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Independent AUCITors Report

To the Supervisory Board of JSC Silk Bank

Opinion

We have audited the financial statements of JSC Silk Bank (the “Bank”), which comprise the
statement of financial position as at 31 December 2023, the statements of profit or loss and other
comprehensive income, changes in equity and cash flows for the year then ended, and notes,
comprising material accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Bank as at 31 December 2023, and its financial performance and its cash
flows for the year then ended in accordance with IFRS Accounting Standards as issued by the
International Accounting Standards Board (IFRS Accounting Standards).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Bank in
accordance with the International Ethics Standards Board for Accountants International Code of
Ethics for Professional Accountants (including International Independence Standards) (IESBA
Code) together with the ethical requirements that are relevant to our audit of the financial
statements in Georgia, and we have fulfilled our other ethical responsibilities in accordance with
these requirements and the IESBA Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Statement on Management Report

Management is responsible for the Management Report. Our opinion on the financial statements
does not cover the Management Report.

In connection with our audit of the financial statements, our responsibility is to read the
Management Report and, in doing so, consider whether the Management Report is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

We do not express any form of assurance conclusion on the Management Report. We have read
the Management Report and based on the work we have performed, we conclude that the
Management Report:

e s consistent with the financial statements and does not contain material misstatement;
e contains the information that is required by and is compliant with the Law of Georgia on
Accounting, Reporting and Auditing.

Responsibilities of Management and Those Charged with Governance for the Financial

Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS Accounting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

KPMG Georgia LLC, a company incorporated under the Laws of Georgia and a
member firm of the KPMG global organization of independent member firms affiliated
with KPMG International Limited, a private English company limited by guarantee.
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In preparing the financial statements, management is responsible for assessing the Bank’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the
Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank’s financial reporting
process.

Auditors’ Responsibilities for the Audit of the Financial Statements

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

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

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

— Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Bank’s internal control.

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

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

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

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

The engagement partner on the audit resulting in this independent auditors’ report is:

Nikoloz Chochua

s

KPMG Georgia LLC
Thilisi, Georgia
14 May 2024




JSC Sitk Bank
Statement of Profit or Loss and Other Comprehensive Income for 2023

GEL’000 Notes 2023 2022

Interest income calculated using the effective

interest method 5 9,605 5,962
Interest expense 5 (5,475) (2,521)
Net interest income 4,130 3,441
Fee and commission income 224 187
Fee and commission expense (207) (98)
Net fee and commission income 17 89
Net gain from foreign currency dealings

and forward contracts 21 871 1,268
Net foreign currency revaluation loss (169) (1,229)
Impairment (losses)/reversal on financial instruments 4 (592) 469
Impairment reversal on assets held for sale 558 33
Net loss from disposal of assets held for sale (78) (44)
Salaries and employment benefits 7 (6,607) (3,794)
General administrative expenses 6 (5,348) (3,789)
Other income 74 167
Loss before income tax (7,144) (3,389)
Income tax expense 8 (149) (537)
Loss for the year (7,293) (3,926)

Other comprehensive loss
Items that will never be reclassified to profit or loss

Revaluation of land and buildings 13 (350) (1,168)
Income tax relating to components of other

comprehensive income 70 (1,121)
Total other comprehensive loss (280) (2,289)
Total comprehensive loss (7,573) (6,215)

The financial statements were approved by management on 14 May 2024 and were signed on
its behalf by:

The statement of profit or loss and other comprehensive income is to be read in conjunction with the notes
to, and forming part of, the financial statements.
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GEL’000

Assets

Cash and cash equivalents
Amounts due from credit institutions
Loans to customers
Investment securities
Property and equipment
Right-of-use assets
Intangible assets

Assets held for sale

Other assets

Total assets

Liabilities

Amounts due to credit institutions

Current accounts and deposits from customers*
Subordinated debts

Deferred tax liabilities

Lease liabilities

Other liabilities

Total liabilities

Equity

Share capital

Reserves

Accumulated loss

Total equity

Total liabilities and equity

JSC Silk Bank

Statement of Financial Position as at 31 December 2023

Notes 31 December 2023

31 December 2022

9 31,253 10,847
10 22,854 1,516
12 55,240 18,797
11 27,214 32,185
13 19,306 19,015
13 1,191 294
1,120 278
12 3,652 3,286
19(b) 5,259 1,538
167,089 87,756
15 298 10,027
14 98,648 14,238
16 2,879 2,879
8 1,831 1,752
15 1,254 293
2,962 1,577
107,872 30,766

17
72,746 62,946
3,089 4,356
(17,518) (10,312)
59,217 56,990
167,089 87,756

*Current account and deposits from customers encompass certificate of deposits, which was
presented separately in the statement of financial position as at 31 December 2022.

