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Translation from the original in Russian
INDEPENDENT AUDITOR’S REPORT

To the Shareholders, the Board of Directors

To the Management of Reshenie Bank Joint-Stock Company
To the National Bank of the Republic of Belarus

Date: 25 April 2018

Ref. number: 04-05/37

Opinion

Information about the Auditee:

Bank: Reshenie Bank Joint-Stock Company

{abbreviated Bank’s name - “R-Bank J5C")

Location: 11 Ignatenko Str., 220035, Minsk, Republic of Belarus

Information on the state registration: R-Bank JSC is registered by the National Bank of the Republic
of Belarus of 09 November 1994, registration number 53

Payer's identification number; 100789114

We have audited the financial statements of In our opinion, the R-Bank JSC accompanying

R-Bank JSC (hereinafter “the Bank”}, which financial statements present fairly, in all material
comprise; respects, the financial position of R-Bank JSC as at
» Statement of Financial Position as at 3 Décember 2017, and its financial performanc?e

31 December 2017; and its cash flows for the year then ended in

» Statement of comprehensive income, accordance with International Financial Reporting

statement of changes in equity and Standards {hereinafter - “IFRSs"}.
statement of cash flows for the year then
ended; and
» Notes to the financial statements, including
a summary of significant accounting policies.

Basis for the opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are described further in the section “Auditor’s Responsibilities
for the Audit of the Financial Statements of our report”. We are independent of the Bank in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants, and we have fulfilled our other ethical responsibilities in accordance with
these requirements.

We believe the audit evidence that we have obtained is sufficient and appropriate to provide a basis
for our opinion.

BDO LLC is an enterprise established and operating under the legistation of the Republic of Belarus, the member of the international association of independent compantes
BDO Internatignal timited. The name 80O refers to the companies that are members of BDO International Limited, of British society with the lHability limited by the
guarantee of the rights of its participants.

BDO is a trademark of the BDO association in general and of cach company-participant of the association.
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Key Audit Matters

1 Allowance for impairment of loans to customers

Auditor’s Answer

Evaluation of adequacy of the impairment
provisioning for the loans to customers is the key
judgement area of the Bank’s management,
Identification of impairment signs  and
measurement of recoverable value involve a
significant use of professional judgment,
assumptions, as well as analysis of various factors,
including the financial state of the borrower,
expected future cash flows, distribution cost of
collateral.

Use of difference models and assumptions
influences the level of allowance for impairment
of loans to customers. Due to the materiality of
amounts of loans to customers, which make up
64% of the total amount of assets, and the high
level of subjectivity of judgements, measuring
allowance for impairment of loans to customers is
one of the key audit matters.

We have performed procedures in relation to
information disclosed in Notes 9 and 33 to the
financial statements to determine the
completeness and compliance of the disclosures to
the [FRSs.

© BOO LLC, All rights reserved. Pubtished in the Republic of Belarus.

Our audit procedures included assessment of
the calculation methods of allowance for
impairment of loans to customers, testing
the incoming data, analysis of Bank’s
assumptions when calculating allowance for
impairment. Apart from that, as for
provisioning of  significant  individually
assessed loans we have analyzed expected
future cash flows, including cost of collateral
to be sold on the basis of analyzing
assumptions used by the Bank's management
when measuring collateral value and
information on the market value from open
sources of information. As for provisioning of
collectively assessed loans, our audit
procedures included analysis of the
allowance calculation models, as well as
testing of incomong data, used in these
models. As part of our audit procedures, we
analyzed succession and reliability of the
management’s judgements, used when
assessing economic factors and statistics on
the losses incurred and amounts recovered.
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Management’s responsibilities for preparation of the Financial

Statements

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

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

Those charged with governance are responsible for overseeing the preparation of Bank's financial
statements.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance whether the financial statements are free from
material misstatements, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance forms a high level of assurance, but it does not guarantee an audit
conducted in accordance with the ISA, will always detect a material misstatement when it exists.
Misstatements can arise due to fraud or error and are considered material if, individually in the
aggregate, they could reasonably be expected to influence the economic decisions of the users taken
on the basis of these consolidated financial statements.

As part of an audit in accordance with the ISA, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

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

> Obtain an understanding of internal control relevant to the audit of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the
purpase of expressing an opinion on the effectiveness of the Bank’s internal control;

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures of the financial statements made by the auditee;

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

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

2 BDO LLC. All rights reserved. Published in the Republic of Belarus.
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Auditor’s Responsibilities for the Audit of the Financial Statements

(ending)

We communicate with those charged with governance regarding, among other matters, information
about the planned scope and timing of the audit as well as significant audit findings, including any
significant deficiencies in internal control that we identify during our audit,

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we choose key audit matters
and describe these matters in our auditofs report (uMess law or regulation precludes public

report because of the adverse gdpSequences of doing so would reasonably be expected to outweigh
the public interest benefits of !

Director/

BDO in Belarus . e S

Auditor-in-charge 0 7
BDO in Belarus \ _ sl Natalya Kondratyeva

Auditor’s opinion date: 25 April 2018
Place of issue: Minsk, Republic of Belarus
Date of receipt by the auditee: 25 April 2018

Position, Full name  Chief Accountant Gorichevshaya V.E. Signature

INFORMATION ABOUT THE AUDITOR:

Company: BDO Limited Liability Company

Location: Republic of Belarus, 220020, minsk, 103 Pobediteley ave., office 807

{nfarmatlon on the state Certificate of state registration issued upon the decision of Minsk Region Executive
registration: Committee dated 15 November 2013

Payer’s identification

number.- 190241132

BDO LLC, Al rights reserved. Published in the Republic of Belarus,
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R-Bank J5C
—9 Financial statements for the year ended 31 December 2017

Statement of Management Responsibility

The Management of R-Bank JSC is responsible for preparing the financial statements of the Bank. The
financial statements on pages 13 to 64 represent fairly the financial position of the Bank as of
31 December 2017, the results of its operations and cash flows for the year then ended in accordance
with International Financial Reporting Standards (IFRS).

The Management confirms that appropriate accounting policies have been used and applied consistently.
Reasonable and prudent judgments and estimates have been made in the preparation of the Bank's
financial statements. The Management also confirms that Bank's financial statements have been
prepared on a going concern basis.

The Management of the Bank is responsible for keeping proper accounting records, for taking necessary
steps to safeguard the assets of the Bank and to detect and prevent fraud and other irregularities. [t is
also responsible for operating the Bank in compliance with the Laws of the Republic of Belarus, including
the rules established by the National Bank of the Republic of Belarus.

The financial statements for the year ended 31 December 2017 were authorised for issue on April 25,
2018 and signed on behalf of the management of the Bank.

gdement of the Bank:

Chief accountant
V.S. Borichevskaya

Chairman of thglB
S.D. Budnikov

i

Minsk,
25 April 2018
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R-Bank J5C
—O Financial statements for the year ended 31 December 2017

s

Statement of Financial Position

Notes 31 December 31 December
2017 2016

ASSETS
Cash and cash equivalents 6 27,230 29,571
Precious metals and gemstones 7 30 30
Due from financial organizations 8 1,070 1,162
Loans to customers 9 98,066 53,17
Financial assets available for sale 10 570 570
Financial assets held to maturity 11 6,180 8,422
Investment property 12 3,748 4,197
Property, plant and equipment and intangible assets 13 11,427 10,771
Deferred income tax assets 30 . -
Other assets 14 4,386 5,731
TOTAL ASSETS 153,707 113,625
LIABILITIES
Financial liabilities at amortized cost:
Due to financial organizations 15 9,539 2
Customer accounts 16 80,980 54,309
Debt securities issued 17 6,231 5,591
Finance lease liabilities 18 238 530
Subordinated loans 19 16,132 18,020
Other liabilities 20 1,510 958
TOTAL LIABILITIES 114,630 79,410
EQUITY 21
Share capital 69,456 66,887
Reserve fund - 1,980
Uncovered loss (30,379) (35,652)
TOTAL EQUITY 39,077 34,215
TOTAL LIABILITIES EQUITY 153,707 113,625

The accompanyi otgs on pages 13 to 64 form an integral part of these financial statements.

Chief accountant
V.S. Borichevskaya

.eﬁ

Chairman of the
S.D. Budnikov

Minsk,
25 April 2018
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R-Bank JSC
Financial statements for the year ended 31 December 2017

Statement of Comprehensive Income

Interest income
Interest expense
Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income

Net gain on operations with derivative financiat
instruments

Net gain on operations with foreign currency
Net gain on operations with precious metals and
gemstones

Net (formation) / recovery of allowances for other
assets

Net {formation) / recovery of allowances for credit
related commitments

Recovery of allowances for depreciation of inventories

Other income
Total operating income

Net formation of impairment allowance for loans to
customers

Net loss from impairment of other assets and
investment property

Personnel costs

Depreciation and amortization
Administrative expenses
Profit before income tax

Income tax expense
Net profit

Basic earnings per commagn share

The accompanyin

Chairman of the
5.D. Budnikov

Minsk,
25 April 2018

Notes 2017 2016
22 11,331 11,326
22 (2,872) (4,275)

3,459 7,051

23 3,853 3,592
23 (630} (614)
3,223 2,978

24 3) 178
25 1,051 614
26 ; 3
1,107 1,392

20 (83) 78
14 1,190 1,314
27 1473 953
15,010 13.169

ChEA (978) (1,753)
12 (603)
28 (5,587) (4,832)
13 (697) (756)
29 (5,290} (5,115)

2,458 110

30 (165) -
2,293 110

21.1 0.1826 0.0088

10

otgs on pages 13 to 64 form an integral part of these financial statements,

Chief accountant
V.S. Borichevskaya

f}‘
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R-Bank JSC
| . .
—O Financial statements for the year ended 31 December 2017

Statement of Changes in Equity

Notes  Share capital Rizirge Accumulated loss Total equity
Balance as at 31 December
2015 63,170 . (35,762) 27,408
Total comprehensive income = - 110 110
Net income for the year e o 110 110
Transactions with owners,
recognized directly in equity 3,717 2,980 - 6,697
Contributions to the share 21
capital 3,717 - - 3,717
Shareholders contributions to
cover losses & 2,980 - 2,980
Balance as at 31 December
2016 66,887 2,980 {35,652) 34,215
Total comprehensive income g : 2,293 2,293
Net income for the year g o 2,293 2,293
Transactions with owners,
recognized directly in equity 2,569 (2,980) 2,980 2,569
Contributions to the share 2
capital 2,569 - - 2,569
Shareholders contributions to
redistribution between equity
articles - {2,980} 2,980 -
Balance as at 31 December
2017 69,456 - (30,379) 39,077

The accompanying note pages 13 to 64 form an integral part of these financial statements.

Chairman of the Bo
5.D. Budnikov

Chief accountant
V.5. Borichevskaya_

%

LY 4
Minsk, [ /

25 April 2018 |

1
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R-Bank JSC
=9 Financial statements for the year ended 31 December 2017
Statement of Cash Flows
Notes 2017 2016
Cash flows from operating activities
Interest income received 9,638 10,003
Interest expenses paid {2,869) (4,483)
Fees and commissions received 3,899 3,787
Fees and commissions paid (609) {608)
Realised result of foreign exchange, precious metals and
gemstones 553 1,702
Realised result of financial instruments at fair value through
profit or loss 13 18,040
Other income received 1,173 953
Salary expenses paid (5,587) (4,832)
Administrative expenses paid {(5,290) (5,718)
Cash flows {used in) / received from operating activities
before changes in operating assets and liabilities 921 18,844
{Increase) / decrease in operating assets:
bue from financial organizations (1,529) 206
Loans to customers (40,747) {6,950}
Derivative financial assets 7 g
Other assets 902 220
Increase / (decrease) in operating liabilities:
Due to financial organizations 8,639 1
Customer accounts 23,464 2,961
Debt securities issued 553 -
Derivative financial liahilities (1M -
Other liabilities 89 {63)
Net cash flows used in operating activities before tax {7,711) 15,219
Income tax paid {146) {4)
Net cash flows from operating activities {7,857) 15,215
Cash flows from investing activities:
Acquisition of property and equipment and intangible assets {(2,028) (777)
Proceeds from sales of property and equipment and intangible
assets 1986 -
Acquisition of securities held to maturity (19,684) (11,706)
Repayment (sale) of securities held to maturity 22,101 2,994
Net cash flows used in investing activities 2,375 {9,489)
Cash flows from financing activities
Share issue 2,569 3,716
Sale of previously purchased treasury shares - 2,981
Net cash flows from financing activities 2,569 6,697
Net increase in cash and cash equivalents (2,913) 12,423
Effect of exchange rate changes on cash and cash equivalents 572 (382)
Cash and cash equivalents at the beginning of the year 6,7 29,601 17,560
Cash and cash equivalents at the end of the year 6,7 27,260 29,601

The accompanying

Chairman of the
5.D. Budnikov

Min;k,
25 April 2018

12
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Chief accountant

V.S. Borichevs
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R-Bank JSC
—O Financial statements for the year ended 31 December 2017

NOTES TO THE FINANCIAL STATEMENTS

1. PRINCIPAL ACTIVITIES OF THE BANK

Reshenie Bank Joint-Stock Company (hereinafter - the “"Bank”) is a commercial bank
established on 9 November 1994 as a closed joint stock entity with participation of foreign
capital in accordance with the legislation of the Republic of Belarus. The previous name of
the Bank is Closed Jeint-Stock Company "Trustbank”. The bank was renamed on 8 June 2016 in
accordance with the decision of the General Meeting of Shareholders. The Bank operates
under a general license of the National Bank of the Republic of Belarus No. 14 to conduct
banking operations, updated on 8 June 2016.

The Bank has a license to carry out professional and exchange activities on securities issued
by the Ministry of Finance of the Republic of Belarus Ne 02200/5200-246-1099 on 14 April
1995, as well as a license to carry out activities related to precious metals issued by the
Ministry of Finance of the Republic of Belarus Ne 02200/21-00055 on 17 March 2004, as well as
license to carry out security activities by the Ministry of Internal Affairs of the Republic of
Belarus Ne 33030/355 on 21 September 1999,

The Bank was established as a universal bank for commercial and retail banking operations on
the territory of the Republic of Belarus. The main activities of the Bank are the allowance of
corporate loans, loans to small and medium-sized businesses and individuals; mobilization of
resources in deposits from non-banking and banking organizations and individuals;
maintenance of customer accounts; allowance of guarantees and letters of credit; operations
with cash and settlement operations, operations with securities, currencies and precious
metals.

The legal address of the Bank is 11 1gnatenko Str., 220035 Minsk, Republic of Belarus.

The average number of employees of the Bank was 324 as at 31 December 2017 (for
reference: as at 31 December 2016 - 362).

Information about the shareholders of the Bank is presented below:

Name Interest (%) Interest (%)

2017 2016

Joint venture “Intersportproekt” Limited {Republic of Belarus) 18.37 21.22

Joint venture "Saturn-Info” Limited (Republic of Belarus) 15.20 16.95
Alm Investments FZE (United Arab Emirates Free Zone Ras A1l

Khaimah,Ras A1 Khaimah) 66.43 61.83

Total 100.00 100.00

The ultimate controlling owner of the Bank as at 31 December 2017 and 31 December 2016 is
Mohammad Ahmad Salem Khalifa Alzaraim A1 Suwaidi, resident of UAE, Dubai.

13
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R-Bank J5C
Financial statements for the year ended 31 December 2017

ECONOMIC ENVIRONMENT IN WHICH THE BANK OPERATES

The main volume of the Bank's operations is carried out in the Republic of Belarus.

