

An item of property and equipment is derecognized upon disposal or when no future economic
benefits are expected to arise from the continued use of the asset. Any gain or loss arising on the
disposal or retirement of an item of property and equipment is determined as the difference between
the sales proceeds and the carrying amount of the asset and is recognized in profit or loss and other
comprehensive income.

Intangible assets

Intangible assets with finite useful lives that are acquired separately are carried at cost less
accumuiated amortization and accumulated impairment losses. Amortization is recagnized on

a straight-line basis over their estimated useful lives. The estimated useful life and amortization
method are reviewed at the end of each reporting period, with the effect of any changes in estimate
being accounted for on a prospective basis.

Derecognition of intangible assets

An intangible asset is derecognized on disposal, or when no future economic benefits are expected
from use or disposal. Gains or losses arising from derecognition of an intangible asset, measured as
the difference between the net disposal proceeds and the carrying amount of the asset, are
recognized in profit or loss and other comprehensive income when the asset is derecognized.

Impairment of non-financial assets other than goodwill

At the end of each reporting period, the Group reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any). Where it is not possible to estimate the
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recoverabie amount of an individual asset, the Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs. When a reasonable and consistent basis of allocation
can be identified, corporate assets are also allocated to individual cash-generating units, or otherwise
they are allocated to the smallest group of cash-generating units for which a reasonable and consistent
allocation basis can be identified.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested
for impairment at least annually, and whenever there is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the
asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset {or cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable
amount. An impairment loss is recognised immediately in profit or loss, unless the relevant asset is
carried at a revalued amount, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset {or a cash-generating
unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying
amount does not exceed the carrying amount that would have been determined had no impairment
loss been recognised for the asset (or cash-generating unit) in prior years. A reversal of an impairment
loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.
Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the consolidated statement of profit or loss and consolidated statement of other
comprehensive income because of items of income or expense that are taxable or deductible in
other years and items that are never taxable or deductible. The Group's liability for current tax is
calculated using tax rates that have been enacted or subsiantively enacted by the end of the
reporting period,

Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and
liabilities in the consolidated financial statements and the corresponding tax bases used in the
computation of taxable profit. Deferred {ax liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are generally recognised for all deductible temporary differences to
the extent that it is probable that taxable profits will be available against which those deductible
temporary differences can be utilised. Such deferred tax assets and liabilities are not recognised if
the temporary difference arises from goodwill or from the initial recognition (other than in a business

combination} of other assets and liabilities in a transaction that affects neither the taxable profit nor
the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments
in subsidiaries and associates, property and equipment, loans to customers and provisions, except
where the Group is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from
deductible temporary differences associated with other assets and liabilities are only recognised to the
extent that it is probable that there will be sufficient taxable profits against which to utilise the benefits of
the temporary differences and they are expected to reverse in the foreseeable future.
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The carrying amount of deferred tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is no longer probable that suificient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the
period in which the liability is settled or the asset realised, based on tax rates (and tax laws) that
have been enacted or substantively enacted by the end of the reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would
follow from the manner in which the Group expects, at the end of the reporting period, to recover or
settle the carrying amount of its assets and liabilities.

Current and deferred tax for the year

Current and deferred tax are recognised in profit or loss, except when they relate to items that are
recognised in other comprehensive income or directly in equity, in which case, the current and
deferred tax are also recognised in other comprehensive income or directly in equity respectively.
Where current tax or deferred tax arises from the initial accounting for a business combination, the
tax effect is included in the accounting for the business combination.

Operating taxes

Georgia also has various other taxes, which are assessed on the Group's activities. These taxes are
included as a component of operating expenses in the consolidated statement of profit or loss.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive)} as a result
of a past event, it is probable that the Group will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertainties
surrounding the obligation. When a provision is measured using the cash flows estimated to settle
the present obligation, its carrying amount is the present value of those cash flows (where the effect
of the time value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement will
be received and the amount of the receivable can be measured reliably.

Contingencies

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

Foreign currencies

In preparing the consolidated financial statements of the Group, transactions in currencies other than
the Group's functional currency (foreign currencies) are recognized at the rates of exchange
prevailing at the dates of the transactions. At the end of each reporting period, monetary items
denominated in foreign currencies are translated at the rates prevailing at that date. Non-monetary
items carried at fair value that are denominated in foreign currencies are translated at the rates
prevailing at the date when the fair value was determined. Non-monetary items that are measured in
terms of historical cost in a foreign currency are not translated.
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The exchange rates used by the Group in the preparation of the consolidated financial statements as
at year-end are as follows:

December 31, December 31,
2018 2014
GEL/ US Dollar 2.3949 1.8636
GEL/1 Euro 2.6169 2.2658

Collateral

The Group obtains collateral in respect of customer liabilities where it is considered appropriate. The
collateral normally takes the form of a lien over the customer's assets and gives the Group a claim
on these assets for both existing and future customer liabilities.

Equity reserves

The reserves recorded in equity on the Group’s censolidated statement of financial position include

Available-for-sale reserve which comprises changes in fair value of available-for-sale financial
assets.
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3.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group's accounting policies, which are described in Note 2, the directors are
required to make judgments, estimates and assumptions about the carrying amounts of assets and
liabilities that are not readily apparent from other sources. The estimates and associated
assumptions are based on historical experience and other factors that are considered to be relevant.
Actual resulis may differ from these estimates.

The estimates and underlying assumptions are reviewed on an angoing basis. Revisions to
accounting estimates are recognized in the period in which the estimate is revised if the revision
affects only that period or in the period of the revision and future periods if the revision affects both
current and future periods.

Critical judgments in applying accounting policies

The following are the critical judgments, apart from those involving estimations (see below), that the
management has made in the process of applying the Group's accounting policies and that have the
most significant effect on the amounts recognized in the consolidated financial statements.

Financial assets held to maturity

The Group management has reviewed the Group’s held-to-maturity financial assets in the light of its
capital maintenance and liquidity requirements and has confirmed the Group's positive intention and
ahility to hold those assets to maturity. As at December 31, 2015 and 2014 the carrying amounts of

the financial assets held to maturity are GEL 18,919 and GEL 10,768, respectively. Details of these

assets are set out in Note 19.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation
uncertainty at the end of the reporting period, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year,

Impairment of loans and receivables

The Group regularly reviews its loans and receivables to assess for impairment. The Group’s loan
impairment provisions are established to recognize incurred impairment losses in its portfolio of
loans and receivables. The Group considers accounting estimates related to allowance for
impairment of loans and receivables a key source of estimation uncertainty because (i) they are
highly susceptible to change from pericd to period as the assumptions about future default rates and
valuation of potential losses relating to impaired loans and receivables are based on recent
performance experience, and (ii) any significant difference between the Group’s estimated losses
and actual losses would require the Group to record provisions which could have a material impact
on iis consolidated financial statements in fuiure periods.

The Group uses management's judgment to estimate the amount of any impairment loss in cases
where a borrower has financial difficulties and there are few available sources of historical data
relating to similar borrowers. Similarly, the Group estimates changes in future cash flows based on
past performance, past customer behavior, observable data indicating an adverse change in the
payment status of borrowers in a group, and 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 foans. The Group uses management's judgment fo adjust observable data for a group of
loans to reflect current circumstances not reflected in historical data.

The allowances for impairment of financial assets in the consolidated financial statements have been
determined on the basis of existing economic and political conditions. The Group is not in a position

to predict what changes in conditions will take place in Georgia and what effect such changes might

have on the adequacy of the allowances for impairment of financial assets in future periods.
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As at December 31, 2015 and 2014 the gross loans to customers totaled GEL 891,784 and GEL
574,394, respectively, and allowance for impairment losses amounted to GEL 67,166 and GEL
31,359, respectively.

Valuation of financial instruments

As described in Note 30, the Group uses valuation technigues that include inputs that are not based
on observable market date to estimate the fair value of certain types of financial instruments. Note 30
provides detailed information about the key assumptions used in the determination of the fair value of
financial instruments, as well as the detailed sensitivity analysis for these assumptions, The directors

believe that the chosen valuation technigues and assumptions used are appropriate in determining
the fair value of financial instruments.

Useful lives of property and equipment and intangible assets

As described above, the Group reviews the estimated useful lives of property and equipment and
intangible assets at the end of each annual reporting period. In determining the useful life of an asset,
the management considers expected usage, estimated technical obsolescence, physical wear and
tear, and the physical environment in which the asset is operated. Changes in any of these conditions
or estimates may result in adjustments to future depreciationfamortisation rates. During the financial

year, the Group management has not changed useful lives of its property and equipment and
intangible assets.
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4.

APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS (IFRSS)

Amendments to IFRSs affecting amounts reported in the financial statements. In the current
year, the following new and revised Standards and Interpretations have been adopted and have
affected the amounts reported in these financial statements.

Amendments to IAS 19 - Defined Benefit Plans: Employee conlributions;
Annual Improvements o IFRSs 2010-2012 Cycle;
Annual Improvements to IFRSs 2011-2013 Cycle;

Annual Improvements to IFRSs 2010-2012 Cycle. The Annual Improvements to IFRSs 2010-2012
Cycle include a number of amendments to various IFRSs, which are summarized below.

The amendments to IFRS 3 clarify that contingent consideration that is classified as an asset or
liability should be measured at fair value at each reporting date, irrespective of whether the
contingent consideration is a financial instrument within the scope of IAS 38 or IFRS 9 or a non-
financial asset or liability.

The amendments to the basis for conclusions of IFRS 13 clarify that the issue of IFRS 13 and
consequential amendments to 1AS 39 and IFRS 9 did not remove the ability to measure short-term
receivables and payables with no stated interest rate at their invoice amounts without discounting, if
the effect of discounting is immaterial. These amendments are considered to be effective
immediately.

The amendments to IAS 16 and IAS 38 remove perceived inconsistencies in the accounting for
accumuiated depreciation/ amortisation when an iterm of property, plant and equipment or an
intangible asset is revalued. The amended standards clarify that the gross carrying amount is
adjusted in a manner consistent with the revaluation of the carrying amount of the asset and that
accumulated depreciation/ amortisation is the difference between the gross carrying amount and the
carrying amount after taking into account accumulated impairment losses.

The amendments to |AS 24 clarify that a management entity providing key management personnel
services to a reporting enfity is a related party of the reporting entity. Consequently, the reporting
entity should disclose as related party transactions the amounts incurred for the service paid or
payable to the management entity for the provision of key management personnel services.
However, disclosure of the companents of such compensation is not required.

These amendments do not have a significant effect on the financiat statements.

Annual Improvements to IFRSs 2011-2013 Cycle. The Annual Improvements to IFRSs 2011-2013
Cycle include the following amendments to various [FRSs.

The amendments to IFRS 13 clarify that the scope of portfolic exception for measuring the fair value
of a group of financial assets and financial liabilities on a net basis includes alt contracts that are
within the scope of, and accounted for in accordance with, IAS 39 or IFRS 9, even if those contracts
do not meet the definitions of a financial assets or financial liabilities within IAS 32.

The application of these amendments does not have a significant effect on the financial statements.

The Bank did not early adopt any other standard, amendment or interpretation that has been issued
and is not yet effective.
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New and revised IFRSs in issue hut not yet effective.

The Bank has not applied the following new and revised IFRSs that have been issued but are not yet
effective:

IFRS 9 Financial Instruments?;

IFRS 14 Regulatory Deferral Accounts?;

IFRS 15 Revenue from Conftracts with Customers?;
IFRS 16 Leases

Amendments to IFRS 11 - Accounting for Acquisition of Interests in Joint Operations?;

Amendments to IAS 1 - Disclosure initiative project?;

Amendments to |IAS 16 and IAS 38 - Clarification of Acceptable Methods of Depreciation and
Amortisation?;

Amendments to IAS 16 and |AS 41 - Agriculture: Bearer Plants?;

Amendments to |AS 27 - Equity Method in Separate Financial Statements?;

Amendments to IFRS 10 and 1AS 28 - Sale or Contribution of Assets belween an Investor and its
Associate or Joint Venture®;

Amendments to IFRS 10, IFRS 12 and IAS 28 - Investment Entities: Applying the Consolidation
Exception®

Annual Improvements to IFRSs 2012-2014 Cycle';

! Effective for annual periods beginning on or after 1 January 2016, with eariier application permitted.
2 Effective for annual periods beginning on or after 1 January 2018, with eariier application permitted.

