


























































































































































































































































































































BasisBank Group
Notes to the Consolidated and Separate Financial Statements — 31 December 2017

33 Financial Risk Management (Continued)

The Group’s risk management reviews the ageing analysis of outstanding loans and follows up on past due
balances. Management, therefore, considers it appropriate to provide ageing and other information about
credit risk as disclosed in Note 10.

Management monitors and discloses concentrations of credit risk by obtaining reports listing exposures to
one single borrower and single borrowers’ group, related party concentrations, large borrowers’ group
Concentrations, sector concentrations. Refer to Note 10.

The Group uses the following steps to measure and manage credit risk:

- Establishment of an appropriate credit risk management environment. This is achieved through
written Credit Policy and Credit Manual related to target markets, portfolio mix, price and non-price
terms, the structure of limits, approval authorities and exception processing and reporting.

- Operating under a sound credit-granting process. This involves the consideration of a number of
elements in credit granting, including, but not limited to: segregation of duties between loan
origination, approval, disbursement, and monitoring processes and procedures; prudent analysis
of the borrowers’ financial position; conservative assessment of sufficiency of collateral (e.g. Loan-
to-Value ratio).

Maintenance of appropriate credit administration, measurement and monitoring processes. This
involves regular monitoring of a number of key items related to the condition of individual borrowers.
These items include the current financial condition of the borrower or counterparty, compliance with
existing covenants’, collateral coverage relative to the borrower’s current condition, and contractual
payment delinquencies. Also it involves monitoring of levels of credits in the credit portfolio to
specific types of borrowers to avoid concentrations of risk. Such concentrations occur when there
are high levels of direct or indirect credits to a single counterparty, a group of connected
counterparties, or a particular industry or economic sector. Lastly, The Bank is using appropriate
credit administration, measurement and monitoring processes which involves certain key areas in
the process of stress testing to help the bank identify possible events or economic changes that
could affect the bank’s credit exposures and assess its ability to withstand such changes.

- Maintenance of appropriate portfolio quality reporting: Portfolio quality and lending limits
determined by Credit Policy are regularly followed by the Credit Risk Management as control
function and presented to the management of the Bank via portfolio reporting. Portfolio report
contains information about the distribution of the portfolio over the rating classes, amounts in
delays, and exposures by sectors.

Credit risk for off-balance sheet financial instruments is defined as the possibility of sustaining a loss as the
result of another party to a financial instrument failing to perform in accordance with the terms of the
contract. The Group uses the same credit policies in assuming conditional obligations as it does for on-
balance sheet financial instruments, through established credit approvals, risk control limits and monitoring
procedures.

Market risk. The Group takes on exposure to market risks. Market risks arise from open positions in
(a) currency, (b) interest rates and (c) equity products, all of which are exposed to general and specific
market movements. Management sets limits on the value of risk that may be accepted, which is monitored
on a daily basis. However, the use of this approach does not prevent losses outside of these limits in the
event of more significant market movements.

Currency risk. In respect of currency risk, management sets limits on the level of exposure by currency
and in total for both overnight and intra-day positions, which are monitored daily.

The open currency position may cause substantial losses depending on the extent of difference and a
change in exchange rate. In respect of currency risk, management sets limits on the level of exposure by
currency and in total for both overnight and intra-day positions, which are monitored daily. General open
currency position limits are set to minimize this risk insomuch as such change may adversely affect the
Bank revenues, equity, liquidity and creditworthiness.
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33 Financial Risk Management (Continued)

The open currency position is calculated and maintained on a daily basis. In the event of any violation, the
Bank must perform balancing operations to bring the parameter within the approved limits. General open
currency positions is a consolidated on-balance sheet and off-balance sheet position which must fall within
the limits set by NBG, which is 20% of regulatory capital.

However, ALCO introduces intra-day and overnight open currency position limits in aggregate and for
individual currencies, within which the Bank may operate. Such limits are reviewed by ALCO from time to
time to respond to market conditions. Bank’s internal limits are significantly lower than the limits set by the
NBG. Current limit equals 5% of the regulatory capital. The Group monitors under ICAAP framework it is
exposure to currency risk, according 99% confidence level VaR at 10 day holding period.

The table below summarises the Group’s exposure to foreign currency exchange rate risk at the end of the
reporting period:

At 31 December 2017 At 31 December 2016

Monetary Monetary Net Monetary Monetary Net

In thousands of financial financial position financial financial position
Georgian Lari assets liabilities assets liabilities

Georgian Lari 437,991 (225,755) 212,236 357,249 (175,036) 182,213
US Dollars 731,642 (730,753) 889 558,625 (555,110) 3,515
Euros 65,693 (65,509) 184 24,051 (24,010) 41
Other 632 (586) 46 415 (420) (5)
Total 1,235,958 (1,022,603) 213,355 940,340 (754,576) 185,764

The above analysis includes only monetary assets and liabilities. Investments in equities and non-monetary
assets are not considered to give rise to any material currency risk.