Inflation processes in Belarus slowed down significantly in 2017. Annual increment of
consumer prices has decreased from 10.6 percent in December 2016 to 4.6 percent in
December 2017. Slowdown in intensity of price increase was due to more moderate core
inflation rate dynamics as compared to the previous year as well as due to restrained
administrative price regulation policy.

In 2017 in an environment of decelerating inflationary processes and maintaining
macroeconomic stability, the National Bank undertook measures to reduce the level of
interest rates in the economy. At the same time, the necessary control over the dynamics of
the money supply was ensured.

In 2017 the refinancing rate was gradually reduced from 18 to 11 percent per annum, the rate
on constantly available operations of liquidity support and withdrawal - from 23 to 12 and
from 11 to 8 percent per annum respectively.

Average monthly rate of one-day interbank market in December 2017 was 9.7 percent per
annum (in December 2016 - 10.5 percent per annum}. Therefore, the rates in the credit and
deposit markets have decreased.

Maintaining positive interest rates in real terms contributed to the tie-up of domestic savings.

Upon sustainable recovery of the household income term rouble deposits of individuals as at
the end of 2017 increased by 13.2 percent. Against the increase of credit resource
accessibility crediting of economic entities (especially primarily long-terms) has also
increased, thus contributing to the increased economic activity in the country.

The requirements of banks and the Bank of Development to the economy increased by 10.8
percent (in 2016 - 0.1 percent) in 2017. At the same time lending in the national currency
accelerated over the year from 4.9 to 23.4 percent, and increased by 0.4 percent (a year
earlier it decreased by 3.5 percent) in foreign currency.

There has been an enhancement in the growth of credit debt of individuals (by 26.7 percent
over the year as well as consumer lending) in particular (by 75.1 percent), encouraging
domestic demand and consumer import,

Despite the decline in interest rates in the economy, monetary conditions remain moderately
tight. In general, the emerging average broad money supply growth corresponds to the
effective solvent demand for money, set by the economy. Average broad money supply
increased by 15.3 percent in 2017, At the same time, under the influence of economy
dedotlarization measures rouble money stock showed a faster growth. Average rouble money
supply growth on a year-on-year basis amounted to 23.2 percent in December 2017.

In general, a positive change in the structure of the cash supply has been observed. A share of
foreign exchange component within the broad average money supply decreased by 2.2
percent in December 2017 against the same period last year and amounted to 66.2 percent.
In 2017 a stable dynamics of the national currency was observed. Influence of the exchange
rate on the inflation dynamics in the reporting year was insignificant.

A positive dynamics of the GDP was ensured due to the increase of domestic demand. At the
same time the recovery of economic activity over the year in the countries that are major

14
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R-Bank J5C
Financial statements for the year ended 31 December 2017

trading partners contributed to the expansion of external demand. Reinvigorating economic
growth was observed in the second half of the year 2017 due to the increase of expenditures
for final consumption of households against the growth in salaries and consumer lending,
Moreover, since the third quarter of the year 2017 for the first time in the last two years the
positive contribution of the gross formation to GDP growth has been observed.

In 2017 national debt of the Republic of Belarus continued to increase. The national debt of
the Republic of Belarus as at 1 January 2018 amounted to 42.2 billion roubles and increased
by 5.2 billion roubles or 14.1% against the beginning of the year 2017.

In October 2017 for the first time since 2011 the credit rating agency Standard & Poor's {S&P)
raised the long-term sovereign credit rating of the Republic of Belarus on liabilities in foreign
currency. The rating has improved from "B-" to" B" with the outlook "stable”.

S&P Agency notes that such factors as the expected GDP growth in the Republic of Belarus in
the amount of about 2% per annum during 2017-2020, as well as reserve provisions by the
Republic of Belarus in order to meet external debt obligations in 2018, contributed to the
rating increase.

These financial statements reflect current evaluation by the Bank’s management of the
impact made by the economic situation in the Republic of Belarus on the activities and
financial position of the Bank. Further development of the economy of the Republic of
Belarus depends largely on the effectiveness of measures taken by the government and on
other factors, including legislative and political events beyond the control of the Bank. Bank’s
management is unable to predict the impact the specified factors may have on the financial
position of the Bank. The accompanying financial statements do not include any adjustments
related to such risks.
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BASIS OF PRESENTATION OF THE FINANCIAL STATEMENTS

Statement of compliance

These financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) issued by the International Accounting Standard Board (hereinafter
- “IASB”) and Interpretations issued by the International Financial Reporting Interpretations
Committee (hereinafter - “IFRIC”).

Going concern
These financial statements have been prepared on a going concern basis.

As at 31 December 2017 the National Bank requires maintaining the size of regulatory capital
at a minimum level of 52,750 thousand of Belarusian Roubles (hereinafter — “thousand BYN”)
in relation to the minimum regulatory capital calculated based on the accounting records
prepared in accordance with Belarusian legislation for banks, which are to perform banking
operations stipulated by Part | Article 14 the Banking Code of the Republic of Belarus.

According to the results of the annual financial statements for 2017 prepared in accordance
with Belarusian legislation, the regulatory capital of the Bank as at 31 December 2017
amounted to 55,455 thousand BYN,

Share capital of the Bank in 2017 was increased by 2,570 thousand BYN or by 8.8%, due to the
contribution of the shareholder of the Bank by ALM Investments FZE (United Arab Emirates) to
the share capital of the Bank in the total amount 1.2 million US Dollars (subordinated loan
proceeds} and 341.2 thousand BYN.

For the year ended 31 December 2017 the Bank has incurred a net income of 2,293 thousand
BYN.

Functional and presentation currency

Belarusian Rouble is the functional currency of the Bank and the presentation currency of
these financiat statements.

Use of estimates and assumptions

The preparation of financiat statements in conformity with IFRS requires the management of
the Bank to make estimates and assumptions that affect reported amounts of assets and
liabilities of the Bank, disclosure of contingent assets and liabilities at the reporting date and
reported income and expenses for the reporting period.

The estimates and associated assumptions are based on historical experience and other
factors that are believed to be reasonable under the circumstances, when the carrying
amount of assets and liabilities in the statement of financial position cannot be measured in
other way. Although these estimates are based on the management’s best knowledge of
current events and actions of the Banks, actual results ultimately may differ from those
estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the periods in which the estimates are reviewed and
in any future periods affected.

The significant areas at estimation uncertainty and critical judgments in applying accounting
policies that have the most significant effect on amounts recognized in the financial
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Level 1:

Level 2:

statements include impairment allowances on loans to customers, determination of fair value
of financial instruments.

Allowance for impairment on loans to customers

The specific counterparty component of the total allowances for impairment applies to loans
evaluated individually for impairment and is based upon management’s estimate of the
present value of the cash flows that are expected to be received. In estimating these cash
flows, management makes judgments about the counterparty’s financial situation and the net
realizable value of any underlying collateral.

Impairment for loans, which are assessed collectively for impairment, is based on the
available information, which evidences the decrease of the expected future cash flows on the
loan group. The Bank’s assumptions about estimated losses are based on past performance,
past customer behaviour, the credit quality of recent underwritten business and general
economic conditions, which are not necessarily an indication of future losses. When assessing
credit risk and impairment allowances, the Bank applies the same estimates and judgements
to loan commitments as to loans.

Future cash flows in a group of loans that are collectively evaluated for impairment are
estimated based on historical loss experience for assets with credit risk characteristics similar
to those in the group and result of recovery of overdue amounts. Historical loss experience is
adjusted based on current observable data to reflect the effects of current conditions that
did not affect the period in which the historical loss experience was based and to remove the
effects of conditions in the historical period that do not exist currently. Estimates of changes
in future cash flows reflect and are directionally consistent with changes in related
observable data from period to period. The methodelogy and assumptions used for estimating
future cash flows are reviewed regularly to reduce any differences between loss estimates
and actual loss experience.

Determination of fair value for financial instruments

The Bank measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

Quoted market price (unadjusted) in an active market for an identical or same instrument,

Valuation techniques based on observable inputs, either directly (i.e., as prices) or indirectly
(i.e., derived from prices}. This category includes instruments valued using: quoted market
prices in active markets for similar instruments; quoted prices for identical or similar
instruments in markets that are considered less than active; or other valuation techniques
where all significant inputs are directly or indirectly observable from market data.

Level 3: Valuation techniques using significant unobservable inputs. This category inctudes all

instruments where the valuation technique includes inputs not based on observable data and
the unobservable inputs have a significant effect on the instrument’s valuation. This category
includes instruments that are valued based on quoted prices for similar instruments where
significant unobservable adjustments or assumptions are required to reflect differences
between the instruments.

Fair values of financial assets and financial liabilities that are traded in active markets are
based on quoted market prices or dealer price quotaticns. For all other financial instruments,
the Bank determines fair values using valuation technigues.
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Determination of fair value for assets and liabilities for which there is no observable market
price requires the use of valuation techniques as described in the accounting policy. For
financial instruments that have no active market fair value is less objective and requires
varying degrees of judgment depending on liquidity, concentration, uncertainty of market
factors, pricing assumptions and other risks affecting the specific instrument.

Valuation techniques include discounted cash flow models, comparison to similar instruments
for which market observable prices exist. Assumptions and inputs used in valuation techniques
include risk-free and benchmark interest rates, credit spreads and other premia used in
estimating discount rates, bond and equity prices, foreign currency exchange rates, equity
and equity index prices and expected price volatilities and correlations. The objective of
valuation techniques is to arrive at a fair value determination that reflects the price of the
financial instrument at the reporting date that would have been determined by independent
market participants acting at arm’s length.

Currency forward contracts included in derivatives do not have active market and are valued
using the discounted cash flow model. The fair value of the derivatives is determined based
on the observable market interest rates of financial instruments with similar level of credit
risk and maturity applicable to respective currencies, and exchange rates effective in the
Republic of Belarus.

Definition of deferred tax assets

The deferred tax asset is the amount of income tax that can be offset against future income
taxes and is recognized in the statement of financial position. A deferred tax asset is
recognized only to the extent that the appropriate tax benefit is likely to be used. The
definition of future taxable profits and the amount of tax benefits likely to arise in the future
is based on the forecasts of the Bank's management.

Initial recognition of transactions with related parties

In the ordinary course of business the Bank performs transactions with related parties. In
accordance with 1AS 39 Financial Instruments: Recognition and Measurement, financial
instruments should be initially recognized at fair value. In the absence of an active market for
such transactions, professional judgments are used to determine whether transactions at
market or non-market interest rates have been performed. The basis for judging is the pricing
of similar types of transactions with unrelated parties and the analysis of the effective
interest rate. The terms for related party transactions are disclosed in Note 37 Related party
transactions.

APPLICATION OF NEW AND REVISED STANDARDS AND INTERPRETATIONS

Bank has adopted the following amended IFRS which are effective for annual periods
beginning on or after 1 January 2017. Bank has not early adopted standards, interpretations
or amendments that have been issued but are not yet effective. The nature and the impact of
each new amendment are described below:

Amendments to IAS 7 Statement of Cash Flows - Disclosure Initiative

The amendments require entities to provide disclosures about changes in their liabilities
arising from financing activities, including both changes arising from cash flows and non-cash
changes (such as foreign exchange gains or losses).
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Bank disclosed relevant information for both the current period and the comparative period in
Note 33 Risk Management.

Amendments to IAS 12 Income Taxes - Recognition of Deferred Tax Assets for Unrealized
Losses

The amendments clarify that an entity needs to consider whether tax law restricts the
sources of taxable profits against which it may make deductions on the reversal of that
deductible temporary difference related to unrealized losses.

Furthermore, the amendments provide guidance on how an entity should determine future
taxable profits and explain the circumstances under which taxable profit may include the
recovery of some assets for more than their carrying amount.

These amendments had ne effect on the Bank’s financial position and performance, since the
Bank has no deductible temporary differences or assets that are in the scope of the
amendments.

Amendments to IFRS 12 Disclosure of Interests in Other Entities - Clarification of the
scope of the disclosure requirements in IFRS 12

The amendments clarify that the disclosure requirements in IFRS 12 are applicable to an
entity’s interest in a subsidiary, a joint venture or an associate (or a portion of its interest in
a joint venture or an associate) that is classified {or included in a disposal group that is
classified) as held for sale.

These amendments had no impact on the Bank’s financial position or performance.
IFRS 9 Financial Instruments

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments which
supersedes IAS 39 Financial Instruments: Recognition and Measurement. The standard
introduces new requirements for classification and measurement, impairment, and hedge
accounting. IFRS 9 is effective for annual periods beginning on or after 1 January 2018. Except
for hedge accounting, retrospective application is required, but recalculation of comparative
information is not compulsory, except for hedge accounting.

Bank plans to adopt the new standard by recognizing the cumulative effect of transition in
retained earnings as at 1 January 2018. The comparative information will not be restated.
The Bank is in the process of quantifying the impact of IFRS 9, but the final impact
assessment is currently unavaitable.

Bank has developed a plan for the phase-by-phase transition to IFRS 9. The working group for
the transition to the new standard comprises experts on methodology, data search and
modeting, information technology and financial statements. The Bank was engaged in the
assessment of financial instruments affected by classification and measurements
requirements of IFRS 9, as well as in the development of the methodology to provide for
expected credit losses.

(a)  Classification and measurement

Pursuant to IFRS 9, all debt financial assets that do not meet the Solely Payments of Principal
and Interest (SPPI) criterion are classified at initial recognition as financial assets at fair value
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through profit or loss (FYPL). According to this criterion, debt instruments that do not meet
the definition of basic credit agreement (such as instruments with embedded conversion
options or non-recourse loans) are measured at FVPL. Those debt financial instruments that
meet the SPPI criterion are classified at initial recognition based on a business model for
managing these instruments:

» Instruments held to receive the contractual cash flows are at amortized cost.

» Instruments held to receive the contractual cash flows and for sale are classified as at fair
value through other comprehensive income (FYOCI}.

» Instruments held for other purposes are classified as at FVPL.

Equity financial assets are to be classified at initial recegnition as at FVPL, except when the

entity decided to irrevocably designate such assets as at FVOCI. For equity financial

instruments classified as at FVOCI, all realized and unrealized gains or losses (except for

dividend income) are recognized in other comprehensive income, with no subseguent

reclassification to profit or loss.

The classification and measurement of financial liabilities remain almost unchanged from the
existing requirements of IAS 39. Derivative financial instruments continue to be measured
under FVPL,

The Bank does not expect any significant changes in classification and measurement of
financial instruments recorded on its statement of financial position.

(b) Impairment

IFRS 9 sets requirements for assessing expected credit losses and providing for financial assets
measured at amortized cost and at fair value through other comprehensive income, including
loans, trade and lease receivables, debt securities, contractual assets per IFRS 15, as well as
off-balance credit-related commitments {hereinafter, the “financial instruments”).

Key changes in the approach to assessing provisions for expected credit losses in IFRS 9:

P> Expected credit losses are assessed for all financial instruments, including assets without
any indications of impairment and/or deterioration of credit quality; provision is required
from the date of acquisition of a financial instruments exposed to credit risk, which result
in higher provisians.

> A more complex provisioning methodology was introduced. A provisioning model is to be
developed using the following parameters: probability of default (PD) within 12 months
and for the whole term of the financial instrument, loss given default (LGD),
macroeconomic indicators.

The assessment of impairment losses is based on expected losses (IFRS 9) rather than on

incurred losses (IAS 39).

According to the new assessment model, an allowance should be created at initial recognition
of a financial instrument {or at the date when the Bank becomes a party to a loan agreement
or a financial guarantee) based on expected potential credit losses.