IFRS 9 Financial Instruments. IFRS 9 issued in November 2009 infraduced new requirements for
the classification and measurement of financial assets. IFRS 9 was subsequently amended in
QOctober 2010 to include requirements for the classification and measurement of financial liabilities
and for derecognition, and in November 2013 to include the new requirements for general hedge
accounting. In July 2014 IASB issued a finalised version of [FRS 9 mainly introducing impairment
requirements for financial assets and limited amendments to the classification and measurement
requirements by introducing a ‘fair value through other comprehensive income’ (FVTOCI)
measurement category for certain simple debt instruments. IFRS 9 is aiming at replacing IAS 39
Financial Instruments: Recognition and Measurement.

The key requirements of IFRS 9 are:

= Classification and measurement of financial liabilities. Financial assets are classified by
reference to the business model within which they are held and their contractual cash flow
characteristics. Specifically, debt instruments that are held within the business model whose
objective is to collect the contractual cash flows, and that have contractual cash flows that are
solely payments of principal and interest on the principal outstanding are generally measured at
amortised cost after initial recognition. The 2014 version of IFRS & introduces a 'fair value through
other comprehensive income' category for debt instruments held within the business model whose
objective is achieved both by collecting contractual cash flows and selling financial assets, and
that have contractual terms of the financial asset giving rise on specified dates to cash flows that
are solely payments of principal and interest on the principal amount outstanding which are
measured at fair value through other comprehensive income after initial recognition. Al other debt
and equity investments are measured at their fair values. In addition, under IFRS 9, entities may
make an irrevocable election to present subsequent changes in the fair value of an equity
investment (that is not held for trading) in cther comprehensive income, with only dividend income
generally recognised in profit or loss.

» Financial liabilities are classified in a similar manner to under IAS 39, however there are differences
in the requirements applying to the measurement of an entity's own credit risk. IFRS 9 requires that
the amount of change in the fair value of the financial liability that is aftributable to changes in the
credit rigk of that liability is presented in other comprehensive income, unless the recognition of the
effects of changes in the liability's credit risk in OCI would create or enlarge an accounting
mismatch in profit or loss. Changes in fair value attributable to a financial liability's credit risk are
not subsequently reclassified to profit or loss.
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Impairment. The 2014 version of IFRS 9 introduces an ‘expected credit loss’ madel for the
measurement of the impairment of financial assets, as opposed to an incurred credit loss model
under IAS 39. The expected credit loss model requires an entity to account for expected credit
losses and changes in those expected credit losses at each reporting date to refiect changes in
credit risk since initial recognition. In other words, it is no longer necessary for a credit event to
have occurred before a credit loss is recognized.

Hedge accounting. The new general hedge accounting requirements retain the three types of
hedge accounting mechanisms currently available in IAS 39. Under IFRS 9, greater flexibility has
been introduced to the types of transactions eligible for hedge accounting, specifically broadening
the types of instruments that qualify for hedging instruments and the types of risk components of
non-financial items that are eligible for hedge accounting. In addition, the effectiveness test has
been overhauled and replaced with the principle of an ‘economic relationship’. Retrospective
assessment of hedge effectiveness is also no longer required. Enhanced disclosure requirements
about an entity’s risk management activities have also been introduced.

Derecognition. The requirements for the derecognition of financial assets and liabilities are
carried forward from |AS 39,

The standard is effective from 1 January 2018 with early application permitted. Depending on the
chosen approach to applying IFRS 9, the transition can involve one or more than one date of initial
application for different requiremenis.

The management of the Bank anticipates that the application of IFRS @ in the future may have a
significant impact on amountis reported in respect of the Bank’s financial assets and financial liabilities.
However, it is not practicable to provide a reasonable estimate of the effect of IFRS 9 until a detailed
review has been completed.

IFRS 14 Regulatory Deferral Accounts. IFRS 14 permits an entity which is a first-time adopter of
International Financial Reporting Standards to continue to account, with some limited changes, for
'regulatory deferral account balances' in accordance with its previous GAAP, both on initial adoption
of IFRS and in subsequent financial statements.

The application of IFRS 14 will not have any impact on the Bank’s financial statements in the future
as the Bank is not an IFRS first-time adopter.

IFRS 15 Revenue from Contracts with Customers. In May 2014, IFRS 15 was issued which
establishes a single comprehensive model for entities to use in accounting for revenue arising from
contracts with customers. IFRS 15 will supersede the current revenue recognition guidance including
IAS 18 Revenue, IAS 11 Construction Contracts and the related interpretations when it becomes
effective.

The core principle of IFRS 15 is that an entity should recognise revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods and services. Specifically, the standard
provides a single, principles based five-step model to be applied to all contracts with customers.

The five steps in the model are as follows:

o Identify the contract with the customer;

° Identify the performance obligations in the contract;

U Determine the transaction price;

o Allocate the transaction price to the performance obligations in the contracts;
. Recognise revenue when {or as) the entity satisfies a performance obligation.

Under IFRS 15, an entity recognises revenue when or as a performance obligation is satisfied, i.e.
when ‘control’ of the goods or services underlying the particular performance obligation is transferred
to the customer. Far more prescriptive guidance has been added on topics such as the point in
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which revenue is recognised, accounting for variable consideration, costs of fulfilling and obtaining a
contract and various related matters. Furthermore, extensive disclosures are required by IFRS 15

The management of the Bank anticipates that the application of IFRS 15 in the future may have a
significant impact on the amount and timing of revenue recognition. However, it is not practicable to
provide a reasonable estimate of the effect of IFRS 15 until a detailed review has been completed.

Amendments to IFRS 16 ~- Leases. [FRS 16 specifies how an IFRS reporter will recognize
measure, present and disclose leases. The standard provides a signle lessee accounting model,
reguiring lessees to recognize assets and liabilities for all the leases unless the lease term is 12
months or less or underlying asset has a low value. Lessors continue to classify leases as operating
or finance, with IFRS 16s approach to lessor accounting substantially unchaged from its
predecessor, IAS 17.

Amendments to IFRS 11 - Accounting for Acquisitions of Interests in Joint Operations. The
amendments to IFRS 11 provide guidance on how to account for the acquisition of a joint operation
that constitutes a business as defined in IFRS 3 Business Combinations. Specifically, the
amendments state that the relevant principles on accounting for business combinations in IFRS 3
and other standards (e.g. 1AS 12 Income Taxes regarding the recognition of deferred taxes at the
time of acquisition and IAS 36 Impairment of Assets regarding impairment testing of a cash-
generating unit to which goodwill on acquisition of a joint operation has been allocated) should be
applied. The same requirements should be applied to the formation of a joint operation if and only if
an existing business is contributed to the joint operation by one of the parties that participate in the
joint operation.

A joint operator is also required to disclose the relevant information required by IFRS 3 and other
standards for business combinations.

The amendments should be applied prospectively to acquisitions of interests in joint operations {in
which the activities of the joint operations constitute businesses as defined in IFRS 3) occurring from
the beginning of annual periods beginning on or after 1 January 2016. The management of the Bank
anticipates that the application of these amendments to IFRS 11 may have an impact on the Bank's
financial statements in future periods should such transactions arise.

Amendments to IFRS 11 ~ Accounting for Acquisitions of Interests in Joint Operations. The
amendments to IFRS 11 provide guidance on how to account for the acquisition of a joint operation
that constitutes a business as defined in IFRS 3 Business Combinations. Specifically, the
amendments state that the relevant principles on accounting for business combinations in IFRS 3
and other standards (e.g. IAS 12 Income Taxes regarding the recognition of deferred taxes at the
time of acquisition and IAS 36 Impairment of Assets regarding impairment testing of a cash-
generating unit to which goodwill on acquisition of a joint operation has been allocated) should be
applied. The same requirements should be applied fo the formation of a joint operation if and only if
an existing business is contributed to the joint operation by one of the parties that participate in the
joint operation.

A joint operator is also required to disclose the relevant information required by IFRS 3 and other
standards for business combinations.

The amendments should be applied prospectively to acquisitions of interests in joint operations {in
which the activities of the joint operations constitute businesses as defined in IFRS 3) occurring from
the beginning of annual periods beginning on or after 1 January 2016. The management of the Bank
anticipates that the application of these amendments to IFRS 11 may have an impact on the Bank's
financial statements in future periods should such transactions arise.

Amendments to IAS 1 — Disclosure initiative project

The amendments clarify the principles of disclosing information. The definition of materiality is
expanded. |t specifies the requirements of aggregation and disaggregation of data, clarifies that
materiality applies to all parts of financial statements and even in those cases when the standards
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require specific disclosures materiality criteria do apply. The standard alsc provides more guidance
on presenting the information in the statement of financial position and statement of comprehensive
income as well as on the order of the notes in the financial statements.

The amendments to IAS 1 are effective for annual periods beginning on or after 1 January 2016. The
management of the Bank does not anticipate that the application of these amendments to IAS 1 will
have a material impact on the Bank's financial statemenits.

Amendments to IAS 16 and 1AS 38 - Clarification of Acceptable Methods of Depreciation and
Amortisation. The amendments to IAS 16 prohibit entities from using a revenue-based depreciation
method for items of property, plant and equipment. The amendments to IAS 38 introduce a
rebultable presumption that revenue is not an appropriate basis for amortisation of an intangible
asset. This presumption can only be rebutted in the following two limited circumstances:

a) when the intangible asset is expressed as a measure of revenue; or

b} when # can be demonstrated that revenue and consumpiion of the economic benefits of the
intangible asset are highly correlated.

The amendments apply prospectively for annual periods beginning on or after 1 January 2016.
Currently, the Bank uses the straight-line method for depreciation and amortisation for its property,
plant and equipment, and intangible assets respectively. The management of the Bank believes that
the straight-line method is the most appropriate method to reflect the consumption of economic
benefits inherent in the respective assets and accordingly does not anticipate that the application of
these amendments to IAS 16 and IAS 38 will have a material impact on the Bank’s financial
statements.

Amendments to 1AS 16 and |AS 41 — Agriculture: Bearer Plants. The amendments to IAS 16 and
IAS 41 define a bearer plant and require biological assets that meet the definition of a bearer plant to
be accounted for as a property, plant and equipment in accordance with IAS 18, instead of IAS 41.
The produce growing on bearer plants continues to be accounted for as agricultural produce in
accordance with IAS 41.

The management of the Bank does not expect any impact of adoption of these amendments on the
financial statements as the Bank is not engaged in agricuitural activities.

Amendments to IAS 27 — Equity Method in Separate Financial Statements. The amendments to
IAS 27 allows entities to apply the equity method as one of the options for accounting for its
investments in subsidiaries, joint ventures and associates in its separate financial statements. The
amendments are effective from 1 January 2016 with earlier application permitted. The management of
the Bank does not expect any impact of these amendments on the financial statements as the
Company does not prepare its separate financial statements.

Amendments to IFRS 10 and IAS 28 - Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture. The amendments to IEFRS 10 and 1AS 28 deal with situations where
there is a sale or contribution of assets between an investor and its associate or joint venture.
Specifically, the amendments state that gains or losses resulting from the loss of control of a
subsidiary that does not contain a business in a transaction with an associate or a joint venture that
is accounted for using the equity method, are recognised in the parent's profit or loss only to the
extent of the unrelated investors' interests in that associate or joint venture. Similarly, gains and
losses resuiting from the remeasurement of investments retained in any former subsidiary (that has
become an associate or a joint venture that is accounted for using the equity method) to fair value
are recognised in the former parent’s profit or loss only to the extent of the unrelated investors’
interests in the new associate or joint venture.

The amendments should be applied prospectively to transactions occurring in annual periods
beginning on or after 1 January 2016. The management of the Bank anticipates that the application
of these amendments to IFRS 10 and IAS 28 may have an impact on the Bank's financial statements
in future periods should such transactions arise.