The following table presents sensitivities of profit or loss and equity to reasonably possible changes in
exchange rates applied at the end of the reporting period relative to the functional currency of the respective
Group entities, with all other variables held constant:

At 31 December 2017 At 31 December 2016

In thousands of Impact on profit or Impact on profit or

Georgian Lari loss loss

US Dollar strengthening by 20% (2016: strengthening by 178 596
20%)

US Dollar weakening by 20% (2016: weakening by 20%) (178) (596)

Euro strengthening by 20% (2016: strengthening by 20%) 37 7

Euro weakening by 20% (2016: weakening by 20%) (37) )

The exposure was calculated only for monetary balances denominated in currencies other than the
functional currency of the respective entity of the Group. The Group’s exposure to currency risk at the end
of the reporting period is not representative of the typical exposure during the year. The following table
presents sensitivities of profit and loss and equity to reasonably possible changes in exchange rates applied
to the average exposure to currency risk during the year, with all other variables held constant:
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Average exposure Average exposure

during 2017 during 2016

In thousands of Impact on profit or Impact on profit or

Georgian Lari loss loss
US Dollar strengthening by 20% (2016: strengthening by 34 87

20%)

US Dollar weakening by 20% (2016: weakening by 20%) (34) (87)
Euro strengthening by 20% (2016: strengthening by 20%) Q) )
Euro weakening by 20% (2016: weakening by 20%) 1 2)

Interest rate risk. The Group takes on exposure to the effects of fluctuations in the prevailing levels of
market interest rates on its financial position and cash flows. Interest margins may increase as a result of
such changes, but may reduce or create losses in the event that unexpected movements arise.
Management monitors on a daily basis and sets limits on the level of mismatch of interest rate repricing
that may be undertaken.

The table below summarises the Group’s exposure to interest rate risks. The table presents the aggregated
amounts of the Group’s financial assets and liabilities at carrying amounts, categorised by the earlier of
contractual interest repricing or maturity dates:

Demand From1lto From6to Morethan Non- Total
and less 6 months 12 months lyear monetary
than
In thousands of Georgian Lari 1 month
31 December 2017
Total financial assets 306,156 172,509 192,159 382,545 135,395 1,188,764
Total financial liabilities 353,803 311,399 136,949 31,548 182,057 1,015,756
Net interest sensitivity gap at (47,647) (138,890) 55,210 350,997 (46,662) 173,008
31 December 2017

31 December 2016
Total financial assets 86,185 81,894 107,729 436,815 189,928 902,551
Total financial liabilities 81,927 239,590 130,489 52,854 246,120 750,980
Net interest sensitivity gap at 4,258 (157,696) (22,760) 383,961 (56,192) 151,571

31 December 2016

Most of interest bearing assets and liabilities are placed at fixed rates, part of loans and advances to
customers and borrowings are based on floating interest rates. 31 December 2017, if interest rates at that
date had been 200 basis points lower (2016: 200 basis points lower) with all other variables held constant,
profit for the year would have been GEL 277 thousand higher (2016: GEL 440 thousand higher), mainly as
a result of lower interest expense on variable interest liabilities by GEL 943 thousand which exceed
decrease in interest income from floating rate loans by GEL 666 thousand. (2016: mainly as a result of
lower interest expense on variable interest liabilities).

If interest rates had been 200 basis points higher (2016: 200 basis points higher), with all other variables
held constant, profit would have been GEL 277 thousand lower (2016: GEL 440 thousand lower), mainly
as a result of higher interest expense on variable interest liabilities which exceed growth of interest income
from floating rate loans (2016: mainly as a result of higher interest expense on variable interest liabilities).
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The Group monitors interest rates for its financial instruments. The table below summarises interest rates
at the respective reporting date based on reports reviewed by key management personnel. For securities,
the interest rates represent yields to maturity based on market quotations at the reporting date:

2017 2016

GEL USsD Euro GEL USsD Euro
Assets
Cash equivalents 2.0% 1.0% - 5.1% 0.1% -
Mandatory cash balances with the NBG - 1.0% -0.6% - 0.3% -0.4%
Due from other banks 4.0% - - - - -
Loans and advances to customers 11.8% 8.7% 7.1% 10.2% 9.9% 8.5%
Bonds carried at amortized cost 8.0% - - 8.4% - -

Repurchase receivables - - - - - -
Other financial assets - - - - - -

Liabilities

Due to other banks 7.4% - - 7.4% 3.5% -
Customer accounts 7.0% 3.1% 1.9% 6.8% 3.7% 3.1%
- current and settlement accounts 7.3% 3.4% 0.9% 6.3% 3.7% 0.6%
- term deposits 6.5% 3.0% 2.0% 7.3% 3.7% 3.3%
Other financial liabilities - - - - - -
Borrowings from banks and other - 6.0% -

financial institutions - 5.0% 3.8%

The sign “-“ in the table above means that the Group does not have the respective assets or liabilities in
the corresponding currency.