Pursuant to IFRS 9, for financial instruments, either occurred or acquired, the Bank will
recognize an allowance for impairment in the amount of expected credit losses for 12
manths, if there has been no significant increase in credit risk since origination (phase 1).
This amount represents expected credit losses as a result of a default that may take place
within the next 12 months. Interest income is calculated based on the gross carrying amount
of a financial instrument at phase 1.

According to IFRS 9, credit losses shall be recognized over the remaining useful lives of
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financial instruments (“expected losses over the useful life”) that are considered to have a
significantly increased credit risk exposure {phase 2}, as well as for financial assets impaired
at the reporting date (phase 3).

Expected losses for financial instruments are all possible events of default that may occur
over the expected useful life of a 10 financial instrument. The Bank uses current risk
management measures, changes in credit rating and relevant reasonable information to
determine whether there is a significant increase in credit risk of a financial instrument. This
includes considering prospective information, including macroeconomic factors. In addition,
financial instruments will be transferred at phase 2, if they are 30 days overdue. Interest
income is calculated based on the gross carrying amount of a financial instruments at phase
2.

IFRS 9 does not require separating individually significant financial instruments / borrowers in
assessing expected credit losses and using a separate approach to such
instruments/borrowers. Interest income is calculated only based on net carrying amount of
these financial instruments at phase 3.

The Bank decided to assess the allowance for credit losses on an individual basis at phase 3.
There is a number of criteria the Bank analyses at transitions between phases 1, 2 and 3. At
the same time, it analyses, on an individual basis, all factors that may provide evidences of
changes in credit risk or impairment.

In order to assess expected credit losses, the Bank uses three basic components: the
probability of default (PD) (point in time and lifetime), loss given default (LGD},
macroeconomic indicators.

For the purpose of IFRS 9, allowances for credit losses are affected by such key
characteristics as exposure at default (EAD), expected useful life of a financial asset, etc. As
a result, the allowance for credit losses for phase 2 financial instruments will be increased
along with the expected useful life of a financial instrument.

According to estimates, IFRS 9 will result in higher provisions to cover credit losses, as
mentioned above. This increase is a result of the requirement to fix a provision in the amount
of expected credit losses for 12 months for instruments with no significant increase in credit
risk since arigination, and a larger number of financial instruments to which expected losses
are applied over their useful lives.

{c)  Changes in hedge accounting

IFRS 9 sets new hedge accounting rules that will align hedge accounting with risk management
approach. The standard eliminated certain restrictions, so more instruments can qualify as
hedging instruments for hedge accounting purposes.

Key changes: Modified approach to hedge effectiveness testing, risk component designated as
the hedged item, hedging cannot be derecognized when the hedging purpose remains
unchanged.

IFRS 9 provides possibility to postpone implementation of the standard in relation to hedge
accounting and continue to apply |AS 39 requirements. The Bank decided not to implement
IFRS 9 in relation to hedge accounting at the date of IFRS 9 became effective,

IFRS 15 Revenue from Contracts with Customers

IFRS 15 was issued in May 2014 and amended in April 2016. The new standard will supersede
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all existing revenue recognition requirements under IFRS. Either a full retrospective
application or a modified retrospective application will be required for annual periods
beginning on or after 1 January 2018. The Bank plans to adopt the new standard using the
modified retrospective approach and recognize the cumulative effect of transition in retained
earnings as at 1 January 2018. The comparative information will not be restated.

IFRS 15 establishes a new five-step model that will apply to revenue arising from contracts
with customers. Under IFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or
services to a customer. However, interest and fee income integral to financial instruments
and leases will continue to fall outside the scope of IFRS 15 and will be regulated by the other
applicable standards (e.g., IFRS 9 and IFRS 16 Leases). As a result, this standard will have no
impact on a significant portion of the Bank's revenue.

Bank does not expect a significant impact of IFRS 15.

Amendments to IFRS 10 and IAS 28 - Sale or Contribution of Assets between an Investor
and its Associate or Jeint Venture

The amendments address the inconsistency between the requirements in IFRS 10 and 1AS 28 in
dealing with the loss of control of a subsidiary that is sold or contributed to an associate or a
joint venture. The amendments clarify that gains or losses arising as a result of the sale or
contribution of assets that constitute a business, as defined in IFRS 3, in a transaction
between an investor and its associate or joint venture are recognized in full. However, gains
or losses arising as a result of the sale or contribution of assets that do not constitute a
business are recognized only to the extent of interests of investors, other than the entity, in
an associate or a joint venture. The IASB has deferred the effective date of these
amendments for an indefinite term, but an entity that early adopts the amendments must
apply them prospectively.

The Bank does not expect any significant effect from these amendments.
Amendments to IFRS 2 - Classification and Measurement of Share-based Payments

The IASB issued amendments to IFRS 2 Share-based Payments, which cover the following three
aspects: the effects of vesting conditions on the measurement of a cash-settled share-based
payment; classification of share-based payments with settlement of the tax at source on a
net basis; accounting for amended terms of share-based payments resulting in cease of
classification as a cash-settled transaction and start of classification as equity-settled
transaction.

When adopting the amendments, entities do not have to restate data for the prior periods,
however retrospective application is possible if the entity applies all three aspects and if
other criteria are met. The amendments are effective for annual periods beginning on or
after 1 January 2018, with early adoption permitted.

The Bank does not expect any significant effect from these amendments.
IFRS 16 Leases

IFRS 16 was issued in January 2016 and replaces IAS 17 Leases, IFRIC 4 Determining Whether
an Arrangement Contains a Lease, SIC 15 Operating Leases - Incentives and SIC 27 Evaluating
the Substance of Transactions Involving the Legal Form of a Lease. IFRS 16 sets out the
principles for the recognition, measurement, presentation and disclosure of leases, and
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requires that lessees account for all lease agreements using a single lessee accounting model,
i.e. similarly to the accounting for finance leases in IAS 17. The standard provides for two
types of disclosure exemptions for lessees: for leases of ‘low-value' assets and ‘short-term’
leases (e.g. leases expiring in 12 months or less). At the inception of the lease, the lessee will
recognize a liability to make lease payments (i.e. a lease liability} and an asset granting the
right to use an underlying asset over the lease term (i.e. a right-of-use asset). The lessees will
recognize the interest expense related to the lease liability separately from the amortization
expense related to the right-of-use asset.

The lessees will also remeasure the lease liability on occurrence of a certain event (e.g. a
change in lease terms or future lease payments resulting from a change in the index or rate
used to determine those payments). In most cases, a lessee will account for the amount of
the remeasured lease liability as an

The accounting treatment for the lessor under IFRS 16 remains almost unchanged from the
existing requirements of IAS 17. Lessars will continue to classify leases as operating or finance
leases using the same classification principles as in [AS 17.

In addition, IFRS 16 requires that lessors and lessees provide a more detailed disclosures as
compared with 1AS 17.

IFRS 16 is effective for annual periods beginning on or after 1 January 2019. Early application
is permitted but not before the date on which the entity begins to apply IFRS 15. A lessee
may apply this standard using either a full or modified retrospective approach. The
transitional provisions of the standard contain certain exemptions. In 2018, the Bank will
continue to assess the potential impact of IFRS 16 on its financial statements.

IFRS 17 Insurance Contracts

In May 2017, the 1ASB issued IFRS 17 Insurance Contracts, a new comprehensive financial
reporting standard related to insurance contracts, which addresses the issues of recognition,
measurement, information presentation and disclosures.

When IFRS 17 is effective, it will replace IFRS 4 Insurance Contracts, which was issued in
2003. IFRS 17 applies to all insurance contracts (i.e., life insurance and insurance other than
life insurance, direct insurance and reinsurance) regardless of the type of entity that issues
them, as well as to certain guarantees and financial instruments with discretionary
participation conditions.

There are several scope exceptions. The main objective of IFRS 17 is to provide a recognition
madel for insurance contracts, which is more effective and consistent for insurers. Unlike
requirements of IFRS 4, which are based mostly on previous local accounting policies, IFRS 17
provides a comprehensive recognition model for insurance contracts covering all the relevant
accounting considerations.

IFRS 17 is effective for reporting periods beginning on or after 1 January 2021. In addition,
comparative information shall be provided. Earlier application is permitted on condition that
the entity also applies IFRS 9 and IFRS 15.

The Bank does not expect that IFRS 15 will have a significant effect on the financial
statements.
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Amendments to IAS 40 - Transfers of Investment Property

Amendments clarify the cases when an entity is required to transfer real estate, including
real estate under construction or development, into or from the category of investment
property. The amendments state that a change in use occurs when property begins or ceases
to comply with the definition of investment property and there is evidence of a change in
use. Any change in management's intentions regarding the use of the property itself does not
indicate a change in its use. Entities should apply these amendments prospectively with
respect to changes in use, which occurred on or after the beginning of the annual reporting
period, in which the entity applies these amendments for the first time, or after that date.
The entity shall re-assess the classification of real estate held at that date and, if necessary,
transfer real estate to reflect conditions that exist at that date. Retrospective application is
permitted according to 1AS 8 only if it is possible without more recent information. The
amendments are effective for annual periods beginning on or after 1 January 2018. The Bank
does not expect any significant effect from these amendments.

Annual improvements 2014-2016 cycle (issued in December 2016)

They include:

IFRS 1 First-time Adoption of International Financial Reporting Standards - Elimination of
Short-Term Exemptions for First-Time Adopters Short-term exemptions stipulated by
paragraphs E3-E7 of IFRS 1 were deleted since they had served their purpose. These
amendments are effective from 1 January 2018. These amendments are not applicable to the
Bank.

IAS 28 Investments in Associates and Joint Ventures - Clarification that the Decision to
Measure Investees at Fair.

Value through Profit or Loss Should Be Made Individually for Each Investment.

The amendments clarify: An entity that is a venture capital organization, or other similar
entity may decide to measure investments in associates and joint ventures at fair value
through profit or loss. This decision is made individually for each investment.

If the entity that is not an investment entity itself has an interest in an associate or joint
venture that are investment entities, when applying the equity method, such entity can
retain the fair value measurement applied by its investment associate or joint venture to its
interests in subsidiaries. This decision is made individually for each investment associate or
joint venture at the later of: {a) the date of initial recognition of an investment associate or
joint venture; {b) the date when an associate or joint venture becomes an investment entity
and (c} the date when an investment associate or joint venture first becomes a parent.

These amendments are applied retrospectively and are effective from 1 January 2018. The
Bank does not expect any significant effect from these amendments.

Amendments to IFRS 4 - Applying IFRS 9 Financial Instruments with IFRS 4 Insurance
Contracts

These amendments eliminate concerns arising from implementing the new standard related
to financial instruments, IFRS 9, before implementing IFRS 17 Insurance Contracts, which
replaces IFRS 4. The amendments grant two options for entities issuing insurance contracts: a
termporary exemption from applying IFRS 9 and an overlay approach. The temporary
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exemption is first applied for reporting periods beginning on or after 1 January 2018. An
entity may elect the overlay approach when it first applies IFRS 9 and apply that approach
retrospectively to financial assets designated at the entity’s discretion on transition to IFRS 9.
In addition, the entity restates comparative information to reflect the overlay application
approach if, and only if, it restates comparative data while applying IFRS 9. These
amendments are not applicable to the Bank.

IFRIC 22 - Foreign Currency Transactions and Prepayment

It clarifies that for the purpose of determining exchange rate to be applied at initial
recognition of the respective assets, expenses or revenues {or their part) at derecognition of
a non-monetary asset or non-monetary liability related to making or receiving prepayment,
the date of transaction should be considered the date when an entity initially recognizes non-
monetary asset or non-monetary liability related to making or receiving prepayment. The
clarification become effective for annual reporting periods beginning on or after 1 January
2018. However, since the current activities of the Bank comply with the requirements of the
clarification, the Bank does not expect that it will have any impact on its financial
statements.

IFRIC 23 - Uncertainty over Income Tax Treatments

The clarification addresses the treatment of income tax when there is uncertainty over tax
interpretations, which affects the application of 1AS 12. The clarification does not apply to
taxes or fees that are not within the scope of IAS 12, nor does it contain specific
requirements for interest and penalties related to uncertain tax interpretations. The entity
should decide whether to consider each uncertain tax interpretation separately or together
with one or several other uncertain tax interpretations. It is necessary to use an approach
that will allow predicting results of resolving uncertainty more accurately. The clarification
also covers assumptions made to review interpretations of tax authorities and changes in facts
and circumstances,

The clarification become effective for annual reporting periods beginning on or after 1
January 2019, The Bank is not subject to taxation, therefore application of these
amendments has no effect on the Bank’s financial position and performance.

Annual improvements 2015-2017 cycle (issued in December 2017)

These improvements are applied for annual reporting periods beginning on or after 1 January
2019 and include:

IFRS 3 Business Combinations and IFRS 11 Joint Arrangements - previously held interest in a
Jjoint operation. These amendments clarify whether the previously held interest in a joint
operation {that is a business as defined in IFRS 3) should be remeasured to fair value, when:

> A party to a joint operation obtains control over the joint operation (IFRS 3);
> A party that participates in (but does not have joint control over a joint operation) obtains
joint control over the joint operation (IFRS 11).

The Bank does not expect any effect on its financial statements.

IAS 12 Income Taxes - income tax consequences of payments on financial instruments
classified as equity.
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These amendments clarify that an entity must recognise all income tax consequences of
dividends in profit or loss, other comprehensive income or equity, depending on where the
entity recognized the originating transaction or event that generated the distributable profits
giving rise to the dividend. Earlier application is permitted and must be disclosed.

The amendments must first be applied to income tax consequences of dividends recognized
on or after the beginning of the earliest comparative period. Since the Bank’s current
practice is in line with the amendments, the Bank does not expect any effect on its financial
statements.

IAS 23 Borrowing Costs - borrowing costs eligible for capitalization

These amendments clarify that, when a qualifying asset is ready for its intended use or sale,
and some of the specific borrowing related to that qualifying asset remains outstanding at
that point, that borrowing is to be included in the funds that an entity borrows generally.
Earlier application is permitted and should be disclosed. The Bank does not expect any effect
on its financial statements,

SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents. Cash and cash equivalents represent assets which can be easily
converted into certain amounts of cash and which are subject to an insignificant risk of
changes in value with original maturity up to 90 days and include cash in hand, balances with
the National Bank of the Republic of Belarus, balances with other credit organizations, Assets
with longer-term maturity exceeding 90 days cannot be considered as cash equivalents when
their residual period to maturity reduces to 90 days. Amounts that are subject to restrictions
on their availability are not included in cash and cash equivalents.

Mandatory reserve deposits with the National Bank of the Republic of Belarus. Mandatory
reserve deposits with the Nationat Bank of the Republic of Belarus {the “National Bank”) are
funds deposited with the National Bank, which are not intended for the financing of current
operations. Mandatory reserves with the National Bank are not included in cash and cash
equivalents for the purposes of statement of cash flows.

Financial instruments. The Bank classifies its financial assets at initial recognition,
Classification of financial assets at initial recognition depends on the purpose for which these
financial assets were acquired, and their financial characteristics. Subsequent
reclassifications are allowed only in cases stipulated by IFRSs. Financial instruments are
classified into the categories listed below.

Financial assets and liabilities measured at fair value and changes therein are recognized in
profit or loss are financial assets and liabilities classified by the Bank as at fair value through
profit or loss or held-for-trading financial assets and liabilities. Held-for-trading financial
instruments are financial instruments that the Bank acquires in order to profit from short-
term fluctuations in the price of financial instruments, including derivatives.