29



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015 (CONTINUED)
{in thousands of Georgian Lari)

Amendments to IFRS 10, IFRS 12 and 1AS 28 Investment Entities: Applying the Consolidation
Exception. The amendments to IFRS 10, IFRS 12 and IAS 28 clarify that the exemption from
preparing conselidated financial statements is available to a parent entity that is a subsidiary of an
investment entity, even if the investment entity measures all its subsidiaries at fair value in
accordance with IFRS 10. The amendments also clarify that the requirement for an investment entity
to consolidate a subsidiary providing services refated to the former’s investment activities applies
only to subsidiaries that are not investment entities themselves.

The management of the Bank does not anticipate that the application of these amendments to IFRS
10, IFRS 12 and IAS 28 will have a material impact on the Bank's financial statements as the Bank is
not an investment entity and does not have any holding company, subsidiary, associate or joint
venture that qualifies as an investment entity.

Annual Improvements to IFRSs 2012-2014 Cycle. The Annual Improvements to IFRSs 2012-2014
Cycle include the following amendments to various IFRSs.

The amendments to IFRS 5 clarify that reclassification of an asset or a disposal Group from held for
sale to held to distribution to owners or vice versa should not be considered changes to a plan of
sale or a plan of distribution to owners and that the classification, presentation and measurement
requirements applicable to the new method of disposal should be applied. In addition, amendments
clarify that assets that no longer meet the criteria for held for distribution to owners and do not meet
the criteria for held for sale should be ireated in the same way as assets that cease to be classified
as held for sale. The amendments should be applied prospectively.

The amendments to IFRS 7 provide additional guidance to clarify whether a servicing contract is a
confinuing involvement in a transferred asset for the purposes of the disclosures required in relation to
transferred assets. [n addition, amendments to IFRS 7 were made to clarify that the disclosure
requirements on offsetting financial assets and financial liabilities are not explicitly required to be
included in the condensed interim financial statements for all interim periods, however, the disclosures
may need fo be included in condensed interim financial staiements to comply with |1AS 34. The
amendments should be applied retrospectively.

The amendments to IAS 19 clarify that the high quality corporate bonds used to estimate the
discount rate for post-employment benefits should be issued in the same currency as the benefits to
be paid. The amendments apply from the beginning of the earliest comparative period presented in
the financial statements in which the amendments are fist applied.

The amendments to IAS 34 clarify that information required by IAS 34 that is provided elsewhere
within the interim financial report but outside the interim financial statements should be incorporated
by way of a cross-reference from the interim financial statements to the other part of the interim
financial report that is available to Users on the same terms and at the same time as the interim
financial statements.

The management of the Bank does not anticipate that the application of these amendments will have
a significant effect on the financial statements.
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5.  NET INTEREST INCOME

Interest income comprises:

Financial assets recorded at amortized cost:
~ impaired financial assets
- unimpaired financial assets

Total interest income

Interest income on financial assets recorded at amortized cost
comprises:

Loans to customers
Due from financial institutions
Held to maturity investments

Total interest income on financial assets recorded at amortized cost

Interest expense comprises:
Interest on financial liabilities recorded at amortized cost

Total interest expense

Interest expense on financiat liabilities recorded at amortized cost
comprise;

Deposits by customers
Subordinated debt
Deposits by banks
Other borrowed funds

Total interest expense on financial liabilities recorded at amortized cost

Net interest income hefore provision for impairment losses on
interest bearing financial assets

31

2015 2014
104,518 61,981
6,547 2,637
111,085 64,618
104,518 61,981
5,495 2,234
1,052 403
111,065 64,618
(29,329) (15,331)
(29,329) (15,331)
(17.147) (7,6986)
(10,688} (7,265)
(1,217) (216)
(277) (154)
(29,329) (15,331)
81,736 49,287
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6.

PROVISION FOR IMPAIRMENT LOSSES AND OTHER PROVISIONS

The movements in allowance for impairment losses on interest bearing assets were as follows:

Loans to
customers
January 1, 2014 35,435
Recovery of provisions 5,347
Write-off of assets (17.,496)
Recovery of assets previously written off 8,073
December 31, 2014 31,359
Additional provisions recognised 32912
Write-off of assets {1,130}
Recovery of assets previously written off 4,025
December 31, 2015 67,166

The movements in allowance for impairment on other assets and other provisions were as follows:

Repossessed Other financial Other Provision for
assets assets provisions other
operations

January 1, 2014 3,528 - 397 3,926
{Recovery of provisions)/additional

provisions recognized (2,572) 33 3058 (2,234)
Write-off of assets (957) - - (957}
December 31, 2014 - 33 702 735

{Recovery of provisions)/additional
provisions recognized - (33} 1,290 1,257
Write-off of assets - -

December 31, 2015 - - 1,992 1,992

NET GAIN ON FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

Net gain / (foss) on financial assets at fair value through profit or loss comprises:

2015 2014
Net gain / (loss) on operations with financial assets initially recognized at
fair value through profit and loss comprise:
Unrealized gain on trading operations 79,827 72,647
Realized gain on embedded derivative instrument 16,594 -
Unrealized gain on embedded derivative instrument 24 19 -
Unrealized loss on trading operations (87.601} {(75,709)
Total net gain / (loss) on operations with financial assets at fair
value through profit or loss 32,840 {3,062}
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3.

10.

NET GAIN ON FOREIGN EXCHANGE OPERATIONS

Net gain on foreign exchange operations comprises:

Dealing, net
Translation differences, net

Totai net gain on foreign exchange operations

FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:

Fee and commission income:
Plastic cards operations
Documentary operations
Seitlements

Cash operations

Other

Total fee and commission income

Fee and commission expense:
Plastic cards services
Settlements

Letter of credit

Documentary operations

Other

Total fee and commission expense

OTHER INCOME / (EXPENSE)

Other income / (expense) comprises:

Net written premiums

Gain from disposal of interest in subsidiary

Gain from disposal of available-for-sale Investment
Fines and penalties received

Gain on disposal of property and repossessed assets
Change in provisions for reported but not settled claims
Claims settled, net of reinsurance

Reinsurers' share of claims settted

Change in provisions for incurred but not reported claims
Loss on extinguishment of compound financial instrument
Other

Total other income / (expense)

33

2015 2014
8,415 5,003
(2,770) (2,666)
5,645 2,337
2015 2014
3,006 2,401
2,064 1,155
1,214 900
366 368
65 53
6,805 4,877
(3,253) (2,448)
(400) (271)
(168) (351)
(120) (98)
(51) (63)
{3,992) (3,231)
2015 2014
9,848 2,033
4,778 -
1,832 .
736 319
692 633
236 481
(5,229) (1,498)
(3,737) (883)
(486) (100}
. (4,820)
1,121 330
9,791 (3,505)
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11. OPERATING EXPENSES

Operating expenses comprise:

2015 2014
Staff costs 10,025 8,989
Charity and sponsorship 9,750 2,701
Qperating leases 2,075 1,336
Depreciation and amortization 1,848 1,639
Communication expenses 1,616 1,058
Security expenses 553 626
Professional services 438 595
Postal expenses 256 304
Advertising expenses 253 214
Taxes, other than income tax 232 223
Utilities 231 193
Representative expenses 159 132
Property and equipment maintenance 127 136
Training 53 25
Business trip expenses 34 29
Other expenses 2,201 1,328
Total operating expenses 29,849 19,538

12. INCOME TAXES

The Group provides for income taxes based on the tax accounts maintained and prepared in
accordance with the tax regulations of Georgia, which differs from IFRS.

The Group is subject to certain permanent tax differences due to the non-tax deductibility of certain
expenses and a tax free regime for certain income.

Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for tax purposes.

Temporary differences mostly relate to different methods of income and expense recognition as well
as to recorded values of certain assets and liabilities.

The tax rate used for the recongiliations below is the corporate tax rate of 15% payable by corporate
entities in Georgia on taxable profits under tax law in that jurisdiction.

Deferred income tax assets/(liabilities) on temporary differences as at December 31, 2015 and 2014

comprise:

December 31, December 31,

2015 2014

Loans to customers {5,509) {7.063)
Property and equipment (2,044) (1,493)
Available-for-sale investments {1,493} {1,257)
Embedded derivative financial instrument {3,603) -
Financial assets at fair value through profit or loss 1,037 {1,501}
intangible assets 189 210
Other assets 176 176
Subordinated debt 166 172
Provisions for other assets 157 5
Other provisions 141 105
Other liabilities 270 260
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13.

14.

Deferred income tax asset on temporary differences
Deferred income tax liability on temporary differences

Loss carry forward

Net deferred income tax asset
Net deferred income tax liability

2,136 928
(12,649) {11.314)

249 249
(10,762) {10,635)

Relationships between tax expenses and accounting profit for the years ended December 31, 2015

and 2014 are explained as follows:

Profit before income tax

Tax at the statutory tax rate (15%)
Permanent differences

Income tax expense

Current income tax expense
Deferred income tax benefit

Income tax expense

As at January 1 - deferred income tax asset

As at January 1 - deferred income tax liability

Deferred income tax recognized directly in equity

Deferred income tax recognized in other comprehensive income
Deferred income tax benefit recognized in profit or foss

As at December 31- deferred income tax assets

As at December 31- deferred income tax liabilities

CASH AND CASH EQUIVALENTS

Cash
Balances with the NBG
Balances with banks with original maturities up to 90 days

Total cash and cash equivalents

MANDATORY CASH BALANCE WITH THE NBG

2015 2014
68,808 24,052
10,321 3,608

{454) 220
9,867 3,828
9,976 4,051
{109) {223)
9,867 3,828
2015 2014
249 249
{10,635) {13,494)
- 2,868
(236) (232)
108 223
249 249
(10,762) (10,635)

December 31,

Pecember 31,

2015 2014
21120 15,647
12,732 6,807

139,819 61,182
173,671 83,636

Mandatory cash balance with the NBG is minimum reserve deposits which are restricted balances of
GEL 76,835 and GEL 43,120, respectively, as at December 31, 2015 and 2014. The Group is
required to maintain minimum reserve deposits at the NBG at all times.
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15.

16.

17.

DUE FROM FINANCIAL INSTITUTIONS

As at December 31, 2015 and 2014 the maximum credit risk exposure on due from financial
institutions amounted to GEL 2,192 and GEL 4,892, respectively.

As at December 31, 2015 and 2014 included in balances due from financial institutions are
guarantee deposits placed by the Group for its operations with plastic cards totaling GEL 1,916, GEL
and 1,863, respectively,

As at December 31, 2015 and 2014 the Group had na balances due from financial institutions, with
individual exposure exceeding 10% of the Group's equity,

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets at fair value through profit or loss comprise:

December 31, December 31,
2015 2014
Embedded derivative instrument 24,018 -
Financial assets held for trading 14,093 20,728
Total financial assets at fair value through profit or joss 38,111 20,728

The Group estimates changes in fair value due to credit risk, by estimating the amount of change in
the fair value that is not due to changes in market conditions that give rise to market risks.

With the purpose of hedging against exchange rate movements for loans disbursed to customers in
GEL the Bank has included currency risk premium condition in its loan agreements. Based on the
currency risk premium term the Bank specifies the upper and lower limits of GEL/USD exchange
rate. According to this condition if the currency exchange rate for any certain date of repayment is
above the cap rate the Bank should receive currency risk premium payment from the customer while
if the exchange rate is below the floor rate the Bank is obliged to pay currency risk premium amount
to the client.

LOANS TO CUSTOMERS

Loans to customers comprise:

December 31, December 31,
2015 2014
Originated loans to customers 871,577 561,677
Accrued interest 20,207 12,717
801,784 574,394
Less allowance for impairment losses (67,166) (31,359
Total loans to customers 824,618 543,035

Movements in the allowance for impairment losses for the years ended December 31, 2015 and
2014 are disclosed in Note 6.
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The table below summarizes carrying value of loans to customers analyzed by type of collateral
obtained by the Group:

December 31, BDecember 31,
2015 2014
Loans collateralized by pledge of real estate, equipment and inventories 753,311 504,219
Loans collateralized by pledge of cash 35,184 33,625
Unsecured loans 34,535 3,503
Other collateral 1,688 1,688
Total loans to customers 824,618 543,035

During the years ended December 31, 2015 and 2014 the Group received financial and non-financial
assets by taking possession of collateral it held as security. As at December 31, 2015 and 2014 such
assets in amount of GEL 17,222 and GEL 20,384 (See Note 21), respectively, are included in other
assets of the Group.