The Group is exposed to prepayment risk through providing fixed or variable rate loans, including
mortgages, which give the borrower the right to repay the loans early. The Group’s current year profit loss
and equity at the end of the current reporting period would not have been significantly impacted by changes
in prepayment rates because such loans are carried at amortised cost and the prepayment right is at, or
close to, the amortised cost of the loans and advances to customers (2016: no material impact).

The management of interest rate risk is regulated by the Assets and Liabilities Management (“ALM”) Policy
of the Bank. The Risk Management department regularly produces a report on interest sensitivity gap by
repricing periods. The report is used to assess the impact of changes in interest rates on the profit of the
Bank. The amount of the stress (expressed in basis points) of the interest rates incorporated in the report
is defined by the Risk Management department, based on observed fluctuations in interest rates for relevant
currencies. The limit of tolerable potential impact on the profit of the Bank is defined as up to 1% of the
regulatory capital.
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33 Financial Risk Management (Continued)

Geographical risk concentrations. The geographical concentration of the Group’s financial assets and

liabilities at 31 December 2017 is set out below:

In thousands of Georgian Lari Georgia China OECD Non-OECD Total
Financial assets
Cash and cash equivalents 61,121 1 78,448 7 139,577
Mandatory cash balances with NBG 130,824 130,824
Due from Other Banks 15,094 15,094
Loans and advances to customers 757,874 757,874
Investment securities available for sale 63 63
Held-to-maturity investments 143,903 143,903
Other financial assets 1,429 1,429
Total financial assets 1,110,308 1 78,448 7 1,188,764
Financial liabilities
Due to other banks 59,982 59,982
Customer accounts 533,096 144,724 677,820
Other borrowed funds 9 - 158,358 111,913 270,280
Other financial liabilities 7,674 7,674
Total financial liabilities 600,761 144,724 158,358 111,913 1,015,756
Net position in on-balance sheet 509,547 (144,723) (79,910) (111,906) 173,008
financial instruments
Credit related commitments 105,777 2,347 - - 108,124

Assets, liabilities and credit related commitments have generally been based on the country in which the
counterparty is located. Balances with counterparties outstanding to/from companies ultimately controlled

by the entities located in China are allocated to the caption “China”.
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The geographical concentration of the Group’s financial assets and liabilities at 31 December 2016 is set
out below:

In thousands of Georgian Lari Georgia China OECD Non-OECD Total

Financial assets

Cash and cash equivalents 65,272 171 7,976 267 73,686
Mandatory cash balances with NBG 105,421 - - - 105,421
Loans and advances to customers 594,289 - - - 594,289
Investment securities available for sale 63 - - - 63
Held-to-maturity investments 128,441 - - - 128,441
Other financial assets 651 - - - 651
Total financial assets 894,137 171 7,976 267 902,551

Financial liabilities

Due to other banks 64,659 - - - 64,659

Customer accounts 409,425 152,845 - - 562,270
Borrowings from banks and other financial 20 - 90,655 30,855 121,530
institution

Other financial liabilities 2,521 - - - 2,521

Total financial liabilities 476,625 152,845 90,655 30,855 750,980

Net position in on-balance sheet 417,512 (152,674) (82,679) (30,588) 151,571
financial instruments

Credit related commitments 50,368 12,775 - - 63,143

Liquidity risk. Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations
associated with financial liabilities. The Group is exposed to daily calls on its available cash resources from
overnight deposits, current accounts, maturing deposits, loan draw-downs, guarantees and from margin
and other calls on cash-settled derivative instruments. The Group does not maintain cash resources to
meet all of these needs as experience shows that a minimum level of reinvestment of maturing funds can
be predicted with a high level of certainty. Liquidity risk is managed by the Asset/Liability Committee of the
Group.

The Group manages liquidity risk according to the Asset-Liability Management Policy and Regulation of
Liquidity Management, where detailed processes and limit system connected to liquidity management is
defined. The Asset/Liability Committee is responsible for the implementation of the Asset-Liability
Management Policy, the daily management of liquidity is the responsibility of Treasury Department.

The Group seeks to maintain a stable funding base primarily consisting of amounts due to other banks,
corporate and retail customer deposits. The Group invests the funds in diversified portfolios of liquid assets,
in order to be able to respond quickly and smoothly to unforeseen liquidity requirements.

