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Independent auditor's report

To the Shareholders and Board of Directors of ForteBank Joint Stock Company

Opinion

We have audited the consolidated financial statements of ForteBank Joint Stock Company and its
subsidiaries (the "Group"), which comprise the consolidated statement of comprehensive income
for the year ended 31 December 2018, the consolidated statement of financial position as at

31 December 2018, the consolidated statement of cash flows and the consolidated statement of
changes in equity for the year ended 31 December 2018, and notes to the consolidated financial
statements including a summary of significant accounting policies,

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2018, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards ("IFRS").

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing ("ISAs").

Our responsibilities under those standards are further described in the Auditor's responsibilities
for the audit of the consolidated financial statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants' Code of
Ethics for Professional Accountants ("IESBA Code"), and we have fulfilled our other ethical
responsibilities in accordance with the IESBA Code.

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

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters. For each
matter below, our description of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor's responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements.

The results of our audit procedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated financial
statements.

A member firm of Ernst & Yound Global Limited
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Key audit matter

| How the matter was addressed in the audit

Allowance for expected credit fosses of foans to customers

Estimation of allowance for expected credit
losses on loans to customers in accordance
with IFRS 9 is a key area of the Group's
management judgment. Identification of
factors of a significant increase in credit risk
since initial recognition, including identification
of changes in risk of default during the
remaining life of a financial instrument, as well
as determination of probability of default and
loss given default rates, require significant use
of professional judgment, assumptions and
analysis of various historical, current and
forward-looking information,

The use of different models and assumptions
may significantly affect the amount of
aflowance for expected credit losses on loans to
customers. Due to materiality of loans to
customers, which in aggregate amount to 41%
of the total assets of the Group as at

31 December 2018, as well as significant use
of professional judgment, estimation of
allowance for expected credit losses was a key
audit matter,

Information on expected credit losses on loans
to customers is presented in Note 8 Credit loss
expense, Note 15 Loans to customers and Note
25 Risk management to the consolidated
financial statements.

Our audit procedures included the analysis of
methodology for estimation of allowance for
expected credit losses on the loan portfolio, as
well as assessment and testing controls over
the processes of identification of factors of
significant increase in credit risk on loans to
customers since initial recognition and events
of default, including debt overdue periods and
changes in internal credit ratings.

We performed, on a sample basis, testing of
input data and analysis of the assumptions
used by the Group in estimation of allowance
for expected credit [osses, including statistical
information on debt servicing, borrower's
financial and non-financial information,
expected recoveries in the events of default
due to sale of collateral held as well as forecast
macroeconomic factors.

We made recalculations on the allowance for
expected credit losses.

We have analyzed information on the allowance
for expected credit losses on loans to
customers disclosed in the Notes to the
consolidated financial statements.

Other information included in the Annual report of the Group for 2018

Other information consists of the information included in the Annual report, other than the
consolidated financial statements and our auditor's report thereon. Management is responsible

for the other information.

The annual report is expected to be made available to us after the date of this audit report.

Our opinion on the consolidated financial statements does not cover other information and we do

not express any conclusion providing assurance

in any form with regard to this information.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above when it becomes available to us and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be materially

misstated.

& member firm of Ernst & Young Global Limited
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Responsibility of management and the Board of Directors for the consolidated financial
statements

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

In preparing the consolidated financial statements, management is responsible for assessing the
Group'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
liguidate the Group or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for the supervision of the Group's financial reporting
process.

Auditor's responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always
detect 3 material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

A member Ilrm of Ernst & Young Global Limited
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As part of an audit in accordance with ISAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. Besides, we perform the following:

> identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures in response
to these risks, obtain audit evidence, which is sufficient and appropriate to serve as a basis
for our audit 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 controf;

- 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 Group'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 Group's ability to
continue as a going concern. If we determine the existence of material uncertainty, we shall
draw attention in our opinion to the related disclosure in the consolidated financial
statements or, if such disclosure is inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor's report. However,
future events or conditions may result in the Group's loss of ability to continue as a going
concern;

> evaluate the overall presentation of the consolidated financial statements, their structure
and content, including disciosure of information, and whether the consolidated financial
statements represent the underlying transactions and events in a manner that achieves fair
presentation;

. obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.

A member firm of Ernst & Young Global Limited
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We communicate with the Board of Directors 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.

We also provide the Board of Directors with the statement that we complied with all respective
ethical requirements with regard to independence and communicated to them all relations and
other matters that may be reasonably considered as affecting the auditor's independence, and
where applicable, related safeguards.

From the matters communicated with the Board of Directors, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor's report
unless law or regulation preciudes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication,

The partner in charge of the audit resuiting in this independent auditor's report is Paul Cohn.

Paul Cohn
Audit Partner

‘Gulmira Turmagambétova e

General Director
Ernst & Young LLP

Auditor's gualification certificate State Audit License for audit activities on the
No. M®-0000286 dated 25 September territory of the Republic of Kazakhstan: series
2015 M®DIO-2, No. 0000003 issued by the Ministry of
Finance of the Republic of Kazakhstan on
15 July 2005

050060, Republic of Kazakhstan, Almaty
Al-Farabi ave., 77/7, Esentai Tower

13 March 2019

& member firm of Ernst & Young Global Limited



ForteBank Joint Stock Company 2018 consolidated financial statements
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2018

(millions of tenge)
Notes 2018 2017
Interest revenue calculated using the effective interest rate 5 122,542 101,615
QOther interest revenue 5 395 18,731
Interest expense 5 (73,543) (75,907
Net interest income 49,394 44,439
Fee and commission income 6 20,206 12,002
Fee and commission expense (5,845) (3,514)
Net (losses)/gains from financial instruments at fair value through
profit or loss (426) 1,335
Net gains from derecognidon of investment securities at fair value
through other comprehensive income 875 -
Net gains from derecognition of available-for-sale investment
secutities = 345
Net gains from foreign currencies 7 1,255 965
Gain from return of instruments unclaimed by creditors 19 = 3,139
Gain from derecognition of financial liabilities 21 9,160 =
Other income 10 5,656 4,411
Non-interest income 30,881 18,683
Credit loss expense 8 {5,000} (86)
General and administrative expenses 9 (35,861) (35,218)
Other expenses 10 (5,415) {3,061)
Non-interest expense {46,276) {38,365)
Profit before cotporate income tax expense 33,999 24,757
Corporate income tax expense 11 {4,891) (5,006)
Profix for the year 29,108 19,751
Attributable to:
- shareholders of the Bank 29,038 19,655
- non-controlling interests 70 96
29,108 19,751

The accompanying notes on pages 7 fo 78 are an integral part of these consolidated financial statements.



ForteBank Joint Stock Company

2018 consolidated financial statements

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (continued)

Qther comprehensive income

Other comprebensive income to be roclassified subsequently o profit or loss

Net change in fait value of available-for-sale securities

Realised gains from change in fair value of available-fot-sale
securities reclassified to profit ot loss

Net change in fair value of debt instruments at fair value through
other comprehensive income

Change in allowance for expected credit losses of debt instruments
at fair value through other comprehensive income

Reclassification of cumulative loss on derecognition of debt
instruments at fair value through other comprehensive income to
profit or loss

Income tax relating to components of other comprehensive income

Other comprehensive (loss)/income for the yeat, net of tax

Total comprehensive income for the year

Attributable to:

- shareholders of the Bank
- non-controlling interests

Basic and diluted earnings pet share (in tenge)

s

Guram Andronikashvili
Chairman of the Management Board

13 March 2019

Notes 2018 2017
- 1,979

- (345)

(2,342) -

1,412 -

(875) =

323 =

(1,482) 1,634

27,626 21,385

27,556 21,289

70 96

27,626 21,385
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The accompanying notes on pages 7 to 78 are an integral part of these consolidated financial siatemenis.



ForteBank Joint Stock Company 2018 consolidated financial statements
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 31 December 2018

(mitllions of tenge)
31 December 31 December

Nores 2018 2017
Assets
Cash and cash equivalents 12 224,121 231,820
Amounts due from financial institutions 13 18,215 6,393
Trading securities 14 9,511 290,919
Loans to customers 15 689,645 671,851
Investment securities 16 570,475 82,398
Property and equipment 17 51,496 49,009
Intangible assets 5,441 3,741
Deferred incoine rax assets 11 2,279 6,740
Other assets 18 117,540 101,769
Total assets 1,688,723 1,444,640
Liabilities
Current accounts and deposits of customers 19 1,075,628 981,225
Amounts due to banks and other financial institutions 20 72,128 75,894
Amounts payable under repurchase agreements 27 56,392 36,639
Debt securities issued 21 253,584 125,121
Deferred income tax liabilities 11 183 122
Subordinated debt 22 22,648 22,740
Orther liabilites 7,521 8,698
Total liabilities 1,488,084 1,250,439
Equity
Share capital 23 331,504 331,522
Additional paid-in capital 21,116 21,116
Fair value reserve 2,359 598
Accumulated losses (155,051) (159,676}
Total equity attributable to shareholdets of the Bank 199,928 193,560
Non-conirolling interests 711 641
Total equity 200,639 194,201
Total equity and liabilities 1,688,723 1,444,640

The accompanying notes on pages 7 to 78 are an integral part of these consolidated financial ytatements,



ForteBank Joint Stock Company 2018 consolidated financial statements

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 31 December 2018

(millions of tenge)
Nores 2018 2017

Cash flows from operating activities
Interest income received 108,373 114,714
Interest expense paid (67,997) {68,888)
Fee and commission income received 19,688 11,505
Fee and commission expense paid (5,845) (3,514)
Net realised losses from financial instruments at fair value through

profit or loss (348) (378)
Net realised gains/(losses) on dealing in foreign currencies 886 (385)
General and administrative expenses paid (33,379) (37,619
Othet operating expenses paid (1,012) 2,614
{Increase)/decrease in operating assets
Amounts due from financial institutions (11,178) 5,219
Trading securities {1,934) (89,937)
Derivative financial assets == 28,920
Loans to customers (29,673) {52,051)
Other assets 6,739 7,619
(Dectease)/increase in operating liabilities
Cutrent accounts and deposits of customers (46,022) 170,522
Amounts due to banks and other financial institutions 4,405 6,705
Amounts payable under repurchase agreements 19,741 36,609
Other liabilities 1,423 270
Net cash (used in) / from operating activities

before income tax {36,133) 131,925
Corporate income tax paid (46) (68)
Net cash (used in) / from operating activitics (36,179) 131,857
Cash flows from investing activities
Purchase of investment securities at fair value through other

comprehensive income (previously classified as held-to-maturity) (149,748} {22,493)
Proceeds from sale of investment securities at fair value through

other comprehensive income 20,001 -
Redemption of investment securities at fair value through other

comprehensive income 935,445 -
Purchase of investment securities at fait value through other

comprehensive income {982,173) =
Proceeds from sale of available-for-sale investment securities = 9,314
Proceeds from redemption of available-for-sale investment

securities = 5,037
Purchase of available-for-sale investment securities = {48,164)
Purchase of property and equipment and intangible assets (12,279) (5,951)
Proceeds from sale of property and equipment and intangible assets 952 62
Net cash used in investing activities (187,802) {62,195)
Cash flows from financing activities
Proceeds from return of instruments unclaimed by creditors 1,647 -
Repurchase of own shares 23 (18) (572)
Dividends paid to shareholders of the Bank 23 (7,748) {4,534)
Proceeds from placement of debt securities issued 220,154 21
Repurchase of debt securities issued 21 (10,870) -
Redemption of debt securities issued (7,903) (8,133)
Net cash from / (wsed in) financing activities 195,262 (13,218)

The accompanying notes on pages 7 10 78 are an integral part of these convolidated financial siatements.



FotteBank Joint Stock Company 2018 consolidated financial statements

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

Notes 2018 2017

Effect of exchange rate changes on cash and cash equivalents 21,022 (1,865)
Effect of expected credit losses on cash and cash equivalents 2 =
Net change in cash and cash equivalents (7,699) 54,579
Cash and cash equivalents, beginning 231,820 177,241
Cash and cash equivalents, ending 12 224,121 231,820
Non-monetary transactions
Repossession of collateral on loans to customers 15 16,322 17,119
Transfer of property and equiptnent to assets held for sale within

other assets - 5,047

The accompanying notes on pages 7 to 78 are an integral part of these consolidated financial statements.
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FotteBank Joint Stock Company Notes to 2018 consolidated financial statements

(millions of tenge)

1. General information

Corporate structure and activities

These consolidated financial statements include financial statements of ForteBank Joint Stock Company (hereinafter —
the “Bank”) and its subsidiaries (together, the “Group”).

The Bank was established in 1999 under the laws of the Republic of Kazakhstan. On 10 February 2015, the Bank was
retegistered to ForteBank JSC (formerly, Alliance Bank JSC).

Legal address of the Bank’s head office: 8/1, Dostyk str., 010017, Astana, Republic of Kazakhstan. The Bank’s activities are
regulated by the National Bank of the Republic of Kazakhstan (hercinafter — the “NBRK”). The Bank operates under
license No. 1.2.29/197/36 for conducting banking and other activities and operations on securities matket stipulated by the
banking legislation, issued by the NBRK on 27 February 2015.

The Group’s primary business is related to commercial banking activities, granting of loans and guarantees, accepting deposits,
exchanging foreign currencies, dealing with securities, transferring cash payments, as well as providing other banking services.
Certain debt securities issued by the Bank are listed on the London Stock Exchange, the Luxembourg Stock Exchange and
the Kazakhstan Stock Exchange (hereinafter — the “KASE”).

The Bank is a pardcipant of the Kazakhstan Deposit Insurance Fund (hereinafter — the “KIDIF”). The ptimary objective of
the KDIF is to protect interests of depositors in the event of forced liquidation of the participant bank. As at 31 December
2018 and 2017, depositors can receive limited insurance coverage for deposits, depending on the currency of the deposit: in
tenge — up to KZT 10 million, in foreign curtencies — up to KZT 5 million,

As at 31 December 2018 and 2017, the Group includes the following subsidiaries:
Ownership, Note

Country of Principal 31 December 31 December
Name incerpotation activities 2018 2017
ForteLeasing [SC Republic of

Kazakhstan Leasing opetations 80.6 80.6
OUSA Alliance LLP Republic of ~ Management of doubtful

Kazakhstan and bad assets 100.0 100.0
OUSA-FLLP Republic of ~ Management of doubtful

Kazakhstan and bad assets 100.0 100.0

Shareholders

As at 31 December 2018, M. Utemuratov B.Zh. owns 88.47% of the outstanding common shares of the Bank and is an
ultimate controlling shareholder of the Group (as at 31 December 2017: 88.23%). The rest of the shares are held by other
shareholders, none of which owns more than 5% of the outstanding common shares.

2.  Basis of preparation

General

These consolidated financial statements have been prepated in accordance with Intemational Financial Reporting Standards
(“IFRS"}.

Basis of measurement

The consolidated financial statements have been prepared under the historical cost convention except for trading securities,
derivative financial assets and investment securities available-for-sale and at fair value through other comprehensive income,
which have been measured at fair value.

Functional and presentation currency of consolidated financial statements

The functional currency of the Bank and its subsidiaries is tenge, as being the national curreacy of the Republic of Kazakhstan,
it reflects the economic substance of the majority of the Group’s transactions and circumstances relevaat to them affecting
its activities.

The Kazakhstani tenge is also the preseatation currency for the purposes of these consolidated financial statements.

Financial information of the consolidated financial statements is rounded to the nearest million.