The table below summarizes loans to customers analyzed by industries as at December 31, 2015;

Gross loans to  Allowance for Net loans to Allowance for

customers impairment customers impairment
losses losses to gross
loans

Analysis by sector:
Individuals 75,901 {5,355) 70,546 7.06%
Trade and service 335,788 (13,895) 321,883 4.14%
Construction 182,269 (38,345) 143,924 21.04%
Manufacturing 171,586 {5,787) 165,799 3.37%
Agriculture 65,534 {1,381} 64,153 2.11%
Energy 3,385 (14} 3,371 0.41%
Transport and communication 3,134 (70) 3,064 2.23%
Other 54,187 {2,319) 51,868 4.28%
Total 891,784 {67,166} 824,618 7.53%

The table below summarizes loans to customers analyzed by industries as at December 31, 2014:

Gross loansto  Allowance for Net loans to Allowance for

customers impairment customers impairment
losses losses to gross
leans

Analysis by sector:
Individuals 53,597 {1,588) 52,011 2.96%
Trade and service 202,909 {5,698} 197,211 2.81%
Construction 149,616 {12,604) 137,012 8.42%
Manufacturing 85,153 (1,694) 84,459 1.76%
Agriculture 48,194 {8,698) 39,496 18.05%
Energy 2,040 (51) 1,989 2.50%
Transport and communication 2,915 (35) 2,880 1.20%
Other 18,970 (993) 17,977 5.23%
Total 574,394 {31,359) 543,035 5.46%
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Loans to individuals comprise the following products:

Consumer loans

Mortgage loans
Other

Less: allowance for impairment losses

Total ioans to individuals

December 31, Decemnber 31,
2015 2014
25,741
7614
49,813
37,756
347 8,227
75,801
53,597
{5,355) (1,586)
70,546 52,011

Analysis by credit quality of loans to customers outstanding as at December 31, 2015 and 2014 was

as follows:
As at December 31, 2015 Gross loans Provision Net loans Provision for
for impairment
impairment to gross
loans
Collectively assessed
Not past due 678,008 (10,751} 667,257 1.58%
Overdue:
up to 30 days 634 (49) 585 7.75%
31 to 60 days 18,355 (2,802) 15,553 15.26%
61 to 80 days 415 (88) 327 21.22%
91 to 180 days 3,241 (840} 2,61 19.76%
over 180 days 55,839 (12,277} 43,562 21.99%
Total collectively assessed
loans 756,492 {(26,607) 729,885 3.52%
Individually assessed
Not past due 113,826 (33,523) 80,303 29.45%
Overdue:
up to 30 days 487 (62) 425 12.76%
31 to 60 days - - - -
61 to 80 days - - - -
91 to 180 days 13,546 (3,224) 10,322 23.80%
over 180 days 7,433 (3,750) 3,683 50.44%
Total individually assessed
loans 135,292 (40,559) 94,733 28.98%
Total loans to customers 891,784 (67,166) 824,618 7.53%
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As at December 31, 2014 Gross loans Provision Net loans Provision for
for impairment
impairment to gross
loans

Collectively assessed
Not past due 399,580 (7,758) 391,822 1.94%
Qverdue;
up to 30 days 4,158 {61) 4,098 1.47%
3110 60 days 4,063 {67} 3,956 1.65%
61 to 90 days 2,279 (26} 2,253 1.14%
91 to 180 days 7.476 (143) 7,333 1.91%
over 180 days 29,476 (875) 28,801 2.29%
Total collectively assessed

loans 447,033 {8,730) 438,303 1.95%
individually assessed
Not past due 79,867 {14,929) 64,938 18.69%
Overdue:
up to 30 days 17,823 (4,220) 13,603 23.68%
31 to 60 days 956 (41) 915 4.29%
61 to 90 days 2,321 (550) 1,771 23.70%
91 to 180 days - - - 0.00%
over 180 days 26,394 {2.889) 23,505 10.95%
Total individually assessed

loans 127,361 (22,629) 104,732 17.77%
Total loans to customers 574,394 {31,359) 543,035 5.46%

The Group applied the portfolio provisioning methodology prescribed by IAS 39, Financial Instruments:
Recognition and Measurement, and created portfalio provisions for impairment losses that were
incurred but have not been specifically identified with any individual loan by the end of the reporting
period.

The tables above show analysis of the loan portfolio based on credit quality. The Group's policy for
credit risk management purposes is to classify each loan as ‘neither past due nor impaired’ until
specific objective evidence of impairment of the loan is identified. The primary factors by which the
Group considers a loan as impaired are: overdue status of loan, financial position of a borrower and fair
value of related collateral. Details of credit risk assessment methodology are described in Note 32.

The table below summarizes an analysis of loans to customers by type of impairment:

December 31 2015 Becember 31 2014
Carrying Allowance Carrying Carrying Allowance Carrying
value before for value before value hefore for value before
allowance impairment allowance  allowance impairment aliowance
losses losses

Loans to customers
individually determined to
be impaired 135,276 {40,559) 94,717 127,361 {22,629) 104,732
Loans to customers

collectively determined to

be impaired 756,508 (26,607) 728,901 447,033 (8,730) 438,303
Unimpaired toans - - - -

Total 891,784 (67,1686) 824,618 574,394 {31,359) 543,035

As at December 31, 2015 and 2014 the Group has exposure to seven and five customer, totaling
GEL 131,404 and GEL 114,445, respectively, which individually exceeds 5% of the Group’s equity.
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18.

19.

As at December 31, 2015 and 2014, 97% and 99% of loans are granted to companies operating in
Georgia, which represents a significant geographical concentration in one region.

As at December 31, 2015 and 2014 carrying value of loans to customers included loans totaling GEL

7,606 and GEL 40,599, respectively, whose terms were renegotiated. Otherwise these loans would
be past due or impaired.

AVAILABLE-FOR-SALE INVESTMENTS

Available-for-sale investments comprise;

December 31, December 31,
2015 2014
Visa Inc. — quoted 9,958 8,550
MasterCard Inc. — quoted - 1,832
Other corporate shares - unquoted 59 59
Total available-for-sale investments 10,017 8,441

Management could not reliably estimate the fair value of the Group's investment in shares of its
unquoted equity investments available for sale. Therefore, these investments are carried at cost of
GEL 59 and 59, respectively, as at December 31, 2015 and 2014. The investees have not published
recent financial information about their operations, their shares are not quoted and recent trade
prices are not publicly accessible.

As at December 31, 2015 and 2014 the Group has investments in Visa Inc. and MasterCard Inc.
common stock C and common stock B shares which are easily convertible inte common stock A
shares of the respective investees.

HELD TO MATURITY INVESTMENTS

December 31, 2015 December 31, 2014
Nominal annual Amount Nominal annual Amount
interest rate interest rate
Deposit certificates of the Ministry of
Finance of Georgia 5.95%-12% 19,500  4.10% - 5.50% 10,899
Less discount 581 13
Total held to maturity investments 18,919 10,768
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20. PROPERTY AND EQUIPMENT

Property and equipment comprise:

At cost

January 1, 2014
Additions

Transfers

Disposals
December 31, 2014
Additions

Transfers

Disposals

December 31, 2015

Accumulated
depreciation

January 1, 2014

Depreciation charge
Eliminated on disposals

December 31, 2014

Depreciation charge
Eliminated on disposals

December 31, 2015

Net book value

As at December 31, 2015

As at December 31, 2014

Buildings Furniture Computer Leasehold  Construction Total
and other and fixtures and office improvements progress
real estate equipment and other
8,913 5,343 3,077 1,546 840 19,719
918 164 422 122 922 2,548
387 195 59 - (G41) -
(191) {131} {237} - (403) (962)
10,027 5,571 3,321 1,668 718 21,305
55 255 740 28 4,282 5,360
238 489 3,079 385 {4,151) -
{827} (120} (93) (51) (66) {1,157)
9,493 6,175 7,047 2,010 783 25,508
1,150 3,543 2,083 1,003 - 7,779
232 468 374 1914 - 1,265
(191) (114) (236) - - (541}
1,191 3,847 2,221 1,194 - 8,503
232 423 509 214 - 1,378
- (109) {90) (40} - (239)
1,423 4,211 2,640 1,368 - 9,642
8,07¢ 1,964 4,407 642 783 15,866
8,836 1,674 1,100 474 718 12,802

As at December 31, 2015 and 2014 included in property and equipment were fully depreciated
assets totaling GEL 3,494 and GEL 2,314, respectively.
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21.

OTHER ASSETS

Other assets comprise:

December 31,

December 31,

2015 2014
Other financial assets:

Accounts receivable 1,947 2,888
insurance premium receivable 5,744 3,489
Claims for guarantees paid - 2,323
7,691 8,700
Less allowance for impairment losses - (33
Total other financial assets 7,691 8,667

Other non-financial assets:
Repossessed assets 17,222 20,384
Reinsurance receivable 3,014 2,270
Intangible Assets 3,266 2107
Tax settlements, other than income tax 116 437
Inventory 65 65
Advances paid 588 875
Other 284 36
24,555 26,174
Total other assets 32,246 34,841

Movements in the aliowance for impairment losses on other assets for the years ended December

31, 2015 and 2014 are disclosed in Note 8.

Repossessed assets as at December 31, 2015 and 2014 include land and buildings in the amount of
GEL 17,222 and GEL 20,384, respectively, which are measured at the lower of its carrying amount

and fair value less cost to sell.
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22,

intangible assets comprise:

At cost
January 1, 2014

Additions
Disposals

December 31, 2014

Additions
Disposals

December 31, 2015
Accumulated amortization
January 1, 2014

Charge for the year
Eliminated on disposals

December 31, 2014

Charge for the year
Eliminated on disposals

December 31, 2015
Net book value

Becember 31, 2015

December 31, 2014

DEPOSITS BY BANKS
Deposits by banks comprise:

December 34,

Intangible assets

3,620

236

3,856

1,630
-0

5,479

1,375

373

1,748

470

(6)

2,212

3,267

2,108

December 31,

2015 2014
Correspondent accounts of other banks 46,690 54
Short-term deposits from banks 8,567 -
Total deposits by banks 55,257 54

As at December 31, 2015 and 2014 accrued interest expenses included in deposits by banks

amounted to GEL 159 and nil, respectively.
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23. DEPOSITS BY CUSTOMERS

Deposits by customers comprise:

December 31, December 31,
2015 2014
Time deposits 314,365 151,870
Repayable on demand 283,581 167,817
Total deposits by customers 597,945 319,687

As at December 31, 2015 and 2014 accrued interest expenses included in deposits by customers
amounted to GEL 8,529 and GEL 2,546, respectively.

As at December 31, 2015 and 2014 deposits by customers totaling GEL 15,420 and GEL 11,650,
respectively, were held as security against guarantees issued by the Group.

As at December 31, 2015 and 2014 deposits by customers totaling GEL 451,489 and GEL 171,287
(75% and 38% of total deposits by customers), respectively, were for twenty and twelve customers,
respectively, which represents a significant concentration.

December 31, December 31,
2015 2014
Analysis by economic sector/customer type:
Individuals 128,459 92,317
Trade and Services 267,929 77,954
Transport and Communication 66,154 69,659
Agriculture 5,546 23,705
Construction 12,048 10,142
Manufacturing 5,996 2,429
Energy 50,083 274
Other 61,731 43,167
Total deposits by customers 597,946 315,687

As at December 31, 2015 and 2014 deposits by customers included balances amounted of GEL

178,200 thousand and GEL 10,500 thousand, respectively, that were sequestrated by Prosecutor’s
Office of Georgia.
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24,

25,

OTHER LIABILITIES

Other liabilities comprise:

Other financial liabilities:
Payables for reinsurance liabilities
Derivatives

Accounts payable

Total other financial liabilities

Other non-financial liabilities:

Unearnad premium

Provision for claims incurred but not yet reported
Payables for insurance liabilities

Taxes payable, other than income tax

Other

Total other non-financial liabilities:

Total other liabilities

SUBORDINATED DEBT

Subordinated debt comprises:

December 31, December 31,
2015 2014

4,011 2,474
1,295 208
30 45
5,336 2727
5,067 3,522
562 311
144 1
26 236
2,317 857
8,116 4,927
13,452 7,654

Currency Maturity
date
Fin Service XXl usp 31-Mar-26
Fin Service XX uspo 31-Mar-26
Fin Service XXI uspD 15-Feb-23
Inter Consulting Plus Ltd UsD 17-Oct-29
Inter Consulting Plus Ltd uUsh 2-Oct-19
Georgian Holding Ltd uso 21-Jun-29
Cartu Group UsD 01-dun-25

Total subordinated debt

Interest
rate %

6%
6%
6%

6%
8%
6%
5%

December 31,

December 31,

2015 2014
72,710 56,628
24,182 18,886
24162 18,869

121,064 94,383
16,773 13,052

- 9,322

23,961 18,645
206,956 -
67,690 41,019
188,744 135,402

As at December 31, 2015 and 2014 subordinated debt included accrued interest in amounted of GEL

108 and GEL 78, respectively.