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Bank has the intent and ability to hold to maturity.

Loans and receivables are non-derivative financial assets with fixed or determinahble
payments that are not quoted in an active market, other than:

» those that the Bank intends to sell immediately or in the nearest term;
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» those that the Bank designates upon initial recognition as carried at fair value through
profit or loss or as available for sale;

» those for which the Bank may not recover substantially all of its initial investments, for
the reason other than credit deterioration, and which shall be classified as available for
sale.

Loans and receivables include amounts due from other banks, loans to customers and other

financial assets which comply with these classification criteria.

Financial assets available for sale are non-derivative financial assets that are not included
into any of other categories described abave. Available-for-sale instruments may include
certain debt and equity investments.

Financial tiabilities carried at amortised cost include financial liabilities except for:

» liabilities measured at fair value with any gains or losses arising on remeasurement
recognized in profit or loss;

» liabilities which arise from a transfer of financial assets not qualifying for derecognition
and are accounted using the continuing involvement method (i.e. recognition of the assets
to the extent of continuing involvement).

Financial liabilities measured at amortised cost include balances due to other banks,

customer accounts, debt securities issued, subordinated debts and other borrowed funds.

Initial recognition of financial instruments

The Bank recognises financial assets and liabilities on the statement of financial position
when it becomes a party to the contractual obligation of the instrument. Regular way
purchase and sale of the financial assets and liabilities are recognized using setttement date
accounting.

All financial assets and financial liabilities are initially recognized at fair value. Costs directly
attributable to the acquisition or issue, except for financial assets at fair value through profit
or loss are added to the initial cost.

Derecognition of financial assets

Derecognition of financial assets (or, if applicable, of the part of a financial asset or of the
part of the group of similar financial assets) takes place only when:

» the contractual rights to the cash flows from the financial asset expire;

» the Bank transfers the contractual rights to receive the cash flows of the financial asset,
or if the Bank retains the right to obtain cash receipt from such asset the Bank
simultaneously assumes an obligation to pay it in frill to the third party without significant
delays;

» the Bank either transfers substantially all risks and rewards related to the asset, or does
not transfer and does not retain all related risks and rewards, but at the same time
transfers the control over this asset. The control is retained when the counterparty has no
practical ability to sell the asset in its entirety to an unrelated third party and is not able
to exercise that ability unilaterally and without needing to impose additional restrictions
on the transfer.

Financial assets at fair value through profit or loss

Derivative financial instruments represent financial assets and liabilities measured at fair
value through profit or loss. They include swaps on purchase/sale of foreign currency. The
Bank enters into derivative financial instruments to manage currency and liquidity risks and
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for trading purposes. Derivative financial instruments entered into by the Bank do not qualify
for hedge accounting,

Derivative financial instruments are initially recorded and subseguently measured at fair
value. Fair values are obtained from quoted market prices and the discounted cash flow
model. The results of the valuation of derivatives are reported in assets (aggregate of positive
market values) or liabilities (aggregate of negative market values), respectively. Both positive
and negative valuation results are recognized in the statement of comprehensive income for
the year in which they arise under net gain on financial instruments at fair value through
profit or loss.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than:

(a) those that the Bank intends to sell immediately or in the near term, which shall be
classified as held for trading, and those that the Bank upon initial recognition designates as at
fair value through profit or loss;

(b)those that the Bank upon initial recognition designates as available for sale; or

(c) those for which the Bank may not recover substantially all of its initial investment, other
than because of credit deterioration, which shall be classified as available for sale.

Initially, loans to customers are recorded at the initial cost of funds provided, net of
transaction costs. Loans, issued at interest rates, which are different from market rates, are
measured as at the issue date and at fair value, which represents the future cash flows of the
loan, discounted at market rates for similar loans. The difference between the fair value and
the nominal value of loans is represented in the statement of profit and loss as the effect of
the initial recognition of financial instruments at fair value. Subsequently loans are carried at
amortized cost using the effective interest method. Loans to customers are accounted for net
of allowance for impairment,

Loans to customers are recognized when loans are issued to borrowers. Loans for which during
the reporting period the terms were reviewed and which would otherwise be past due, are
recorded in accordance with the new (revised) conditions. The Bank does not purchase loans
from third parties.

Due from financial organizations

In the normal course of business the Bank maintains advances and deposits for various periods
with other banks. Balances due from other banks with fixed maturity are initially recognized
at fair value and subsequently measured at amortised cost using the effective interest rate
method. Those that do not have fixed maturities are carried at amortised cost based on
expected maturities. Amounts due from banks are carried net of allowance for impairment
losses, if any.

The difference between the nominal amount of funds transferred and the fair value of
allocation at a rate below the market rate, is recorded in the allocation period as an
adjustment on initial recognition. Discounting is performed using approximate market rates
effective at the time of funds (deposits) allocation, the adjustment is reflected in the profit
and loss under the statement account "Net effect of initial recognition of financial
instruments at fair value”.
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Financial assets available-for-sale

Financial assets available-for-sale represent equity and debt securities. Securities are initially
recorded at fair value, and any transaction costs directly attributed to the acquisition of the
financial assets.

Subsequently the securities are measured at fair value, with such re-measurement recognized
in other comprehensive income, as a separate component of equity until sold when gain/loss,
previously recorded in equity, recycles through the statement of comprehensive income,
except for interest income on debt securities accrued using the effective interest method,
which is recognized directly in the statement of comprehensive income. Dividends received
on equity securities are recognized separately in the statement of comprehensive income,
when the right to their receipt is established and receipt is probable.

The Bank uses quoted market prices to determine the fair value for the Bank’s debt
investments available-for- sale. Non-marketable debt securities are stated at amortised cost
less impairment losses, if any, unless fair value may be reliably measured. Non-marketable
equity securities are stated at cost.

Financial assets impairment

The carrying amounts of financial assets or groups of financial assets of the Bank are reviewed
at each reporting date to determine whether there is any indication of impairment.
Impairment losses are recognized when incurred as result of one or more events ("loss
events”) occurred after the initial recognition of financial assets and loss events that have an
impact on the estimated future cash flows of the financial asset or group of financial assets
that may be reliably estimated. If there is no objective evidence that a financial asset is
individually impaired (irrespective of its materiality), this asset is included in a group of
financial assets with similar features of credit risk and is collectively with other assets
assessed for impairment.

Impairment of due from financial organizations and loans to customers

Due from financial organizations and loans to customers are assessed individually for
objective evidence of impairment for individually significant financial assets and collectively
for financial assets, which are not individually significant.

Assets that are individually assessed for impairment and for which an impairment loss is to be
recognized are not included in a collective assessment of impairment.

If the Bank determines that there is no objective evidence of impairment of a financial asset
individually assessed for impairment, the asset is included in a group of financial assets with
similar credit risk characteristics and is assessed for impairment on a collective basis.

For the purpose of a collective evaluation of impairment, financial assets are grouped based
on similar credit risk characteristics such as asset type, industry, geographical location,
collateral type, past-due status and other relevant factors. The characteristics chosen are
relevant to the estimation of future cash flows for groups of such assets by being indicative of
the debtors’ ability to pay all amounts due according to the contractual terms of the assets
being evaluated.

The main criteria, based on which the objective evidence for the impairment loss on loans
and advances to banks and customers assessed for impairment on a collective basis are
identified, is the available information, which evidences the decrease of expected future
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cash flows on the financial assets group after their initial recognition, which can be
reasonably determined, that cannot be attributed to the individual financial assets in this
group. The objective evidences can include unfavarable changes in the borrowers’ payment
status in the group and also national or local economic conditions attributable to the default
to meet obligations related to assets within the group.

If there is any objective evidence that an impairment loss has been incurred, the amount of
the loss is measured as the difference between the asset's carrying amount and the present
value of estimated future cash flows (excluding future credit losses that have not been
incurred). The carrying amount of the asset shall be reduced through use of an allowance
account. The amount of the loss shall be recognized in profit or loss.

To arrive at the present value of estimated cash flows, future cash flows are discounted at
the original effective interest rate of an asset. If the loan is issued at the floating interest
rate, future cash flows are discounted at the current effective interest rate. The present
value of estimated cash flows of financial assets received as collateral is the amount, which
may be recovered through the sale of collateral fewer expenses on transferring and selling of
collateral irrespective of possibility of repossession of collateral.

Future cash flows in a group of financial assets that are collectively evaluated for impairment
are estimated based on historical loss experience for assets with credit risk characteristics
similar to those in the group and result of recovery of overdue amounts. Historical loss
experience is adjusted based on current observable data to reflect the effects of current
conditions that did not affect the period on which the historical loss experience is based and
to remove the effects of conditions in the historical period that do not exist currently.
Estimates of changes in future cash flows reflect and are directionally consistent with
changes in related observable data from period to period (such as changes in unemployment
rates, property prices, commodity prices, payment status or other factors that are indicative
of incurred losses in the group and their magnitude). The methodology and assumptions used
for estimating future cash flows are reviewed regularly to reduce any differences between
loss estimates and actual loss experience.

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 (such as an
improvement in the debtor’s credit rating}, the previously recognized impairment loss shall
be reversed by adjusting the allowance in the statement of profit or loss.

The assets, which may not be repaid and in relation to which all the necessary procedures for
full or partial repayment are completed and the final amount of losses are determined, are
written off against the allowance for impairment losses.

Financial tiabilities

Financial liabilities, except for those at fair value through profit and loss, are classified as the
financial liabilities accounted at amortized cost. Financial liabilities recognized at amortized
cost are initially recognized at fair value, net of transaction costs incurred. Subsequently,
they are measured at amortized cost.

In the case of issuance of financial liabilities at rates which are above (below) than market
rates, the difference between the fair and nominal value of financial liabilities is recognized
in the statement of profit and loss as the effect of the initial recognition of financial
instruments at fair value. Subsequently, the value of liabilities represented in the statement
of financial position, is adjusted taking into account the amortization of the initial expense
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and related expenses are represented as interest expenses in the statement of profit and loss.

For loans received from shareholders at rates different from market rates, the difference
between the nominal amount of the consideration received and the fair value is represented
in the statement of changes in equity in the period of purchase of the instrument as an
additional contribution to the equity. Subsequently, the value of such instruments is
amortized and the related costs are represented in the statement of profit and loss in interest
expenses using the effective interest method,

Financial liabilities, accounted at amortized cost, include loans and deposits due to banks,
customer accounts, and other borrowed funds.

Due to financial organizations. Loans and advances from other banks are recognized when
loans are placed and deposits pravided by other banks from banks-counterparties.

Customer accounts. Customer accounts include non-derivative financial obligations to
individuals, public and corporate customers.

Other borrowed funds. Other borrowed funds include debt securities issued and subordinated
loans received by the Bank.

Derecognition of financial liabilities

Derecognition of a financial liability is performed the case of execution, cancellation or
expiry of the relevant liability. When replacing an existing financial liability with other
liability to the same lender under material different terms, or in the case of material changes
in the terms of an existing liability, the original liability is derecognized and the new liability
is recognized with the recognition of the difference in the value of liabilities in the statement
of comprehensive income.

Offset of financial assets and liabilities

Financial assets and liabilities are offset and reported net on the statement of financial
position when the Bank has a legally enforceable right to set off the recognized amounts and
the Bank intends either to settle an a net basis or to realise the asset and settle the liability
simultaneously.

Property and equipment

Property and equipment are recorded at initial cost, less accumulated depreciation and
impairment loss (if any).

The Bank reviews the carrying amounts of property and equipment at each reporting date for
evidence of impairment. If such evidence exists, the Bank evaluates the recoverable amount
of property and equipment, which is determined as the higher of its fair value less costs to
sell and its value in use, which is the present value of the future cash flows expected to be
derived from an asset. Where carrying values exceed this estimated recoverable amount,
assets are written down to their recoverable amount and difference is recognized in
statement of comprehensive income as property and equipment impairment loss.

Gains and losses on disposals of property and equipment are determined based on their
carrying values and recognized in the statement of comprehensive income as operating
expenses,

Repair and maintenance costs are charged to the statement of comprehensive income as
incurred.

Depreciation is charged from the moment the property and equipment is put into operation.
Depreciation is charged on a straight line basis during the following useful lives:

» buildings -20-50 years;
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> transport - 8 years;
» office and computer equipment- 5-50 vears.

Depreciation method, residual value and useful lives are reviewed and, if necessary, adjusted
at each reporting date.

Intangible assets

An intangible asset is an identifiable non-monetary asset that does not have a physical form. An
intangible asset is recognized if:

» it is probable that the Bank will receive future economic benefits attributable to the
asset;
» the cost of the asset can be measured reliably.

Intangible assets include software, licenses and other intangible assets.

intangible assets which are separately acquired and recognized at acquisition cost less
accumulated amortisation and allowance for impairment, if any.

Intangible assets with a definite useful life are amortized during the useful life of 1 to 10
years and are evaluated for impairment when there is an evidence of possible impairment of
intangible assets. Useful lives and method of amortization of intangible assets are reviewed at
least annually at the end of the reporting period.

Gains and losses on disposals of intangible assets are determined as the difference of the net
disposal proceeds and the value of assets in the statement of financial position, and
recognized in the income statement as other income.

Repossessed assets

In the normal course of business, the Bank occasionally takes possession of non-financial
assets that originally were pledged as collateral for loans. When the Bank acquires (i.e. gains
a complete ownership) a non-financial asset in this way, the asset’s classification follows the
nature of its intended use by the Bank. Such assets are initially recognized at the carrying
value of appropriate loans recorded in the statement of financial position. Subsequently such
assets are usually classified as other assets and accounted for in accordance with IAS 2 at the
lower of cost and net realisable value. These policies are also applicable to property acquired
by the Bank as loan repayment through repossession of collateral or as compensation for
credit and other contracts, and intended solely for subsequent sale or for renovation and
resale (by decision of the authorized bedy of the Bank on the implementation of such
reconstruction).

Met realisable value is the estimated selling price for repossessed assets in the ordinary
course of business less the estimated costs necessary to make the sale.

At each reporting date the Bank revises the net realisable value and compares it with the cost
of repossessed assets recorded in the statement of financial position. If the cost of such
assets is not recoverable due to damage or obsolescence of assets, market prices decline or
increase in estimated costs of completion and costs necessary to make the sale, the Bank
writes such assets down to their net realisable value and recognises the write down in
operating expenses in the period such write down occurs or losses takes place. Subsequently,
if the circumstances which led to write down of assets change or if there is an evidence of
net realisable value growth, the amount of write down is reversed so that the revised carrying
amount in the statement of financial position would be the lower of net realisable value and
cost,
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Repossessed assets initially intended for purposes other than sale in the normal course of
business are subsequently valued according to the accounting policy based on the
classification of such assets in the statement of financial position.

Leased assets

Finance leases are leases that transfer substantially all the risks and benefits connected with
ownership of an asset to the lessee.

The Bank recognises finance leases in assets and liabilities in the statement of financial
positian as at the date of commencement of the lease in the amount equal to the fair value
of the leased property or the present value of the minimum lease payments, if lower than fair
value, In calculating the present value of the minimum lease payments, the internal rate of
interest on the lease is used as a discount factor, if the definition of such a rate is possible. In
other cases, a borrowing rate of the Bank is used. Initial direct costs are recognized in the
asset. Lease payments are apportioned between the financing expenses and repayments,
Financing expenses for the rental period are included in the periods in such a way as to insure
representation of expenses at a constant periodic interest rate charged for the liability
balance for each reporting period.

Any other lease is recognized as operating lease. Lease payments under an operating lease
are recognized as operating expenses on a straight-line basis over the lease term.