ForteBank Joint Stock Company Notes to 2018 consolidated financial statements

(rmillions of tenge)

2.  Basis of preparation (continued)

Reclassification

The following reclassifications have been made in the consolidated income statement for the year ended 31 December 2017,
to conform to the 2018 presentation:

As previously

Consolidated income statement reported  Reclassification As reclassiffed
Other operating income, net 2,614 (2,614) =
Orther operating income =5 4,411 4.411
Non-interest income 16,886 1,797 18,683
General and administeative expenses (36,482) 1,264 (35,218)
Other operating expenses = (3,061) (3,061)
Non-interest expense {36,568) (1,797) (38,365)

3.  Summary of accounting policies

Changes in accounting policies

The accounting policies adopted in the preparation of the consolidated financial statements are consistent with those followed
in the prepatation of the Group’s annual financial statements for the year ended 31 Decembet 2017, except for the adoption
of new standards effective as of 1 January 2018, The nature and the effect of these changes are disclosed below. The Group
has not early adopted any other standard, interpretation or amendment that has been issued but is not yet effective.

IFRS 9 Financial Instraments

IFRS 9 replaces TAS 39 Financial Instruments: Recogrition and Measurement for annual petiods on ot after 1 January 2018. The Bank
has not restated comparative information for 2017 for financial instruments in the scope of IFRS9. Therefore,
the comparative information for 2017 is teported under IAS 39 and is not comparable to the information presented for 2018.
Differences arising from the adoption of IFRS 9 have been recognised directly in retained eatnings as at 1 January 2018 and
are disclosed below.

{a) Classification and measurement

Under IFRS 9, all debt financial assets that do not meet a “solely payment of principal and interest” (SPPI) criterion, are
classified at initial recognition as fair value through profit ot loss (FVPL). Under this criterion, debt insttuments that do not
correspond to a “basic lending arrangement”, such as imstruments containing embedded conversion options ot
“non-recourse” loans, are measured at FVPL. For debt financial assets that meet the SPPI ctiterion, classification at initial
recognition is determined based on the business model, under which these instruments are managed:

. Instruments that ate managed on a “hold to collect” basis are measured at amortised cost;

. Instruments that are managed on a “hold to collect and for sale” basis are measured at fair value through other
comprehensive income (FVOCI);

. Instruments that are managed on other basis, including trading financial assets, will be measured at FVPL.

Equity financial assets are required to be classified at initial recognition as FVPL unless an irrevocable designation is made to
classify the instrument as FVOCL. For equity investments classified as FVOCI, all realised and unrealised gains and losses,
except for dividend income, are recognised in other comprehensive income with no subsequent reclassification to profit and
loss.

The classification and measurement of financial labilities remain largely unchanged from the current IAS 39 requirements.
Derivatves will continue to he measured at FVPL. Embedded detivatives are no longer separated from a host financial asset.

) Impairmient

The adoption of IFRS 9 has fundamentally changed the Group’s accounting for loan impaitment by replacing IAS 39 incurred
loss approach with a forward-looking expected credit loss (ECL) approach. From 1 January 2018, the Group has been
recording the allowance for expected credit losses for all loans and other debt financial assets not held at FVPL, together with
loan commitments and financial guarantee contracts, in this section all referred to as “financial instruments”. Equity
instruments are not subject to impaitment under IFRS 9.
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3.  Summary of accounting policies (continued)
Changes in accounting policies {continued)
IFRS 9 Financial Instruments (conitnned)

# Impatrment (continued)

The allowance is based on the ECLs associated with the probability of default in the next twelve months unless there has been
a significant increase in credit risk since origination. If the financial asset meets the definition of purchased or originated credit
impaired (POCI), the allowance is based on the change in the ECLs over the life of the asset. Details of the Bank’s impairment
method are disclosed in Nove 25. The quantitative impact of applying IFRS 9 as at 1 January 2018 is disclosed in section {c)
below.

{c) Effect of adopting IFPRS 9

The following tables set out the impact of adopting IFRS 9 on the consolidated statement of financial position and
accumulated losses as at 1 January 2018 including the effect of replacing IAS 39 incurred credit loss calculations with
IFRS 9 ECL.

A reconciliation berween the carrying amounts under IAS 39 to the balances reported under IFRS 9 as at 1 January 2018 is as
follows:

Remeasu-
IAS 39 measurement  Reclassifi- rement due IFRS 9
Financial assets Rerl Cartegory Amount cation to ECL Amount  Category
Cash and cash Amortsed
equivalents L&R! 231,820 - {1) 231,819 cost
Amournts due from Amortised
financial institutions L&R 6,393 - an 6,322 cost
Trading securities FVPL 290,919 (284,278} - 6,641 FVPL
To vategory: investment
sertitier pgasnred af
FL'OCT A 284,278
Loans to customers L&R 671,851 = {12,843} 659,008  Amottised
cost
Investment securities,
including those pledged
under repurchase FVOCI {(debt
agreements, at FVOCI AFS2 58,559 284,278 - 342,837  instruments)
Fron category: trading
seewtities A (284,278)
Held-to-maturity Amortised
investment securities HTM? 23,839 — {164) 23,675 cost
Total assets 1,444,640 - (13,079 1,431,561
Non-financial liabilities
Other liabilities
{provisions) = = 343 343
Total liabilities 1,250,439 - 343 1,250,782
! L&R - loans and reccivables.
2 AFS — available-for-sale,
4 HTM - held-to-marturity.
A As at 1 January 2018, the Group has classified a significant portion of its previous trading securites as debt instruments

at FVOCI. These instruments met the SPPI criterion, were not actively traded and were held with the intention to
collect cash flows or to sell.
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3.  Summary of accounting policies (continued)
Changes in accounting policies {continued)
IFRS 9 Financial Instraments (continned)

{e) Effect of adopting IFRS 9 (continued)
The impact of transition to IFRS 9 on reserves and accumulated losses is as follows:

Reserves and

accumuiated
fosses

Fair value reserve
Balance as at the end of the period under IAS 39 (31 December 2017) 598
Reclassification of debt securities from trading to investment securities at FVOCI 2,955
Recognition of expected credit losses under IFRS 9 for debe financial assets at FVOCI 288
Deferted tax in relation to the above -
Restated opening balance in accordance with IFRS 9 (1 January 2018) 3,841
Accumulated losses
Balance as at the beginning of the petiod under IAS 39 (31 December 2017) (159,676)
Re-measurement impact of reclassifying trading securities to investment securities at FVOCI {2,955)
Recognition of IFRS 9 ECLs including those measured at FVOCI (13,710)
Deferted tax in relation to the above -
Restated balance in accordance with [FRS 9 (1 January 2018) (176,341)
Total change in equity due to adopting IFRS 9 {13,422)

The following table reconciles the aggregate opening loan loss allowances under IAS 39 and provisions for loan commitments
and financial guarantee contracts in accordance with IAS 37 Provisions Contingent Liabilities and Contingent Aurets to the ECL
allowances under IFRS 9.

Loan loss
allowance / ECL allowance
provision under under
IAS 39 / TAS 37 ar Remeasu- IFRS 9 ar
31 December 2017 rement 1 January 2018
Impaitment allowance for
Cash and cash equivalents - (D (1)
Amounts due from financial institutions (541) (71) {612)
Loans to customers at amortised cost (52,783} (12,843 (65,626}
Held-to-maturity investment securities per IAS 39
investment securities at amortised cost under IFRS 9 ~ {164) (164)
Available-for-sale debt investment securities per IAS 39 /
debt financial assets at FVOCI under IFRS 9 - (288) (288)
(53,324) (13,367) (66,691)
Financial guarantees and leteers of credit - (322 {322)
Credit line commitments - 21} (21)
- {343) (343)
(53,324) (13,710) (67,034)

IFRS 15 Revenue from Contracts with Crstomers

IFRS 15, issued in May 2014, and amended in April 2016, establishes a five-step model to account for revenue arising from
contracts with customers. Under IFRS 15, revenue is recognised 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, the standard does not
apply to revenue associated with financial instruments and leases, and therefore, does not impact the majority of the Group’s
revenue including interest income, gains/(losses) on operations with securities, lease income which are covered by IFRS 9
Financial Instraments and 1AS 17 Leases. As a vesult, the majority of the Group’s income are not impacted by the adoption of
this standard.

10
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3.  Summary of accounting policies (continued)
Changes in accounting policies (continued)

IFRIC Interpretation 22 Foreign Currency Transactions and Advance Considerations

The Interpretation clarifies that, in detesmining the spot exchange rate to use on initial recognition of the related asset, expense
ot income (or part of it) on the derecognition of a2 non-monetary asset or non-monetary liability relating to advance
consideration, the date of the transaction is the date on which an entity initially recognises the non-monetary asset or
non-monetary liability arising from the advance consideration. If thete are multiple payments ot receipts in advance, thea the
entity must determine the date of the transactions for each payment or teceipt of advance consideration. This Interpretation
does not have any impact on the Group’s consolidated financial statements.

Amendments to LAS 40 Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under construction or development into,
or out of investment property. The amendments state that a change in use occurs when the property meets, or ceases to meet,
the defnition of investment property and there is evidence of the change in use. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use. These amendments do not have any impact on
the Group's consolidated financial statements.

Basis of consolidation

Subsidiaries, which are those entities that are controlled by the Group, are consolidated. Control is achieved when the Group
is exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect those retutns
through its powet over the investee. Specifically, the Group controls an investee if, and only if, the Group has:

. Power over the investee (i.e., existing rights that give it the current ability to direct the relevant activities of the investee);
. Exposure, or rights, to variable returns from its involvement with the investee;
. The ability to use its power over the investee to affect its returns;

Generally, there is a presumption that a majority of voting rights results in control. To support this presumption and when
the Group has less than a majority of the voting or similar rights of an investee, the Group considers all relevant facts and
circumstances in assessing whether it has power over an investee, including:

. The contractual arrangement(s) with the other vote holders of the investee;
. Rights arising ftom other contractual arrangements;
* The Group’s voting rights and potential voting rights.

Subsidiaries are consolidated from the date on which control is transferred to the Group and are no Jonger consolidated from
the date that control ceases. All intra-group transactions, balances and unrealised gains on transactions berween group
companies are eliminated in full; unrealised losses are also eliminated unless the transaction provides evidence of an
impaitment of the asset transferred. Whete necessary, accounting policies for subsidiaries have been changed to ensute
consistency with the policies adopted by the Group.

A change in the ownership interest of a subsidiary, without a change of control, is accounted for as an equity transaction.
Losses are attributed to the non-controlling interests even if that results in a deficit balance.

If the Group loses control over a subsidiary, it derecognises the assets (including goodwill) and liabilities of the subsidiary, the
carrying amount of any non-controlling interests, the cumulative translation differences, recorded in equity; recognises the fair
value of the consideration received, the fair value of any investment retained and any surplus or deficit in profit or loss and
reclassifies the parent’s share of components previously trecognised in other comprehensive income to profit or loss.

11
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3.  Summary of accounting policies (continued)

Fair value measurement

The Group measutes cerrain financial instruments such as trading and available-for-sale securities, derivatives at fair value at
each reporting date. Also, fair values of financial instruments measured at amottised cost are disclosed in Noze 32,

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The fair value measurement is based on the presumption that the transaction to
sell the asset or transfer the liability takes place etther:

. In the principal matket for the asset or hability; or
. In the absence of a principal matket, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible by the Group. The fair value of an asset or a liability is
measured using the assumptions that market participants would use when pricing the asset or liability, assuming that market
participants act in their economic best interest. A fair value measurement of a non-financial asset takes into account a matrket
participant’s ability to generate economic benefits by using the asset in its highest and best use or by selling it to another
market patticipant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data ate available to
measure fair value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs.

All assets and Yabilities for which fair value is measured or disclosed in the financial statemeants are categorized within fair
value hierarchy, described as follows, based on the lowest level input that is significant to the fair value measurement as a
whole:

. Level 1 — quoted (unadjusted) market prices in active markets for identical assets or liabilities.

® Level 2 — valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable.

. Levet 3 - valuation techniques for which the lowest level input that is significant to the fair value measurement is
unobservable.

In the event of assets and liabilities recognised in the financial statements on a recurring basis, the Group determines the fact
of transfer between levels of hierarchy sources by re-assessing categorization (based on the lowest level input that is significant
for fair value measurement in whole) at the end of each reporting period.

Financial instruments
Inftial recognition

Date of recognition

All regular way purchases and sales of financial assets and liabilities are recognised on the trade date i.e. the date that the Group
commits to purchase the asset ot liability. Regulat way purchases ot sales are purchases ot sales of financial assets and labilities
that require delivery of assets and liabilitics within the period generally established by regulatdon or convention in
the marketplace.

Initial measusement

The chassification of financial instruments at initial recognition depends on their contractual terms and the business model for
managing the instruments. Financial instruments are initially measured at their fair value and, except in the case of financial
assets and financial labilities recorded at FVPL, transaction costs are added to, or subtracted from, this amount.

Measurement categories of financial assels and liabilities

From 1 January 2018, the Group classifies all of its financial assets based on the business model for managing the assets and
the asset’s contractual terms, measured at either:

. Amortised cost;
. FVOCI,
. FVPL.

12
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3.  Summary of accounting policies (continued)
Financial instruments {continued)
Initial recognition (continued)

Measurement categories of financial assets and labilites (continned)

The Gtoup classifies and measures its detivative and trading postfolio at FVPL. The Group may designate financial
instruments at FVPL, if so doing eliminates or significantly reduces measurement or recognition inconsistencies.

Before 1 January 2018, the Bank classified its financial assets as loans and veceivables (amortised cost), FVPL, available-for-sale
or held-to-maturity (amortised cost).

Financial liabilities, other than loan commitments and financial guarantees, are measured at amortised cost or at FVPL when
they are held for trading, are detivative instruments or the fair value designation is applied.
Amonnts due from credit insiitutions, loans lo cuslomets, investments secerities al amortised cost

Before 1 January 2018, amounts due from credit institutions and loans to customers included non-derivative financial assets
with fixed or determinable payments that were not quoted in an active market, other than those:

. That the Group intended to sell immediately or in the near term;
. That the Group, upon initial recognition, designated as at FVPL ot as available-for-sale;
. For which the Group may not recover substantially all of its initial investment, other than because of credit

deterioration, which were designated as available-for-sale.

From 1 January 2018, the Group only measutes amounts due from credit institutions, loans to customers and other financial
investments at amortised cost if both of the following conditions are met:

. The financial asset is held within 2 business model with the objective to hold financial assets in order to collect
contractual cash flows;

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

The details of these conditions are outlined below.

Busingiy wrode! assessment

The Group determines its business model at the level that best reflects how it manages groups of financial assets to achieve
its business objective.

The Group’s business model is not assessed on an instrument-by-instrument basis, bur at a higher level of aggregated
portfolios and is based on observable factors such as:

. How the performance of the business model and the financial assets held within that business model are evaluated and
reported to the entity’s key management personnel;

. The risks that affect the performance of the business model (and the financial assets held within that business model)
and, in particular, the way those risks are managed;

. How managers of the business are compensated (for example, whether the compensation is based on the fair value of
the assets managed or on the contractual cash flows collected);

. The expected frequency, value and timing of sales are also important aspects of the Group’s assessment.

The business model assessment is based on reasonably expected scenarios without taking “worst case” or “stress case”
scenarios into account, If cash flows after initial recognition are realised in a way that is different from the Group’s original
expectations, the Group does not change the classification of the remaining financial assets held in that business model, but
incorporates such information when assessing newly originated or newly purchased financial assets going forward.

13
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3.  Summary of accounting policies (continued)
Financial instruments (continued)
Initial recognition (comtinued)

The SPPI fes?

As a second step of its classification process the Group assesses the contractual terms of financial asset to identify whether
they meet the SPPI test.