The statement of financial position is to be read in conjunction with the notes to, and forming part of, the

financial statements.
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GEL’000

CASH FLOWS FROM OPERATING ACTIVITIES
Loss for the year

Adjustments for:

Depreciation and amortisation

Impairment losses/(reversal) on financial instruments
Net foreign currency revaluation loss

Tax expense

Net loss from disposal of assets held for sale
Loss/(gain) on disposal of property and equipment
Net interest income

Impairment reversal on assets held for sale

Forward exchange contracts

Changes in:

Current accounts and deposits from customers
Deposits from banks

Loans to customers

Amounts due from credit institutions

Assets held for sale

Other assets

Other liabilities and provisions

Interest received
Interest paid
Net cash flows from operations

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from repayment of investment securities
Proceeds from sale of property and equipment
Acquisition of investment securities

Acquisition of property and equipment

Acquisition of intangible assets

Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from loans from credit institutions

Proceeds from issue of share capital

Repayment of loans from credit institutions

Payment of lease liabilities

Proceeds from subordinated debts

Net cash flows used in financing activities

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents as at the beginning of the year
Effect of changes in exchange rates on cash and

cash equivalents

Effect of expected credit losses on cash and cash
equivalents

Cash and cash equivalents as at the end of the year

JSC Silk Bank

Statement of Cash Flows for 2023

Notes 2023 2022
(7,293) (3,926)

971 720

592 (469)

169 1,229

149 537

78 44

61 (49)

(4,130) (3,441)

(558) (33)

(179) 414

(10,140) (4,974)

83,871 5,767

293 -

(36,428) (4,204)

(21,082) 597

114 215

(2,611) (1,383)

1,297 513

15,314 (3,469)

9,383 6,187

(5,336) (2,562)

19,361 156

7,000 8,500

3 203

(2,202) -

(1,363) (586)

(1,019) (122)

2,419 7,995

15 24,169 123,944
8,787 1,800

15 (34,168) (137,165)
(106) (21)

- 375

(1,318) (11,067)

20,462 (2,916)

10,847 14,139

(39) (376)

a7) -

9 31,253 10,847

The statement of cash flows is to be read in conjunction with the notes to, and forming part of, the financial

statements.
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Balance as at 1 January 2022
Total comprehensive loss

Loss for the year

Other comprehensive loss
Revaluation of land and buildings
Deferred tax effect

Transfer of revaluation reserve of
disposed property

Depreciation of revaluation reserve
Total other comprehensive loss

Total comprehensive loss

Transactions with owners,
recorded directly in equity
Shares issued

Total transactions with owners
Balance as at 31 December 2022

Balance as at 1 January 2023
Total comprehensive loss

Loss for the year

Other comprehensive loss
Revaluation of land and buildings
Deferred tax effect

Depreciation of revaluation reserve
Total other comprehensive loss
Total comprehensive loss

Transactions with owners,
recorded directly in equity
Shares issued (see note 17)

Total transactions with owners
Balance as at 31 December 2023

JSC Silk Bank

Statement of Changes in Equity for 2023

Revaluation reserve

Share of property and Accumulated Total
capital equipment loss equity

61,146 6,802 (6,543) 61,405
- - (3,926) (3,926)

- (1,168) - (1,168)

- (1,121) - (1,121)

- (21) 21 -

- (136) 136 -

- (2,446) 157 (2,289)

- (2,446) (3,769) (6,215)
1,800 - - 1,800
1,800 - - 1,800
62,946 4,356 (10,312) 56,990
62,946 4,356 (10,312) 56,990
- - (7,293) (7,293)

- (350) - (350)

- 70 - 70

- (87) 87 -

- (367) 87 (280)

- (367) (7,206) (7,573)
9,800 - - 9,800
9,800 - - 9,800
72,746 3,989 (17,518) 59,217

The statement of changes in equity is to be read in conjunction with the notes to, and forming part of, the

financial statements.
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JSC Silk Bank
Notes to the financial statements for 2023

Background
Organisation and operations

JSC Silk Bank (the “Bank”) is a Georgian joint stock company. On 12 September 2022, the Bank
was renamed from JSC Silk Road Bank to JSC Silk Bank.