Impairment of non-financial assets

The carrying amount of non-financial assets of the Bank, except for deferred tax assets, are
reviewed at each reporting date to determine any indication of impairment. If there is any
such evidence of impairment, the recoverable amount of the asset is estimated.

The recoverable amount of other non-fmancial assets is the higher value of its fair value less
costs to sell and its value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax rate that reflects current market
assessments of the time value of cash and the risks specific to the asset.

For an asset that, independently from other assets, do not generate cash inflows, the
recoverable amount is determined for the cash-generating unit to which the asset belongs.

An impairment loss is recognized when the carrying amount of an asset or cash-generating
unit exceeds its recoverable amount.

All impairment losses on non-financial assets are recognized as an expense in the statement
of comprehensive income and are reversed only if there were changes in the estimates used
to determine the recoverable amount. Any reversal of impairment losses is performed only to
the extent that the carrying amount of the asset does not exceed the carrying amount that
would have been determined after the deduction of depreciation, if there were no
recognition of impairment losses.

Share capital
Ordinary shares are classified as equity.

Share capital, contributed after this date is accounted for at cost. Incremental costs directly
attributable to the issue of ordinary shares are recognized as a deduction from equity, net of
any tax effects,

Provisions

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

The provisions are measured at the present value of the lower of the expected cost that
reflects current market assessments of the time value of money and, where appropriate, the
risks specific to the liability.

Short-term employee benefits

Short-term employee benefits are measured on an undiscounted basis and are expensed as
the related service is provided.

According to the requirements of the Republic of Belarus the Bank makes statutory payments
to the Fund for social protection of the population of the Labor and Social Protection Ministry
of the Republic of Belarus from its employee salaries.

The Bank carries no further pension obligations in respect of its retired and former
employees.

Loan commitments

The Bank assumes aobligations of a credit nature, including financial guarantees, letters of
credit and commitments to issue loans. Guarantees are the Bank's irrevocable obligations to
perform payments when a customer does not fulfill its obligations to third parties and have
the same level of credit risk as loans. Letters of credit are the Bank’s written obligations to
make payments on behalf of customers in agreed amount when certain conditions are met;
they are collaterised with the corresponding deliveries of goods or deposits and, accordingly,
have lower risk level, than direct loan granting.

Loans commitments represent an unused part of loans, guarantees or letters of credit
authorized for issue. In respect of the cornmitments to issue loans, the Bank potentially has
the risk to sustain losses in the amount equal to the total amount of the unused
commitments. The Bank controls maturity terms, as usually long-term obligations bear higher
credit risk level than the short-term ones.

A financial guarantee liability is recognized initially at fair value net of related transaction
costs, and is measured subsequently at the higher of the amount initially recognized less
cumulative amortisation or the amount of provision for losses under the guarantee. Provisions
for losses under financial guarantees and other commitments are recognized when losses are
considered probable and can be measured reliably. Such provisions are recognized in other
liabilities.

Taxation

Income taxes comprise current and deferred tax. Current income tax expense is based on the
taxable profit for the year and is computed in accordance with the legislation of the Republic
of Belarus.

The current tax expense is based on taxable profit for the year using tax rates that have been
enacted or substantively enacted by the statement of financial position date. Current income
tax balances include amounts due to state budget or due from state budget in relation to the
taxable profit and deductible expenses of the current or previous periods.

Deferred tax is the tax expected to be payable or recoverable on differences between the
carrying amounts of assets and liabilities in the financial statements and the corresponding
tax bases used in the computation of taxable profit.

Deferred tax liabilities are generally recognized for all taxable temporary differences and
deferred tax assets are recognized to the extent that it is probable that taxable profits will
be available against which deductible temporary differences can be utilized.
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The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to
the extent that it is no longer probable that sufficient taxable profits will be available to
allow all or part of the asset to be recovered,

Deferred tax is calculated at the tax rates that are epacted or substantively enacted at the
reporting date. Deferred tax is charged or credited in the statement of comprehensive
income, except when it relates to items charged or credited to other comprehensive income,
in which case the deferred tax is also dealt with in other comprehensive income.

Taxes other than income tax, which are stiputated by the legislation of the Republic of
Belarus, are accounted for in operating expenses.

Income and expense recognition

Interest income and expenses are recognized in the income statement on an accrual basis
using the effective interest rate method. The effective interest rate method is a method of
calculating the amortised cost of a financial asset or a financial liability 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 payments or receipts through the
expected life of the financial instrument or, when appropriate, a shorter period to the net
carrying amount of the financial asset or financial liability recorded in the statement of
financial position. When calculating effective interest rate the Bank evaluates cash flows in
accordance with contractual terms of the financial instrument, but does not account for
future losses on loans. The calculated effective interest rate usually includes any fees, points
paid or received, transaction costs and other premiums or discounts.

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

Foreign currency transactions

Foreign currency transactions are accounted for at the exchange rates set by the National
Bank of the Republic of Belarus at the date of the transaction. Monetary assets and liabilities
denominated in currencies other than the functional currency (foreign currencies) are
translated into Belarusian Roubles at the appropriate rate of exchange prevailing at the
reporting date. Retranslation gains and losses are included in net gain on foreign exchange
operations.

Non-monétary assets and liabilities denominated in foreign currencies that are measured at
fair value are translated into Belarusian Roubles at the exchange rate of the National Bank of
the Republic of Belarus at the date of fair value determination. Non-monetary assets and
liabilities denominated in foreign currencies that are measured at historical cost are
translated into Belarusian Roubles at the exchange rate of the National Bank of the Republic
of Belarus at the date of acquisition.
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6.

8.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include the following amounts:

31 December 31 December
2017 2016
Correspondent accounts and overnight deposits with other
banks 12,359 23,563
Cash on hand 5,135 4,044
Balances on current accounts with the National Bank of the
Republic of Belarus {other than mandatory reserves) 9,736 1,964
Total cash and cash equivalents 27,230 29,571

As at 31 December 2017 and 31 December 2016 cash and cash equivalents have been ptaced in
the National Bank of the Republic of Belarus and other banks with a credit rating B- or no credit
rating.

As at 31 December 2017 the correspondent network of the Bank includes 70 Nostro accounts in
foreign currency (as at 31 December 2016 - 56 accounts).

As at 31 December 2017 and 31 December 2016 the Bank had no balances on correspondent
accounts and overnight deposits with other banks which balances exceeded 10% of the Bank's

equity.
PRECICUS METALS AND GEMSTONES
31 December 31 December
2017 2016
Gemstones 30 30
Precious metals and gemstones 10 30
DUE FROM FINANCIAL ORGANIZATIONS
31 December 31 December
2017 2016
Unimpaired and non-overdue loans and other funds in banks
{credit rating "B-") 1,205 809
Mandatory reserves in the National Bank of the Republic of
933 367
Belarus
Total due from financial organizations 2,188 1,176
Less atlowance for impairment loss (118) {14)
Total net balances due from financial organizations 2,070 1,162

Movement of the allowance for due from financial organizations is as follows:

31 December

31 December

2017 2016
Allowance for due from financial organizations
Balance at 1 January (14} (6)
Accrual of allowance (7,475) {805)
Recovery of allowance 7,371 797
Balance at 31 December {118) {14)

In accordance with the legislation of the Republic of Belarus, the Bank is obliged to deposit
funds in the Mandatory Reserve Fund with the National Bank of the Republic of Belarus.
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(8) Restricted in use due from financial organizations (except for due in the Fund of
Mandatory Reserves in the National Bank of Belarus)

As at 31 December 2017 and 31 December 2016 due from financial organizations included
guarantee deposits placed by the Bank in JSC "Belarusbank” for operations with letters of
credit and bankcards in the amount of 770 thousand BYN and 795 thousand BYN, respectively,

(b} Concentration of due to financial organizations

As at 31 December 2017 and 31 December 2016 the Bank had no balances with financial
organizations which balances exceeded 10% of the Bank’s equity.

It should be noted that the maximum exposure to credit risk of balances due from financial
organizations equals the net carrying amounts as reported in the Statement of financial
position.

LOANS TO CUSTOMERS

31 December 31 December

2017 2016

Commercial loans 68,476 37,641
Loans to individuals 33,970 18,817
Total loans to customers : 102,446 56,458
Less allowance for impairment loss (4,380) {3,287)
Total net loans to customers 98,066 53,171

Credit quality of commercial loan portfolio
The table below provides information on the credit quatity of the commercial loan portfolio:

as at 31 December 2017:

Gross loans impairment Net loans Ll S )

gross loans

Individuatly impaired loans 45,248 (3,268) 41,980 7.2%
Collectively impaired loans 23,228 {923) 22,305 4.0%
Total commercial loans 68,476 (4,191) 64,285 6.1%

as at 31 December 2017

Gross loans Impairment Net loans LG C )

gross loans

Individually impaired loans 32,555 (2,835) 29,720 8.7%
Collectively impaired loans 5,086 (303} 4,783 6.0%
Total commercial loans 37,641 {3,138) 34,503 8.3%

(a) Analysis of collateral for cornmercial loan portfolio (before impairment):

The following tables below provide the analysis of commercial loan portfolio by types of
collateral as at 31 December 2017 and 31 December 2016:

31 December Share in loan 31 December Share in loan

2017 portfolio, % 2016 portfolio, %

Mortgage 29,905 43.7% 30,303 80.5%
Eqiupment and vehicles 7,529 11.0% 1,996 5.3%
Guarantees 5,533 8.1% 1,652 4.4%
Other collateral 9,479 13.8% 2,624 7.0%
Unsecured loans 16,030 23.4% 1,066 2,8%
Total commercial loans 68,476 100.0% 37,641 100.0%
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In order to reduce credit risk, the Bank requires horrowers to provide collateral, the size and
type of which depends on the assessment of the counterparty's credit risk. The main types of

collateral received when lending to corporate clients is the mortgage.
{b) Ageing of impaired loans (before impairment)

31 December

31 December

2017 2016
Not overdue 68,433 37,466
Overdue less than 1 year 43 175
Total loans to customers 68,476 37,641

{c) Analysis of the commercial loan portfolio by the way they provide credit (before

impairment):

31 December 31 December

2017 2016

Credit line ) 40,911 29,833
Revolving credit line 22,539 13,177
Non-renewable credit line 16,384 16,095
Overdraft crediting 1,988 561
One-time loan 27,565 7,808
Total loans to customers 68,476 37,641

(d) Industry analysis of commercial loan portfolio (before impairment):

31 December Share in loan 31 December Share in loan
2017 portfolio, % 2016 portfolio, %
UG (Ll bie i s 22,950 33.5% 7,216 19.2%
repair
Manufacturing 19,724 28.8% 12,816 34.0%
Construction 9,051 13.2% 9,930 26.3%
Operations with real
estate 1,392 2.0% 2,104 5.6%
Transportation,
warehousing, postal and 1,152 1.7% 397 1.1%
courier activities
Agriculture, forestry and -
fisheries 135 0.2% 0.0%
Other 14,072 20.6% 5,178 13.8%
Total commercial loans 68,476 100.0% 37,641 100.0%
Credit quality of loans to individuals
The following table provides information on the credit quality of loans to individuals:
as at 31 December 2017:
Allowance for Impairment to
D impairment LLGLECDH gross loans %
Overdraft lcan 21,850 (130) 21,720 0.6%
Consumer loans 11,814 (57) 11,757 0.5%
Mortgage toans 157 - 157 0.0%
Car loans 149 (2) 147 1.3%
Total loans to individuals 33,970 (189) 33,781 0.6%
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The following table provides information on the credit quality of loans to individuals as at

31 December 2016:

Overdraft loan

Consumer loans

Mortgage loans
Car loans

Total loans to individuals

All loans to individuals were impaired on a collective basis.

Allowance for

Impairment to

(LR impairment Net loans gross loans %
12,843 (102) 12,741 0.8%
5,771 {(45) 5,726 0.8%

199 (2) 197 1.0%

4 - 4 0.0%

18,817 (149) 18,668 0.8%

{a) Analysis of collateral for loans to individuals (before impairment)

The following table provides the analysis of loans to individuals by types of collateral as at
31 December 2017 and 31 December 2016:

Overdraft toans
Unsecured loans
Total

Consumer loans
Unsecured loans
Mortgage
Guarantees
Other collateral
Total

Mortgage loans
Mortgage
Guarantees
Other collateral
Total

Car loans
Unsecured loans
Total

Total loans to individuals

31 December

Share in loan

31 December

Share in loan

2017 portfolio, % 2016 portfolio, %
11,813 100.0% 12,843 100.0%
11,813 100.0% 12,843 100.0%
21,730 99.4% 5,771 100.0%

101 0.5% 0.0%

1 0.0% - 0.0%

19 0.1% - 0.0%

21,851 100.0% 5,771 100.0%

153 97.4% 199 100.0%

2 1.3% - 0.0%

2 1.3% - 0.0%

157 100.0% 199 100.0%

149 100.0% 4 100.0%

149 100.0% 4 100.0%
33,970 18,817

The amounts shown in the table above represent the carrying value of gross loans recognized

in the Statement of financial position rather than the fair value of collateral.

(b) Ageing of impaired loans (before impairment)

Not overdue

Overdue less than 1 month
Overdue from 1 to 6 month
Overdue from & to 12 month

Total loans to individuals
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2017 2016
33,516 18,264
261 254
192 299
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Allowance for impairment

Movements in the loan impairment allowance are as follows:

31 December 31 December

2017 2016

Balance at 1 January (3,287) (4,825)
Formation for the year (BS6) (1,745)
Write-off of loans against allowance for Impairment (237) 3,283
Balance at 31 December {4,380) (3,287)

Significant credit exposures

As at 31 December 2017 and 31 December 2016, the Bank had five and three corporate
borrowers, respectively, whose loan balances exceeding 10% of the Bank's equity. The gross
value of these loans as at 31 December 2017 and 31 December 2016 was 36,574 thousand BYN
and 18,416 thousand BYN, respectively.

Maximum exposure to credit risk

The maximum exposure to credit risk of loans to customers equals is the carrying amounts as
reported in the Statement of financial position.

When performing lending operations, the Bank seeks to pursue a credit policy aimed at
optimizing risks, focusing on strategic partnership with clients, using carefully developed
lending schemes that optimally combine the interests of the lender and the borrower,

providing an individual approach to each of the projects financed and evaluating possible
financing models.

10. FINANCIAL ASSETS AVAILABLE FOR SALE
Investments in equity securities at 31 December 2017 and 31 December 2016 is presented as
follows:
K} 31
Country of Share in December December
Name Activity registration capital, % 2017 2016
JV “VENBELCOM® Foreign trade Venezuela 19.60 26 26
CJSC "Belzarubezhstroy” Construction Belarus 10.00 536 536
JV "MAZ-MAN" Manufacturing Belarus 7.37 3 8
Total 570 570
Investments in equity securities are classified as financial assets available-for-sale. The
amount of dividends received for 2017 and 2016 amounted to 88 thousand BYN and 207
thousand BYN, respectively, and is accounted for in other income.
11. FINANCIAL ASSETS HELD TO MATURITY
31 December 31 December
2017 2016
Debt securities held to maturity 6,180 8,422
Total 6,180 8,422

As at 31 December 2017 and 31 December 2016 financial assets held to maturity are bonds
issued by National bank of the Republic of Belarus.
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12. INVESTMENT PROPERTY

The movement of investment property for the year ended at 31 December 2017 is presented

as follows:

2017 2016
Cost
Balance at 1 January 4,370 .
Addition 881 4,985
Impairment - {615)
Disposal {1,202)
Balance at 31 December 4,049 4,370
Accumulated depreciation
Balance as at 1 January 173 o
Charge 149 185
Impairment - (12)
Disposat (21)
Balance at 31 December 301 173
Net book value
As at 31 December 3,748 4,197

Investment property includes real estate and other property received as compensation for
loans, which the Bank leases.