“Principal” for the purpose of this test is defined as the fair value of the financial asset at initial recognition and may change
over the life of the financial asset (for example, if there are repayments of principal or amottisation of the premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the time value of
money and credit risk. To make the SPPI assessment, the Group applies judgement and considers relevant factors such as the
currency in which the financial asset is denominated, and the period for which the interest rate 1s set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or voladlity in the contractual cash
flows that are unrelated to a basic lending arrangement do not give rise to contractual cash flows that are solely payments of
principal and intetest on the amount outstanding. In such cases, the financial asset is required to be measured at FVPL.

Debi instruments at FL7OCT

From 1 January 2018, the Group applies the new category under IFRS 9 of debt instruments measured at FVOCI when both
of the following conditions are met:

. The instrument is held within a business model, the objective of which is achieved by both collecting contractual cash
flows and selling financial assets;

. The contractual terms of the financial asset meet the SPPI test.

EVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in fair value
recognised in OCL Interest revenue and foreign exchange gains and losses are recognised in profit or loss in the same manner
as for financial assets measuted at amortised cost. On derecognition, cumulative gains or losses previously recognised in OCI
are reclassified from OCI to profit or loss.

The BECLs for debt instruments measured at EVOCI do not reduce the catrying amount of these financial assets in the
statement of financial position, which remains at fair value, Instead, an amount equal to the allowance that would arise if the
assets were measured at amortised costis recognised in OCI as an accumulated impairment amount, with a cotresponding charge
to profit or loss, The accumulated loss recognised in OCL is recycled to the profit and loss upon derecognition of the asset.

Eguity insiraments at F 170CT

From 1 January 2018, upon initial recognition, the Group occasionally elects to classify itrevocably some of its equity
investments as equity instruments at FVOCI when they meet the definition of equity under TAS 32 Financial Instruments:
Presentation and ate not held for trading. Such classification is determined on an instrument-by-instrument basis.

Gains and losses on these equity instruments are never recycled to profit ot loss. Dividends are recognised in profit or loss as
other income when the tight of the payment has been established, except when the Group benefits from such proceeds as a
recovery of part of the cost of the instrument, in which case, such gains are recorded in OCL Equity instruments at FVOCI
ate not subject to an impairment assessment, Upon disposal of these instruments, the accumulated revaluation reserve is
transferred to retained earnings.

Financial guarantess, letters of credit and undrawn loan commitments
The Group issues financial guarantees, letters of credit and loan commitments.

Financial guarantees ate initially recognised in the financial statements at fair value, being the premium received. Subsequent
to initial recognition, the Group’s liability under each guarantee is measured at the higher of the amount initially recognised
less cumulative amortisation recognised in profit or loss, and — under IAS 37 (befote 1 January 2018) — the best estumate of
expenditute required to settle any financial obligation arising as a result of the guarantee, or — under IFRS 9 (from 1 Januaty
2018) — an ECL provision.

Undrawn loan commitments and letters of credits are commitments undet which, over the duration of the commitment, the
Group is required to provide a loan with pre-specified terms to the customer. Similat to financial guarantee contracts, under
TAS 39, a provision was made if they were an onerous contract but, from 1 January 2018, these contracts are in the scope of
the ECL requirements.
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3.  Summary of accounting policies (continued)

Financial instruments {(continued}
Initial recognition (continued)

Petformance guarantees

Performance guarantees are contracts that provide compensation if another party fails to perform a contractual obligation.
Performance guarantees do not transfer credit risk. The risk under performance guarantee contracts is the possibility that the
failure to perform the contractual obligation by another party occurs. Therefore, performance guarantees are aot considered
financial instruments and thus do not fall in scope of IFRS 9.

Held-to-maturity investments

Before 1 Januaty 2018, non-derivative financial assets with fixed or determinable payments and fixed maturity were classified
as held-to-maturity when the Group has the positive intention and ability to hold them to maturity. Investments intended to
be held for an undefined period were not included in this classification. Held-to-maturity investments were subsequently
measured at amortised cost. Gains and losses were recognised in profit or loss when the investments are impaired, as well as
through the amortisation process.

Loans and receivables

Before 1 January 2018, loans and receivables were non-derivative financial assets with fixed or determinable payments that
were not quoted in an active market. They were not entered into with the intention of immediate or short-term resale and
were not classified as trading secutities or designated as investment securities available-for-sale. Such assets were carried at
amortised cost using the effective interest method. Gains and losses were recognised in profit or loss when the loans and
teceivables were derecognised or impaired, as well as through the amortisation process.

Availablefor-sale financial assets

Before 1 January 2018, available-for-sale financial assets were those non-derivative financial assets that were designated as
available-for-sale or were not classified in any of the three preceding categories. After initial recognition available-for sale
financial assets were measured at fair value with gains or losses being recognised in other comprehensive income untt
the investment was derecognised or until the investment was determined to be impaired at which time the cumulative gain or
loss previously reported in other comprehensive income was reclassified to profit or loss. However, interest calculated using
the effective interest method was recognised in profit or loss.

Reclassification of financial assets and labilities

From 1 January 2018, the Group does not reclassify its financial assets subsequent to their initial recognition, apart from the
exceptional circumstances in which the Group changes the business model for managing financial assets. Financial liabilites
ate never reclassified. The Group did not reclassify any of its financial assets and liabilities in 2017,

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due from the CBR, excluding obligatoty reserves, and amounts
due from credit institutions that mature within ninety days of the date of origination and ate free from contractual
encumbrances,

Repurchase and revetse tepurchase agreements and securities lending

Sale and tepurchase agreements (“repos”) are treated as secured financing transactions. Securities sold under sale and
repurchase agreements are retained in the consolidated statement of financial position and, in case the transferee has the right
by contract or custom to sell or repledge them, reclassified as secutities pledged under sale and repurchase agreements.
The corresponding liability is presented within amounts due to credit institutions or customers. Securities putchased undex
agreements to resell (“reverse repo”) ate recorded as amounts due from credit mstitutions or loans to customers as appropriate.
The difference between sale and repurchase price is treated as interest revenue and accrued over the life of repo agreements
using the effective interest method.

Securities lent to counterparties are retained in the consolidated statement of financial position. Secutities borrowed are not
recorded in the consolidated statement of financial position, unless these are sold to third parties, in which case the purchase
and sale are recorded within gains less losses from trading securities in profit ot loss. The obligation to retutn them 18 tecorded
at fair value as a trading liabiliry.
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3. Summary of accounting policies (continued)

Detivative financial instruments

In the notmal course of business, the Group enters into various derivative financial instruments including futures, forwards,
swaps and optioas in the foreign exchange and capital markets. Such financial mstruments are held for trading and are
recorded at fair value, The fair values are estimated based on quoted market prices or pricing models that take into account
the current market and contractual prices of the underlying instruments and other factors. Derivatives are catried as assets
when their fair value is positive and as liabilities when it is negative. Gains and losses resulting from these instruments are
included in the consolidated statement of comprehensive income as net gains/(osses) from financial instruments at fair value
through profit or loss or net gains/(losses) from foreign currencies, depending on the nature of the instrument.

An embedded derivative is a component of a hybrid instrument that also includes a non-derivative host contract with the
effect that some of the cash flows of the combined instrument vary in a way similar to a stand-alone dezivative. An embedded
derivative causes some or all of the cash flows that otherwise would be tequired by the contract to be modified according 1o
a specified interest rate, financial instrument price, commodity price, foreign exchange rate, index of prices or rates, credit
rating or credit index, ot other variable, provided that, in the case of a non-financial vatiable, it is not specific to a party to the
contract. A derivative that is attached to a financial instrument, but is contractually transferable independently of that
instrument, or has a different counterparty from that instrument, is not an embedded dexivative, but a separate financial
instrument.

Under IAS 39, detivatives embedded in financial assets, liabilities and non-financial host contacts, were treated as separate
derivatives and recorded at fair value if they met the definition of a derivative (as defined above), their economic characteristics
and rsks were not closely related to those of the host contract, and the host contract was not itself held for uading or
designated at FVPL. The embedded detivatives separated from the host were carried at fair value in the trading portfolio with
changes in fair value recognised in profit or loss.

From 1 January 2018, with the introduction of IFRS 9, the Group accounts in this way for derivatives embedded in financial
liabilities and non-financial host contracts. Financial assets are classified based on the business model and SPPI assessments.

Botrowings

Issued financial instruments or their components are classified as liabilities, where the substance of the contractual
arrangement tesults in the Group having an obligation either to deliver cash or another fiancial asset to the holder, or to
satisfy the obligation other than by the exchange of a fixed amount of cash ot another financial asset for a fixed number of
own equity instruments. Such insttuments include amounts due to the NBREK, amounts due to credit institutions, current
acconnts and deposits of customers, debt securities issued, other borrowed funds and subordinated loans. After initial
recognition, borrowings are subsequently measured at amortised cost using the effective interest method. Gains and losses
are tecognised in profit or loss when the botrowings are derecognised as well as through the amortisation process.

If the Group purchases its own debt, it is removed from the statement of financial position and the difference between
the carrying amount of the liability and the consideration paid is recognised in profit or loss,

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount is reported in the consolidated statement of financial position
when thete is 2 legally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, ot
to realise the asset and setile the liability simultaneously. The right of set-off must not be contingent on a future event and
must be legally enforceable in all of the following circumstances:

. The normal course of business;
. The event of default; and
. The event of insolvency or bankruptey of the entity and all of the counterparties.

These conditions are not generally met in master netting agreements, and the related assets and liabilides are presented gross
in the consolidated statement of financial position.
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3.  Summary of accounting policies (continued)

Renegotiated loans

Where possible, the Group seeks to restructute loans rather than to take possession of collateral. This may involve extending
the payment arrangements and the agreement of new loan conditions,

From 1 January 2018, the Group derecognises a financial asset, such as a loan to a customer, when the terms and conditions
have been renegotiated to the extent that, substantially, it becomes a new loan, with the difference recognised as a
derecognition gain or loss, to the extent that an impairment loss has not already been recorded. The newly recognised loans
are classified as Stage 1 for ECL measutement purposes, unless the new loan is deemed to be POCL. When assessing whether
of not to derecognise a loan to a customer, amongst others, the Group considers the following factors:

. Change in cugrency of the loan;
. Change in counterparty;
. If the modification is such that the instrument would no longer meet the SPP1 criterion.

If the modification does not result in cash flows that are substantially different, the modification does not result in
derecognition. Based on the change in cash flows discounted at the otiginal EIR, the Group records a modification gain or
loss, presented within other income in profit or loss, to the extent that an impairment loss has not already been recorded.

For modifications not resulting in derecognition, the Group also reassesses whether here has been a significant increase in
credit risk or whether the assets should be classified as credit-impaired. Once an asset has been classified as credit-impaired
as the result of modification, it will remain in Stage 3 for 2 minimum 6-month ptobation period. In order for the restructured
loan to be reclassified out of Stage 3, regular payments of more than an insignificant amount of principal or interest have been
made during at least half of the probation period in accordance with the modified payment schedule.

Impairment of financial assets under IAS 39

Before 1 January 2018, the Group assessed at each reporting date whether there was any objective evidence that a financial
asset ot a group of financial assets was impaited. A financial asset or a group of financial asscts was deemed to be impaired if,
and only if, thete was objective evidence of impairment as a result of one or more events that had occurred after the mitia]
recognition of the asset (an incurred “loss event”) and that loss event {or events) had an impact on the estimated future cash
flows of the financial asset or the group of financial assets that could be reliably estimated. Evidence of impaitment may have
included indications that the borrower or a group of borrowers was experiencing significant financial difficulty, default or
delinquency in interest ot principal payments, the probability that they would enter bankruptcy or other financial
reorganisation and whete observable data indicated that there was 2 measurable decrease in the estimated future cash flows,
such as changes in arreats or economic conditions that correlated with defaults. For available-for-sale financial instruments,
evidence of impairment also included significant ot prolonged decline in fair vatue of investment below its cost.

The Group assessed whether objective evidence of impairment existed individually for financial assets that were individually
significant, ot collecrively for financial assets that were not individually significant.

If there was an objective evidence that an impairment loss had been incurred, the amount of the loss was measured as
the difference between the assets’ carrying amount and the present value of estimated future cash flows {excluding future
expected credit losses that have not yet been incurred), discounted using original effective interest rate, or, for financial assets
available-for-sale, as the difference between cost of investment and ts fair value. The carrying amount of the asset was reduced
and the amount of the loss was recognised in profit or loss. Interest revenue continued to be accrued on the reduced carrying
amount bhased on the original effective interest rate of the asset, or, for financial assets available-for-sale, using the rate of
interest used to discount the future cash flows for the purpose of measuring the impairment loss. Assets together with
the associated allowance were written off when there is no realistic prospect of future recovery and all collateral had been
realised or has been transferred to the Group. If, in a subsequent yeas, the amount of the estimated impairment loss decreased
because of an event occurring after the impairment had been tecognised, the previously recognised impaitment loss was
reversed in profit or loss, except for equity investments available-for-sale, fot which increase in their fait value after impairment
were recognised in other comprehensive income.

For the purpose of a collective evaluation of impaitment, financial assets wete grouped on the basis of the Group’s internal
credit grading system that considered credit risk characteristics such as asset type, industry, geographical location, collateral
type, past-due status and other relevant factots.
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3.  Summary of accounting policies (continued)

Impainnent of financial assets under IAS 39 {continued)

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

Information on impairment assessment under IFRS 9 is presented in Nose 25.
Derecognition of financial assets and liabilities

Financial asvetr

A financial asset (or, where applicable a part of a financial asset or patt of a group of similar financial assets) is derecognised
where:

. The rights to receive cash flows from the asset have expired;

. The Group has transferred its rights to receive cash flows from the asset, or retained the right to receive cash flows
from the asset, but has assumed an obligation to pay them in full without material delay to a third party under a
“pass-through” arrangement; and

. The Group either (a) has transferred substantially all the risks and rewards of the asset; or (b) has neither wansferred
nor retained substantially all the risks and rewards of the asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of
the Group’s continuing involvement in the asset. Continuing involvement that takes the form of a guarantee over
the transferred asset is measured at the lower of the original carrying amount of the asset and the maximum amount of
consideration that the Group could be required to repay.

Where continuing involvement takes the form of a written and /ot purchased option (including a cash-settled option or similar
provision) on the transferred asset, the extent of the Group’s continuing involvement is the amount of the transferred asset
that the Group may repurchase, except that in the case of a written put option (including a cash-serded opton or similar
provision) on an asset measured at fair value, the extent of the Group’s continuing involvement is limited to the lower of
the fair value of the transferred asset and the option exercise price.

Write-off

From 1 Januaty 2018, financial assets are written off cither partially ot in their entirety only when the Group has stopped
pursuing the recovery. If the amount to be written off is greater than the accumulated loss allowance, the difference is first
treated as an addition to the allowance that is then applied against the gross catrying amount. Any subsequent recoveries are
credited to credit loss expense. A write-off constitutes a derecognition event.

Financial fabifitier

A financial liability is derecognised when the obligation under the liability is discharged o cancelled ot expires.

Whete an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms
of an existing liability are substantially madified, such an exchange or modification is treated as a derecognition of the originat
liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in profit or loss.

Government grants

Government grants are recognized if it is virtually certain that they will be received and all condidons associated with them
will be met. If a grant is issued to finance a specific expenditure, it must be recognized as income on a systematic basis in the
same petiods in which the corresponding expenses incurred that it must compensate. Such subsidies are deducted from the
related expenses when they are recorded in the consolidated financial statements.
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3.  Summary of accounting policies (continued)

Government grants (continued)

When the Group receives subsidies in the form of non-monetary assets, the asset and the subsidy are accounted for at nominal
amounts and are recorded in profit or loss in equal parts annually in accordance with the structure of consumption of the
benefits from the undetlying asset during the expected useful life.