The liquidity management of the Group requires consideration of the level of liquid assets necessary to

settle obligations as they fall due; maintaining access to a range of funding sources; maintaining funding
contingency plans; and monitoring liquidity ratios against regulatory requirements.
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The Bank calculates liquidity ratios on a daily basis in accordance with the requirement of the NBG, which
is defined as average ratio of liquid assets to liabilities and borrowings up to six months and off-balance
sheet liabilities limited to minimum 30% on monthly basis. The average liquidity ratio was 57% at 31
December 2017 (2016: 55%);

The group manages liquidity risk according to the ALM Policy and Regulation of Liquidity Management,
which detail liquidity management processes and procedures and relevant limits. The Regulation of
Liquidity Management defines limits on:

. Liquidity Coverage Ratio (“LCR”)
. Cumulative liquidity gaps

The Treasury Department receives information about the liquidity profile of the financial assets and
liabilities. The Treasury Department then provides for an adequate portfolio of short-term liquid assets,
largely made up of short-term liquid trading securities, deposits with banks and other inter-bank facilities,
to ensure that sufficient liquidity is maintained within the Group as a whole.

The daily liquidity position is monitored and regular liquidity stress testing, under a variety of scenarios
covering both normal and more severe market conditions, is performed by the Treasury Department.

The table below shows liabilities at 31 December 2017 by their remaining contractual maturity. The amounts
of liabilities disclosed in the maturity table are the contractual undiscounted cash flows, gross loan
commitments and financial guarantees. Such undiscounted cash flows differ from the amount included in
the statement of financial position because the amount in the statement of financial position is based on
discounted cash flows. Financial derivatives are included at the contractual amounts to be paid or received,
unless the Group expects to close the derivative position before its maturity date in which case the
derivatives are included based on the expected cash flows. For the purposes of the maturity analysis,
embedded derivatives are not separated from hybrid (combined) financial instruments.

The table below shows the maturity analysis of non-derivative financial assets at their carrying amounts
and based on their contractual maturities, except for assets that are readily saleable if it should be
necessary to meet cash outflows on financial liabilities. Such financial assets are included in the maturity
analysis based on their expected date of disposal. Impaired loans are included at their carrying amounts
net of impairment provisions, and based on the expected timing of cash inflows. Derivatives are presented
based on their contractual maturities.

When the amount payable is not fixed, the amount disclosed is determined by reference to the conditions

existing at the end of the reporting period. Foreign currency payments are translated using the spot
exchange rate at the end of the reporting period.

54




BasisBank Group
Notes to the Consolidated and Separate Financial Statements — 31 December 2017

33 Financial Risk Management (Continued)

The maturity analysis of financial instruments at 31 December 2017 is as follows:

Demand From 1to From 6to From Over 5 Total
and less 6 months 12 months 12 months years
than to 5 years
In thousands of Georgian Lari 1 month
Assets
Cash and cash equivalents 139,577 - - - - 139,577
Mandatory cash balances with the NBG 130,824 - - - - 130,824
Due from other banks - 15,094 - - - 15,094
Loans and advances to customers 13,611 117,206 194,569 261,911 170,577 757,874
Investment securities available for sale - - - - 63 63
Bonds carried at amortized cost 10,681 40,180 45,311 47,731 - 143,903
Other financial assets 1,202 - 205 - 22 1,429
Total 295,895 172,480 240,085 309,642 170,662 1,188,764
Liabilities
Due to other banks 44,028 15,954 - - - 59,982
Customer accounts — individuals 112,444 29,566 44,439 23,197 1,462 211,108
Customer accounts — other 303,058 60,646 91,320 22,413 591 478,028
Other borrowed funds 60,157 68,872 80,111 67,514 - 276,654
Other financial liabilities 7,590 84 - - - 7,674
Financial guarantees issued 102 17,639 6,785 5,985 467 30,978
Performance guarantees issued 10,943 5,196 2,585 7,765 180 26,669
Undrawn credit line commitments 50,477 - - - - 50,477
Total potential future payments for 588,799 197,957 225,240 126,874 2,700 1,141,570
financial obligations

Liquidity gap arising from financial (292,904) (25,477) 14,845 182,768 167,962 47,194

instruments

Liquidity requirements to support calls under guarantees and standby letters of credit are considerably less
than the amount of the commitment disclosed in the above maturity analysis, because the Group does not
generally expect the third party to draw funds under the agreement. The total outstanding contractual
amount of commitments to extend credit as included in the above maturity table does not necessarily
represent future cash requirements, since many of these commitments will expire or terminate without being
funded.
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The maturity analysis of financial instruments at 31 December 2016 is as follows:

Demand From 1to From 6to From Over 5 Total
and less 6 months 12 months 12 months years
than to 5 years
In thousands of Georgian Lari 1 month
Assets
Cash and cash equivalents 73,686 - - - - 73,686
Mandatory cash balances with the NBG 105,421 - - - - 105,421
Loans and advances to customers 13,692 96,084 117,336 226,474 140,703 594,289
Investment securities available for sale - - - - 63 63
Bonds carried at amortized cost 9,925 21,793 22,775 70,659 3,289 128,441
Other financial assets 447 - 72 - 132 651
Total 203,171 117,877 140,183 297,133 144,187 902,551
Liabilities
Due to other banks 64,659 - - - - 64,659
Customer accounts — individuals 88,094 24,635 30,957 10,798 1,306 155,790
Customer accounts — other 172,001 65,001 51,356 132,407 180 420,945
Other borrowed funds 7,940 30,047 49,808 39,023 - 126,818
Other financial liabilities 2,422 99 - - - 2,521
Financial guarantees issued 403 9,710 3,322 326 - 13,761
Performance guarantees issued 205 7,394 2,621 4,127 27 14,374
Undrawn credit line commitments 34,932 34,932
Letters of credit 76 - - - - 76
Total potential future payments for 370,732 136,886 138,064 186,681 1,513 833,876
financial obligations

Liquidity gap arising from financial (167,561) (19,009) 2,119 110,452 142,674 68,675

instruments

Customer accounts are classified in the above analysis based on contractual maturities. However, in
accordance with Georgian legislation, individuals have a right to withdraw their deposits prior to maturity if
they forfeit their right to accrued interest.
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The Group does not use the above maturity analysis based on undiscounted contractual maturities of
liabilities to manage liquidity. Instead, the Group monitors expected maturities and the resulting expected
liquidity gap as follows:

Demand From 1to From 6to From Over 5 Total
and less 6 months 12 months 12 months years
than to 5 years

In thousands of Georgian Lari 1 month
At 31 December 2017
Financial assets 295,896 172,479 240,085 309,642 170,661 1,188,763
Financial liabilities 198,013 208,686 228,051 337,713 66,429 1,038,892
Financial and performance guarantees 362 - - - - 362
Undrawn credit related commitments 5,048 - - - - 5,048

Net liquidity gap based on expected 92,473 (36,207) 12,034 (28,071) 104,232 144,461
maturities

Cumulative liquidity gap based on 92,473 56,266 68,300 40,229 144,461
expected maturities

At 31 December 2016

Financial assets 203,171 117,877 140,183 297,133 144,187 902,551
Financial liabilities 125,288 157,794 158,728 274,802 54,121 770,733
Financial and performance guarantees 148 - - - - 148
Undrawn credit related commitments 3,493 - - - - 3,493

Net liquidity gap based on expected 74,242 (39,917) (18,545) 22,331 90,066 128,177
maturities

Cumulative liquidity gap based on 74,242 34,325 15,780 38,111 128,177
expected maturities

Amounts for financial and performance guarantees and undrawn credit lines are disclosed based on
expected cash outflows.

The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is
fundamental to the management of the Group. It is unusual for banks ever to be completely matched since
business transacted is often of an uncertain term and of different types. An unmatched position potentially
enhances profitability, but can also increase the risk of losses. The maturities of assets and liabilities and
the ability to replace, at an acceptable cost, interest-bearing liabilities as they mature, are important factors
in assessing the liquidity of the Group and its exposure to changes in interest and exchange rates.

Management believes that in spite of a substantial portion of customer accounts being on demand,
diversification of these deposits by number and type of depositors, and the past experience of the Group
would indicate that these customer accounts provide a long-term and stable source of funding for the Group.

As at 31 December 2017 the management believes it will be able to close the liquidity gap by obtaining

sufficient borrowings from NBG (20 million under pledged portfolio) or other banks under committed
borrowings as and when necessary arises.
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The Group’s objectives when managing capital are (i) to comply with the capital requirements set by the
National Bank of Georgia, (ii) to safeguard the Group’s ability to continue as a going concern and (iii) to
maintain a sufficient capital base to achieve a capital adequacy ratio based on the Basel Accord of at least
above the minimum level stated in borrowing agreements.

The Group considers total capital under management to be equity as shown in the consolidated statement
of financial position. The amount of capital that the Group managed as of 31 December 2017 was GEL
312,491 thousand (2016: GEL 185,769 thousand). Compliance with capital adequacy ratios set by the
National Bank of Georgia is monitored monthly, with reports outlining their calculation reviewed and signed
by the Deputy General Director, Finances. Other objectives of capital management are evaluated quarterly.