The investment property is recorded at cost, including acquisition costs (initial cost) less
accumulated depreciation and impairment losses.

In 2017, the Bank conducted an impairment test, as a result of which there were no signs of
impairment of investment property.

13. PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS

The movement of property, plant and equipment and intangible assets for the year ended at
31 December 2017 is presented as follows:

Office and Investments
computer in
equipment Intangible intangible
Buildings Vehicles and other assets assets Total
Initial cost
Balance at 31 December 2016 12,597 53 3,963 1,510 81 18,682
Addition - e 254 1,511 1,942 3,307
including modernization - . 33 - - 33
Disposal {410) {109) {246) (13) (1,511)  (2,289)
Balance at 31 December 2017 12,187 422 3,971 3,008 112 19,700
Accumulated depreciation
Balance at 31 December 2016 3,326 495 3,137 953 - 7,911
Charge for year 225 21 173 361 - 780
Disposal (76) (110} (227) (5) . (418)
Balance at 31 December 2017 3,475 406 3,083 1,309 - 8,273
Net book value at 31 9,271 36 826 557 81 10,771
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Office and Investments
computer in
equipment Intangible intangible
Buildings Vehicles and other assets assets Total
December 2016
Net book value at 31
December 2017 8,712 16 888 1,699 112 11,427

The movement of property, plant and equipment and intangible assets for the year ended at
31 December 2016 is presented as follows:

Office and Investments
computer in
equipment Intangible intangible
Buildings Vehicles and other assets assets Total
Initial cost
Balance at 31 December 2015 12,595 531 3,805 932 . 17,863
Addition 2 . 387 578 81 1,048
Disposal ; B (229) o . (229)
Balance at 31 December
2016 12,597 531 3,963 1,510 81 18,682
Accumulated depreciation
Balance at 31 December 2016 3,102 457 3,189 774 . 7,522
Charge for year 224 38 130 179 - 571
Disposal - - (182) - - (182)
Balance at 31 December
2016 3,326 495 3,137 953 - 7,911
Net book value at 31
December 2015 9,493 74 616 158 - 10,341
Net book value at 31
December 2016 9,271 36 826 557 81 10,7714

14. OTHER ASSETS
31 December 31 December
2017 2016
Accrued commission income 272 254
Allowance for unearned income (12) .
Accounts receivable 616 1,741
Lease payments 118 11
Allowance for covering possible losses on accounts receivable from
economic activities - {1,679)
Total other financial assets 944 427
Repossessed collaterat 2,701 4,101
Allowance for depreciation of inventories {245) {1,435)
Prepayments on taxes 678 1,823
Advances paid 261 394
Deferred expenses 32 35
Prepayments on capital investments 3 295
Other 12 91
Total other non-financial assets 3,442 5,304
Total other assets 4,386 5,731
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In the comparative information for 2016, the current tax requirement of 2 thousands BYN in
2017 was added to the article "Prepayments for Taxes" in the line of the Statement of
Financial Position "Other Assets",

The Bank has no restrictions on the realization of existing assets, as well as has no contractual
commitments for the acquisition, construction or improvement of other property, its repair,
maintenance or improvement.

As of the reporting date, the largest amount of allowance for other assets is the allowance for
reducing the value of inventories. Movement of allowance is as follows:

31 December 31 December
2017 2016

Allowance for depreciation of inventories
Balance at 1 January {1,435} (2,749)
Recovery of allowance 1,190 1,314
Balance at 31 December (245) (1,435)

The maximum exposure to credit risk of other financial assets equals the carrying amounts as
reported in the Statement of financial position in the line “other assets”.

15. DUE TO FINANCIAL ORGANIZATIONS
31 December 31 December
2017 2016
Loans and deposits from other banks 9,539
Correspondent accounts of other banks - 2
Total due to financial organizations 9,539 2
In 2017, the Bank received loans from CJSC Trade Capital Bank and CJSC Idea Bank.
As at 31 December 2017 and 31 December 2016, the Bank had no banks, whose balance
exceeded 10% of the Bank’s equity.
16. CUSTOMER ACCOUNTS
31 December 31 December
2017 2016
Corporate customers
- term deposits 21,020 6,525
- current accounts 12,239 17,565
Individuals
- term deposits 41,540 23,813
- current accounts 6,181 6,406
Total customer accounts 80,980 54,309

As at 31 December 2017 the Bank had no customer balances, whose balance exceeded 10% of
the Bank's equity. As at 31 December 2016 the Bank had one customer, whose balance
exceeded 10% of the Bank’s equity. These balances amounted to 5,212 thousand BYN.
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17. DEBT SECURITIES ISSUED
Interest 31 December
Holder rate Maturity date Currency 2017
JLLC “Intersportproekt” 4.00% 03.04.2019 ush 5,099
FPTMUE “Belsplav” 4,00% 03.04.2019 usD 1,132
Total debt securities issued 6,231
Interest 31 December
Al rate Maturity date Currency 2016
JLLC “Intersportproekt” 6.50% 12,12.2017 usD 4,492
FPTMUE "Belsptav" 6.50% 02.03.2017 usb 1,099
Total debt securities issued 5,591
As at 31 December 2017 and 31 December 2016 debt securities in the amount of 5,099
thousand BYN and 4,492 thousand BYN were acquired by the Bank's related parties.
18. FINANCE LEASE LIABILITIES
31 December 31 December
2017 2016
Liabilities on leased property, plant and equipment 238 530
Total finance lease liabilities 238 530
In 2017, the Bank received fixed assets for leasing from two organizations. As at 31 December
2017 there is a debt on two leasing.
19, SUBORDINATED LOANS

In May 2014 the Bank received a subordinated loan from the shareholder company
JLLC “Intersportproekt” in the amount of 1,150,000 Euros. As at 31 December 2017 and 2016
the amount of debt in the equivalent amounted to 2,709 and 2,352 thousand BYN. Maturity
date under the contract terms is 31 March 2021 and the interest rate is set at 5% per annum,

In June 2015 the Bank received a subordinated loan from the shareholder company Alm
Investments FZE in the amount of 3,500,000 US dollars. As at 31 December 2017 and
31 December 2016 the amount of debt in the equivalent amounted to 13,423 and 15,668
thousand BYN. Maturity date under the contract terms is 30 June 2021 and the interest rate
equals to LIBOR + 6% per annum.

In accordance with the contractual terms the creditor shall not meet its requirements to the
barrower before meeting requirements of other creditors in full.
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20. OTHER LIABILITIES

31 December 31 December

2017 2016

Other payables 376 378
Accrued other operating expenses 130 168
Accrued commission expenses 36 14
Other 16 15
Total other financial liabilities 558 575
Accruals on taxes 463 104
Allowance on credit related commitments 201 118
Allowance for unpaid leave 157 104
Payments to the individuals' Deposit Guarantee Fund 71 45
Other &0 12
Total other non-financial liabilities 952 383
Total other liabilities 1,510 958

The allowance for other liabilities is represented by allowance for potential losses from
transactions not reflected on the balance sheet. Movement of the allowance is as follows:

31 December 31 December
2017 2016

Allowance for loans commitments
Balance as at 1 January 118 197
Accrual of allowance 248 901
Recovery of allowance {169) (979)
Balance as at 31 December 201 119

21. SHARE CAPITAL

As at 31 December 2017 and 31 December 2016 the issued and fully paid share capital was as

follows:

31 December 31 December

2017 2016

Number of ordinary shares 12,958 11,911
Nominal value of 1 share, roubles 2,455 2,455
Nominal value of shares 31,805 29,236
Hyperinflation effect 37.651 37,651
Total share capital 69,456 66,887

The increase in the share capital in 2017 and 2016 occurred due to the additional issue of
1,047 and 1,514 ordinary shares in the amount of 2,454.5 BYN per share and the total amount
of 2,569 and 3,717 thousand BYN, respectively, which were acquired by ALM Investments FZE
(UAE).

As at 31 December 2017 and 31 December 2016 all ordinary shares are fully paid carry one
vote and give equal right to receive dividends and participate in residual assets. All ordinary
shares have equal rights with respect to net assets.

In relation to the shareholders of the Bank, there are no rights, privileges and restrictions on
the distribution of dividends and the allocation of capital. In the reporting year and in the
year prior to the reporting year, the Bank did not buy out or sell its own shares,
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In accordance with Belarusian legistation, the Bank distributes profit as dividends or transfers
profit to the fund accounts based on financial statements prepared in accordance with the

national accounting rules.

21.1 Basic earnings per common share

Basic earnings per share are calculated by dividing the profit attributable to the holders of
ordinary shares of the Bank by the weighted average number of ordinary shares in circulation
during the period, less own shares repurchased from shareholders. The Bank does not have its
own repurchased shares, as well as ordinary shares potentiatly diluting earnings per share. In

this way, diluted earnings per share equals basic earnings per share.

31 December

31 December

2017 2016
Profit for the period attributable to shareholders, thousand BYN 2,293 110
Weighted average number of common shares outstanding, pcs. 12,557 12,557
Basic earnings per ordinary share, thousand BYN 0.1826 0.0088
22. INTEREST INCOME AND EXPENSES
2017 2016
Interest income on loans and accounts receivables, including: 11,323 11,302
Loans to customers 10,915 10,861
Due from financial organizations 49 44
Financial assets held to maturity 359 397
Other interest income 8 24
Total interest income 11,331 11,326
Interest expenses on financial liabilities recorded at
amortized cost, including: {2,861) (4,275)
Customer accounts and subordinated loans (2,331) (3.544)
Due to financial oreanizations (214) (367)
Own securities issued (316) {364)
Other interest expense (1) -
Total interest expenses {2,872) (4,275)
Net interest income 8,459 7,051
23. COMMISSION INCOME AND EXPENSES
2017 2016
Commission income
Customer transactions fees 2,372 1,429
Commissions on bank cards 1,413 2,091
Commission for the services of the lease of depository cells 27 1
Foreign exchange fees 16 3
Qther 25 38
Total commission income 3,853 3,592
Commission expenses
Commissions on clients transactions (361) (356}
Commissions on transactions in AlS “Raschet” (181) (69)
Commissions on banks transactions (53) {108)
Fees for acceptance and transfer of payments by RUP “Belpost- 5 (73)
Foreign exchange fees (24) 3)
Commission on Securities Transactions (2) 1)
Other {9) 4)
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2017 2016
Total commission expenses (630) {614)
Net commission income 3,223 2,978
24, NET GAIN ON OPERATIONS WITH DERIVATIVE FINANCIAL INSTRUMENTS
2017 2016
Net gain on transactions with derivatives 7 178
Net loss on transactions with derivatives (10) .
Net gain on operations with derivative financial instruments (3) 178
25. NET GAIN ON OPERATIONS WITH FOREIGN CURRENCY
2017 2016
Profit/ (loss) from exchange rate differences 84 (16)
Net gain on foreign currency 967 630
Net gain on operations with foreign currency 1,051 614
26. NET GAIN ON OPERATIONS WITH PRECIOUS METALS AND GEMSTONES
2017 2016
Net gain on operations with precious metals and gemstones - 3
Net gain on operations with precious metals and gemstones - 3
27. OTHER INCOME
2017 2016
Net gain (loss) on disposal of property 533 {26)
Income from leasing 290 416
Penalties received 221 169
Dividends and other income from available for sale assets 88 207
Income tax refund for 2015 - 123
Other 41 64
Total other income 1,173 953
28. PERSONNEL COSTS
2017 2016
Remuneration 4,238 3,623
Social security contributions 1,349 1,209
Total personnel costs 5,587 4,832
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29, ADMINISTRATIVE EXPENSES

2017 2016
Taxes other than on income taxes 1,512 1,135
Professional services 892 840
Software expenses 668 883
Rent, utilities 648 779
Advertising and marketing 337 114
Repairs and maintenance 214 237
Payments to the Individual Deposits Security Fund 209 199
Communications and information services 154 182
Security 137 291
Transport expenses 17 123
Insurance 20 3
Office expenses 4 5
Other 378 296
Total administrative expenses 5,290 5,115

30. INCOME TAX EXPENSE

The Bank provides for taxes based on the tax accounts maintained and prepared in
accordance with the tax regulations of the Republic of Belarus, which may differ from
International Financial Reporting Standards.

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

For the years ended 31 December 2017 and 31 December 2016 the income tax rates for
Belarusian banks were 25%.

The comparison of the theoretical tax expense to the actual income tax expense for the years
ended 31 December 2017 and 31 December 2016 is represented below:

2017 2016
Profit before tax 2,438 10
The estimated value of income tax at a statutory rate (25%) 615 28
Effect of revaluation of property, plant and equipment in tax (254)
accounting
Tax effect of income/ (expenses) not participating in tax (331 1425
The change in the amount of the unrecognized deferred tax asset (449) (1199)
Total income tax expense {165) -

Expenses for income tax are as follows:

2017 2016
Expenses for income tax (165)
Expenses for deferred income taxes . N
Expenses for income tax (165) -
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The temporary differences as at 31 December 2017 and 31 December 2016 are as follows:

2017 2016
Deductible temporary differences
Investment, property 765 789
Property, plant and equipment and intangible assets 5,946 6,079
Other assets and liabilities 2,176 2,154
Total deductible tempaorary differences B,B87 9,022
Deferred tax asset at the tax rate (25%) 2,222 2,256
Taxable temporary differences
Financial assets available for sale {110} -
Loans to banks and customers (1,618} {66)
Total temporary differences subject to taxation {1,728) {66)
Deferred tax liability at the tax rate of 25% {432) {17)
Unrecognized part of the tax asset (1,790) {2,239)
Total net tax asset = -

Information on the movement of deferred tax assets is as follows:

2017 2016
Unrecognized deferred tax asset at the beginning of the year 2,239 3,438
Charge for the year (449) (1,199)
Unrecognized part of deferred tax asset {1,790} {2,239)

Balance at 31 December - .

The Bank does not recognize a deferred tax asset due to uncertainties related to the
probability of receiving taxable profits against which the deductible temporary difference can
be set off.

31. CONTINGENT ASSETS AND LIABILITIES
Loan commitments
In the normal course of business, the Bank is a party to financial instruments, which are not
recognized in the statement of financial position and carry risk in order to meet the needs of
its customers. These instruments, involving varying degrees of credit risk, are not presented
in the statement of financial position. The Bank’s maximum exposure to credit loss 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 valueless, is represented
by the contractual amounts of those instruments.
The Bank uses the same credit control and management policies in undertaking commitments
not recognized in the statement of financial position as it does for on-balance operations.
Commitments of the Bank were as following:
2017 2016
Unused credit lines 5,188 2,494
Guarantees 985 147
Total credit commitments 6,173 2,641
Less allowance for credit related commitments {201) (118)
Total credit commitments 5,972 2,523
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Operating lease commitments

The future minimum non-cancellable operating lease payments under agreements where the
Bank is a lessee are presented below:

31 December 31 December

2017 2016

Up to 1 year 208 132
1to 5 years 114 118
Total lease commitments 322 250

32.

Legal proceedings

from time to time, in the course of the Bank's business, customers and counterparties make
claims to the Bank. Management believes that, as a result of the Bank's proceedings, the Bank
will not incur significant losses and accordingly no allowance has been made in the financial
statements.