The benefit received from 2 loan provided by the government at an interest rate below the market rate is recorded as a
government grant. The loan is recognized and measured in accordance with IFRS 9. The benefit from using interest rates
below market is estimated as the difference between the initial canying amount of the loan, determined in accordance with
IFRS 9, and the funds received.

Leases

Operating — grosp as lesses

Leases of assets under which the risks and rewards of ownership are effectively retained by the lessor are classified as opetating
leases. Lease payments under an operating lease are recognised as expenses on a straight-line basis over the lease term and
included into general and administrative expenses.

Operating — group as lessor

The Group presents assets subject to operating leases in the consolidated statement of financial position according to the
nature of the asset. Lease income from operating leases is recognised on a sitaight-line basis over the lease term within other
income. The aggregate cost of incentives provided to lessees is recognised as a reduction of rental income over the lease term
on a straight-line basis. Initial direct costs incurred in connection with operating lease agreement are added to the carrying
amount of a leased out asset.

Property and equipment

Property and equipment are carried at cost, excluding the costs of day-to-day servicing, less accumulated depreciation and any
accumulated impairment. Such cost includes the cost of replacing part of equipment when that cost is incurred if the
recognition criteria are met,

The carrying values of property and equipment are reviewed for impairment when events ot changes in citcumstances indicate
that the carrying value may not be recoverable. Depteciation is chatged to profit or loss on 2 straight-line basis over the
estimated useful lives of the individual assets. Depreciation of an asset begins when it is available for use, that is, when its
location and state allow it to operate in a mode consistent with the intentions of the Group’s management. Land, construction
in progress and assets for installation are not depreciated. The estimated useful lives are as follows:

Years
Buildings 30-40
Computer hardware 3.7
Vehicles 5-7
Other 215

The asset’s residual values, usefut lives and depreciation methods ate reviewed, and adjusted as appropriate, at each financial
year-end.

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

Intangible assets

Acquired intangible assets are stated at cost less accumulated amortisation and impairment losses,

Acquired computer softwate licenses ate capitalised on the basis of the costs incurred to acquire and bring to use the specific
sofrtware.

Amortisation is charged to profit or loss on a straight-line basis over the estimated useful lives of intangible assets.
The estimated useful lives of intangible assets are 1 to 8 years.
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3.  Summary of accounting policies (continued)

Inventories

Inventoties are valued at the lower of acquisition cost and net realizable value, Net realisable value is the estimated asset’s
selling price in the ordinary course of the Group’s business, less the estimated costs to sell.

Retirement and other employee benefit obligations

The Group does not have any pension arrangements scpatate from the state pension system of Kazakhstan, which requires
withholdings by the employer calculated as a percentage from current gross salary payments. Such expense is charged i
the petiod the related salaries are accrued, and is included to “General and administrative expenses” in the consolidated
staternent of comprehensive income. The Group contributes social tax to the budget of the Republic of Kazakhstan for its
employees. The Group has no post-reticement benefits,

Provisions

Provisions are tecognised in the consolidated statement of financial position when the Group has a legal or constructive
obligation as a result of past events, and it is probable that an outflow of resources will be required to settle the obligation.
If the effect is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessments of the time value of money and, where appropriate, the risks specific to the liability.

Contingencies

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

Equity

Share capital

Common shares and non-redeemable preferred shates with discredonary dividends ate both classified as equity. External costs
directly attributable to the issue of new shares, other than on a business combination, are shown as a deduction from the
proceeds in equity. Any excess of the fair value of consideration received over the par value of shares issued is recognised as
additional paid-in capital.

Treasury shares

Where the Bank or its subsidiaries acquire the Bank’s shates, the consideration paid, including any attributable transaction
costs, net of income taxes, is deducted from total equity as treasury shares undl they are cancelled or reissued. Where such
shares are subsequently sold or reissued, any consideration received is included in equity. Treasury shares are stated at weighted
average cost,

Dividends

Dividends are recognised as a liability and deducted from equity at the reporting date only if they are declared before or on
the reporting date. Dividends are disclosed when they are proposed before the reporting date or propased or declared after
the reporting date but before the consolidated financial staternents are authorised for issue.

Taxation

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

Current income 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 yeats.

Deferred tax assets and deferred tax liabilities are recognised 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 assets and
deferred tax liabilities are not recognised in respect of the following temporary differences: goodwill not deductible for tax
pusposes, the initial recognition of assets or habilities that affect neither accounting not taxable profit and temporary
differences related to investments in subsidiaties where the parent is able to control the timing of the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foreseeable furure,
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3.  Summary of accounting policies {(continued)

Taxation {continued)

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

Deferred tax assets and deferred tax liabilities are 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.

Deferted tax assets are recognised 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 utilised. Deferred tax assets are reduced to the extent
that taxable profit will be available against which the deductible temporary differences can be utilised.

Kazakhstan also has various operating taxes that ate imposed on activities of the Bank and some of its subsidiaries, These
taxes are included in the consolidated statement of comprehensive income within taxes other than corporate income tax.

Income and expense recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the revenue can
be reliably measured. The following specific recognition critetia must also be met before revenue is recognised:

Interest and simifar revenue and expense

From 1 Januaty 2018, the Group calculates interest revenue on debt financial assets measured at amortized cost or at FVOC]
by applying the EIR to the gross carrying amount of financial assets other than credit-impaired assets
(before 1 January 2018: by applying EIR to the amortized cost of financial assets). EIR is the rate that exactly discounts
estimated futute cash payments or receipts through the expected life of the financial instrument or a shotter period, where
approptiate, to the net carrying amount of the financial asset or financial liability. The calculation takes into account all
contractual terms of the financial instrument (fot example, prepayment options) and includes any fees or incremental costs
that are directly attributable to the insttument and are an integral part of the effective interest rate, but not future credit losses.
The catrying amount of the financial asset ot financial liability is adjusted if the Group revises its estimates of payments or
receipts. The adjusted carrying amount is calculated based on the original effective interest rate and the change in carrying
amount is tecorded as interest revenue o1 expense.

When a financial asset becomes credit-impaired, the Group calculates interest revenue by applying the effective interest rate
to the net amortised cost of the financial asset. If the financial assets cures and is no longer credit-impaired, the Group reverts
to calculating interest revenue on a gross basis.

For putchased ot originated credit-impaired (POCI) financial assets, the Group calculates interest revenue by calculating the
credit-adjusted EIR and applying that rate to the amortised cost of the asset. The credit-adjusted EIR 1s the interest rate that,
at original recognition, discounts the estimated future cash flows (including credit losses) to the amortised cost of the POCI
assets.

Intetest revenue on all financial assets at FVPL is recognised using the contractual interest rate in “Other interest revenue” in
profit or loss,

Fee and commission tncome

The Group earns fee and commission income from a diverse range of services it provides to its customers. Fee income can
be divided into the following two categories:

Fee income earned from services that are provided over a certain period of time

Fees eamed for the provision of services over a petiod of time are acerued over that period as respective performance
obligations are satisfied. These fees include commission income and asset management, custody and other management and
advisory fees. Loan commitment fees for loans that are likely to be drawn down and other credit related fees are deferred
(together with any incremental costs) and recognised as an adjustment to the effective interest rate on the loan.

Fiee income from providing transaction services

Jiees arising from negotiating or participating in the negotiation of a transaction for a third party — such as where the Group’s
performance obligation is the arrangement of the acquisition of shares or other secutities or the purchase or sale of businesses —
are recognised on completion of the underlying transaction, Fees or components of fees that are linked to certain performance
obligations are recognised after fulfilling the corresponding criterta. When the contract provides for a variable consideration, fee
and commission income is only recognized to the extent that it is probable that a sigaificant reversal in the amount of comulative
revenue recognized will not occur until the uncertainty associated with the variable consideration is subsequently resolved.
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3.  Summary of accounting policies (continued)

Income and expense recognition (continued)

Cuistorner layally programs

The Group offers a number customer loyalty programs. Accounting for such programs vaties depending on who is identified
as the customet, and whether the Group acts as an agent ot as a principal under the contract. For point-based programs,
the Group generally recognized a liability for the accumulated points that are expected to be utilized by the customers, which
is reversed to profit or loss as the points expire. Cashbacks on plastic catd transactions reduce fee and commission income.

Dividend incame

Revenue is recognised when the Group’s right to receive the payment is established.

Segment reporting

An operating segment is a component of the Group that is engaged in business activities from which it may earn rcvenues
and incur expenses (including revenues and expenses related to transactions with other components of the same Group);
whose operating results are regularly reviewed by the chief operating decision maker to make decisions about resources to be
allocated to the segment and assess its performance, and for which discrete financial information is available.

Foreign currency translation

Transactions in foreign currencies are initially recorded in the functional currency, converted at the rate of exchange ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated into KZT at the
market exchange rate established by the KLASE on the reporting date. Gains and losses resulting from the translation of foteign
currency transactions are recognised in the consolidated statement of comprehensive income as net gains/(losses) from
foreign currencies — translation differences. Non-monetary items that are measured tn terms of historical cost in a foreign
cutrency are translated using the exchange rates as at the dates of the initial transactions. Non-monetary items measuted at
fair value in a foreign currency are translated using the exchange rates at the date when the fair value was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and the ICASE exchange rate on
the date of the transaction are included in Net gains/(losses) from foreign currencies,

As at 31 December 2018, the official exchange rate used for translation of monetary balances on foreign currency accounts
was IKZT 384.2 for 1 US dollar (as at 31 December 2017: KZT 332.33 to 1 US dollar).

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Group’s consolidated
financial statements are disclosed below. The Group intends to adopt these standards, if applicable, when they become
effective.

IFRS 16 Leares

IFRS 16 was issued in Januaty 2016 and it replaces IAS 17 Leases, IFRIC 4 Determining whether an Arvangement Contains a Lease,
SIC-15 Operating I eases — Incentives and SIC-27 Evaluating the Substance of Transactions Involving the Legal Porm of a Lease. IFRS 16
sets out the principles for the recognition, measutement, presentation and disclosure of leases and requites lessees to account
for all leases under a single on-balance sheet model similar to the accounting for finance leases under [AS 17. The standard
includes two tecognition exemptions for lessees — leases of “low-value” assets and short-term leases (e, leases with a lease
term of 12 months or less). At the commencement date of a lease, a lessee will recognise a liability to make lease payments
{i.e., the lease Yiability) and an asset representing the right to use the undetlying asset during the lease term (ie., the nght-of-use
asset). Lessees will be required to separately recognise the interest expense on the lease liability and the depreciation expense
on the right-of-use asset.

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events (e.g., a change in the lease
term, a change in future lease payments resulting from a change in an index or rate used to determine those payments). The lessee
will generally recognise the amount of the temeasurement of the lease Liability as an adjustment to the nght-of-use asset.

Lessor accouating under IFRS 16 is substantially unchanged from today’s accounting under IAS 17. Lessors will continue to
classify all leases using the same classification principle as in IAS 17 and distinguish between two types of leases: operating
and finance leases.

1FRS 16, which is effective for annual periods beginning on or after 1 January 2019, requires lessces and lessots to make more
extensive disclosures than under IAS 17.
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3.  Summary of accounting policies (continued)

Standards issued but not yet effective (continued)

IFRS 716 Leaser {eontinned)

The Group plans to adopt IFRS 16 retrospectively with the cumulative effect of initially applying IFRS 16 recognised at
the date of initial application. The Group will elect to apply the standatd to contracts that were previously identfied as leases
applying IAS 17 and IFRIC 4. The Group will thetefore not apply the standard to contracts that were not previously identified
as containing 2 lease applying IAS 17 and IFRIC 4.

The Group will elect to use the exemptions proposed by the standard on lease contracts for which the lease terms ends within
12 months as of the date of initial application, and lease contracts for which the underlying asset is of low value. The Group
has leases of certain office equipment (i.e., personal computers, printing and photocopying machines) that are considered of
low value.

Preliminary esimated effect of adoption of IFRS 16 on Group’s consolidated statement of financial position is as follows:

1 January
2019

Assets
Propetty and equipment (right of use assets) 5,453
Deferred tax asset 106
Total assets 5,559
Liabilities
Other liabilities {lease liabilities) 5,984
Total liabilities 5,984
Net impact on equity {425)

IFRS 17 Insurance Contracts

In May 2017, the IASB issued IFRS 17 Tnswrance Centracts (IFRS 17), a comprehensive new accounting standard for insurance
contracts covering recognition and measurement, presentation and disclosure. Once effective, IFRS 17 will teplace IFRS 4
Lnsirance Contracts (IFRS 4) that was issued in 2005. IFRS 17 applies to all types of insurance contracts (i.¢,, life, non-life, direct
insurance and re-insurance), regardless of the type of entities that issue them, as well as to certain guarantees and financial
instruments with discretionary participation features.

A few scope exceptions will apply. The overall ebjective of IFRS 17 is to provide an accounting model fot insutance contracts
that is more useful and consistent for insurers, In contrast to the requitements in [FRS 4, which are largely based on
grandfathering previous local accounting policies, IFRS 17 provides a comprehensive model for insurance contracts, covering
all relevant accounting aspects. The core of IFRS 17 is the general model, supplemented by:

. A specific adaptation for conttacts with direct participation features (the variable fee approach);

. A simplified approach (the premium allocation approach) mainly fot short-duration contracts.

IFRS 17 is effective for reporting periods beginning on or after 1 January 2021, with comparative figures required. Early
application is permitted, provided the entity also applies IFRS 9 and IFRS 15 on ot before the date 1t first applies IFRS 17.
This standard is not applicable to the Group.

IFRIC Interpretation 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the accounting for income taxes when tax treatments involve uncertainty that affects the
application of IAS 12 and does not apply to taxes or levies outside the scope of IAS 12, nor does it specifically inchude
requitements relating to interest and penalties associated with uncertain tax treatments. The Interpretation specifically
addresses the following:

. Whether an entity considers uncertain tax treatments separately;

. The assumptions an entity makes about the examination of tax treatments by taxation authorities;

. How an entity determines taxable profit (tax loss), rax bases, unused tax losses, unused tax credits and tax rates;
. How an entity considers changes in facts and circumstances.
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3.  Summary of accounting policies (continued)
Standards issued but not yet effective {continued)

IFRIC Interpretation 23 Unceriainty over Income Tax Treatment (continsed)

An entity has to determine whether to consider each uncertain tax treatment separately or together with one or more other
uncertain tax treatments. The approach that better predicts the tesolution of the uncertainty should be followed.
The interpretation is effective for annual reporting periods beginning on or after 1 January 2019, but certain transition reliefs
are available. The Group will apply the interpretation from its effective date. Since the Group operates in a complex tax
eavironment, applying the Interpretation may affect its consolidated financial statements. In addition, the Group may need to
establish processes and procedutes to obtain information that is necessary to apply the Interpretation on a timely basis.

Apmendments to IFRS 2 Prepayment Features with Negative Compensation

Under IFRS 9, a debt instrument can be measured at amortised cost or at fair value through other comprehensive income,
provided that the contractual cash flows are “solely payments of principal and interest on the principal amount outstanding”
(the SPPT criterion) and the instrument is held within the appropriate business model for that classification, The amendments
to IFRS 9 clatify that a financial asset passes the SPPI critetion regardless of the event or circumstance that causes the early
termination of the contract and irrespective of which party pays or receives reasonable compensation for the early termination
of the contract.

The amendments should be applied retrospectively and are effective from 1 January 2019, with earlier application permitted.
These amendments have no impact on the consolidated financial statements of the Group.