The Bank accepts deposits from the public and extends credit, transfers payments in Georgia and
abroad, exchanges currencies and provides other banking services to its corporate and retail
customers. The Bank’s registered legal address is 2, Zaarbriukeni Square, Thilisi, Georgia. The
Bank is regulated by the National Bank of Georgia (the “NBG”; the central bank of Georgia) and
conducts the business under license number 238.

Tax identification number of the Bank is 201955027 and the registering authority is Didube-
Chugureti district court.

As at 31 December 2023 and 2022, the shareholders of the Bank are as follows:

Ownership %

Name 2023 2022

Silk Road Group Holding (Malta) Limited 58.83 60.00
Partomta LLC 36.42 37.14
Silk Holding JSC 4.74 2.85
Other 0.01 0.01
Total 100.00 100.00

On 13 October 2023, the Bank issued 98,000 ordinary shares, each with a nominal value of
100 Georgian Lari (“GEL”) to its existing shareholders. Bank’s share capital increased by
GEL 9,800,000 of which GEL 8,786,800 was paid as of 31 December 2023. On
22 November 2022, the Bank issued 18,000 ordinary shares, each with a nominal value of
100 GEL. Issued shares were acquired by Silk Holding JSC.

The Bank is ultimately controlled by Mr. Giorgi Ramishvili, a Georgian businessman, who has a
number of business interests outside the Bank. Related party transactions are disclosed in Note 19.

Business environment

The Bank’s operations are primarily located in Georgia. Consequently, the Bank is exposed
to the economic and financial markets of Georgia, which display characteristics of an
emerging market. The legal, tax and regulatory frameworks continue development, but are
subject to varying interpretations and frequent changes which together with other legal and
fiscal impediments contribute to the challenges faced by entities operating in Georgia.

In February 2022, because of the war between the Russian Federation and Ukraine, a number
of countries imposed sanctions against the Russian Federation. The conflict affects not only
the economic activity of two countries but the global economy as well. As a result of sanctions,
commodity and food prices have risen in many countries around the world, the established
links between supply of resources have been disrupted, inflation also affects the prices, and
analysts also forecast economic implications for the global industry.

Georgia’s economy was also affected by the mentioned events and is subject to future
uncertainties in economy as described; on the other hand, growth of Georgian economy was
up to 7% in 2023, driven by higher export and tourism revenues and strong private
consumption, and further single digit economic growth is expected in 2024.

The financial statements reflect management’s assessment of the impact of the Georgian
business environment on the operations and financial position of the Bank. The future business
environment may differ from management’s assessment.
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JSC Silk Bank
Notes to the financial statements for 2023

Basis of preparation

Statement of compliance

The accompanying financial statements are prepared in accordance with IFRS Accounting
Standards as issued by the International Accounting Standards Board (“IFRS Accounting
Standards”).

Basis of measurement

The financial statements are prepared on the historical cost basis except derivative financial
instruments and land and buildings, which are carried at fair value and assets held for sale,
which are stated at lower of carrying value and fair value less costs to sell.

Going Concern

The financial statements have been prepared on a going concern basis notwithstanding that
the Bank has reported loss of GEL 7,293 thousand for the year ended 31 December 2023
(2022: loss of GEL 3,926 thousand). Management foresees that over the next twelve months
following the date of these financial statements, the Bank may incur losses and regulatory
capital requirements may be breached if no mitigating actions are implemented.

In 2023 and 2022 the Bank has increased the regulatory capital by receiving, respectively,
GEL 8,787 thousand and GEL 1,800 thousand fresh capital contribution from existing
shareholders (see Note 17). Increase in share capital during 2023 amounted GEL 9,800,
however as at 31 December 2023 GEL 1,013 was recognized as a receivable from shareholder,
therefore was not considered in regulatory capital. Subsequent to the reporting date, GEL
1,013 was fully repaid, consequently increasing regulatory capital of the Bank (see Note 23).
In 2022 GEL 375 thousand subordinated debt was attracted from the shareholder (Silk Road
Group Holding (Malta) Limited) (see Note 16). As at 31 December 2023, 31 December 2022
and as at the date these financial statements were authorised for issue, the Bank is in
compliance with the regulatory requirements (see Note 22).