Pension payments

Employees receive a pension in accordance with the legislation of the Republic of Belarus. As
of 31 December 2017 and 31 December 2016, the Bank had no liabilities for additional
payments, pensiocn health care, insurance, retirement compensation to current or former
employees that would require accrual.

Legisiation

Some provisions of the Belarusian economic and, in particular, tax legislation may have
different interpretations and apply inconsistently. In addition, since managements
interpretation of legislation may differ from possible official interpretations, and compliance
with legislation may be challenged by regulatory authorities, this can lead to additional taxes,
fines, and other preventive measures. The management of the Bank believes that the Bank
has made all necessary tax and other paymentis or charges. Supervisory authorities can check
previous tax periods.

OPERATING SEGMENTS OF THE BANK

Information on the operating segments is disclosed on the basis of management accounting
data generated in the context of the Bank's main business areas.

In the operating segments, the Bank has 3 main segments: Retail banking business; Corporate
banking business; Treasury, which includes operations in the markets of interbank loans,
currency transactions and securities transactions.

All the above segments are classified by the Bank as reporting (the size of assets of each
operating segment is more than 10% of the total assets of all operating segments). The
consolidation of operating segments was not produced.

1. Retail banking business. To date, the Bank provides universal banking services to its
clients, including the full range of products and services most in demand by individuals:
lending, cash management, currency exchange operations, deposit operations, operations
with precious metals and gemstones, issuance and servicing of bank payment cards, the
implementation of money transfers, the rental of safes and depository cells. Priority of the
Bank in this operating segment in 2017 was prompt response to rapidly changing market
conditions and adaptation of the product line to the current market situation, providing
customers with the fullest and most comprehensive coverage. To maintain the client base,
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the Bank operated credit products that provided more favorable credit conditions for
customers who applied repeatedly to the Bank for a loan.

2. Corporate banking business. The Bank's corporate banking business specializes in complex
servicing of legal entities and individual entrepreneurs, providing clients with a wide range of
banking products and services, including cash management services, credit operations,
currency exchange operations, and servicing of foreign trade operations of clients. The
development of corporate business is oriented to the diversification of the client base. Great
attention is paid to improving the level of service and quality of customer service.

3. Treasury. The Treasury of the Bank includes four main areas of activity: operations with
financial institutions (banks), including the implementation of borrowings and placements in
the domestic market; issuance and placement of own debt securities, transactions with
securities; carrying out operations with foreign currency (including buying and selling
currencies by customers at the Belarusian Currency and Stock Exchange and derivative
financial instruments, depositary services to customers.

As at 31 December 2017;

Effect of
adjustments
Retail Corporate and
banking banking Unallocated reclassificati
Key indicators  business business Treasury part ons Total
Assets and liabilities
Due from financial
organizations; loans to 55 g7q 64,314 29,176 . (16,153) 106,316
customers; financial
assets held to maturity
Due to financial
organizations; i
customer accounts; 47,440 49,283 15,708 451 112,882
issued debt securities
Other assets o e 38,536 8,855 47,391
Other liabitities - - - 2,275 (527) 1,748
Income and expenses
Interest income 4,300 5,629 408 - 994 11,331
Interest expenses 1,245 1,088 539 - e 2,872
Net interest income 3,055 4,541 (131) 994 8,459
Commission income 2,813 993 2 - 45 3,853
Commission expenses 544 - 86 - - 630
Net commission
income 2,269 993 (84) - 45 3,223
Net gain from foreign
currency and precious ) i
metals 1,068 (47) 1,051
Net gain from
transactions with
derivative financial i (3) . . 3)
instrurnents
Net allecations to
allowances (379) 1,867 104 (1,182) (539) {129)
Other income 145 2 - 5,458 (4,432) 1,173
Operating expenses o . - 15,923 (4,669) 11,254
Other expenses 209 - - 11 - 320
Financial results 5,639 3,669 746 (9,394) 1,798 2,458
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As at 31 December 2016:

Effect of
adjustments
Retail Corporate and
banking banking Unallocated reclassificat
Key indicators  business business Treasury part ions Total
Assets and liabilities
Due from financial
organizations; loans to .
customers; financial 14,702 37,043 34,702 (23,692) 62,755
assets held to maturity
Due to financial
organizations; i
AT e T 29,871 42,072 5,525 454 77,922
issued debt securities
Other assets - 36,564 14,306 50,870
Other liabilities - - - 2,013 {525} 1,488
Income and expenses
Interest incormne 4,878 4,593 450 - 1,405 11,326
Interest expenses 1,599 1,945 739 - (8) 4,275
Net interest income 3,279 2,648 {289) - 1,413 7,051
Cornmission income 2,823 905 1 (138) 3,592
Commission expenses 496 i 118 i 614
Net commission
income 2,327 905 {116) (138) 2,978
Net gain from foreign
currency and precious 3 i 614 - - 617
metals
Net gain from
transactions with
derivative financial i . i . ot ot
instruments
Net allocations to
allowances (379) 3,370 12 3,021 {5,060) 964
Other income 145 8 - 976 (176) 953
Operating expenses - - - 10,213 215 10,428
Other expenses 209 - - 66 - 275
Financial results 5,924 191 197 {12,324} 6,122 110
33. RISK MANAGEMENT

Risk management in the Bank is performed with respect to financial risks (credit, market,
country, currency risks, liquidity and interest rate risk), as well as operational risks. The main
objective of the financial risk management is to minimize the Bank’s exposure to the financial
risks providing appropriate level of profitability of the Bank's operations. The assessment of
the risk taken is also a basis for optimal capital distribution taking into account risks,
transaction pricing and performance measurement. Operational and legal risk management
should provide compliance with internal regulations and procedures to minimize the risks.

Credit risk

The Bank takes on credit risk, i.e. the risk that one party to a financial instrument will fail to
discharge an obligation, or will discharge it in an untimely manner or not in the full amount,
and cause the other party to incur a financial loss. The main purpose of credit risk
management is the improvement of the quality of loan portfolio of the Bank through
minimization of the risk.
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To manage credit risk the Bank regularly performs monitoring of the risk by borrowers, by
loan agreements and by loan portfolio as a whole through monthly analysis of respective
ratios. The Bank controls credit risk by setting limits by one borrower or a group of related
borrowers and by product. Limits of credit risk of carrying out active operations within the
framework of authority on the products and the borrowers are approved by the Supervisory
Board of the Bank and can be reviewed by the management of the Bank if required within the
framework of their authority. Limits are determined for types of loans, categories of
borrowers or groups of interrelated borrowers, for the loans in certain areas, for the most
risky directions of tending. Actual compliance with the limits is monitored on a daily basis at
the level of heads of structural subdivisions and the Department of Risk Management System
Development. In case of non compliance or breach of limit, the heads of structural
subdivisions of the Bank inform the Chairman of the Management Board of the Bank.

Credit risk management performed by respective departments includes also regular analysis
of the ability of existing and potential borrowers to repay principle and, if necessary, changes
in credit limits. Moreover, the Bank manages credit risk by obtaining collateral and
guarantees of companies and individuals. The Bank analyzes loans by maturities and monitors
overdue balances. The respective departments submit the information on overdue loans.

Activities that give rise to credit risk and the associated maximum exposure to credit risk
include:

(@)  granting loans and receivables to customers and placing deposits with other entities. In
these cases, the maximum exposure to credit risk is the carrying amount of the related
financial assets as represented in the statement of financial position;

(b} entering into derivative contracts, e.g. foreign exchange contracts. The maximum
exposure to credit risk at the end of the reporting period will equal the carrying amount as
presented in the statement of financial position;

{c)  granting financial guarantees. In this case, the maximum exposure to credit risk is the
maximum amount the Bank could have to pay if the guarantee is called on;

(d) making a loan commitment that is irrevocable over the life of the facility or is
revocable only in response to a material adverse change. If the issuer cannot settle the loan
commitment net in cash or another financial instrument, the maximum credit exposure is the
full amount of the commitment.

The credit risk on financial instruments not recognized in the statement of financial position
is defined as a probability of losses due to the inability of a counterparty to comply with the
contractual terms and conditions. With respect to credit risk on commitments to extend
credit, the Bank is potentially exposed to a loss in an amount equal to 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 Bank applies the same credit policy to the
contingent liabilities as it does to the statement of financial position 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 Bank manitors the term to maturity of off statement of
financial position contingencies because longer term commitments generally have a greater
degree of credit risk than short-term commitments.

Control of compliance with the established rules and credit risk management procedures is
carried out within the system of internal control. Those charged with carrying out control are
the Supervisory Board of the Bank, the Management Board, the Chairman of the Management
Board, Deputy Chairmen of the Management Board, the Chief Accountant of the Bank,
Internal Audit Department, the Department of Risk Management System Development as well
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as the heads of all structural subdivisions of the Bank, whose decisions affect the level of
credit risk,

Market risk

Market risk covers interest rate risk, currency risk, pricing risks on debt and equity
instruments, to which the Bank is exposed. The strategy of this risk management and the
direct control are performed under the supervision of the Management Board and the
Financial Committee of the Bank,

Market risk includes interest rate risk of the trading portfolio, stock, currency and commadity
risks,

Concentration of market risk manifests itself in investing in financial instruments of one
counterparty, trade portfolio, individual currencies, goods, market prices for which vary
under the influence of the same economic factors.

The Management Board of the Bank sets limits in respect of the level of risk taken.
Compliance with limits is controlled on a daily basis.

Country risk

The country risk is a risk that the Bank incurs losses as result of internal as well as external
factors which are not dependent on the financial position of the counterparty of the Bank
{e.g. non-compliance of agreements with legislation of foreign countries, non-fulfillment of
obligations by counterparties due to economic, political, social and other changes influencing
their activities).

The following is a geographical analysis of the Bank's assets and liabilities as at 31 December

2017
OECD Other

31 December 2017 Belarus countries countries Total
Financial assets
Cash and cash equivalents 27,005 225 - 27,230
Precious metals and gemstones 30 - - 30
Due from financial organizations 1,796 274 - 2,070
Loans to customers 96,270 - 1,796 98,066
Financial assets available for sale 570 - - 570
Financial assets held to maturity 6,180 . - 6,180
Other financial assets 944 - - 944
Total financial assets 132,795 499 1,796 135,090
Financial liahilities
Due to financial organizations 9,539 - - 9,539
Customer accounts 78,647 938 1,395 80,980
Debt securities issued 6,231 - - 6,231
Finance lease liabilities 238 - - 238
Subordinated loans 2,709 - 13,423 16,132
Other liabitities 558 - - 558
Total financial liabilities 97,922 938 14,818 113,678
Net long position 34,873 {439) (13,022) 21,412
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The following is a geographical analysis of the Bank's assets and liabilities as at 31 December

2016:
OECD Other

31 December 2016 Belarus countries countries Total
Financial assets
Cash and cash equivalents 28,540 1,031 - 29,571
Precious metals and gemstones 30 - - 30
Due from financial organizations 1,162 1,162
Loans to customers 53,171 - - 53,171
Financial assets available for sale 570 - - 570
Financial assets held to maturity 8,422 - - 8,422
Other financial assets 427 - - 427
Total financial assets 92,322 1,031 - 93,353
Financial liabilities
Due to financial organizations 2 - - 2
Customer accounts 30,01 - 24,298 54,309
Debt securities issued 5,591 - - 5,591
Finance lease liabilities 530 - - 530
Subordinated loans 2,352 - 15,668 18,020
Other financial liabilities 575 - - 575
Total financial liabilities 39,061 - 39,966 79,027
Net long position 53,261 1,031 {39,966) 14,326

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 Bank is exposed to the effects of fluctuations in the
prevailing foreign currency exchange rates on its financial position and cash flows.

The Bank determines limits by currencies and for financial statements as a whole, Limits are
set at the end of each day as well as during the day. Limits are monitored for compliance on
a daily basis. Treasury Department controls the net open currency position and limits on each
currency based on the accounting data for statement of financial position and assets and
liabilities not recognized in the statement of financial position on the everyday basis.

The Bank’s exposure to foreign currency exchange rate risk as at 31 December 2017 is
presented in the table below. Assets and liabilities of the Bank are shown in the table at their
carrying amount by currencies:

Other

31 December 2017 BYN usD EUR currencies Total
Financial assets
Cash and cash equivalents 12,344 2,796 11,564 526 27,230
Precious metals and gemstones 10 ) i i 30
Due from financial
organizations 865 815 390 - 2,070
Loans to customers 43,788 44,175 10,103 - 98,066
Financial assets available for
sale 570 - - - 570
Financial assets held to
maturity - 6,180 - - 6,180
Other financial assets 660 284 - - 944
Total financial assets 58,257 54,250 22,057 526 135,090
Financial liabilities
Due to financial organizations 2,001 - 7,538 - 9,539
Customer accounts 25,259 44,686 9,766 1,269 80,980
Debt securities issued - 6,231 - - 6,231
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31 December 2017 BYN UsD EUR currencies Total
Finance lease liabilities 238 - - - 238
Subordinated loans - 13,423 2,709 - 16,132
Other financial liabilities 294 261 2 1 558
Total financial labilities 27,792 64,601 20,015 1,270 113,678
Open currency position 30,465 (10,351) 2,042 (744) 21,412
The Bank’s exposure to foreign currency exchange rate risk as at 31 December 2016 is
presented in the table below.
Other
31 December 2016 BYN UsD EUR currencies Total
Financial assets
Cash and cash equivalents 3,246 24,645 1,540 140 29,571
Precious metals and
gemstones 30 - - - 30
Due from financial
organizations 367 795 - - 1,162
Loans to customers 20,080 25,780 7,311 > 53,171
Financial assets available for
sale 570 - - - 570
Financial assets held to
maturity 1,497 5,925 - - 8,422
Other financial assets 413 12 2z - 427
Total financial assets 27,203 57,157 8,853 140 93,353
Financial liabilities
Due to financial organizations 1 - 1 - 2
Customer accounts 12,874 37,917 3,448 70 54,309
Debt securities issued - 5,591 - - 5,591
Finance lease liabilities 530 - - - 530
Subordinated loans - 15,668 2,352 - 18,020
Other financial tiabilities 449 123 3 . 575
Total financial liabilities 13,854 59,299 5,804 70 79,027
Open currency position 13,349 (2,142) 3,049 70 14,326

The following tahle presents an analysis of the sensitivity of the Bank to a 30% decrease in the
national currency rate against the US Dollar, the Eure and the Russian rouble. The analysis
assumes that other factors, in particular, interest rates remain unchanged.

31 December 31 December
2017 2016
30% 30%
Impact on profit before income tax

usD (3,105} 915
EUR 613 {643)

Impact on total income, including taxation
uso (2,329) 686
EUR 459 {482)

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations
associated with financial liabilities that are settled by delivering cash or another financial
asset.

The Bank is exposed to the risk due to daily requirements to have funds for performing
settlement transactions on customer accounts, for deposits withdrawals, for loan granting,
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for settlements on guarantees executed and on derivatives, which are settled in cash. The
Bank does not reserve funds for simultaneous fulfillment of all those obligations as based on
the practical experience the level of cash and cash equivalents required for meeting
obligations can be forecasted with a sufficient probability. The liguidity risk is managed at all
levels in the Bank.

The Bank maintains a stable financing base, which comprises mainly current accounts and
deposits of corporate customers and individuals, toans and advances from other banks, and
invests funds in diversified portfolios of liquid assets in order to have the possibility without
delays to meet unforeseen liquidity requirements.