On June 1, 2015 the Group signed a subordinated loan agreement with Cartu Group to support the

growth in its loan portfolio.

On March 31, 2011 and December 13, 2011 and February 15, 2013 the Group signed subordinated
loan agreements with Fin Service-XXI LTD maturing on March 31, 2026 (disbursed in 2011) and
February 15, 2023 (dishursed in 2013). According to the agreements the loan is convertible to equity
at maturity. The interest is payable monthly/quarterly in arrears at a nominal annual interest rate was
initially set to be 2 per cent. When the loans were taken, the prevailing market interest rate for similar
loan without conversion options was 5 per cent for loans disbursed in 2011 and 6.4 per cent for one

disbursed in 2013,
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26.

The convertible debts contained two compenents: liability and equity elements. The equity elements
are presented under the heading of “additional paid in capital". The effective interest rate of the
fiability components of on initial recognition were 5.05%; 5.26% and 6.34%, respectively.

GEL

Equity component as at January 1, 2014 25,676
Transfer of additional paid in capital to retained earnings as a result of extinguishment of

o ; (16,252)

compound financial instrument, net of income tax

Equity component as at December 31, 2014 9,424
Equity component as at December 31, 2015 9,424
Liability component as at December 31, 2014 94,383
Interest charge calculated at an effective interest rates of 6% after extinguishment 10,687
Less: interest paid (10,699)
Foreign exchange differences 26,683
Liability component as at December 31, 2015 121,054

In the event of bankruptcy or liquidation of the Group, repayment of these debts is subordinate to the
repayments of the Group's liabilities to all other creditors.

OTHER BORROWED FUNDS

Currency Maturity interest December 31, December 31,

date rate % 2015 2014
Bidzina Ivanishvili uso 19/02/2016 8% 15,567 -
Bidzina ivanishvili ush 18/12/2020 6% 14,369 -
Bidzina lvanishvili usD 18/12/2020 6% 11,975 -
Shmagi Kobakhidze usb 25/09/2015 6% - 5,324
Total other borrowed funds 41,911 5,324

As at December 31, 2015 and 2014 other borrowed funds included accrued interest in the amount of
nil and GEL 13, respectively.
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27.

28.

SHARE CAPITAL

Both December 31, 2015 and 2014 share capital consisted of 114,430 ordinary shares with par value
of GEL 1 each.

The Group’s share capital comprises of the following number of shares:

Share capital
Ordinary shares

December 1, 2014 114,430

Issue of shares -

December 31, 2014 114,430

Issue of shares -

December 31, 2015 114,430

COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Group is a party to financial instruments with off-balance sheet
tisk in order to meet the needs of its customers. These instruments, involving varying degrees of
credit risk, are not reflected in the consolidated statement of financial position.

The Group uses the same credit control and management policies in undertaking off-balance sheet
commitments as it does for on-balance operations.

Provision for losses on contingent liabilities totaled GEL 1,992 and GEL 702 as at December 31,
2015 and 2014, respectively.

As at December 31, 2015 and 2014 contingent liabilities comprise:

December 31, December 31,
2015 2014
Contingent liabilities and credit commitments
Guarantees issued and similar commitmenis 57,135 26,412
Letters of credit and other transaction related contingent obligations 639 1,448
Commitments on loans and unused credit lines 26,509 25,480
Total contingent liabilities and credit commitments 84,283 53,340

Extension of loans fo customers within credit line limits is approved by the Group on a case-by-case
basis and depends on borrowers' financial performance, debt service and other conditions. As at
December 31, 2015 and 2014 such unused credit lines come to GEL 26,509 and GEL 25,480,
respectively.

Capital commitments — The Group had no material commitments for capital expenditures
outstanding as at December 31, 2015 and 2014.

Operating lease commitments — No material rental commitments were outstanding as at
December 31, 2015 and 2014.

Legal proceedings — From time to time and in the normal course of business, claims against the
Group are received from customers and counterparties. Management is of the opinion that no
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material unaccrued losses will be incurred and accordingly no provision has been made in these
consolidated financial statements.

Taxation - Commercial legislation of Georgia, including tax legislation, may allow more than one
interpretation. In addition, there is a risk of tax authorities making arbitrary judgments of business
activities. If a particular treatment, based on management's judgment of the Group’s business
activities, was to be challenged by the tax authorities, the Group may be assessed additional taxes,
penalties and interest.

Georgian transfer pricing legislation was amended starting from January 1, 2015 to introduce additional
reporting and decumentation requirements. The new legistation allows the tax authorities to impose
additional tax liabilities in respect of certain transactions, including but not limited to transactions with
related parties, if they consider transaction to be priced not at arm's length. The impact of challenge of
the Group's transfer pricing positions by the tax authorities cannot be reliably estimated.

Such uncertainty may relate to the valuation of financial instruments, valuation of provision for
impairment losses and the market pricing of deals. Additionally such uncertainty may relate to the
valuation of temporary differences on the provision and recovery of the provision for impairment losses
on loans to customers and receivables, as an underestimation of the taxable profit. The management
of the Group believes that it has accrued all tax amounts due and therefore no allowance has been
made in the consolidated financial statements.

Operating environment - Emerging markets such as Georgia are subject to different risks than more
developed markets, including economic, political and social, and legal and legislative risks. Laws and
regulations affecting businesses in Georgia continue to change rapidly, tax and requlatory
frameworks are subject to varying interpretations. The future economic direction of Georgia is heavily
influenced by the fiscal and monetary policies adopted by the government, together with
developments in the legal, regulatory, and political environment.

Throughout 2015 Georgia's neighbouring countries, which are large trading partners of Georgia, have
experienced significant political and economic turmoil which has had a knock-on effect on the
Georgian economy. This has resulted in a significant devaluation of the Georgian Lari against the US
doliar and other major currencies.

TRANSACTIONS WITH RELATED PARTIES

Transactions between the Bank and its subsidiaries, which are related parties of the Bank, have
been eliminated on consolidation and are not disclosed in this note. Details of transactions between
the Group and other related parties are disclosed below:

December 31, 2015 December 31, 2014
Related party Total category Related party Total category
balances as per the balances as per the
consolidated consolidated
financial financial
statements statements
caption caption
Loans to cusiomers 368,703 891,784 31,305 574,394
- other refated parties 36,264 31,071
- Key management personnel 439 234
Allowance for impairment losses on
loans to customers (609) (67.166) (1,557) {31,358)
- other related parties (599) (1.547)
- Key management personne! (10) (10
Deposits by customers (34,551) {597,946) (1,884) {319,687)
- other related parties (27.153) (28)
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December 31, 2015
Related party Total category

balances as per the
consolidated
financial
statements
caption
- key management personng! (7.398)
Subordinated debt (188,744) 188,744
- other related parties (161,788)
- shareholders (26,956)
Cther borrowed funds (41,811) (41,911
- other related parties (41,911)
Letters of credit and other
transaction related contingent
cbligations - (639)
- other related parties -
Guarantees issued and similar
commitments (7,331} (57,135)
- other related parties (7.331)

December 31, 2014
Related party Total category

The remuneration of directors and other members of key management were as follows:

2015
Total category
as per the
consolidated
financial
statements
caption

Related party
transactions

Key management personnel
compensation:

- short-term employee benefits 580 10,011
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balances as per the
consolidated
financial
statements
caption
(1,856)
135,402 135,402
(1,448) (1,448)
(1,448)
(1,647} (26,412)
(1,647)
2014
Related party Total category
transactions as per the
consolidated
financial
statements
caption
6852 8,824



CARTU BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015 (CONTINUED)
{in thousands of Georgian Lari)

Included in the consolidated statement of profit or loss for the years ended December 31, 2015 and
2014 are the following amounts which were recognized in transactions with related parties:

2015 2014
Related party Total category Related party Total category
transactions as per the transactions as per the
consolidated consolidated
financial financial
statements statements
caption caption
interest income 2,530 127,681 5,680 54,618
- other related parties 2,505 5,676
- Key management personne! 25 14
Interest expense {1,379) (29,329) (859) (15,331)
- Key management personnel (927) -
- other related parties (452) (85)
Fee and commission income 251 6,805 232 4,877
- Key management personnal 1
- other relalted parties 250 232
Charity expenses (8,750} (29,849) {2,701) (19,538)
- other related parties (9,750} (2,701)

30. FAIR VALUE OF FINANCIAL INSTRUMENTS

IFRS defines fair value as 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 estimated fair values of financial instruments have been determined by the Group using available
market information, where it exists, and appropriate valuation methodologies. However, judgment is
necessarily required to interpret market data to determine the estimated fair value. Georgia continues
to display some characteristics of an emerging market and economic conditions confinue to fimit the
volume of activity in the financial markets. Market quotations may be outdated or reflect distress sale
transactions and therefore not represent fair values of financial instruments. Management has used all
available market information in estimating the fair value of financial instruments.

Financial assets and liabilities for which fair value approximates carrying value

Cash and cash equivalents — Cash and cash equivalents are carried at amortized cost which
approximates their current fair value.

Mandatory reserve with the National Bank of Georgia — Mandatory reserve with the National Bank
of Georgia is carried at amortized cost which approximates their fair value.

Due from financial institutions — Management of the Bank has concluded that carrying amount of
due from financial institutions balances which are carried at amortized cost approximates their fair
value.

Held to maturity investments - The fair values of held to maturity investments is determined in
accordance with generally accepted pricing models based on discounted cash flow analysis using
prices from observable current market transactions for similar instruments. Significant portion of held
o maturity investments were purchased in the year 2014, therefore the management concluded that
fair value approximates to carrying amount.

Deposits by banks — Deposit by banks include deposits placed by banks at the end of the year with
original maturity less than 1 year and loro accounts. Therefore, management of the Bank has
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concluded that carrying amount of deposits by banks which are carried at amortized cost approximates
their fair value.

Subordinated debt — Subordinated debts are initially recognised at market rates and subsequently
measured at amortized costs. In the year 2014, subordinated debis loan agreements were
renegotiated and interest rate re priced. Management of the Bank reviewed effective interest rates
applied to subordinated debts and concluded that it approximates to market rate, therefore carrying
value approximates fair value.

Other non-derivative financial assets and non-derivative financial liabilities — Other financial
assets and liabilities are mainly represented by short-term receivables and payables, therefore the
carrying amount is assumed to be reasonable estimate of their fair value.

Fair value of financial assets and financial liabilities that are not measured at fair value on a
recurring basis {but fair value disclosures are required).

Loans to customers ~ The estimated fair value of fixed interest rate instruments is based on
estimated future cash flows expected to be received discounied at current interest rates of new
instruments with similar credit risk and remaining maturity. Discount rates depend on currency,
maturity of the instrument and credit risk of the counterparty.

Deposits by customers - For the short term maturity deposits it is assumed that the carrying
amounts approximate to their fair value. This assumption is also applied to demand deposits and
current accounts without 2 maturity. Long term deposits by customers fair value was estimated
based on expected future cash flows discounted at current interest rates for new instruments with
similar risk and remaining maturity, Discounted rates used were consistent with the Group's credit
risk and also depend on currency and maturity of the instrument.