Maintaining the minimum regulatory capital in the foreseeable future depends on the Bank’s
future performance. Although the Bank is currently loss-making, in 2022 the Bank has
attracted new shareholders and instituted several successful measures for the Bank (including
digital transformation roadmap and new management. The Bank launched its digital platform,
complemented by a mobile application reflecting the Bank's commitment to delivering
superior banking experiences) to grow internally in niche segments and to preserve additional
finances and it is expected that the Bank will stabilise its operations and start generating profits
within two-three years. However, if any potential breach of regulatory capital occurs, the
shareholders have indicated their intention to continue to make available funds as are needed
to the Bank to meet its regulatory capital requirements and continue operations.

As with any company placing reliance on other group entities for financial support, the
directors acknowledge that there can be no certainty that this support will continue although,
at the date of approval of these financial statements, they have no reason to believe that it will
not do so. As outlined above the ongoing support from shareholders is evident through the
capital injections in previous years. In April 2024, the Bank's Tier 1 capital increase was
facilitated by the transfer of subordinated debts along with the accrued interest totalling GEL
3,465 thousand from the shareholder, Silk Road Group Holding (Malta) Limited, into the
Bank's equity (Tier 1 Capital). Furthermore, subsequent to the reporting date the Bank issued
public subordinated debt securities.

Consequently, the directors are confident that the Bank will have sufficient funds to continue
to meet its liabilities as they fall due and regulatory requirements for at least 12 months from
the date of approval of the financial statements and therefore have prepared the financial
statements on a going concern basis. Management therefore believes that there is no material
uncertainty with respect to Bank’s ability to continue as a going concern.

10
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JSC Silk Bank
Notes to the financial statements for 2023

Functional and presentation currency

The national currency of Georgia is the Georgian Lari (“GEL”), which is the Bank’s functional
currency and the currency in which these financial statements are presented.

All financial information presented in GEL has been rounded to the nearest thousands, except
when otherwise indicated.

Use of estimates and judgments

In preparing these financial statements, management has made judgement, estimates and
assumptions that affect the application of the Bank’s accounting policies and the reported
amounts of assets and liabilities, income and expense. Actual results may differ from these
estimates.

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

Information about critical judgements made in applying accounting policies that have the most
significant effect on the amounts recognised in the financial statements is included in the
following notes:

o Note 3(e)(vii) and Note 4 - establishing the criteria for determining whether credit risk on
a financial asset has increased significantly since initial recognition, determining the
methodology for incorporating forward-looking information into measurement of ECL and
selection and approval of models used to measure ECL.

Information about assumptions and estimation uncertainties that have a significant risk of
resulting in a material adjustment to the carrying amounts of assets and liabilities within the
next financial year is included in the following notes:

e Note 4 - impairment of financial instruments: determination of inputs into the ECL
measurement model, including key assumptions used in estimating recoverable cash flows
and incorporation of forward-looking information;

e Note 13 - valuation of land and buildings.

Material accounting policies

The Bank has consistently applied the following accounting policies to all periods presented
in these financial statements, except if mentioned otherwise.

Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency of the Bank at
exchange rates at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated to the
functional currency at the exchange rate at the reporting date. The foreign currency gain or
loss on monetary items is the difference between amortised cost in the functional currency at
the beginning of the period, adjusted for effective interest, impairment and payments during
the period, and the amortised cost in foreign currency translated at the spot exchange rate at
the end of the reporting period.

11
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JSC Silk Bank
Notes to the financial statements for 2023

Non-monetary assets and liabilities denominated in foreign currencies that are measured at
fair value are translated to the functional currency at the exchange rate of the date when the
fair value is determined. Non-monetary items that are measured based on historical cost in a
foreign currency are translated at the exchange rate at the date of the transaction. Foreign
currency differences arising on translation are recognized in profit or loss.

Interest
Effective interest rate

Interest income and expense are recognised in profit or loss using the effective interest
method. The ‘effective interest rate’ is the rate that exactly discounts estimated future cash
payments or receipts through the expected life of the financial instrument to:

e the gross carrying amount of the financial asset; or
e the amortised cost of the financial liability.

When calculating the effective interest rate for financial instruments other than purchased or
originated credit-impaired assets, the Bank estimates future cash flows considering all
contractual terms of the financial instrument, but not expected credit losses. For purchased or
originated credit-impaired financial assets, a credit-adjusted effective interest rate is calculated
using estimated future cash flows including expected credit losses.

The calculation of the effective interest rate includes transaction costs and fees that are an
integral part of the effective interest rate. Transaction costs include incremental costs that are
directly attributable to the acquisition or issue of a financial asset or financial liability.