Apendments to IFRS 10 and LAS 28 Sale or Contribution of Assets between an Invesior and its Associate or Joint Venture

The amendments address the conflict between IFRS 10 and TAS 28 in dealing with the loss of control of a subsidiary that is
sold or contributed to an associate or joint venture. The amendments clarify that the gain or loss resulting from the sale or
contribution of assets that constitute a business, as defined in IFRS 3, between an investor and its associate or joint venture,
is recognised in full. Any gain or loss resulting from the sale or contribution of assets that do not constitute a business,
howevet, is recognised only to the extent of untelated investors’ interests in the associate ot joint venture, The IASB has
deferred the effective date of these amendments indefinitely, but an eatity that early adopts the amendments must apply them
prospectively. The amendments will not have an impact on the Group’s consolidated financial statements,

Amendments to LAS 19 Plan Amendwent, Curtatlment or Seltlenent

The amendments to IAS 19 address the accounting when a plan amendment, curtailment or settlement occurs during
a repotting period. The amendments specify that when a plan amendment, curtailment or settlement occuts during the annual
repotting petiod, an entity is required to:

. Determine current service cost for the remainder of the period after the plan amendment, curtailment or settlement,
using the actuarial assumptions used to remeasure the net defined benefit liability (asset) reflecting the benefits offered
under the plan and the plan assets after that event;

. Determine net interest for the remainder of the period after the plan amendment, curtailment or settlement using:
the net defined benefit liability (asset) reflecting the benefits offered under the plan and the plan assets after that event;
and the discount rate used to remeasure that net defined benefit liability (asset).

The amendments also clarify that an entity first determines any past service cost, or a gain or loss on settlement, without
considering the effect of the asset ceiling. This amount is recognised in profit or loss. An entity thea determines the effect of
the asset ceiling after the plan amendment, curtailment ot settlement. Any change in that effect, excluding amounts included
in the net interest, is recognised in other comprehensive income.

The amendments apply to plan amendments, curtailments, or settlements occurring on or after the beginning of the first
annual reporting period that begins on ot after 1 January 2019, with early application permitted. The amendments will not
have an impact on the Group’s consolidated financial statements.

Amendments 1o LAS 28 Long-term Interests in Associates and Joint Ventures

The amendments clarify that an entity applies IFRS 9 to long-term intetests in an associate or joint venture to which the equity
method is not applied bue thar, in substance, form part of the net investment in the associate or joint venture (long-term
interests). This clarification is relevant because it implies that the expected credit loss model in IFRS 9 applies to such
long-term interests.
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3.  Summary of accounting policies (continued)

Standards issued but not yet effective (continued)

Amendments to LAS 28 Long-term Interests in Assoviates and Joint Ventures (continned)

The amendments also clarified that, in applying IFRS 9, an entity does not take account of any losses of the associate or joint
venture, ot any impairment losses on the net investment, recognised as adjustments to the net investment in the associate ot
joint venture that arise from applying TAS 28 Investments in Assoviates and Joint Ventures.

The amendments should be applied retrospectively and are effective from 1 January 2019, with carly application permitted.
Since the Group does not have such long-term interests in its associate and joint venture, the amendments will not have an
impact on its consolidated financial statements.

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

These improvements include:

IFRS 3 Business Combinations

The amendments clarify that, when an entity obtains control of a business that is a joint operation, it applies the requirernents
for a business combination achieved in stages, including remeasuting previously held intetests in the assets and liabilities of
the joint operation at fair value. In doing so, the acquirer remeasures its entire previously held interest in the joint operation.

An endty applies those amendments to business combinations for which the acquisition date is on or after the beginning of
the first annual reporting period beginning on or after 1 January 2019, with early application permitted. These amendments
will apply on future business combinations of the Group.

IFRS 17 Joint Arrangements

A party that patticipates in, but does not have joint control of, a joint operation might obtain joint control of the joint operation
in which the activity of the joint operation constitutes a business as defined in IFRS 3. The amendments clarify that the
previously held interests in that joint operation are not remeasured.

An entity applies those amendments to transactions in which it obtains joint control on ot after the beginning of
the first annual reporting petiod beginning on or after 1 January 2019, with early application permitted. These amendments
ate cutrently not applicable to the Group but may apply to future transactions.

LAY 12 Income Taes

The amendments clarify that the income tax consequences of dividends ate linked mote directly to past transactions or events
that generated distributable profits than to distributions to owners. Therefore, an entity recognises the income tax
consequences of dividends in profit or loss, other comprehensive income or equity according to where the entity originally
recognised those past transactions or events,

An entity applies those amendments for annual reporting periods beginning on ot after 1 January 2019, with early application
is permitted. When an entity fisst applies those amendments, it applies them to the income tax consequences of dividends
recognised on or after the beginning of the earliest comparative petiod. Since the Group’s curtent practice is in line with these
amendments, the Group does not expect any effect on its consolidated financial statements.

LAS 23 Borrowing Costy

The amendments clarify that an entity treats as part of general borrowings any borrowing originally made to develop
a qualifying asset when substantially all of the activitics necessary to prepare that asset for its intended use or sale are complete.

An entity applies those amendments to borrowing costs incurred on or aftet the beginning of the annual reporting period in
which the entity first applies those amendments. An entity applies those amendments for annual reportng periods beginning
on or after 1 January 2019, with early application permitted. Since the Group’s curtent practice is in line with these
amendments, the Group does not expect any effect on its consolidated financial statements.
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4.  Significant accounting judgements and estimates

Estimation uncertainty

The prepatation of consolidated financial statements in conformity with IFRS requires management to make judgments,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual outcomes could differ from these estimates.

Estimates and undetlying assumptions are reviewed on an ongoing basis. Revisions to estimates are recoguised in the petiod
in which the estimates are revised and in any future periods affected.

Fair vatue of financial instruments

Where the fair values of financial assets and financial liabilities recorded in the consolidated statement of financial position
cannot be derived from active markets, they are determined using a vatiety of valuation techniques that include the use of
mathematical models. The input to these models is taken from observable markets where possible, but where this is not
feasible, a degree of judgement is required in establishing fair values.

Collateral arsessment

The Bank management petforms monitoring of collateral on a regular basis. The management of the Bank uses experienced
judgements or an independent assessment in order to adjust the cost of collateral considering the current market conditions.

Dmpairment losses an financial assels

The measurement of impairment losses both under IFRS 9 and IAS 39 across all categories of financial assets requires
judgement, in particular, the estimation of the amount and timing of future cash flows and collateral values when determining
impairment losses and the assessment of a significant increase in credit risk. These estimates are driven by a number of factors,
changes in which can result in different levels of allowances. The Group’s ECL calculations are outputs of complex models
with 2 number of underlying assumptons regarding the choice of variable inputs and their interdependencies. Elements of
the ECL models that are considered accounting judgements and estimates include:

. The Group’s internal credit grading model, which assigns PDs to the individual grades;

. The Group’s criteria for assessing if there has been a significant increase in credit risk and so allowances for financial
assets should be measured on a LTECL basis and the qualitative assessment;

. The segmentation of financial assets when their ECL is assessed on a collective basis;
. Development of ECL models, including the vatious formulae and the choice of inputs;
. Determination of associations between macroeconomic scenarios and, economic inputs, such as unemployment levels

and collateral values, and the effect on PDs, EADs and LGDs;

. Selection of forward-looking macroeconomic scenatios and their probability weightings, to derive the cconomic inputs
into the ECL models.

The amount of allowance for loan impairment recognised in consolidated statement of financial position at 31 December
2018 was KZT 73,153 million (2017: KZT 52,783 million). More detaits are provided in Nozes 7.5 and 25.

Taxation

The Republic of Kazakhstan currently has a single Tax Code that regulates main taxation mattets. The existing taxes include value
added tax, cotporate income tax, social and other taxes. Implementing regulations are often unclear or non-existent and
insignificant amount of precedents has been established. Often, differing opinions regarding legal interpreta tion exist both among
and within government ministries and organisations; thus creating uncertainties and areas of conflict. T'ax declarations, together
with other legal compliance areas (as examples, customs and cuttency control matters) are subject to review and investigation by
a number of authorities, which are enabled by law to impose severe fines, penalties and interest charges. These facts create tax
tisks in Kazakhstan substantially more significant than typically found in countries with more developed tax systems.

The management believes that the Bank’s tax position as at 31 December 2018 and 2017 was in compliance with tax laws of
the Republic of Kazakhstan regulating its activities. However, the risk remains that relevant authorides could take differing
positions with regard to interpretive tax issues,

Assessment of recoverability of deferred income tax assets requires to use subjective judgements by the Group’s management
around the likely timing and the level of future taxable profit together with the tax planning strategy.

The management believes that deferred tax assets as at 31 December 2018 are recognised 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
atilised, and deferted income tax assets are reduced to the extent that taxable profit will be available against which the
deductible temporary differences can be utilised.
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5. Net interest income

Net interest income is presented as follows:

Interest revenue calculated using the effective interest rate

Loans to customexs

Debt investment securities at FVOCI

Available-for-sale investment securities

Investment secutities at amortised cost (previously classified as
held-to-marurity)

Amounts due from financial institutions

Amounts receivable under reverse repurchase agreements

Other interest income
Trading secutities

Interest expense

Current accounts and deposits of customers

Drebt securities issued

Amounts due to banks and other financial institutions
Subordinated debt

Amounts payable under repurchase agreements

Net interest income

2018 2017
92,779 95,130
22,963 =

- 1,128
4,763 706
1,157 1,415

880 236
122,542 101,615
395 18,731

122,937 120,346

(50,030) (57,033)
(18,077) (13,771)
(3,021) (3,180)
(1,792) (1,792)

(623) 131)

(73,543) (75.907)

49,394 44,439

Interest income for the year ended 31 December 2018 includes interest income of KZT 7,852 million accrued on impaired

financial assets (2017; KZT 8,739 million).

6. Fee and commission income

Fee and commission income is presented as follows:

Card operations

Settlement transactions

Cash operations

Guarantees and letters of credit

Foreign currency transactions and transactions with securities
Trust management, custody and other fiduciary services
Other

7.  Net gains from foreign currencies

Net gains from foreign cutrencies are presented as follows:

Dealing transactions, net
Translaton differences, net

2018 2017
9,501 3,839
5,640 4112
2,732 1,949
1,137 903

256 526
54 69
796 604
20,206 12,002
2018 2017
886 (385)
369 1,350
1,255 965
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8.  Credit loss expense

Credit loss expense fotr 2018 is presented as follows:

2018
Stage 1 Stage 2 Stage 3 POCI Total
Amounts due from financial institutions (20 - - - (20)
Loans to customers (INote 15) {1,699 3,831 {5,266) 574 (2,560}
Investment securities at amottised cost (15) (489) — - (504)
Investment securities at FVOCI {521) {891) - - {1,412)
Orther financial assets - - (670) ~ {670)
Financial guarantees, letters of credit and
loan commitment 166 = - B 166
(2,089) 2,451 {5,936) 574 {5,000)
Credit loss expense for 2017 is presented as follows:
2017
Loans to customers {Nofe 1.5) 280
Amounts due from financial institutions 3)
QOther assets (363)
(86)
9.  General and administrative expenses
General and administrative expenses are presented as follows:
2018 2017
Personnel expenses and related taxes (19,005) {19,0106)
Depreciaton and amortisation 4,164) {3,936)
Taxes othet than corporate income tax (2,375) (2,177)
Repair and maintenance {1,716) (1,583}
Rent (Naze 29) (1,579) (1,579)
Maintenance of buildings (1,323) (1,327)
Advertising and marketing (1,290) @81)
Telecommunication and information setvices (1,071) {1,026)
Security (873) 911)
Charity and sponsorship (748) -
Encashment (395) 410
Transportation (358) (B70)
Business trips (265) {262)
Other professional services (217) {223)
Legal services (10) {141)
Other 472) (676)
(35,861) (35.218)
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10. Other income and expenses

Other income and expenses are presented as follows:

2018 roa 2017 roa
Other income
Income from operating lease 2,332 1,924
Gain from purchase of investment securities 2,209 -
Net gain from sale of tepossessed collateral - 1,068
Other 1,115 1,419
5,656 4,411
Other expenses
Other expense on non-banking operations (1,430) (1,656}
Net loss on sale of inventory (861) -
Loss on modification of loans to customers (783) -
Loss on tepurchase of debt securtties issued {628) -
Net loss on derecognition of mortgage loans (361) ~
Other (1,352) {1,405)
(5,415) {3,061)

The net loss from derecognition of mortgage loans includes a loss recognised as a result of a significant modification of
mortgage loans less gain from government subsidy under the state program for refinancing mortgage loans.
In accordance with the teems of this program, the Group attracted long-term deposits from Kazakhstan Sustainability
Fund JSC at below-market interest rates to compensate losses from refinancing mortgage loans in foreign currency on
non-market terms. The fair value of deposits at initial recognition was determined by the Group using matket rates from
13.2% to 14.5% pet annum. The fair value of mortgage loans as a result of significant modification upon initial recognition
was determined by the Group using market rates from 17.2% to 18.5% per annum.

11. Corporate income tax expense

Cotporate income tax expense compirises:

2018 2017

Cutrent corporate income tax change (46) (72)
Deferred corporate income tax charge — origination and reversal

of temporary differences {4,845) (4,934)

Cotporate income tax expense (4,891) {5,006)

The Bank and its subsidiaries are subject to taxation in the Republic of I{azakhstan. Kazakhstan legal entities are required to
file independently income tax returns with the tax authorities, and the statutory corporate income tax rate in 2018 and 2017
was 20%,

Below is the reconciliation of corporate income tax expense based on statutory rate with corporate income tax expense
recorded in the consolidated financial statements:

2018 2017
Profit befote cotporate income tax expense 33,999 24,757
Statutory coxporate income tax rate 20% 20%
Theoretical cotporate income tax expense at the statutory rate (6,800) {4,951)
Non-taxable income on government securities and securities officially listed
at the LASE 5,166 4,988
Change in untecognised deferred rax assets {875) (5,496)
Adjustment of corporate income tax (expense)/benefit for prior years (575) 759
Non-deductable expected credit losses (1,024) -
Other (783) (306)
Corporate income tax expense (4,891) {5,006)

29



ForteBank Joint Stock Company

Notes to 2018 consolidated financial statements

(millions of tenge)

11. Corporate income tax expense (continued)

Deferred tax assets and liabilities as at 31 December, as well as their movements for the respective years comprise the

following:
Origination
and reversal
Origination Origination  of temporary
and reversal and reversal differences
of temporary of remporary in other
differences differences compire-
in profit in profit hensive
2016 or loss 2017 or loss fncome 2018
Tax losses carried forward 44,575 {3,593) 40,982 (9,722) - 31,260
Loans to customers (158) (38) {196) 1,974 - 1,778
Tavestment secutitics at FVOCT - 14 14 (831) 323 (494)
Investment securities measured at
amottised cost - - - {110) - (110)
Debt securities issued (128) (139) 267) (16,401) - (16,668)
Dynamic reserve {7,809 = (7,809) 7,809 - -
Current accounts and deposits of
customers {17,408) 1,411 (15,997) 13,520 - 2,477
Property and equipment and
intangible assets {1,7806) 3,549 1,763 647 - 2,410
Other 1,341 (601) 740 {795) - {55)
Deferred tax assets 18,627 603 19,230 (3,909 323 15,644
Unrecognised deferred corporate
ncome tax assets {6.994) {5,496} (12,490) (875} - (13,365)
Deferred tax assets, net 11,633 {4,893) 6,740 (4,784) 323 2,279
Other defersed tax liabilities 81 (41) 122) (61) = (183)
Deferred tax liabilities {81} {41) (122) (61) — (183)
12, Cash and cash equivalents
Cash and cash equivalents comprise:
31 December 31 December
2018 2017
Cash on hand 54,463 31,732
Cash on current accounts with the NBREK rated BBB- 54,365 144,748
Cash on current accounts with other banks
- rated from A- to A+ 32,813 36,787
- rated from BBB- to BBB+ 2,908 1,744
- rated from BB- to BB+ 664 1,910
- rated below B+ 443 191
- not rated 150 43
Time deposits with other banks with contractual maturity of 90 days or less
- tated from BBB- to BBB+ - 6,659
Time deposits with the NBRK rated BBB- with contractual maturity of
90 days or less - 8,006
Amounts receivable under reverse repurchase agreements (Note 27) 78,317 —
224,123 231,820
Allowance fot impairment (2 -
Cash and cash equivalents 224,121 231,820

The credit ratings are presented by reference to the credit ratings of Standard8Poor’s credit rating agency ot analogues of

similar international agencies.