Financial Committee is the main body which determines and applies the Bank's policy on the
management of active and passive transactions aimed at the increase of interest and non-
interest income of the Bank along with the maintenance of the appropriate liguidity,
consistency of assets and liabilities on maturity dates, compliance with the prudential
standards set by the National Bank of the Republic of Belarus and minimization of the
financial risk influence on the Bank's operations; performs the appropriate policy in the area
of liquidity, exercises control and makes decisions on effective and qualitative liquidity
management.

Financial Committee performs the general liquidity management and coordinates the
performance of organization departments, tries to reduce the imbalance between assets and
liabilities with floating and fixed interest rate. All the participants of internal control system
are involved in the process of permanent monitoring (analysis) of short-term liquidity of the
Bank's balance, its dynamics and control over the value of liquidity, according to their
authority stated in local legal acts and administrative acts of the Bank.

Information about the maturities of financial assets and liabilities is provided in the Treasury.
Treasury provides an adequate portfolio of short-term liquid assets, mainly composed of
deposits in banks and other interbank instruments, to maintain a sufficient level of liquidity
in the entire Bank,

The Treasury Department controls the daily liquidity position and regularly performs stress-
test on liquidity based on different scenarios, which include ordinary and negative market
changes.

The table analysis representing the remaining maturity of financial liabilities, calculated for
undiscounted cash flows on financial liabilities (principal and interest) for the earliest of the
dates when the Bank will be required to repay the liability as at 31 December 2017 and
31 December 2016.

The value in
the statement

. . Undiscou 1 month More
31 December el fmal.'n(?ial nted cash Upto1i to 6 6 months than 1
2017 position flows month months to 1 year year
Financial
liabilities
Due to financial
organizations 9,539 9,339 9,339 . . :
Customer
accounts 80,980 82,052 10,011 2, 046 31,636 14,359
ﬂiﬂ;j‘ec“”“es 6,231 6,478 81 103 123 6,171
Finance lease 238 238 4 22 26 186
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The value in
the statement T ] " M
. . ndiscou mon ore
31 December i flnar'u':lal nted cash Upto1 to 6 6 months than 1
2017 position flows manth months to 1 year year
liabilities
Subordinated
loans 16,132 17,764 34 163 201 17,366
Other financial
liabilities s 358 358 : - :
Total future
outflows of
fnancial 113.678 116,629 20,227 26,334 31,986 38,082
liabilities

The table represents analysis of financial liabilities
31 December 2016:

The value in

the statement

as described above by maturities as at

. . Undiscou 1 month More
31 December o fInar.'lr:'laI nted cash Uptod to 6 & months than 1
2016 position flows month months to 1 year year
Financial
liabilities
Due to financial
organizations yi y) 2 ) .
organizations
Customer
accounts 54,309 55,484 31,660 9,306 2,776 11,742
Debt securities
issued 5,591 5,629 30 4,479 1,120
Finance lease
liabilities 530 530 6 3 35 458
Subordinated
loans 18,020 18,527 10 49 59 18,409
Other financial
liabilities 375 575 575 -
Total future
outfiows of
financial 79,027 80,747 32,283 13,865 3,9%0 30,609
liabilities

The Bank has sufficient amount of liquid and current assets to meet its current liabilities as
they fall due.
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The following is a reconciliation of liabilities arising from the financial performance of the
Bank as at 31 December 2017 and 31 December 2016:

Debt securities issued Subordinated loans
Carrying amount at 31 December 2013 5,302 17 190
Receipt = =
Repayment o o
Interest paid (364) -
Exchange differences 584 830
Interest accrued 69 -
Carrying amount at 31 December 2016 5,591 18,020
Receipt 6,171 -
Repayment (5,523} {2,309}
Interest paid (316} -
Exchange differences 248 421
Interest accrued 60 -
Carrying amount at 31 December 2017 6,231 16,132

Exchange rate differences are the daily revaluation of foreign currency liabilities.
Interest rate risk

The interest rate risk is the risk that the fair value or fixture cash flows of a financial
instrument will fluctuate because of changes in market interest rates. The Bank is exposed to
the risk of fluctuations of market interest rates and their influence on its financial position
and cash flows. Such fluctuations may result in increase of interest margin, but in case of
unexpected changes of interest rates the interest margin can be also decreased or generate
losses. Interest rate risk exposed to all financial assets and liabilities of the Bank, which has a
floating interest rate.

The Bank is subject to interest risk mainly on loans granted at floating interest rates in
amounts and for periods which differ from the amounts and periods of fund raising at floating
interest rates. In practice interest rates, as a rule, are set for a short period. Moreover,
although interest rates are mostly fixed in agreements for both assets and liabilities they are
often reviewed based on mutual agreement in accordance with a current market situation in
the short term.

Cash flow sensitivity analysis to changes in interest rates

The change in interest rates by 1,000 basis points at the reporting date increased {(decrease)
profit before income tax and capital by the amounts indicated below. The analysis assumes
that all other factors remain unchanged.

31 December 2017 31 December 2016
Interest rates Interest rates Interest rates Interest rates
+ 10 p.p. - 10 p.p. + 10 p.p. - 10 p.p.
Impact on income before
income tax expense
Lr;stguments with floating interest (2,809) 2,809 (275) 275
Impact on equity
Instruments with floating interest (2,107) 2,107 (206) 206

rate
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34. CAPITAL MANAGEMENT
The Bank manages its capital to ensure compliance with prudential requirements and ability
to continue as a going concern while providing a return to stakeholders through the
optimization of the debt and equity balance.
The Bank reviews the capital structure on a monthly basis. As a part of this review, the
capitat adequacy ratio is determined by comparing the Bank’s own regulatory funds with a
quantified assessment of the risks it undertakes. The management of the Bank reviews capital
ratio adequacy and exposure to risks of each assets tevels.
The requirement of the National Bank of the Republic of Belarus for the minimum amount of
regulatory capital calculated on the basis of accounts prepared in accordance with the
Belarusian legislation for banks is to maintain the amount of regulatory capital at a minimum
level of 52.75 million BYN with a quarterly adjustment to the value of the consumer price
index. The regutatory value of regulatory capital as at 1 January 2018 was 55.46 million BYN.
Under the current capital requirements set by National Bank of the Republic of Belarus, banks
have to maintain a ratio of regulatory capital to risk-weighted assets (“regulatory capital
adequacy ratio”) above a prescribed minimum level (10%). Regulatory capital is based on the
Bank's reports prepared under the Belarusian accounting standards and comprises the
following:
31 December 31 December
2017 2016
Basic capital 28,857 31,801
Tier 2 capital 26,598 22,847
Total regulatory capital 55,455 54,648
Risk-weighted assets 144,934 113,269
Capital adequacy ratio 38.3% 48.2%
The following table analyses of the sources of the regulatory capital of the Bank for the
purpose of determining capital adequacy in accordance with the Third Basel Accord or Basel
Standards (Basel lil);
31 December 31 December
2017 2016
Basic capital 34,808 33,467
Tier 2 capital 18,590 18,130
Total regulatory capital 53,398 51,597
Risk-weighted assets 110,018 82,191
Capital adequacy ratio 48.5% 62.8%
as. FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is defined as the amount at which the instrument could be exchanged in a current
transaction between knowledgeable willing parties in an arm’s length transaction, other than
in forced or liquidation sale. The best evidence of the fair value is the quotation of financial
instrument in an active market. As there is no active market for the main part of financial
instruments, their fair value is determined based on the current market situation and specific
risks attributable to the specific instrument. The estimates presented herein are not
necessarily indicative of the amounts the Bank could realize in a market exchange from the
sale of its full holdings of a particular instrument.
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The following table below provide the analysis of financial instruments presented at fair value
by the level of the hierarchy of sources of fair value:

Significant Significant
Quotes in active observable inputs unobservable inputs
31.12.2017 markets (Level 1) (Level 2) {Level 3) Total
Financial assets
available for sale i . i .
Significant Significant
Quotes in active  observable inputs  unobservable inputs
31.12.2016 markets {(Level 1) {Level 2) (Level 3) Total
Financial assets i 570 i 570

available for sale

Assets measured at fair value

The following is a description of the determination of the fair value of financial instruments
that are measured at fair value using valuation techniques. They include the Bank's
assessment of assumptions that could be used by the market participant in determining the
value of the instruments.

The Bank classified purchased securities as available-for-sale financial assets and, at initial
recognition, accounted for them at acquisition price,

In order to decrease the currency and interest rate risks of the banking portfolio, as well as
the operational management of the Bank's liquidity in foreign currency, the Finance
Committee decided to take into account these securities at fair value.

At the same time, in the absence of an active securities market, the Bank used their current
value as the fair value of debt securities circulating on the domestic exchange and (or) over-
the-counter markets on the valuation date (revaluation). The reserve for securities,
accounted for at fair value, was not created.

The table below provides the fair value of the Bank's financial instruments. The table does
not provides the fair values of non-financial assets and non-financial liabilities:

Carrying amount  Fair value at of Carrying amount  Fair value at of
at of 31 31 December at of 31 31 December
December 2017 2017 December 2016 2016
Financial assets
Cash and cash equivalents 27,230 27,230 29,571 29,571
Precious metals and
gemstones 30 30 30 30
Due from financial
organizations 2,070 2,070 1,162 1,162
Loans to customers 98,066 99,400 53,11 50,106
Available for sale financial
R 570 570 570 570
Financial assets held to
maturity 6,180 6,252 8,422 8,578
Other financial assets 944 944 427 427
Total financial assets 135,090 136,496 93,353 90,444
Financial liabilities
Due to financial
organizations 9,339 9,339 2 2
Customer accounts 80,980 80,980 54,309 54,309
Debt securities issued 6,231 6,231 5,591 5,5
Finance lease liabilities 238 238 530 530
Subordinated loans 16,132 16,132 18,020 18,020
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Carrying amount  Fair value at of Carrying amount  Fair value at of

at of 31 31 December at of 31 31 December

December 2017 2017 December 2016 2016

Cther financia! liabilities 558 558 575 575
Total financial liabilities 113,678 113,678 79,027 79,027

Due from financial organizations. The fair value of funds placed at floating interest rates
represents their value in the statement of financial position. The estimated fair value of
placements under fixed interest rates is based on the calculation of discounted cash flows by
applying interest rates of the financial instruments with credit risk and similar maturities.
The Bank’s management believes that the fair value of funds as at 31 December 2017 and
2016 did not significantly differ from their carrying value. This fact is evidenced by the short-
term nature of instruments and the existing practice to review interest rates to reflect
current market conditions. As the result interest on the major part of balances is accrued at
rates which approximate market interest rates.

Loans to customers. Loans to customers represents less impairment allowances. The fair
value of loans to customers represents the discounted estimated cash flows. In order to
determine the fair value, estimated cash flows are discounted at current interest rates. The
Bank’s management believes that the fair value of loans to customers as at 31 December 2017
and 2016 does not significantly differ from loans carrying value in the statement of financial
position. This fact is evidenced by the existing practice to review interest rates to reflect
current market conditions. As the result interest on the major part of balances is accrued at
rates which approximate market interest rates.

Financial assets held to maturity. The estimated fair value of financial assets held to
maturity is based on the calculation of discounted cash flows using interest rates at the
reporting date in the money market for instruments with a similar level of credit risk and
maturity.

36. MATURITY ANALYSIS OF ASSETS AND LIABILITIES
The table below shows an analysis of assets and liabilities according to when they are
expected to be recovered or settled:
2017 2016
Within 1 More than Total Within 1 More than 1

year 1 year year year Tatal
Assets
Cash and cash
equivalents 27,230 . 27,230 29,571 - 29,571
Precious metals and
gemstones 30 - 30 30 - 30
Due from financial
organizations 2,070 ) 2,070 367 i) Lo
Loans to customers 20,398 77,668 98,066 13,856 39,315 53,171
Financial assets
available for sale . 570 570 i 370 370
Financial assets held
to maturity 6,180 - 6,180 8,422 - 8,422
Investment property . 3,748 3,748 4,197 4,197
Property, plant and
equipment and s 11,427 11,427 10,771 10,771
intangible assets
Deferred income tax i i A
assets ) ) ;
Other assets 4,386 - 4,386 3,065 2,666 5,731
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2017 2016
Within 1 More than Within 1 More than 1
Total

year 1 year year year Total
Total assets 60,294 93,413 153,707 55,311 58,314 113,625
Liabilities
Due to financial
organizations 9,539 . 9,539 Z ) 2
Customer accounts 39,803 41,177 80,980 42,700 11,609 54,309
Debt securities
issued 6,231 . 6,231 5,391 5,591
Fi
[nance ease . 238 238 72 458 530
Subordinated loans . 16,132 16,132 s 18,020 18,020
Other liabilities 1,510 - 1,510 958 - 958
Total liabilities 57,083 57,547 114,630 49,323 30,087 79,410
Net position 3,211 35,866 39,077 5,988 28,227 34,215

Information on the Bank’s contractual undiscounted repayment obligations is disclosed in Note
33 Risk Management.

37. RELATED PARTIES TRANSACTIONS

In the ordinary course of business the Bank performs transactions with its shareholders,
management of the Bank and other related parties. These transactions include settlements,
loan granting, deposits attraction, financing of trading and foreign currency transactions.
Based on the Bank’s policy all transactions with related parties are performed on terms as
those with third parties.

Balances as at the end of the year and transactions for 2017 and 2016 with related parties are
presented as follows:

31 December 31 December

2017 2016

Loans to customers 8,355 7,221
Allowance for impairment on loans to customers (408) (659)
Total 7,947 6,562

As at 31 December 2017 credit liabilities to the Bank are owned by JLLC “Intersportproekt”
{two loan agreements were concluded).

As collateral under the two loan agreements, the following are presented: pledge of real
estate, pledge of securities (registered interest-bearing uncertificated bonds of R-Bank JSC.

The following are the involved from related parties:

31 December 31 December

2017 2016

Customer accounts 19,026 10,790
Subordinated loans 16,132 18,020
Debt securities issued 5,114 4,492
Total 40,272 33,302
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The amounts included in the statement of comprehensive income for transactions with
related parties are as follows:

31 December 31 December
2017 2016
Intrest income and expenses
Interest income 779 1,070
Interest expenses {445) {1,375)
Total 3134 {305)
Remuneration to key management staff of the Bank for the year of 2017 amounted to
385 thousand BYN (including a salary of 383 thousand BYN, interest on deposits of 2 thousand
BYN, remuneration to o the members of the Supervisory Board amounted to 164 thousand
BYN}.
Composition of the controlling party: legal entities — JLLC "Intersportproekt”, JV "Saturninfo”,
Alm Investment FZE; individuals — members of the Supervisory Board of the Bank.
31 December 31 December
2017 2016
Remuneration to key management staff 385 454
Total 385 454
38, SUBSEQUENT EVENTS

On February 14, 2018, the National Bank decreased refinance rate to 10.5%. Per annum, rates
for the constantly available and bilateral operations of the National Bank to support the
current liquidity of banks from 12% to 11.75% per annum.

In 2018 inflation is within the forecast trajectory. In February 2018, the increase in consumer
prices in annual terms was 4.9%. In the next months of this year, inflation is expected to keep
in annual terms at around 5%.

Economic activity continues to recover. The disinflationary influence on the part of demand
factors is reduced, first of all, due to the outstripping growth of wages over the growth of
labor productivity. High inflation expectations of economic entities remain. Their level
exceeds the target parameter for inflation,

In early 2018 there is a forecasted acceleration in the growth rate of the average broad
money supply to 18.4% in annual terms in February 2018.

The international rating agency Fitch Ratings in January 2018 increased the long-term issuer
default ratings of Belarus in foreign and local currency to the level of "B" from "B-", the
forecast is "stable”.
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