Under the National Bank of Georgia Basel | capital requirements set by the NBG in 2017, banks have to
maintain a ratio of Tier 1 and Regulatory Capital to risk-weighted assets (“statutory capital ratio”) above a
prescribed minimum level. Regulatory capital is based on the Bank’s reports prepared under NBG
accounting rules and amounts to GEL 182,727 thousand (2016: GEL 163,770 thousand). As at 31
December 2017, these minimum levels set by the NBG were 6.4% for primary capital and 9.6% for
regulatory capital (2016: 7.2% and 10.8% respectively).

The Group and the Bank have complied with all externally imposed capital requirements throughout 2017
and 2016.

In thousands of Georgian Lari 2017 2016
Primary capital

Share capital 16,097 16,057
Share premium 75,284 74,865
Retained earnings according to the NBG regulations 65,530 47,179
Deductions (Intangible Assets) (861) (532)
Total primary capital 156,050 137,569

Secondary capital

Current year profit according to NBG regulations 19,588 20,773
General reserve 11,390 9,225
Total secondary capital 30,977 29,998
Deductions (Investments in subsidiary companies) (4,300) (3,797)
Total regulatory capital 182,727 163,770
Risk weighted assets, combining credit, market and operational risks 1,127,426 896,316
Tier I ratio 13.8% 15.3%
Regulatory capital ratio 16.2% 18.3%

After adoption of NBG Basel Il/lll requirements the Bank, in addition to above capital ratio, calculates its
capital requirements and risk weighted assets separately for Pillar 1. Detailed instructions of Pillar 1
calculations are given by NBG. The reporting started from the end of 2013.

In order to transition to Basel Il and to increase transparency and comparability and segregate between

available Capital instruments to cover the potential risks the National Bank of Georgia (“NBG”) amended
Capital Adequacy requirements in December 2017 and introduced Pillar 1 and Pillar 2 buffers.
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The composition of the Bank’s capital calculated in accordance with Basel Il under Pillar | and Pillar I
(affective from December 2017) is as follows

2017 2017 2016 2016
In thousands of Georgian Lari Pillar I/11 Pillar | Pillar I/l Pillar |
Primary capital
Share capital 16,097 16,097 16,057 16,057
Share premium 75,284 75,284 74,865 74,865
Retained earnings according to the NBG 65,530 65,530 47,179 47,179
regulations
Revaluation reserve 8,602 8,602 8,602 8,602
Current year profit according to NBG 19,588 19,588 20,774 20,774
regulations
Primary capital Before Correction 185,101 185,101 167,477 167,477
Primary capital Corrections (9,463) (9,463) (12,931) (12,931)
Total primary capital After correction 175,638 175,638 154,546 154,546
Secondary capital
General reserve 11,390 11,390 8,783 9,224
Total secondary capital 11,390 11,390 8,783 9,224
Total regulatory capital 187,028 187,028 163,329 163,770
Risk weighted assets, combining credit,
market and operational risks 980,272 1,227,106 795,362 1,026,124
Minimum Tier 1 Ratio 10.1% 8.5%
Tier I ratio 17.92% 14.3% 19.4% 15.1%
Minimum regulatory capital ratio 12.7% 10.5%
Regulatory capital ratio 19.1% 15.2% 20.5% 16.0%
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Legal proceedings. From time to time and in the normal course of business, claims against the Group
may be received. On the basis of its own estimates and internal professional advice, management is of the
opinion that no material losses will be incurred in respect of claims, and accordingly no provision has been
made in these consolidated financial statements.

Tax contingencies. Georgian tax legislation which was enacted or substantively enacted at the end of the
reporting period, is subject to varying interpretations when being applied to the transactions and activities
of the Group. Consequently, tax positions taken by management and the formal documentation supporting
the tax positions may be challenged tax authorities. A tax year remains open for reviw by the tax authorities
during the three subsequent calendar years; however, under certain circumstances tax year may remain
open longer.

The Georgian transfer pricing legislation is generally aligned with the international transfer pricing principles
developed by the Organisation for Economic Cooperation and Development (OECD), although it has
specific features. This legislation provides for the possibility of additional tax assessment for controlled
transactions (transactions between related parties and certain transactions between unrelated parties) if
such transactions are not on an arm’s-length basis. The Management has implemented internal controls to
be in compliance with this transfer pricing legislation.

Management believes that it has provided adequately for tax liabilities based on its interpretations of
applicable Georgian tax legislation, official pronouncements and court decisions. However, the
interpretations of the relevant authorities could differ and the effect on the financial position, if the authorities
were successful in enforcing their interpretations, could be significant. The Group consults with qualified
external tax advisors on a regular basis.
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The Group manages such risks by constantly monitoring the level of payments for such products and has
the ability to adjust its fees in the future to reflect any change in claim payments experience. The Group
has a claim payment requests handling process which includes the right to review the claim and reject
fraudulent or non-compliant requests.