Cash and cash equivalents are neither impaired nor overdue.
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12. Cash and cash equivalents {(continued)

As at 31 December 2018, the Group entered into reverse repurchase agreements at the Kazakhstan Stock Exchange.
The subject of these agreements are the government bonds with the fair value of KZT 79,739 million as at 31 December
2018. There were no such agreements as at 31 December 2017,

Minimum reserve requirements

In accordance with regulations issued by the NBRK, minimum reserve requirements are calculated as a percentage of specified
banks liabilities. Banks are required to comply with these requirements by maintaining average reserve assets (cash in local
curtency and on accounts with the NBRK) equal ot in excess of the average minimum requirements.
As at 31 December 2018, minimum teserve requitements of the Bank amount to KZT 17,876 million (as at 31 December
2017: KZT 15,913 million).

Concentration of cash and cash equivalents

As at 31 December 2018, the Group has accounts with two banks which balances exceed 10% of total cash and cash
equivalents (as ar 31 December 2017: one bank). The total balance on the accounts with the above counterpasties as at
31 December 2018 and 2017 amounts to KZT 82,657 million and KZT 152,754 million, respectively.

13. Amounts due from financial institutions

Amounts due from financial institutions comprise:

31 December 31 December
2018 2017

Curtent accounts with the NBRIC rated BBB-, restricted in use 1,263 120
Loans and deposits with other banks:
- rated below B+ 3,250 3,041
- not rated 591 541
Contingent deposits and deposits pledged as a collateral:
- rated from AA- to AA+ 19 17
- rated from A- o A+ 3,879 2,789
- rated from BB- to BB+ 8,343 -
- not rated 1,658 426
Amounts due from financial institutions before allowance for impairment 19,003 6,934
Allowance fot impairment {788) {541}
Amounts due from financial institutions 18,215 6,393

The credit ratings are presented by reference to the credit ratings of Standard&Poor’s credir rating ageacy or analogues of
other international agencies.

Amounts on curtent accounts with the NBRK restricted in use represent funds received by the Bank as part of participation
in the state program of lending to businesses.

As at 31 December 2018 contingent deposits and deposits pledged as collateral include contingent deposits, restricted for use
on transactions with providers of payment operation services in the amount of KZT 5512 million
(31 December 2017: KZT 3,205 million) and deposits pledged as collateral under counter-gnarantees, issued to the clients of
the Group, in the amount of KZT 8,343 million (31 December 2017: nl).

Concentration of amounts due from financial institutions

As at 31 December 2018 and 2017, the Group has amounts due from three financial institutions which balances exceed
10% of total amounts due from financial institutions (as at 31 December 2017: three). The total value of these balances as at
31 December 2018 is KZT 15,377 million {as at 31 December 2017: KZT 5,747 million).
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14. Trading securities

Trading securities comptise:

Debt instruments

Government bonds

Treasury bills of the United States of America rated AAA

Notes of the NBRIK rated BBB-

Treasury bills of the Ministry of Finance of the Republic of Kazakhstan
rated BBB

Total government bonds

Cotporate bonds

- rated from AA- to AA+

- rated from BBB- to BBB+
Total corporate bonds

Bonds of banks

- rated from BBB- to BBB+
- rated from BB- to BB+

- rated from B- to B+
Total bonds of banks
Equity instruments

31 December

2018

31 December

2017

36,285
204,370

29,894

270,549

656
3.348

4,004

8,046

1,072
8,654
5,196

8,046
1,465

14,922
1,444

9,511

290,919

The credit ratings are presented by reference to the credit ratings of Standard&Poor’s credit rating agency ot analogues of

other international agencies.

As at 31 December 2017, notes of the NBRK with the fair value of KZT 43,145 million are pledged under the reputchase

agreements entered into on KASE (Noze 27).

15. Loans to customers

Loans to customers comprise:

31 Decernber 2018 31 December
Stage 1 Srage 2 Srage 3 POCT Toral 2017
Individually significant corporate
loans
Loans to large entities 190,875 15,999 45,765 - 252,639 216,385
Total individuvally significant
corporate loans 190,375 15,999 45,765 - 252,639 216,385
Individually insignificant corporate
loans and loans to individuals
Corporate loans 86,701 5,884 22,475 69 115,129 128,313
Mortgage loans 37,512 1,826 32,796 5,644 77,778 93,135
Consumer loans 120,789 1,756 9,755 - 132,300 84,161
Car loans 1,401 5 2,120 - 3,526 3,480
Credit cards 2,114 56 217 - 2,387 483
Other loans secured by collateral 99,135 6,816 66,365 6,723 179,039 198,677
Total individually insignificant
corporate loans and loans
to individuals 347,652 16,343 133,728 12,436 510,159 508.249
Loans to customers before allowance
for impairment 538,527 32,342 179,493 12,436 762,798 724,634
Allowance for impairment (4,326) {1,369) {68,032) 574 {73,153) {52.783)
Loans to customers 534,201 30,973 111,461 13,010 639,645 671,851
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15. Loans to customers (continued)

Quality of individually significant corporate loans
Information on the quality of individually significant corporate loans at 31 December 2018 1s presented in the table below:

31 December 2018
Allowance for
impairment to
Loans before Loans net of loans before
allowance for Allowance for allowance for allowance for
impairment impairment impairment _impairment, (%)
Individually significant corporate
loans
Stage 1loans 190,875 (1,635) 189,240 0.86
Stage 2 and 3 loans
- not overdue 19,661 {(2,618) 17,043 13.32
- overdue for less than 90 days 3,939 (68) 3,871 1.73
- overdue for 90 days to 360 days 8,952 (3,038) 5,914 33.94
- overdue for more than 360 days 29,212 (21,797) 7,415 74.62
Total Stage 2 and 3 loans 61,764 (27,521) 34,243 44.56
Total individually significant
corporate loans 252,639 {29,156) 223,483 11.54
Information on the quality of individually significant corporate loaas at 31 December 2017 is presented in the table below:
Alfowance for
Loans before Loans net of impairment to
allowance for Alfowance for allowance for gross loans
impairment impatrment Impairment (%)
Individually significant
cotporate loans
Loans without individual signs
of impairment 155,563 {273 155,290 0.18
Impaired loans:
- not overdue 32,234 (2,406) 29,828 7.46
- overdue for less than 90 days 1,122 (728) 394 64.88
- overdue for 90 to 360 days 7,275 {2,495) 4,780 34.30
- overdue for more than 360 days 20,191 {12,615) 7,576 62.48
Total impaired loans 60,822 (18,244 42,578 30.00
Total individually significant
corporate loans 216,385 (18,517 197,868 8.56

An analysis of changes in the gross carrying value and corresponding ECL in relation to individually significant corporate
loans during the year ended 31 December 2018 is as follows:

2018
Stage 1 Stage 2 Stage 3 rocCT Total

Gross carrying value as at 1 January 2018 151,290 59,693 27,942 - 238,925
New assets originated or purchased 122,980 - - - 122,980
Assets derecognised or repaid

(excluding write-offs) {89,888) (28,027) (9,485) - {127,400)
Transfers to Stage 1 6,279 {6,279) - - -
Transfers to Stage 2 {12,796) 15,383 (2,587) - -
Transfers to Stage 3 - (21,473) 21,473 - -
Net change in accrued interest (102) (3,483) 7,017 - 3432
Changes to contractual cash flows due to

modifications not resulting in

derecognition - - (783) - (783)
Recoveries - - 4,19 - 4,191
Write-offs - - (3,886) - (3,886)
Effect from changes in exchange rates 13,112 185 1,883 - 15,180
At 31 December 2018 190,875 15,999 45,765 - 252,639
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15. Loans to customers (continued)

2018
Stage 1 Stage 2 Stage 3 Pocrt Total

ECL as at 1 January 2018 (2,038) (2,265) (19,495) - (23,798)
New assets otiginated ot purchased (259) - - - (259)
Assets derecognised or repaid

{excluding write-offs) 370 986 6,079 - 7,435
Transfers to Stage 1 {61y 61 - - -
Transfers to Stage 2 159 (3,867) 3,708 - -
Transfers to Stage 3 = 482 (482) - -
Impact on period end ECL of exposutes

rransferred between stages during the

period (96) 4,125 (7,404) - (3,375)
Changes to models and inputs used
for ECL calculations 443 (38) (6,746} - (6,341)
Changes to contractual cash flows due to
modifications not resulting in derecognition - - 783 - 783
Unwinding of discount - - (1,922) - (1,922)
Recoveries = = (4,191) - (4,191)
Write-offs - - 3,886 - 3,886
Effect from changes in exchange rates (153) (42) (1,179) - (1,374)
At 31 December 2018 (1,635) (558) (26,963) = (29,156)

Movements in the allowance for impairment of corporate loans that are individually significant for the year ended
31 December 2017 are as follows:

2017
At 1 January 2017 (24,870)
Net reversal 3,061
Wreite-offs 10,985
Recoveries of amounts previously written-off (7,615)
Effect of changes in exchange rates (78)
At 31 December 2017 (18,517)

34



ForteBank Joint Stock Company

Notes to 2018 consolidated financial statements

{millions of tenge)

15. Loans to customers (continued)

Quality of individually insignificant corporate loans and loans to individuals

The following table provides information on the credit quality of corporate loans that are individually insignificant and loans
to individuals collectively assessed for impaitment as at 31 December 2018:

Individually insignificant cotporate loans

Not overdue

Overdue for less than 30 days

Overduc for 30 to 89 days

Overdue for 90 to 179 days

Overdue for 130 to 360 days

Overdue for more than 360 days

Total individually insignificant corporate loans

Mortgage loans

Not overdue

COwerdue for less than 30 days
Owverdue for 30 to 89 days
QOverdue for 90 to 179 days
Overdue for 180 to 360 days
Overdue for more than 360 days
Total mortgage loans

Consumer loans

Not overdue

Overdue for less than 30 days
Overdue for 30 o 8% days
Overdue for 20 to 179 days
Overdue for 180 to 360 days
Overdue for more than 360 days
Total consumer loans

Car loans

Not overdue

Overdue for less than 30 days
Overdue for 30 to 89 days
Overdue for 90 to 179 days
Overdue for 180 to 360 days
Owerdue for more than 360 days
Total car loans

Credit cards

Not overdue

Overdue for less than 30 days
Overdue for 30 to 89 days
Owverdue for 90 to 179 days
Oveeduc for 180 to 360 Jdays
Overdue for more than 360 days
Total credit cards

Other loans secured by collateral

Not overdue

Owerdue for less than 30 days

Overdue for 30 to 89 days

Overdue for 90 to 179 days

Overdue for 180 to 360 days

Overdue for moce than 360 days

Total other loans secured by collateral

Total individually insignificant corporate loans and

loans to individuals

Allowance for
impairment to

Loans before Loans net of loans before
alfowance for Affowance for allowance for alfowance for
impalrment fmpairment fmpairment  impairment, (%3}
92,694 (222) 92,472 .24
1,527 (42) 1,485 2,75
1,507 @n 1,480 1.79
441 ¢y 437 091

958 {56) 902 5.85
18,002 (5,547) 12,455 30.81
115,129 (5,898) 100,231 512
41,558 (230) 41,328 0.55
2,163 {41) 2,122 1.90
1,309 {52) 1,257 3.97
546 D 469 14.10
629 50 579 7.95
31,573 {9,643) 21,930 30.54
77,778 (10,093) 67,685 12,98
117,058 (1,711} 115,347 1.46
3,349 (410 3,439 10,65
1,699 {692) 1,007 40.73
1,283 (1,084) 199 84.49
1,798 (1,509) 289 23,93
6,613 {5,023) 1,590 75.96
132,300 (10,429} 121,871 7.88
1,406 2) 1,404 0.14

3 - 3 0.00

5 - 5 0.00

4 - 4 0.00

2 {1 1 50.00

2,106 {480) 1,626 22.79
3,526 {483) 3,043 13,70
1,953 (380) 1,573 19.46
164 (76) 88 46.34

56 @ 9 83.93

49 {42y 7 85,71

32 (27) 5 84.38

133 (113) 20 84.96
2,387 {685) 1,702 28.70
101,973 (121) 101,852 0.12
7,022 )] 7,015 0.10
4,790 {11) 4,779 0.23
2,416 (212) 2,204 8.77
3,011 {138) 2,873 4,58
59,827 (15,920} 43,907 26.61
179,039 (16,409) 162,630 217
510,159 {43,997) 466,162 8.62
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15. Loans to customers (continued)

Quality of individually insignificant corporate loans and leans to individuals {continued)

The following table provides information on the credit quality of corpotate loans that are individually insignificant and loans
to individuals collectively assessed for impairment as at 31 December 2017:

Loans before Loans net of Atlowance for
allowance for Aflowance for allowance for fmpairment io
impairment impairment impaitment  gross loans, ()
Individually insignificant corporate loans
Nort overdue 97,574 (498) 97,076 0.51
Overdue for less than 30 days 1,225 (5) 1,220 0.4
Overdue for 30 to 89 days 1,131 (5) 1,126 {44
Owerdue for 90 to 179 days 1,706 {28) 1,678 1.64
Overdue for 180 to 360 days 1,505 (240 1,265 15.95
Qverdue for more than 360 days 25,172 {5.870) 19,296 23.34
Total individually insignificant cotporate loans 128,313 {6,652} 121,661 5.18
Morctgage loans
Not overdue 49,133 %)) 49,126 0.01
Owverdue for less than 30 days 2429 {3) 2,426 012
Overdue for 30 to 89 days 1,218 {1) 1,217 0.08
Overdue for 90 to 179 days 1,182 {464) 718 39.26
Overdue for 180 to 360 days 1,087 (227) 860 20.88
Overdue for more than 360 days 38,086 {8,028) 3(.058 21.08
Total mortgage loans 93,135 {8,730} 84,405 9.37
Consumer loans
Not overdue 73,108 {213) 72,895 0.29
Overdue for less than 30 days 2,919 {159) 2,760 5.45
Overdue for 30 to 89 days 1,017 {(357) 660 35.10
Overdue for 90 to 179 days 1,033 {668) 365 64.67
Overdue for 180 to 360 days 1,733 {1,293} 440 74.61
Overdue for moce than 360 days 4,351 {3.258) 1,093 74.88
Total consumer loans 84,161 {5,948) 78,213 7.07
Car loans
Not overdue 1,453 - 1,453 0.00
Overdue for less than 30 days 18 — 18 0.00
Overdue for 30 to 89 days - - - 0.00
Overdue for 90 to 179 days 6 - 6 0.00
Overdue for 180 to 360 days 1 1 10 9.09
Overduce for moee than 360 days 1,992 {123} 1,869 06.17
Total car loans 3,480 (124) 3.356 3.56
Credit cards
Not overdue 347 (1) 346 0.29
Overdue for less than 30 days 19 ] 18 5.26
Overdue for 30 to 89 days 2 1 1 50.00
Orverdue for 90 to 179 days 1 m - 100.00
Owverduc for 180 to 360 days 2 (1} 1 50.00
Overdue for more than 360 days 112 (82) 30 73.21
Total eredit cards 483 {87) 396 18.01
Other loans secured by collateral
Not overdue 111,730 {42) 111,688 0.04
Overdue for less than 30 days 8,519 (4} 8,515 0.05
Overdue for 30 to 89 days 6,386 {1,047y 5,330 16.40
Overdue for 90 to 179 days 2,481 {115) 2,366 4.64
Qverdue for 180 to 360 days 3,003 {138) 2865 4.60
Crverdue for more than 360 days 66,558 {11,379) 55,179 17.10
Total other loans secured by collateral 198,677 (12.72%) 185,952 6.40
Total individuvally insignificant corporate loans
and loans to individuals 508,249 34.266) 473,983 6.74
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15. Loans to customers (continued)