Fair Value  December 31, 2015 December 31, 2014
Hierarchy Carrying Fairvalue Carrying Fair value
value value
Loans to customers 3 824,618 871,367 543,035 588,027
Deposits by customers 3 597,946 558,527 319,687 320,043

Fair value of the Group’s financial assets and financial liabilities measured at fair value on a
recurring basis.

Some of the Group's financial assets and financial liabilities are measured at fair value at the end of
each reporting period. The following table gives infarmation about how the fair values of these

financial assets and financial liabilities are determined (in particular, the valuation technigue(s) and
inputs used).
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31.

December December Fair value Valuationtechnique(s)and Significant Relationship
31,2015 31,2014 hierarchy key input{s}) unobservable of

input(s) unobservable
inputs to fair

value
Financial assets at 14,003 20,728 Level1 Quoted bid prices in an active N/A N/A
fair value through market.
profit or loss
(See Note 16)
Embedded 24,018 - Level3 Discounted cash flows N/A N/A
derivatives (See
Note 16)
Available-for-sale 10,017 8,382 Level1 AQuoted bid prices in an active N/A N/A
quoted market.
investments {See
Note 18)
Derivatives {See 1,295 208 Llevel 2 Discounted cash fiows. N/A N/A
Note 24) Future cash flows are

estimated based on forward
exchange rates (from
observable forward exchange
rates at the end of the
reporting period) and contract
forward rates, discounted at
a rate that reflects the credit
risk of counterparty.

CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that it will be able to continue as a going concern while
maximizing the return to stakeholders through the optimization of the debt and equity balance. The
management and shareholder have the intention to further develop the Group and the Group’s
management believes that the going concern assumption is appropriate for the Group due 1o its
sufficient capital adequacy and based on historical experience that short-term obligations will be
refinanced in the normal course of business.

The adequacy of the Group's capital is monitared using, among other measures, the ratios established
by the Basel Capital Accord 1988 and the ratios established by the NBG in supervising the Group.

Under the current capital requirements set by the NBG banks have to: (&) hold the minimum level of
share capital of GEL 12,000,000 (b) maintain a ratio of regulatory capital to risk weighted assets
("regulatory capital ratic") at or above a prescribed minimum of 12% and (¢} maintain a ratio of tier-1
capital to the risk-weighted assets (the 'Tier-1 capital ratio") at or above the prescribed minimum of
8%.

From June 2014, in addition to the above ratios, banks are also required to calculate capital
adequacy in accordance with the regulation on capital adequacy requirements for commercial banks
dated 28 October 2013 according which banks have to (a) maintain a ratio of common equity tier 1
capital to risk weighted assets at or above 7%, (b) maintain a ratio of tier 1 capital to risk weighted
assets at or above 8.5%, (c) maintain a ratio of regulatory capital to risk weighted assets at or above
10.5%.
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The following table analyzes the Bank’s regulatory capital resources for capital adequacy purposes
based on reports prepared in accordance with the NBG requirements. Ratios are calculated based on
Basel | requirements:

2015 2014

Share capital 114,430 114,430
Reserve funds 6,538 5938
Retained earnings 76,937 80,925
Less: intangible assets (3,242) (2,078)
Tier 1 capital 194,663 199,215
Profit for the period 19,361 35,345
Special funds 400 -
General provisions (maximum 1.25% credit and market risk weighted

assels) 12,612 8,184
Convertible subordinated loan 119,745 93,180
Subordinated debt (up to 50% of tier 1 capital) 67,656 35,408
Tier 2 capital (up to 100% tier 1 capital) 194,663 172,117
Less: investments in subsidiaries (4.422) (8,123)
Total regulatory capital 384,904 363,209
Risk weighted assets 1,375,756 835,738
Tier 1 capital adequacy ratio 14.15% 23.84%
Total regulatory capital adequacy ratio 27.98% 43.46%

As at December 31, 2015 and 2014, the Bank included in the computation of total regulatory capital for
capital adequacy purposes the convertible debt and subordinated debt received limited to 50% of
Tier 1 capital, respectivelly. In the event of bankruptcy or liquidation of the Bank, repayment of this
debt is subordinated to the repayments of the Bank's liabilities to all other creditors.

As at December 31, 2015 and 2014, the Bank included in the computation of total regulatory capital for
capital adequacy purposes the general provisions, limited to 1.25% of risk weighted assets.

Capital ratios in accordance with the National Bank of Georgia requirements under the new regulation
on capital adequacy are as following:

Common equity tier 1 capital 12.70%
Tier 1 capital 12.70%
Regulatory capital 24.80%

RISK MANAGEMENT POLICIES

Management of risk is fundamental to the Group’s banking business and is an essential element of
the Group’s operations. The main risks inherent to the Group’s operations are those related to the

following:

s Credit risk;

» Liguidity risk;

» Market risk;

« Operationai risk;
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To enable and apply high-performance risk policies, the Group has established a risk management
framework, whose main purpose is to protect the Group from unacceptable level of risk and allow it
to achieve its performance objectives. Through the risk management framework, the Group
manages the following risks:

Credit risk

The Group is exposed to credit risk which is the risk that one party to a financial instrument will fail to
discharge an obligation and cause the other party to incur a financial loss.

Risk management and monitoring is performed within set limits of authority. These processed are
performed by the Credit Committees and the Group’s Management Board. Before any application is
made by the Credit Committee, all recommendations on credit processes (borrower’s limits
approved, or amendments made to [oan agreements, etc.) are reviewed and approved by the service
centre’s risk-manager or the Risk Management Department. Daily risk management is performed by
the Heads of Credit Departments and Service Centre’s Credit Divisions.

The Group sfructures the level of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to industry segments. Limits on the
level of credit risk by a borrower, industry sector are approved by the Management Board. The
exposure to any one borrower including banks and brokers is further restricted by sub-limits covering
on and off-balance sheet exposures which are set by the Credit Committee. Actual exposures
against limits are monitored on a regular basis.

Where appropriate, and in the case of most loans, the Group obtains collateral and corporate and
personal guarantees. However, some partion of loans is personal lending, where no such facilities
can be obtained. Such risks are monitored on a continuous basis and subject to annual or more
frequent reviews.

Commitments to extend credit represent unused portions of credit in the form of loans, guarantees or
letters of credit. The credit risk on off-balance sheet financial instruments is defined as a probability
of losses due to the inability of counterparty to comply with the contractual terms and conditions.
With respect to credit risk on commitments to extend credit, the Group is potentially exposed to a
loss in an amount equal fo the total unused commitments. However, the likely amount of the loss is
less than the total unused commitments since most commitments to extend credit are contingent
upon customers maintaining specific credit standards. The Group applies the same credit policy to
the contingent liabilities as it does to the balance sheet financial instruments, i.e. the one based on
the procedures for approving the grant of loans, using limits to mitigate the risk, and current
monitoring. The Group monitors the term to maturity of off balance sheet contingencies because
longer term commitments generally have a greater degree of credit risk than short-term
commitments.

Credit risk assessment

To assess credit risk of exposures to the borrowers the Bank has developed methodology in
accordance with IFRS.

The Bank divides loan portfolio into individually significant and non-significant borrowers. individually
significant are borrowers which exposure exceeds 1% of Bank's fotal equity.

Individually significant borrowers are assessed individually using the specific methodology to
determine future cash flows discounted at original effective interest rate. In case of absence of
impairment signs, an individually assessed loan is provided for using the rate that is based on the
collective assessment applied to the same borrower category.
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Individual assessment methodology

Factors that the Bank considers in determining future cash flows include information about the
borrowers’ liquidity, solvency and business and financial risk exposures, levels of and trends in
delinquencies for similar financial assets and the fair value of coliaterals (real estate and deposit).

The Bank assesses fair value of the collaterals and for provision estimation purposes determines
liquidation value using different haircuts for different type of collaterals. Liguidation value further
discounted by applying 0.2; 0.4 and 0.5 discount factors to the real estate, movable property and
inventory, respectively.

Risk of defaulted exposure is reduced by discounted collateral liquidation value.
Methodology for collective assessment of portfolio

Collective assessment of portfolio was implemented using roll rates model. Portfolio was divided by
industry segments. Observation period for each segment was taken as two years from December
2013. During the observation period by the state of end of months and with account of exposure of
each loan, the one month migration matrixes were generated. In order to exclude portfolio growth
effect, the loans disbursed from December 2013 were excluded from the statistics.

Based on migration matrix probability of default was calculated for each segment. Default was
determined as 180 days overdue for corporate segments and 60/120 days for retail.

Loss given default is calculated per each segment. To incorporate expected recoveries, cash
recoveries and collateral recoveries (adjusted by expenditures related to collateral realization) is
calculated.

Maximum exposure of credit risk

The Group exposure to credit risk has increased significantly over the past year, following the
general market development Nonetheless this growth of the exposure was not accompanied by
deterioration of the performance indicators of the banks portfolio.

The following table presents the maximum exposure to credit risk of balance sheet and off balance
sheet financial assets. For financial assets in the balance sheet, the maximum exposure is equal to
the carrying amount of those assets prior to any offset or collateral. The Group’s maximum exposure
to credit risk under contingent liabilities and commitments to extend credit, in the event of non-
performance by the other party where all counterclaims, collateral or security prove value less, is
represented by the contractual amounts of those instrumenits.

Pecember 31, December 31,
2015 2014
Due from financial institutions 2,192 4,882
Loans to customers 824,618 543,035
Held to maturity investmants 18,919 10,768
Other financial assets 7.691 8,667
Guarantees issued and simitar commitmenis 57,135 26,412
Commitments on loans and unused credit lines 26,509 26,928

Off-balance sheet risk

The Group applies fundamentally the same risk management policies for off-balance sheet risks as it
does for its on-balance sheet risks. In the case of commitments to lend, customers and counterparties
will be subject to the same credit management policies as for loans and advances. Collateral may be
sought depending on the strength of the counterparty and the nature of the transaction.
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Geographical concentration

The Assets and Liabilities Committee {"ALCO") exercises control over the risk in the legislation and
regulatory arena and assesses its influence on the Group's activity. This approach allows the Group
to minimize potential losses from the investment climate fluctuations in Georgia.

The geographical concentration of assets and liabilities is set out below:

Georgia Other OECD Becember 31,

non-CECD countries 2015

countries Total
FINANCIAL ASSETS
Cash and cash equivalent 89,140 84,507 24 73,671
Mandatory cash balance with the NBG 76,835 - - 76,835
Financial assets at fair value through profit or foss - - 38,111 3811
Due from financial institutions 277 - 1,915 2,192
Loans to customers 796,337 14 28,267 824,618
Available-for-sale investments 59 - 9,958 10,017
Held to maturity investments 18,919 - - 18,919
Other financial assets 6,816 875 - 7,691
TOTAL FINANCIAL ASSETS 988,383 85,396 78,275 1,152,054
FINANCIAL LIABILITIES
Deposits by banks 55,251 6 - 55,257
Deposits by customers 568,240 24,035 5,671 597,946
Other borrowed funds 41,911 - - 41,911
Other financial liabilities 1,140 2,933 1,263 5,336
Subordinated debt 188,744 - - 188,744
TOTAL FINANCIAL LIABILITIES 855,286 26,974 6,934 889,194
NET POSITION 133,097 58,422 71,341

Georgia Other OECD December 31,

non-OECD countries 2014

countries Total
FINANCIAL ASSETS
Cash and cash equivalents 72,751 10,720 165 83,636
Mandatory cash balance with the NBG 43,120 - - 43,120
Financial assets at fair value through profit or loss - - 20,728 20,728
Due from financial institutions 693 - 4,199 4,892
Loans to customers 534,990 1,113 6,932 543,035
Available-for-sale investments 59 - 8,382 8,441
Held to maturity investments 10,768 - - 10,768
Other financial assets 8,606 61 - 8,667
TOTAL FINANCIAL ASSETS 670,987 11,894 40,406 723,287
FINANCIAL LIABILITIES
Deposits by banks 50 4 - 54
Deposits by customers 301,225 7,127 11,335 319,687
Other borrowed funds 5,324 - - 5324
Other financial liabilities 253 1,058 1415 2,727
Subordinated debt 135,402 - - 135,402
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TOTAL FINANCIAL LIABILITIES 442,254 8,190 12,750 463,194
NET POSITION 228,733 3,704 27,656
Collateral

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, guaraniees, vehicles and equipment;
» For retail lending, mortgages over residential properties, guarantees, vehicles and equipment.