The exposure and concentration of performance guarantees expressed at the amounts guaranteed is as
follows:

In thousands of Georgian Lari Note 2017 2016
Construction 10,266 10,227
Trade 1,653 1,692
Service 2,081 979
Other 12,669 1,476
Total guaranteed amounts 26,669 14,374

Movements in provisions for financial and performance guarantees are as follows:

In thousands of Georgian Lari Note 2017 2016
Carrying amount at 1 January 148 257
Loss charged to Profit or Loss 788 657
Unused amounts of provision reversed and utilization of provision (570) (778)
Loss charged to Profit or Loss 686 734
Unused amounts of provision reversed and utilization of provision (706) (722)
Carrying amount at 31 December 346 148

Assets pledged and restricted. The Group had assets pledged as collateral with the following carrying
value:

Notes 31 December 2017 31 December 2016
Asset Related Asset Related
In thousands of Georgian Lari pledged liability pledged liability
Bonds carried at amortized cost 39,416 30,000 44,443 41,011
Total 39,416 30,000 44,443 41,011

At 31 December 2017 restricted cash balances of GEL 130 thousand (2016: GEL 132 thousand) are placed
as a cover for international payment cards transactions.

Mandatory cash balances with the NBG of GEL 130,824 thousand (2016: GEL 105,421 thousand)
represent mandatory reserve deposits which are not available to finance the Bank's day to day operations
as disclosed in Note 8. As at 31 December 2017 there were no loans and advances to customers pledged
as collateral against the borrowings from Banks and Financial Institutions (2016: none).
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37 Fair Value Disclosures (Continued)

Fair values analysed by level in the fair value hierarchy and carrying value of liabilities not measured at fair

value are as follows:

31 December 2017

31 December 2016

Level Level2 Level3 Carry- Level Level2 Level3 Carry-
1 fair fair ing 1 fair fair ing
fair value value value fair value value value
In thousands of Georgian Lari value value
FINANCIAL LIABILITIES
Due to other banks
- Correspondent accounts and - 1 - 1 - 556 - 556
overnight placements of other banks
- Short-term placements of other - 29,963 - 29,963 - 23,092 - 23,092
banks
- Short-term loans of NBG - 30,018 - 30,018 - 41,011 - 41,011
Customer accounts
- Current/settlement accounts of state - 151,577 - 151,577 - 66,792 - 66,792
and public organisations
- Term deposits of state and public - - 14,387 13,638 - - 53,160 50,929
organisations
- Current/settlement accounts of - 136,051 - 136,051 - 90,957 - 90,957
other legal entities
- Term deposits of other legal entities - - 187,130 171,321 - - 201,853 202,233
- Current/demand accounts of - 93,866 - 93,866 - 78,303 - 78,303
individuals
- Term deposits of individuals - - 128,551 111,367 - - 73,929 73,056
Other borrowed funds
- Borrowings from International - 296,617 - 270,270 - 118,73 - 121,510
Financial institutions 8
- Borrowings from government - 10 - 10 - 20 - 20
Other financial liabilities - 7,673 - 7,673 - 2,521 - 2,521
TOTAL - 745,776 330,068 1,015,755 - 421,990 328,942 750,980
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37 Fair Value Disclosures (Continued)

The fair values in level 2 and level 3 of fair value hierarchy were estimated using the discounted cash flows
valuation technique. The fair value of floating rate instruments that are not quoted in an active market was
estimated to be equal to their carrying amount. The fair value of unquoted fixed interest rate instruments
was estimated based on estimated future cash flows expected to be received discounted at current interest
rates for new instruments with similar credit risk and remaining maturity.

Liabilities were discounted at the Group’s own incremental borrowing rate. Liabilities due on demand were
discounted from the first date that the amount could be required to be paid by the Group.

38 Presentation of Financial Instruments by Measurement Category

For the purposes of measurement, IAS 39 “Financial Instruments: Recognition and Measurement”,
classifies financial assets into the following categories: (a) loans and receivables; (b) available-for-sale
financial assets; (c) financial assets held to maturity and (d) financial assets at fair value through profit or
loss (“FVTPL”). Financial assets at fair value through profit or loss have two sub-categories: (i) assets
designated as such upon initial recognition, and (ii) those classified as held for trading. In addition, finance
lease receivables form a separate category. All of the Group’s financial assets fall in the loans and
receivables category except financial derivatives and investment securities available for sale. All of the
Group’s financial liabilities except for derivatives were carried at amortised cost. Derivatives belong to the
fair value through profit or loss measurement category and were held for trading. Investment securities
available for sale belong to available-for-sale measurement category.
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39 Related Party Transactions

Parties are generally considered to be related if the parties are under common control, or one party has the
ability to control the other party or can exercise significant influence over the other party in making financial
or operational decisions. In considering each possible related party relationship, attention is directed to the
substance of the relationship, not merely the legal form.