Quality of individually insignificant corporate Joans and loans to individuals {(continued)

Analysis of movenents in gross carvying vatue and ECL

An analysis of changes in the gross carrying value and cortesponding ECL in relation to individually insignificant corporate

loans during the year ended 31 December 2018 is as follows:

Individually insignificant corporate 2018
loans Stage 1 Stage 2 Stage 3 POoCr Toral
Gross catrying value at 1 January 2018 70,285 14,261 24,009 - 108,555
New assets originated ot purchased 158,642 - - 70 158,712
Assets derecognised or repaid

{excluding write-offs) (140,362) {6,365) (8,481) 2) {155,210)
Transfers to Stage 1 5,531 (5,531) - - -
Ttansfers to Stage 2 (7,346) 8,158 (812) - -
Transfers to Stage 3 - (3,722) 3,722 - -
Net change in accrued interest {260) 917 1,254 1 78
Recoveries = - 2,545 - 2,545
Write-offs - - (3,184) - (3,184)
Effect from changes in exchange rates 211 - 3,422 - 3,633
At 31 December 2018 86,701 5,884 22,475 69 115,129
Individually insignificant corporate 2018
loans Stage 1 Stage 2 Stage 3 POCT Total
ECL at 1 January 2018 (45) {62) (7,215) - {7.322)
New assets originated or purchased (261) - - - (201)
Assets derecognised or repaid

{excluding wiite-offs} 479 72 5,479 13 6,043
Transfers to Stage 1 54 54 - - -
Transfers to Stage 2 56 (87) 31 - -
Transfers to Stage 3 - 124 (124) - -
Impact on period end ECL of exposures

teansferred between stages during

the period {183) 29 (1,922) - (2,076)
Changes in models and inputs used

for ECL calculations 42 (160} (1,020) - (1,138)
Unwinding of discount - - {538) - (538)
Recoveries - - (2,545) - (2,545)
Wiite-offs - - 3,184 - 3,184
Effect from changes in exchange rates 34 - (1,211) - (1,245)
At 31 December 2018 - (30} (5,881) 13 {5,898)
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15. Loans to customers (continued)

Quality of individually insignificant corporate loans and loans to individuals (continued)

Aunalysis of movements in gross carrying vahwe and ECL. (continned)

An analysis of changes in the gross carrying value and cortesponding ECL in relation to mortgage loans during the year ended

31 December 2018 is as follows:

2018

Mortgage loans Stage I Srage 2 Stage 3 POCT Tocal
Gross carrying value at 1 January 2018 41,209 4060 40,196 5,600 91,071
New assets originated ot purchased 8,269 - - 340 8,609
Assets derecognised or repaid

(excluding write-offs) (6,351) (210) (22,253) {436) {29,250)
Transfers to Stage 1 1,717 (1,717) = - -
Transfers to Stage 2 (6,245) 6,654 (409) - -
Transfers to Stage 3 - (6,351) 6,351 - -
Net change in accrued interest {1,178) (615) 6,857 134 5,198
Recoveries - - 8,018 - 8,018
Wrtite-offs - - (8,396) - (8,396)
Effect from changes in exchange rates N 5 2,432 - 2,528
At 31 Decembert 2018 37,512 1,826 32,796 5,644 77,778

2018

Morigage loans Stage 1 Stage 2 Stage 3 Proct Total
ECL at 1 Janwary 2018 (42) (47 {10,580) ~ (10,669)
New assets originated or purchased (788) - - - (788)
Assets derecognised or repaid

(excluding write-offs) 769 32 13,256 108 14,165
Transfers to Stage 1 (33) 33 - - -
Transfers to Stage 2 16 (23) 7 - -
Transfers to Stage 3 - 34 34 = -
Impact on period end ECL of exposures

transferred between stages duting

the period (22) (49) (9,376) - (9,447)
Changes in models and inputs used

for ECL calculations 8 (2) (1,689) - (1,683)
Unwinding of discount - - 1,817 - (1,817)
Recoveries - - (8,018) - (8,018)
Write-offs - - 8,396 - 8,396
Effect from changes in exchange rates - - (232) - {232)
At 31 December 2018 (92) (22) (10,087) 108 (10,093)
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15. Loans to customers (continued)

Quality of individually insignificant corporate loans and loans to individuals {continued)

Abalysis of movements in gross carrying vatue and ECL. (continued}

An analysis of changes in the gross carrying value and corresponding ECL in relation to consumer loans during the year ended

31 December 2018 is as follows:

2018

Consumer loans Stage 1 Srage 2 Stage 3 POCT Tortal
Gross catrying value at 1 January 2018 74,920 2,064 7,176 - 84,160
New assets originated ot purchased 124,706 - - - 124,706
Assets derecognised or repaid

(excluding write-offs) (74,877) (796) (1,657) - {77,330)
Transfers to Stage 1 344 (3,441) = - -
Transfers to Stage 2 (7,810) 7,963 (153) - -
Transfers to Stage 3 - {4,0606) 4,066 - -
Net change in accrued interest 409 32 2,228 - 2,669
Recoveries - - 759 - 759
Write-offs = - (2,664) - (2,665)
Effect from changes in exchange rates - - - - -
At 31 December 2018 120,789 1,756 9,755 = 132,300

2018

Consumer loans Stage 1 Stage 2 Stage 3 POCI Total
ECL at 1 January 2018 {1,248) (493) {6,177) - {7,918)
New assets originated or purchased (1,189) - - - (1,189)
Assets derecognised or repaid

(excluding write-offs) 309 202 1,508 - 2,019
Transfers to Stage 1 (571) 571 - - -
Transfers to Stage 2 917 (1,056) 139 - -
Transfers to Stage 3 - 1,328 {1,328) - -
Impact on period end ECL of exposures

transferred between stages during

the period (219) (867) (1,936) - (3,022)
Changes in models and inputs used

for ECL calculations 3) (373) - - {4406)
Unwinding of discount - - (1,778) - {1,778)
Recoveries = - (759) - (759)
Write-offs - - 2,664 - 2,664
Effect from changes in exchange rates - - = — -
At 31 December 2018 (2,074) (688) (7,667) - (10,429)
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15. Loans to customers (continued)

Quality of individually insignificant corporate loans and loans to individuals {(continued)

Anakysis of moverents in gross carrying valwe and ECL {continusd}

An analysis of changes in the gross carrying value and cotresponding ECL in relation to car loans during the year ended

31 December 2018 is as follows:

2018

Car loans Srage 1 Stage 2 Stage 3 PrPOCI Total
Gross carrying value at 1 January 2018 1,436 - 2,009 - 3,445
New assets originated or purchased 571 - - - 571
Assets detecognised or repaid

(excluding write-offs) (591) (5) (226) - (822)
Transfers to Stage 1 10 10y = - -
Transfers to Stage 2 (25) 25 - - -
Transfers to Stage 3 - (5) 5 - -
Net change in accrued interest - - 315 - 315
Recoveries - - 195 - 195
Write-offs - = (312) - (312)
Effect from changes in exchange rates - = 134 - 134
At 31 December 2018 1,401 g 2,120 - 3,526

2018

Car loans Stage 1 Stage 2 Stage 3 Procr Total
ECL at 1 January 2018 (1) (1) {240) - {242
New assets otiginated or purchased (1) - - - ¥
Assets derecognised or repaid

(excluding write-offs) 2 1 287 - 290
Transfers to Stage 1 - - - - -
Transfers to Stage 2 - - - - -
Transfers to Stage 3 - - - - =
Impact on petiod end ECL of exposures

transferred berween stages during

the period - - {361) - (361)
Changes in models and inputs used

for ECL calculations - - (220) - (220)
Unwinding of discount - - (57 - 57
Recoveries - - (195) - (195)
Write-ofis - - 312 - 312
Effect from changes in exchange rates - - &) - (9)
At 31 December 2018 = - (483) - (483)

An amalysis of changes in the gross cartying value and corresponding ECL in telation to credit cards dusing the year ended

31 December 2018 is as follows:

2018

Credit cards Stage 1 Stage 2 Stage 3 POCY Total
Gross carrying value at 1 January 2018 338 16 119 — 473
New assets originated or purchased 4,137 E - - 4,137
Assets derecognised or repaid

{excluding wtite-offs) 2,187 (14) (35) - (2,236)
Transfers to Stage 1 74 (74 - - -
Transfets to Stage 2 (248) 306 (58) - -
Transfers to Stage 3 - (178) 178 - -
Net change in accrued interest - - 12 - 12
Recoveries - - 43 - 43
Write-offs - {42) - (42)
Effect from changes in exchange rates - = - - —
At 31 December 2018 2,114 56 217 - 2,387
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15. Loans to customers (continued)
Quality of individually insignificant corporate loans and loans to individuals (continued)

Analysis of movements in gross carrying valne and ECL. (continued}

2018

Credit cards Stage 1 Stage 2 Stage 3 POCT Toeal
ECL at 1 January 2018 (63) (13} (55) - {131)
New assets originated ot purchased 239 = - - (239)
Assets detecognised or repaid

{excluding write-offs) 245 2 63 - 310
Transfers to Stage 1 (65) 65 = - -
Transfers te Stage 2 88 92) 4 - =
Transfers to Stage 3 - 71 (71) - -
Impact on period end ECL of exposures

transferred between stages during

the petiod (314) (72) (90) - (476)
Changes in models and inputs used

for ECL calculations (105) )] — = (114)
Unwinding of discount - - {34) - (34)
Recoveries - - 43 - 43)
Write-offs - - 42 - 42
Effect from changes in exchange rates - - - - =
At 31 December 2018 (453) (48) (184) - {685)

An analysis of changes in the gross catrying value and corresponding ECL in relation to other loans secured by collateral
during the year ended 31 December 2018 is as follows:

2018

Other loans secured by collateral Stage 1 Stage 2 Stage 3 POCT Total
Gross catrying value at 1 January 2018 106,124 10,230 74,464 5,919 196,737
New assets originated or purchased 34,109 - - 1,120 35,229
Assets derecognised or repaid

(excluding write-ofis) (18,841) (2,897) 37,120y (493) (59,351)
Transfers to Stage 1 2,278 (2,278) - - -
Transfers to Stage 2 (24,886) 25,497 (611) - -
Transfers to Stage 3 - (23,744) 23,744 - -
Net change in accrued interest - (5) 4,654 177 4,826
Recoveries - - 11,058 - 11,058
Write-offs - - (15,040) - (15,040)
Effect from changes in exchange rates 351 13 5,216 — 5,580
At 31 December 2018 99,135 6,816 66,365 6,723 179,039
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15. Loans to customers {continued)

Quality of individually insignificant corporate loans and loans to individuals (continued)

Analysis of movements in gross carrying vatue and ECL. (continued)

2018

Orher loans secured by collateral Stage 1 Stage 2 Stage 3 POCT Toral
ECL at 1 January 2018 (73) {(46) (15,427) - (15,546)
New assets originated or purchased (1,079) - - - (1,079)
Assets detecognised or repaid

(excluding write-offs) 676 93 16,297 - 17,066
Transfers to Stage 1 21 21 - - =
Transfers to Stage 2 639 (672) 33 - -
Transfers to Stage 3 - 722 {(722) - -
Impact on period end ECL of exposures

transferred between stages during

the period (212) (143) (16,570) - (16,925)
Changes in models and inputs used

for ECL calculations (2) 2 (1,684) 453 (1,231)
Unwinding of discount = - (2,236) - (2,236)
Recoveries = - (11,058) - (11,058)
Write-offs = - 15,040 - 15,040
Effect from changes in exchange rates - - 440) - {440)
At 31 December 2018 (72) (23) (16,767) 453 {16,409)

Movements in the loan impairment allowance by classes of corpotate loans that are not individually significant and loans to
individuals for 2017 are as follows:

Individually
fnsignifi-
cane Orher loans
corporate Morigage  Consumer Car Creditr  secured by
loans loans foans loans cards colfateral Total
At 1 January 2017 (6,962) (7,803) (3,754) {56} (99) (12,390) (31,064
Net (charge)/reversal (359) 616 (2,051) (52) 51 (986) (2,781)
Write-ofls 4,454 2,836 923 126 4 7,418 15,761
Recoveries of amounts
previously written-off (3,797 (4,385) {1,066) (142) (41) (6,776) (16,207)
Effect of changes in
exchange rates 12 6 — = {2) 9 25
At 31 December 2017 (6,652} {8,730) (5,948) (124) (87 (12,725) {34,266)

The amount of undiscounted ECL at initial recognition on purchased credit-impaired loans and advances to customers that
wete initially recognised during the year ended 31 December 2018 was as follows:

2018
Individually insignificant corporate loans 16
Mortgage loans 1,511
Other loans secured by collateral 1,855
Total undiscounted ECL at initial recognition of POCI 3,382

Modified and restructured loans

The table below includes Stage 2 and 3 assets that were modified during the petiod, with the related modification loss suffered
by the Group.

2018
Loans modified during the period
Amortised cost before modification 12,420
Net modification loss (783)
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15. Loans to customers (continued)

Analysis of collateral and other enhancements

Individually significant cotporate loans are subject to assessment and impairment testing on an individual basis.
The creditworthiness of a corporate customer is generally the main indicatot of the issued loan quality. However, collateral
represents additional securities, and the Group generally asks cotporate borrowers for its provision.

Guarantees and suretyship from individuals including shareholders of borrowers represented by small and medivm-sized
businesses are not taken into account in impairment assessment. Recoverability of neither past due not individually impaired
loans mainly depends on creditworthiness of the borrower rather than on value of collateral.

For certain mortgage loans and other loans to individuals, the Group updates the estimated values of collateral obtained at
inception of the loan to the current values considering the approximate changes in property values. The Group may also carty
out a specific individual valuation of collateral at each reporting date where indications of impairments exist.

As at 31 December 2018, loans net of allowance with overdue over 90 days amount to KZT 102,267 million
(as at 31 December 2017: KZT 130,454 million). As at 31 December 2013 total fair value of collateral securing such loans,
limited to the amount of the before provision for impairment book value of the respective loan, was equal to
KZT 139,834 million (as at 31 December 2017: IKZT 146,361 million).

Repassessed collateral

During 2018, the Group repossessed collateral on loans to customers, represented by real estate, with a carrying amount
totalling to KZT 16,322 million (2017: KZT 17,119 million). The Group’s policy assumes sale of these assets as soon as it is
practicable.