During the year, the Group took possession of assets with a carrying value of GEL 23 at the statement
of financial position date, which the Group is in the process of selling.

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 impairment losses.

At December 31, 2015 the fair value of collateral that the Group holds relating to loans individually

determined to be impaired amounts to GEL 212,469, The collateral consists of real estate, vehicles,
equipment inventory, deposit and others.
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Credit quality by classes of financial assets

As at December 31, 2015:

Cash and cash equivalents

Mandatory cash balance with the

NBG

Financial assets at fair value
through profit or loss

Due from financial institutions
Loans to customers
Available-for-sale investments
Held to maturity investments
Other financial assets

As at December 31, 2014:

Cash and cash equivalents
Mandatory cash balance with the
NBG

Financial assets at fair value
through profit or loss

Due from financial institutions
Loans to customers
Available-for-sale investments
Held to maturity invesiments
Other financial assets

Neither past due Past due but

nor individually
impaired

173,671
76,835

38,111
2,192
678,015
10,017
18,918
7,691

Neither past due
nor individually
impaired

83,638
43,120

20,728
4,892
399,580
8,441
10,768
8,667

Credit quality by class of financial assets

not

individually

impaired

78,484

Past due but

not

individually

impaired

Individually
impaired

135,285

Individually
impaired

127,361

{Impairment
allowance)

(67,166)

{Impairment
allowance)

(31,359)

Total
December
31,2015

173,671
76,835

38,111
2,192
8524618
10,017
18,919
7.691

Total
December
31, 2014

83,8636
43,120

20,728
4,892
543,035
8,441
10,768
8,867

Financial assets are graded according to the current credit rating they have been issued by an

internationally regarded agency such as Fitch. The highest possible rating is AAA. Investment grade
financial assets have ratings from AAA to BBB. Financial assets which have ratings lower than BBB
are classed as speculative grade.

As at December, 31 2015 and 2014 the balances with the NBG (including mandatory cash balance)
amounted to GEL 89,566 and GEL 49,927, respectively. The credit rating of Georgia according to
the international rating agencies corresponded to investment level BB-.
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The following tabie details credit ratings of financial assets held by the Group as at December 31,

2015:
AAA AA A BBB <BBB Not Total at
rated December
31, 2015
Cash and cash equivalents - - 48,887 12,027 20,254 92,503 173,671
Mandatory cash balance with the - - - - 76,835 - 76,835
NBG
Financial assets at fair value b5 - 277 201 183 37,395 38,111
through profit or loss
Due from financial institutions - - 1,916 250 - 26 2,182
Loans to customers - - - - - 824618 824618
Available-for-sale investments - - 9,958 - - 59 10,017
Held to maturity investments - - - - 18,819 - 18,8189
Cther financial assets - - B - - 7,691 7,681
As at December 31, 2014:
AAA AA A BBB <BBB Not Total at
rated December
31, 2014
Cash and cash equivalents - 5,543 4,501 49,336 6,807 17,449 83,636
Mandatory cash balance with the
NBG - - - - 43120 - 43,120
Financial assets at fair value
through profit or loss 55 - 277 201 183 20,012 20,728
Due frem financial institutions - - 4,168 - 641 83 4 892
Loans to customers - - - - - 543,035 543,035
Available-for-sale investments - - 8,382 - - 59 8,441
Meld to maturity investments - - - - 10,768 - 10,768
Other financial assets - - - - - 8,667 8,667

Financial assets other than loans to customers are graded according to the current credit rating they
have been issued by an internationally regarded agency such as Fitch, Standard & Poor's and
Moody's.

The Group enters into numerous transactions where the counterparties are not rated by international
rating agencies. The Group has developed internal models, which allow it to determine the rating of
counterparties. A methodology to determine credit ratings of borrowers has been developed in the
Group to assess borrowers based on financial strength, purposeful use of funds and collateralization
which in turn are weighted against different risk measures. Based on these three indicators the Bank
calculates overall loan stability and customer ratings.

Renegotiated loans to customers

Loans to customers are generally renegotiated either as part of an ongoing customer relationship or in
response to an adverse change in the circumstances of the borrower. In the latter case, renegotiation
can result in an extension of the due date of payment or repayment plans under which the Bank offers
a concessionary rate of interest to genuinely distressed borrowers. This will result in the asset
continuing to be overdue and will be individually impaired where the renegotiated payments of interest
and principal will not recover the original carrying amount of the asset. In other cases, renegotiation will
lead to a new agreement, which is treated as a new loan.
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Carrying amount by class of financial assets whose terms have been reneqgotiated:

The table below shows the carrying amount of renegctiated financial assets, by class:

Financial asset class December 31, December 31,
2015 2014
Loans to customers 22.895 89,413

The banking industry is generally exposed to credit risk through its loans to customers and inter bank
deposits. With regard to the loans to customers this risk exposure is concentrated within Georgia.
The exposure is monitored on a regular basis to ensure that the credit limits and credit worthiness
guidelines established by the Group's risk management policy are not breached.

Liquidity risk
Liquidity risk management

Ligquidity risk refers to the availabifity of sufficient funds to meet deposit withdrawals and other financial
commitments associated with financial instruments as they actually fall due.

The Assets and Liabilities Committee (*ALCO") controls these types of risks by means of maturity
analysis, determining the Group’s strategy for the next financial period. Current liquidity is managed

by the Treasury Department, which deals in the money markets for current liquidity support and cash
flow optimization.

In order to manage liquidity risk, the Group performs daily monitoring of future expected cash flows
on clients’ and banking operations, which is a part of assets/liabilities management process.

The Management Board sets limits on the minimum proportion of maturing funds available to meet
deposit withdrawals and on the minimum level on interbank and other borrowing facilities that should
be in place to cover withdrawals at unexpected levels of demand.

Further is analysis of liquidity and interest rate risks:

(a) term to maturity of financial liabilities, that are not derivatives, calculated for non-discounted cash
flows on financial liabilities (main debt and interests) on the earliest date, when the Group wilt be
liable to redeem the liability;

{b) term to maturity of financial liabilities, that are derivatives, calculated for non-discounted cash

flows on financial liabilities on the earliest date, when the Group will be liable to redeem the liability;
and

{c) estimated term till maturity of financial assets, that are not derivatives, calculated for non-
discounted cash flows on financial assets (including interests), which will be received on these
assets based on contractual terms of maturity, except the cases when the Group expects that cash
flows will be received in the different time.

An analysis of the liquidity by classes of financial assets and financial liabilities, and interest rate
risks is presented in the following table. The presentation below is based upon the information
provided internally to key management personnel of the Group.
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FINANCIAL ASSETS

Cash and cash equivalents

Mandatory cash balance with the

NBG

Due from financial institutions
Loans to customers

Held to maturity investments

Total interest bearing
financial assets

Cash and cash equivalents
Financial assets at fair value
through profit ar loss

Due from financial institutions
Available-for-sale investments
Cther financial assets

Total non-interest bearing
financial assets

Total financial assets
FINANCIAL LIABILITIES
Deposits by customers
Due to banks

Subordinated debt
Other borrowed funds

Total interest bearing
financial liabilities

Deposits by banks
Deposits by customers
Other financial liabilities

Total non-interest bearing
financial liabilities

Total financial liabilities
Interest sensitivity gap

Cumulative interest sensitivity
dap

Liquidity gap

Cumulative liquidity gap
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Upto i1monthto 3monthto 1yearto Over December
1 month 3 months 1 year 5 years 5years 3, 2015
Total
55,086 12,768 - - - 67,854
76,835 - - - - 76,835
- - 276 - - 278
93,908 26,782 213,548 380,921 109,461 824,618
1,995 5,428 7,740 3,756 - 18,919
227,824 44,978 221,562 384,677 109,461 988,502
105,817 - - - - 105,817
38,111 - - B - 38,111
- - - - 1,916 1,816
- - - 10,017 - 10,017
4,180 774 2,663 53 21 7,691
148,108 774 2,663 10,070 1,937 163,552
375,932 45,752 224,225 394,747 111,398 1,152,054
124,301 - 57,000 - - 181,301
- 8,541 26 - - 8,567
108 - - “ 188,638 188,744
- 15,567 - 26,344 - 41,911
124,409 24,108 57,026 26,344 188,636 420,523
46,690 - - - - 46,690
147,490 22,770 234,167 8,968 3,250 416,645
2,060 838 2,438 - - 5,336
196,240 23,608 236,605 8,968 3,250 468,671
320,649 47,716 293,631 35312 191,886 889,194
103.415 20,870 164,536 358,333 {(79,175)
103,415 124,285 288,821 647,154 567,979
55,283 {1,964) (69,408) 359,435 {80,488)
55,283 53,319 {16,087) 343,348 262,860
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FINANCIAL ASSETS

Cash and cash equivalents
Mandatory cash balance with the
NBG

Due from financial institutions
Loans to customers
Held to maturity investments

Total interest bearing
financial assets

Cash and cash equivalents
Financial assets at fair value
through profit or loss

Due from financial institutions
Available-for-sale investments
Other financial assets

Total non-interest bearing
financial assets

Total financial assets
FINANCIAL LIABILITIES
Deposits by customers
Subordinated debt

Other borrowed funds

Total interest bearing
financial liabilities

Deposits by banks
Deposits by customers
Cther financial liabilities

Total non-interest bearing
firancial liabilities

Total financial liabilities

Interest sensitivity gap

Cumulative interest sensitivity
gap

Liquidity gap

Cumulative liquidity gap

Upto 1monthto 3monthte 1yearto Over December
1 month 3 months 1 year 5 years Syears 31, 2014
Total
56,022 - - - - 56,022
43,120 - - - - 43,120
- - 250 - - 250
64,858 22,613 143,380 201,172 111,012 543,036
1,495 3,944 4,852 477 - 10,768
165,495 26,557 148,482 201,649 111,012 653,195
27,614 - - - - 27,614
20,728 - - - - 20,728
474 814 - 1,864 1,490 4,642
- - - 8,441 - 8,441
3,078 772 4,735 49 35 8,667
51,892 1,586 4,735 10,354 1,525 70,082
217,387 28,143 153,217 212,003 112,537 723,287
42,361 24,625 107,054 159 278 174,477
78 - - 27,954 107,370 135,402
13 - - 5311 - 5,324
42,452 24,625 107,054 33,424 107,648 315,203
54 - - - - 54
131,043 2,040 12,051 26 50 145,210
255 1,181 1,281 - - 2,727
131,352 3,221 13,342 26 50 147,991
173,804 27,846 120,396 33,450 107,698 463,194
123,043 1,932 41,428 168,225 3,364
123,043 124,975 166,403 334,628 337,992
43,583 297 32,821 178,553 4,839
43,583 43,880 76,701 255,254 260,093

An analysis of liquidity and interest rate risk is presented in the following table. The presentation
below is based upon the information provided internally to key management personnel of the Group.
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The amounts disclosed in these tables do not correspond to the amounts recorded in the
consolidated statement of financial position as the presentation below includes a maturity analysis
for financial assets and liabilities that indicates the total remaining contractual payments {including
interest payments), which are not recognized in the ¢onsolidated statement of financial position
under the effective interest rate method.