Amortised cost and gross carrying amount

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the
financial asset or financial liability is measured on initial recognition minus the principal
repayments, plus or minus the cumulative amortisation using the effective interest method of
any difference between that initial amount and the maturity amount and, for financial assets,
adjusted for any expected credit loss allowance.

The ‘gross carrying amount of a financial asset” measured at amortised cost is the amortised
cost of a financial asset before adjusting for any expected credit loss allowance.

Calculation of interest income and expense

The effective interest rate of a financial asset or financial liability is calculated on initial
recognition of a financial asset or a financial liability. In calculating interest income and
expense, the effective interest rate is applied to the gross carrying amount of the asset (when
the asset is not credit-impaired) or to the amortised cost of the liability. The effective interest
rate is revised as a result of periodic re-estimation of cash flows of floating-rate instruments
to reflect movements in market rates of interest.

However, for financial assets that have become credit-impaired subsequent to initial
recognition, interest income is calculated by applying the effective interest rate to the
amortised cost of the financial asset. If the asset is no longer credit-impaired, then the
calculation of interest income reverts to the gross basis.

For financial assets that were credit-impaired on initial recognition, interest income is
calculated by applying the credit-adjusted effective interest rate to the amortised cost of the
asset. The calculation of interest income does not revert to a gross basis, even if the credit risk
of the asset improves.

For information on when financial assets are credit-impaired, see Note 3(e)(vii).
12
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JSC Silk Bank
Notes to the financial statements for 2023

Presentation

Interest income calculated using the effective interest method presented in the statement of
profit or loss and other comprehensive income includes interest on financial assets measured
at amortised cost.

Interest expense presented in the statement of profit or loss and other comprehensive income
includes interest on financial liabilities measured at amortised cost and interest expense on
lease liabilities.

Fees and commission

Fee and commission income and expense that are integral to the effective interest rate on a
financial asset or financial liability are included in the effective interest rate (see Note 3(b)).

If a loan commitment is not expected to result in the draw-down of a loan, then the related
loan commitment fee is recognised on a straight-line basis over the commitment period.

A contract with a customer that results in a recognised financial instrument in the Bank’s
financial statements may be partially in the scope of IFRS 9 and partially in the scope of IFRS
15. If this is the case, then the Bank first applies IFRS 9 to separate and measure the part of
the contract that is in the scope of IFRS 9 and then applies IFRS 15 to the residual.

Fees and commission income for ongoing account management are charged to the customer’s
account on a monthly basis. Transaction-based fees for interchange, foreign currency
transactions and overdrafts are charged to the customer’s account when the transaction takes
place. Servicing fees are charged on a monthly basis and are based on fixed rates reviewed
annually by the Bank. Income from account management and servicing fees is recognised over
time as the services are provided. Income related to transactions is recognised at the point in
time when the transaction takes place.

Other fee and commission expenses relate mainly to transaction and service fees, which are
expensed as the services are received.

Taxation

Income tax comprises current and deferred tax. Income tax is recognized in profit or loss
except to the extent that it relates to items of other comprehensive income or transactions with
shareholders recognized directly in equity, in which case it is recognized within other
comprehensive income or directly within equity.

Current tax

Current tax expense is the expected tax payable on the taxable income for the year, using tax
rates enacted or substantially enacted at the reporting date, and any adjustment to tax payable
in respect of previous years. Current tax payable also includes any tax liability arising from
dividends.

Deferred tax

Deferred tax assets and liabilities are recognized in respect of temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively
enacted by the reporting date.
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The measurement of deferred tax assets and liabilities reflects the tax consequences that would
follow the manner in which the Bank expects, at the end of the reporting period, to recover or
settle the carrying amount of its assets and liabilities.

Deferred tax assets are recognized only to the extent that it is probable that future taxable
profits will be available against which the temporary differences, unused tax losses and credits
can be utilized. Deferred tax assets are reduced to the extent that taxable profit will be
available against when the deductible temporary differences can be utilized.

Financial assets and financial liabilities
Recognition and initial measurement

The Bank initially recognises loans to customers, deposits and subordinated liabilities on the
date on which they are originated. All other financial instruments (including regular-way
purchases and sales of financial assets) are recognised on the trade date, which is the date
when the Bank becomes party of contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at
FVTPL, transaction costs that are directly attributable to the acquisition or issue. The fair
value of financial instrument at initial recognition is generally its transaction price.

Classification
Financial asset

On initial recognition, a financial asset is classified as measured at: amortised cost, FVOCI or
FVTPL.