Included in Investments in subsidiary in Separate Statement of Financial Position relates to investments in
Basis Asset Management Holding LLC, Hualing Insurance JSC and BHL Leasing JSC.

Name Principal activities 2017 2016

Basis Asset Management —
Holding LLC Asset management 3,797 3,796
Hualing Insurance JSC Insurance 4,300 -
BHL Leasing JSC Leasing - -
8,097 3,796

At 31 December 2017, the outstanding balances with related parties were as follows:

Ultimate  Other Immediate Supervisory Manage- Companies

shareholder shareholder Parent Board ment under
Company Board common
In thousands of Georgian Lari control
Gross amount of loans and - - 1 959 36,424
advances to customers
(contractual interest rate: 4% -
24%)
Impairment provisions for loans - - - (6) -
and advances to customers at 31
December
Customer accounts (contractual 363 1,007 6,757 1,034 1,845 85,837

interest rate: 0% - 12.25%)

The loans advanced to related companies are fully covered with pledged deposits.

The income and expense items with related parties for 2017 were as follows:

Ultimate Other Immediate Supervisory Manage- Companies
shareholder shareholder Parent Board ment under
Company Board common
In thousands of Georgian Lari control
Interest income 4 - - - 56 910
Interest expense (25) (28) (205) 47) (128) (2,044)
(Provision charge)/Recovery of loan - - - (2) 245
impairment
Gains less losses from trading in foreign 9 - 1 1 4 603
currencies
Foreign exchange translation gains less - (23) (75) 14 (4) 1,087
losses
Administrative and other operating - - - - - (71)
expenses
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39 Related Party Transactions (Continued)

At 31 December 2017, other rights and obligations with related parties were as follows:

Other  Supervisory Management Companies
Shareholders Board Board under
common
In thousands of Georgian Lari control
Performance Guarantees issued by the Group at - - - 452
the year end
DAFinancial Guarantees issued by the Group at - - - 1,553
the year end
Undrawn credit line commitments 98 38 288 -
Aggregate amounts lent to and repaid by related parties during 2017 were:
Immediate  Supervisory Management  Companies
Parent Board Board under
Company common
In thousands of Georgian Lari control
Amounts lent to related parties during the year 275 - 621 45,654
Amounts repaid by related parties during the year (733) - (453) (12,723)
At 31 December 2016, the outstanding balances with related parties were as follows:
Immediate  Supervisory Management Companies
Parent Board Board under common
In thousands of Georgian Lari Company control
Gross amount of loans and advances to 14 - 657 -
customers (contractual interest rate: 6% - 24%)
Impairment provisions for loans and advances to - - (8) -
customers at 31 December
Customer accounts (contractual interest rate: 5,584 992 1,478 18,536

0% - 12%)
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39 Related Party Transactions (Continued)

The income and expense items with related parties for 2016 were as follows:

Immediate Supervisory Management Companies

Parent Board Board under

Company common

In thousands of Georgian Lari control
Interest income 3 21 67 132
Interest expense (150) (34) (69) (1,804)
(Provision charge)/Recovery of loan impairment - - 8 253
Gains less losses from trading in foreign currencies 7 - - 572
Foreign exchange translation gains less losses (723) (99) (39) 1,974
Fee and commission income - - 1 -
Administrative and other operating expenses - - Q) (30)

At 31 December 2016, other rights and obligations with related parties were as follows:

Immediate Supervisory Management Companies under

Parent Board Board common control
In thousands of Georgian Lari Company
Performance Guarantees issued by the Group
at the year end - - - 5,891
Financial Guarantees issued by the Group at
the year end - - - 6,427
Undrawn credit line commitments 72 26 306 -
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39 Related Party Transactions (Continued)

Aggregate amounts lent to and repaid by related parties during 2016 were:

Immediate Supervisory Management
In thousands of Georgian Lari Parent Company Board Board
Amounts lent to related parties during the year 493 1,563 1,966
Amounts repaid by related parties during the year 472) (1,586) (1,583)
Compensation for the members of the Supervisory Board is presented below:
2017 2016
Expense Accrued Expense Accrued
In thousands of Georgian Lari liability liability
Short-term benefits:
- Salaries 173 - 150 -
Total 173 - 150 -
The management board compensation is presented below:
2017 2016
Expense Accrued Expense Accrued
In thousands of Georgian Lari liability liability
Short-term benefits:
- Salaries 837 - 730 -
- Short-term bonuses 905 780 815 684
Share-based compensation:
- Equity-settled share-based compensation 463 - 624 -
Total 2,205 780 2,169 684

Short-term bonuses fall due wholly within twelve months after the end of the period in which management

rendered the related services.
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