Weighted Upto 1monthto 3monthto 1yearto QOver December
average 1month 3 months 1 year 5years 5 years 31, 2015

effective Total

interest rate
FINANCIAL ASSETS
Cash and cash equivalents 55,086 12,768 - - - 67,854
Mandatery cash balance
with the NBG 76,835 - - - - 76,835
Due from financial
institutions 9.50% - - 276 - - 276
Loans to customers 10.53% 107,801 38,025 265,276 535,831 130,955 1,077,888
Held to maturity investments  9.21% 2,000 5,500 8,000 4,000 - 19,500
Total interest bearing
financial assets 241,722 56,293 273,552 539,831 130,955 1,242,353
Cash and cash equivalents 105,817 - - - - 105,817
Financial assets at fair value
through profit or loss 38,111 - - - - 38,1114
Due from financial
institutions - - - - 1,916 1,916
Available-for-sale
investments - - - 10,017 - 10,017
Other financial assets 4,180 774 2,663 53 21 7,691
Total non-interest bearing
financial assets 148,108 774 2,663 13,070 1,837 163,552
TOTAL FINANCIAL
ASSETS 389,830 57,067 276,215 549,901 132,882 1,405,905
FINANCIAL LIABILITIES
Deposits by customers 5.75% 140,638 83,964 176,309 6,289 629 407,829
Deposits by banks 3.13% - 8,615 38 - - 8,653
Subordinated debt 6.00% 704 1,803 8,469 56,251 237,866 305,193
Other borrowed funds 6.00% 157 15,875 1,191 32,671 - 49,894
Total interest bearing
financial liabilities 141,499 110,357 186,007 95,211 238,495 771,569
Deposits by banks 46,690 - - - - 46,690
Deposits by customers 181,301 - - - - 181,301
Other financial liabilities 2,060 £38 2,438 - - 5,336
Total non-interest bearing
financial liabilities 230,051 838 2,438 - “ 233,327
TOTAL FINANCIAL
LIABILITIES 371,550 111,195 188,445 95,211 238,495 1,004,896
Guarantees issued 731 9,319 24,347 22,738 - 67,135
Letters of credit - 640 - - - 640
Unused credit line 4,916 65 5977 3,556 11,995 26,509
TOTAL FINANCIAL
LIABILITIES AND
COMMITMENTS 377,197 121,219 218,769 121,505 250,490 1,089,180
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Weighted Upto 1 monthto 3monthto 1 yearto Over December
average 1month 3 months 1 year Syears § years 31, 2014
effective Total
interest rate
FINANCIAL ASSETS
Cash and cash equivalents 56,022 - - - - 56,022
Mandatory cash balance
with the NBG 43120 - - - - 43,120
Due from financial
institutions 3.24% - - 268 - - 268
Leans to customers 12.02% 66,531 30,184 182,072 293,045 141,304 713,136
Held to maturity investments  4.35% 1,500 3,971 4,928 500 - 10,889
Total interest bearing
financial assets 167,173 34,155 187,268 293,545 141,304 823,445
Cash and cash equivalents 27,644 - - - - 27,614
Financial assets at fair value
through profit or loss 20,728 - - - - 20,728
Due from financial
institutions 474 814 - 1,864 1,490 4,642
Avzilable-for-sale
investments - - - 8,441 - 8,441
Other financial assels 3,076 772 4,735 49 35 8,667
Total non-interest bearing
financial assets 51,892 1,586 4,735 10,354 1,525 70,092
TOTAL FINANCIAL
ASSETS 219,065 35,741 192,003 303,899 142,829 893,537
FINANCIAL LIABILITIES
Deposits by customers 4.85% 42,364 24,859 109,828 232 305 177,588
Subordinated debt 6.00% 409 1,576 6,850 58,682 142,291 209,808
Other borrowed funds 6.00% 28 52 5,485 5,565
Total interest bearing
financial liabilities 42,801 26,487 122,163 58,914 142,596 392,961
Deposits by banks 54 - - - - 54
Deposits by customers 131,043 2,040 12,051 26 50 145,210
Other financial liabilities 255 1,181 1,291 - - 2,727
Total non-interest bearing
financial liabilities 131,352 3,221 13,342 26 50 147,991
TOTAL FINANCIAL
LIABILITIES 174,153 29,708 135,505 58,940 142,646 540,952
Guarantees issued 2,767 4,487 8,527 9,631 - 26,412
Letters of credit 814 - 634 - - 1,448
Unused credit line 3,409 593 6,949 5,923 8,506 25,480
TOTAL FINANCIAL
LIABILITIES AND
COMMITMENTS 181,143 34,888 162,615 74,494 151,152 594,292
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Market risk

Market risk is the risk that the Group’s earnings or capital or its ability to meet business objectives
will be adversely affected by changes in the level or volatility of market rates or prices. Market risk
covers interest rate risk, currency risk and other pricing risks that the Group is exposed to. There
have been no changes as fo the way the Group measures risk or to the risk it is exposed or the
manner in which these risks are managed and measured.

The Group is exposed to interest rate risks as the Group borrows funds at both fixed and floating
rates. The risk is managed by the Group maintaining an appropriate mix between fixed and floating
rate borrowings.

The ALCO also manages interest rate and market risks by matching the Group’s interest rate position,
which provides the Group with a positive interest margin. The Department of Financial Supervision
conducts monitoring of the Group's current financial performance, estimates the Group's sensitivity
to changes in interest rates and its influence on the Group's profitability.

The majority of the Group’s loan contracts and other financial assets and liabilities that bear interest
are either variable or contain clauses enabling the interest rate to be changed at the option of the
lender. The Group monitors its interest rate margin and consequently does not consider itself
exposed to significant interest rate risk or consequential cash flow risk.

Interest rate sensitivity

The Group manages fair value interest rate risk through periodic estimation of potential losses that
could arise from adverse changes in market conditions. The Department of Financial Supervision
conducts monitoring of the Group's current financial performance, estimates the Group's sensitivity to
changes in fair value interest rates and its influence on the Group’s profitability.

The following table presents a sensitivity analysis of interest rate risk, which has been determined
based on “reascnably possible changes in the risk variable”. The level of these changes is determined
by management and is contained within the risk reports provided to key management personnel.

Impact of interest rate 2 basis points changes on profit before tax and equity based on financial
assets and liabilities values as at December 31, 2015; and 2014 were as following:

December 31, 2015 December 31, 2014
Interest rate  Interestrate Interestrate Interest rate
+5% 5% +5% -5%
Net impact on profit before tax 28,399 (28,399} 16,900 (16,900}
Net impact on equity 24,139 (24,139) 14,365 (14,365)

Currency risk

Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates. The Group is exposed to the effects of fluctuations in the
prevailing foreign currency exchange rates on its financial position and cash flows.

The ALCO controls currency risk by management of the open currency position on the estimated
basis of Georgian Lari devaluation and other macroeconomic indicators, which gives the Group an
opportunity to minimize losses from significant currency rates fluctuations toward its national
currency. The Treasury Department performs daily monitoring of the Group’s open currency position
with the aim to match the requirements of the National Bank of Georgia.

The Group’s open positions by the major currencies in which it helds the assets and liabilities are
presented below:

GEL usb EUR Cther December
Ush1= EUR T = currency 31, 2018
GEL 2.3949 GEL 2.6169 Total
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NON-DERIVATIVE FINANCIAL ASSETS

Cash and cash equivalents 36,469 84,934 51,761 507 173,671
Mandatory cash balance with the NBG - 72,609 4,226 - 76,835
Financial assets at fair value through profit

or loss 24,019 14,004 - 88 38,111
Due from financial institutions 250 1,916 26 - 2,192
Loans to customers 209,011 603,269 12,338 - 824,618
Available-for-sale investments 60 9,957 - - 10,017
Held to maturity investments 18,919 - - - 18,819
Other financial assets 1,759 5,013 919 - 7,691
TOTAL NON-DERIVATIVE FINANCIAL

ASSETS 290,487 791,702 69,270 595 1,152,054
NON-DERIVATIVE FINANCIAL

LIABILITIES

Deposits by banks 57 10,038 45,162 - 55,257
Deposits by customers 58,106 510,888 28,541 431 597,946
Other borrowed funds 41,911 - - - 41,911
Other financial liabilities 794 3,509 1,033 - 5,336
Subordinated debt - 988,744 - - 188,744
TOTAL NON-DERIVATIVE FINANCIAL

LIABILITIES 100,868 713,159 74,736 431 889,194

OPEN BALANCE SHEET POSITION 189,619 78,543 {5,466} 164

Derivative financial instruments:
Gross settled:

- CUITency swaps 59,382 {60,678) - -

OPEN POSITION 249,001 17,865 (5,466) 164
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GEL usp EUR Gther December
usb 1= EUR1= currency 31, 2014
GEL1.8636 GEL 2.2656 Total
NON-DERIVATIVE FINANCIAL ASSETS
Cash and cash equivalents 65,798 16,375 6,880 583 83,636
Mandatory cash balance with the NBG - 40,809 2,311 - 43120
Financial assets at fair value through profit
or loss - 20,645 - 83 20,728
Due from financial institutions 692 3,386 814 - 4,892
Loans to customers 194,319 340,153 8,563 - 543,035
Available-for-sale investments 60 8,381 - - 8,441
Held to maturity investments 10,768 - - - 10,768
Other financial assets 6,018 2,582 67 - 8,667
TOTAL NON-DERIVATIVE FINANCIAL
ASSETS 277,655 426,331 18,635 666 723,287
NON-DERIVATIVE FINANCIAL
LIABILITIES
Deposits by banks 26 28 - - 54
Deposits by customers 52,502 251,059 15,802 324 319,687
Other borrowed funds 5,324 - - - 5,324
Other financial liabilities 45 2,474 - - 2,519
Subordinated debt - 135,402 - - 135,402
TOTAL NON-DERIVATIVE FINANCIAL
LIABILITIES 57,897 388,963 15,802 324 462,986
OPEN BALANCE SHEET POSITION 219,758 37,368 2,833 342
Derivative financial instruments:
Gross settled:
- currency swaps 10,686 (10,884) - -
OPEN POSITION 230,444 26,474 2,833 342

Currency risk sensitivity

The following table details the Group's sensitivily to a 30% increase and decrease in the USD
against the GEL. 30% is the sensitivity rate used when reporting foreign currency risk internally to
the key management personnel and represents the management's assessment of the reasonably
possible change in foreign exchange rates. The sensitivity analysis includes only outstanding foreign
currency denominated monetary items and adjusts their translation at the period end for a 30%
change in foreign currency rates.

impact on net profit and equity based on asset values as at December 31, 2015 and 2014;

December 31, 2015 December 31, 2014
GELYUSD GEL/USD GEL/USD GEL/USD
+30% -30% +30% -30%
tmpact on profit or loss before tax 22,204 (22,204) 7.942 (7,942)
impact en equity 18,873 (18,873) 6,751 (6,751)
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33.

Limitations of sensitivity analysis

The above tables demonstrate the effect of a change in a key assumption while other assumptions
remain unchanged. In reality, there is a correlation between the assumptions and other factors. It
should also be noted that these sensitivities are non-linear, and larger or smaller impacts should not
be interpolated or extrapolated from these results.

The sensitivity analyses do not take into consideration that the Group’s assets and liabilities are
actively managed. Additionally, the financial pasition of the Group may vary at the time that any
actual market movement occurs. For example, the Group’s financial risk management strategy aims
to manage the exposure to market fluctuations. As investment markets move past various trigger
levels, management actions could include selling investments, changing investment portfolio
allocation and taking other protective action. Consequently, the actual impact of a change in the
assumptions may not have any impact on the liabilities, whereas assets are held at market value in
the consolidated statement of financial position. In these circumstances, the different measurement
bases for liabilities and assets may lead to volatility in shareholder equity.

Other limitations in the above sensitivity analyses include the use of hypothetical market movements
to demonstrate potential risk that only represent the Group’s view of possible near-term market
changes that cannot be predicied with any certainty; and the assumption that all interest rates move
in an identical fashion.

Price risk

Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in
market prices whether those changes are caused by factors specific to the individual security or its
issuer or factors affecting all securities traded in the market. The Group is exposed to price risks
of its products which are subject to general and specific market fluctuations.

The Group manages price risk through periodic estimation of potential losses that could arise from
adverse changes in market conditions and establishing and maintaining appropriate stop-loss limits
and margins and collateral requirements. With respect to undrawn loan commitments the Group is
potentially exposed o a loss of an amount equal to the total amount of such commitments. However
the likely amount of a loss is less than that, since most commitments are contingent upon certain
conditions set out in the loan agreements.

Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external events.
When controls fail to perform, operational risks can cause damage to reputation, have legal or
regulatory implications, or lead to financiat loss. The Group cannot expect to eliminate all operational
risks, but it endeavors to manage these risks through a control framework and by monitoring and
responding to potential risks. Controls include effective segregation of duties, access, authorization
and reconciliation procedures, staff education and assessment processes.

SUBSEQUENT EVENTS

There were no significant events after the reporting period.
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