A financial asset is measured at amortised cost if it meets both of the following conditions and
is not designated as at FVTPL.:

o the asset is held within a business model whose objective is to hold assets to collect
contractual cash flows; and

o the contractual terms of the financial asset give rise on specified dates to cash flows that
are solely payments of principal and interest (SPPI) on the principal amount outstanding.

All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Bank may irrevocably designate a financial asset that
otherwise meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL
if doing so eliminates or significantly reduces an accounting mismatch that would otherwise
arise.

Business model assessment

The Bank makes an assessment of the objective of a business model in which an asset is held
at a portfolio level because this best reflects the way the business is managed and information
is provided to management. The information considered includes:

e the stated policies and objectives for the portfolio and the operation of those policies in
practice. In particular, whether management’s strategy focuses on earning contractual
interest revenue, maintaining a particular interest rate profile, matching the duration of the
financial assets to the duration of the liabilities that are funding those assets or realising
cash flows through the sale of the assets;

e how the performance of the portfolio is evaluated and reported to the Bank’s management;
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o the risks that affect the performance of the business model (and the financial assets held
within that business model) and how those risks are managed;

e how managers of the business are compensated — e.g. whether compensation is based on
the fair value of the assets managed or the contractual cash flows collected; and

e the frequency, volume and timing of sales in prior periods, the reasons for such sales and
its expectations about future sales activity. However, information about sales activity is not
considered in isolation, but as part of an overall assessment of how the Bank’s stated
objective for managing the financial assets is achieved and how cash flows are realised.

The Bank’s retail and business loans comprises loans to customers that are held for collecting
contractual cash flows. In the retail business the loans comprise overdrafts, unsecured and
secured lending. Sales of loans from these portfolios are very rare.

Certain debt securities are held by the Bank in a separate portfolio for long term yield. These
securities may be sold, but such sales are not expected to be more than infrequent. The Bank
considers that these securities are held within a business model whose objective is to hold
assets to collect the contractual cash flows.

Financial assets that are held for trading or managed and whose performance is evaluated on
a fair value basis are measured at FVTPL because they are neither held to collect contractual
cash flows nor held both to collect contractual cash flows and to sell financial assets.

Assessment of whether contractual cash flows are solely payments of principal and
interest

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial
asset on initial recognition. ‘Interest’ is defined as consideration for the time value of money
and for the credit risk associated with the principal amount outstanding during a particular
period of time and for other basic lending risks and costs (e.g. liquidity risk and administrative
costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the Bank considers the contractual
terms of the instrument. This includes assessing whether the financial asset contains a
contractual term that could change the timing or amount of contractual cash flows such that it
would not meet this condition. In making the assessment, the Bank considers:

contingent events that would change the amount and timing of cash flows;

leverage features;

prepayment and extension terms;

terms that limit the Bank’s claim to cash flows from specified assets (e.g. non-recourse
loans); and

o features that modify consideration of the time value of money — e.g. periodical reset of
interest rates.

Non-recourse loans

In some cases loans made by the Bank that are secured by collateral of the borrower limit the
Bank’s claim to cash flows of the underlying collateral (non-recourse loans). The Bank applies
judgment in assessing whether the non-recourse loans meet SPPI criterion. The Bank typically
considers the following information when making the judgement:

e whether the contractual arrangement specifically defines the amounts and dates of cash
payments of the loan;

e the fair value of collateral relative to the amount of the secured financial asset;

e the ability and willingness of the borrower to make contractual payments, notwithstanding
the decline in the value of collateral;

e the extent to which the collateral represents all or substantial portion of borrower’s assets;
and

o whether the Bank will benefit from any upside from the underlying asset.
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Reclassification

Financial assets are not reclassified subsequent to their initial recognition, except in the period
after the Bank changes its business model for managing financial assets.

Financial liabilities

The Bank classifies its financial liabilities, other than financial guarantees and loan
commitments, as measured at amortised cost.

Derecognition
Financial assets

The Bank derecognises a financial asset when the contractual rights to the cash flows from the
financial asset expire, or it transfers the rights to receive the contractual cash flows in a
transaction in which substantially all of the risks and rewards of ownership of the financial
asset are transferred or in which the Bank neither transfers nor retains substantially all of the
risks and rewards of ownership and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset
(or the carrying amount allocated to the portion of the asset derecognised) and the sum of (i)
the consideration received (including any new asset obtained less any new li