Industry and geographical analysis of loans

Loans wete issued primarily to customers operating within the Republic of Kazakhstan in the following economic sectors:

31 December 31 December
2018 2017
Loans to retail customers 395,030 379,936
Metallurgy 65,710 44,781
Real estate activities 59,870 71,363
Wholesale trading 53,986 53,932
Construction 39,405 37,061
Services provided by small and medium businesses 31,743 29,856
Retail services 22,928 20,877
Food industry 18,293 26,334
Financial services 13,093 11,024
Transportation 10,639 11,191
Production of crude oil and natural gas 6,402 43
Textile production 5,956 3,153
Agticulture 3,657 3,787
Production of metal goods 3,069 2,707
Manufacturing 3,042 3,043
Chemical industry 1,286 804
Post and commuiication 1,068 821
Machine-engineering 441 585
Othet 27,180 23,336
762,798 724,634
Allowance for impairment (73,153) (52,783)
639,645 671,851

Concentration of loans to customers

As at 31 December 2018, the concentration of loans issued by the Group to the ten largest independent borrowers amounted
to KZT 140662 million or 18.4% of the total loan portfolio (as of 31 December 2017: KZT 127,755 million
ot 17.6% of thetotal loan portfolio). Allowance for impairment for these loans is IKZT 2,199 million
{as at 31 December 2017: KZT 103 million}.
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16. Investment securities

Investment secutities, including those pledged under repurchase agreements, comprise:

31 December 31 December
2018 2017
Debt investment securities measuted at amortised cost
(previously classified as held-to-maturity)
Government bonds
Treasury bills of the Ministry of Finance of the Republic of IKazakhstan
rated BBB- 15,703 13,610
Bonds of foreign countries rated BB+ 776 672
Total government bonds 16,479 14,282
Cotporate bonds
Rated from BB- to BB+ 160,369 5,377
Total cotporate bonds 160,369 5,377
Bonds of banks
Rated from BB- to BB+ 4,807 4,180
Total bonds of banks 4,807 4,180
Investment securities measured at amortised cost (previously classified
as held-to-maturity) befote allowance for impairment 181,655 23,839
Allowance for impairment (715) =
Investment securities measured at amortised cost (previously classified
as held-to-maturity) 180,940 23,839
Debt securities at FVOCI
Government bonds
Treasury bills of the United States of America rated AAA 19,185 =
Notes of the NBRIK rated BBB- 121,320 —
Treasury bills of the Ministry of Finance of the Republic of Kazakhstan
rated BBB- 85,848 -
Bonds of the Sultanate of Oman rated BB 4,756 -
Total government bonds 231,109 -
Cotporate bonds
Rated from AA- to AA+ 732 -
Rated from BBB- to BBB+ 92,072 -
Total corporate bonds 92,804 -
Bonds of banks
Rated from BBB- to BBB+ 25,865 -
Rated from BB- to BB+ 38,084 ~
Rated below B+ 1,673 —
Total bonds of banks 65,622 -
Investment securities at FYOCI 389,535 —

On 25 September 2018 and 28 September 2018 the Group purchased cotporate bonds of Natonal Welfare Fund
“Samruk-IKazyna” JSC and “Kazakhstan Temir Zholy” JSC recorded at KZT 75,274 million and KZT 75,275 million,
cotrespondingly. Both investment securities were classified as securities measured at amortised cost maturing on 15 November
2024.
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16, Investment securities (continued)

On 11 October 2018, the Group acquited bonds of NAC Kazatomprom JSC, indexed to the US Dollar and maturing on
11 November 2019 with fair value at the date of initial recognition in the amount of KZT 71,407 million. The Group classified
these bonds as investment securities measured at FVOCI Debt securities issued by the Group, which are held by
NWF Samruk-Kazyna JSC (Noze 27), with a total nominal value of KZT 220,000 million, act as a collateral for obligations to
the Group on the above listed bonds.

31 December 31 December
Available-for-sale investment securities 2018 2017
Government bonds
Treasury bills of the Ministry of Finance of the Republic of Kazakhstan
rated BBB- - 47,109
Total govetnment bonds - 47,109
Cotporate bonds
Rated from BBB- to BBB+ - 6,027
Total cotporate bonds = 6,027
Bonds of banks
Rated from BB- to BB+ - 3,762
Rated below B+ - 1,661
Total bonds of banks - 5,423
- 58,559

The credit ratings are presented by reference to the credit ratings of Standard&Poor’s credit rating agency or analogues of
similar international agencies.

As at 31 December 2018, investment securities at FVOCI (31 December 2017: available-for-sale investment securities),
represented by  treasury  bills of the Ministty of Finance of the Republic of Kazakhstan
with the fair value of KZT 57,994 million were pledged under the repurchase agreements entered into on KASE
{as at 31 December 2017: KZT 10,421 million) Noze 27).
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ForteBank Joint Stock Company

Notes to 2018 consolidated financial statements

(millions of tenge)

18. Other assets

Other assets comptise:

37 December 31 December

2018 2017

Repossessed collaterals 65,714 61,346
Other receivables from banking activities 25,802 15,520
Prepayments and other receivables 18,543 13,164
Long-term assets held for sale 4,566 5,047
Prepaid taxes, other than corporate income tax 3,303 4,333
Accrued receivables on return of instruments unclaimed by creditors = 3,139
Investment property 1,256 1,404
Inventory 687 462
Current corporate income tax assets - 24
Other 1,106 107
Total other assets 121,037 104,546
Allowance for impairment (3,497) (2,777
117,540 101,769

In 2018, the Group took possession of collaterals with a total value of KZT 16,322 million (2017: KZT 17,119 million).
Even though the Bank is cucrently working actively to dispose these assets, most of them have not been sold within short
period of time. Management still intends to sell the repossessed collateral.

On 15 December 2017, a three-year period, during which creditors could submit their settlement instructions to receive
entitlements under the Bank’s 2014 restructuring, including cash, Eurobonds denominated in US dollars and GDRs, expired.
In 2017, the Group recognised amounts receivable on return of instruments unclaimed by creditors of KZT 3,139 million,
including gain from return of cash in the amount of KZT 1,647 million and gain from return of Eurobonds issued in the
amount of KZT 1,492 million, which were recognised as gain from return of instruments unchimed by creditors in
the consolidated statement of comprehensive income. On 4 January and 5 January 2018, cash, Eurobonds issued and GDRs
were transfetred by the distribution agent to the Bank’s accounts,

19. Current accounts and deposits of customers

Current accounts and deposits of customers comprise:

31 December 31 December
2018 2017
Current accounts and demand deposits
- Retail customers 56,364 39,941
- Corporate customers 276,719 178,949
Time deposits
- Retail customers 439,744 405416
- Corporate customers 237,853 293,706
Guarantee deposits
- Retail customers 15,642 9,801
- Corporate customers 49,306 53,412
1,075,628 981,225
Held as collateral under letters of credit and guarantees (144) {125)

Concentration of current accounts and deposits of customers

As at 31 December 2018 total amount of account balances of top 10 clients amounted to KZT 226,872 million or 21% of
total current accounts and deposits of customers (as at 31 December 2017: KZT 398,038 million or 40%).

As at 31 December 2018 time deposits include deposits of individuals in the amount of KZT 511,750 million
(as at 31 December 2017: KZT 459,906 million), which are guaranteed by KFGD on behalf of the government.

In accordance with the Kazakhstan Civil Code, the Bank is obliged to repay time deposits upon demand of a depositor.
In case a term deposit is repaid upon demand of the depositor prior to maturity, interest is not paid or paid at considerably
lower interest rate depending on the terms specified in the agreement.
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20. Amounts due to banks and other financial institutions

Amounts due to banks and other financial institutions include the following;

31 December 31 December

2018 2017

Loans from governmental organizations 56,483 52,705
Loans from other financial mstitutions 14,946 21,848
Current accounts and deposits of banks 699 1,341
72,128 75,894

As at 31 December 2018, loans from governmental otganisations included loans from Entrepreneurship Development Fund
“Damu” JSC and Kazakhstan Development Bank JSC in the amount of KZT 22,840 million and KZT 9,683 million,
respectively (at 31 December 2017: KZT 21,193 million and KZT 9,684 million, respectively), as part of the state program to
support small and medium-sized businesses by the banking sector. The foans are denominated in KZT, bear interest rates of
2.0-8.5% per annum and mature in 2018-2035.

As at 31 December 2018 loans from governmental organisations also include deposits in the amount of KZT 31,928 million
(as at 31 December 2017; KZT 20,453 million) received from Kazakhstan Sustainability Fund JSC as part of the governmental
program for refinancing of mortgage and housing loans to customers. The deposits are denominated in tenge, have an interest
rate of 0.1-2.99% per annum (effective rate 13.2-14.5% per annum) and mature in 2035.

As at 31 December 2018 loans from other financial institutions include loans in the amount of KZT 10,653 million
{as at 31 December 2017: KZT 18,134 million) received from European Bank for Reconstruction and Development as part
of the program for supporting of investments in micto, small and medium businesses in the Republic of Kazakhstan and
Women in Business program. The loans are denominated in tenge, bear interest rate of 9.5% per annum and mature in
2019-2020.

21. Debt securities issued

Debt securities issued include the following:

31 December 31 December
Maunrity date Coupon rate 2018 2017
Eurobonds denominated in US Dollars
Eurobonds issued in 2014 2024 11.75% 50,539 62,361
Eurobonds issued in 2010 2022 14% 13,781 11,912
64,320 74,273
Bonds denominated in tenge
Bonds issued in 2018 2024 4% 137,966 =
Bonds issued in 2015 2025 10.13% 47,306 46,856
8% (1% + inflation
Bonds issued in 2010 2020 index) 3,992 3,992
189,264 50,848
253,584 125,121

In September 2018, the Group issued debt securities with a total nominal value of KZT 220,000 million, a coupon rate of
4% per annum and maturity in 2024. The bonds were transferred to NWF Sam ruk-Kazyna |SC in exchange for a deposit in
the amount of KZT 220,000 million tenge placed with the Bank on similar terms. The difference between the carrying amount
of the deposit and the fair value of the bonds at initial recognition in the amount of KZ'T 9,160 million was recognized by
the Group in the consolidated statement of comprehensive income as “gain from derecognition of financial liablities”.

During 2018, the Group repurchased issued debt secusities with a carrying value at the date of the transaction of
KZT 10,242 million for KZT 10,870 million. The loss resulting from this transaction amounted to KZT 628 million and was
recognized in other expenses of the consolidated statement of comprehensive income.

Bonds denominated in tenge and issued in 2010 are secured by the Group’s mortgage loans issued to customers with a total
value of KZT 11,142 million (31 December 2017: KZT 11,021 million).

22.  Subordinated debt

As at 31 December 2018 and 2017 subordinated debe included bonds denominated in tenge, maturing in 2020-2031 with a

fixed coupon rate of 8% per annum. The coupon is paid semi-annually.
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23. Share capital

The number of authorised, issued and outstanding common shares and share capital as at 31 December 2018 and 2017 ate as

follows:
31 December 31 December
2018 2017
Common shares
Number of authorised shares 150,003,000,000 150,003,000,000
Number of issued shares 92,387,104,089 92,387,104,089
Number of re-acquired shares {1,246,952,788) (1,005,510,843)
Number of cutstanding shares 91,140,151,301 91,381,593,246
Total share capital, millions of tenge 331,504 331,522
Movements in outstanding, placed and fully paid shares were as follows:
Number of
conunon Placement
shares value
At 1 January 2017 91,836,075,713 332,094
Repurchase of own shares (454,482,467) (572)
At 31 December 2017 01,381,593,246 331,522
Return of shares not claimed by creditors (223,792,003) -
Repurchase of own shares (17,649,942) (18)
At 31 December 2018 91,140,151,301 331,504

Based on the decision taken at the annual genetal meeting of shareholders held on 2 April 2018, the Bank declared dividends
on common shares for the year ended 31 December 2017 in the amount of KZT 7,748 million ot KZT 0.085 per common
shate. In 2017, the Bank declared dividends on common shates for the year ended 31 December 2016 in the amount of
KZT 4,534 million or KZT 0.05 per share.

24. Earnings per share

The following table reflects net profit and shate information used in the basic and diluted earnings per share computations:

2018 2017
Net profit 29,038 19,655
The weighted average number of common shares for the year 91,155,112,522 91,466,718,199

Basic and diluted eatnings per share, in tenge 0.32 0.21

As at 31 December 2018 and 2017, the Bank did not have any financial instruments diluting eamings per share.
25. Risk management

Introduction

Risk management is inherent in the bank activities and is an essential element of the Group’s operations. The major risks
faced by the Group are those related to matket risk, credit risk, liquidity risk and operational risks.

The Group's risk management policies aim to identify, analyse and manage the risks faced by the Group, to set appropuate
risk limits and controls, and to monitor continuously risk levels and adherence to limits. Risk management policies and
procedures are reviewed regularly to reflect changes in market conditions, bank products and services offered and emerging
best practice.

Risk management structure

Board of Directors

The Board of Directors has overall responsibility for the oversight of the tisk management framewotk, overseeing
the management of key risks and reviewing its tisk management policies and procedures as well as approving large exposures.
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25. Risk management (continued)
Risk management structure {continued)

Marnagerent Board

The Management Board is responsible for monitoring and implementation of risk mitigation measures and ensuring that the
Group operates within the established risk parameters. The Head of Risk Service (Credit Risk Department and
Collateral Department) is responsible for the overall risk management and compliance functions, ensuting the implementation
of common principles and methods for identifying, measuring, managing and reporting both financial and non-financial risks.
He reports directly to the Chairman of the Management Board and indirectly to the Board of Directors.

Rirk Commitices

Credit, market and liquidity risks, both at the portfolio and transactional levels are managed and controlled through a system
of credit committees and the Asset and Liability Management Committee (“ALCQ”). For improving the efficiency of
decision-making process, the Group has established a hierarchy of credit committees depending on the type and amount of
risk exposure.

Credit Risk Departnent

Both external and internal risk factors are identified and managed throughout the Group. Particular attention is given to
identifying the full range of risk factors and determining the level of adequacy of the curtent risk mitigation procedures.
Apart from the standard credit and market risk analysis, the Credit Risk Department monitors financial and non-financial risks
by holding regular meetings with operational units in order to obtain expert judgments in their respective areas of expertise.

Bank Treasury

The Bank’s Treasury is responsible for managing the Group’s assets and liabilities and the overall financial structure. It is also
primarily responsible for the funding and liquidity risks of the Group.

Internal Awdit

Risk management processes throughout the Group are audited annually by the internal audit funcrion that examines both the
adequacy of the procedures and the Group’s compliance with the procedures. Internal audit discusses the results of all
assessments with management, and reports its findings and recommendations to the Audit Committee.

Risk meastrement and reporfing systems

The Group’s tisks are measured using a method which reflects both the expected loss likely to arise in notmal circumstances
and unexpected losses, which are an estimate of the ultimate actual loss based on staustical models. The models make use of
probabilities derived from historical experience, adjusted to reflect the economic environment, The Group also runs worst
case scenarios that would arise in the event that extreme events which are unlikely to occur do, in fact, occur.

Monitoring and conrrolling risks is primarily performed based on limits established by the Group. These limirs reflect the
husiness strategy and market environment of the Group as well as the level of risk that the Group is willing to accept, with
additional emphasis on selected industries, In addition the Group monitors and measures the overall risk bearing capacity in
relation to the aggregate risk exposure across all risks types and actvities.

Information collected from all the businesses is examined and processed in order to analyse, control and identify eatly risks.
This information is presented and explained to the Management Board, the risk committees, and the head of each business
division. The report includes aggregate credit exposure, credit metric forecasts, hold limit exceptions, liquidity ratios and risk
profile changes. On a monthly basis detailed reporting of industry and customer risks takes place. Senior management assesses
the appropriateness of the allowance for credit losses on a quarterly basis. The Board of Directors receives a comprehensive risk
report once a quatter which is designed to provide all the necessaty information to assess and conclude on the risks of the Group.

For all levels throughout the Group, specifically tailored risk repotts are prepared and disttributed in order to ensure that all
business divisions have access to extensive, necessary and up-to-date informadon.

A daily briefing is given to the Management Board and all other relevant employees of the Group on the utilisation of market
limits, proprietary investments and liquidity, plus any other risk developments.
Risk mitigation

As part of its overall tisk management, the Group uses derivatives and other instruments to manage exposures resulting from
changes in interest rates, foreign currencies and exposures atising from forecast transactions.

The Group actively uses collateral to reduce its credit risks.
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25. Risk management (continued)
Risk management structure (continued)

Encesstve risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, ot activities in the same
geographic region, or have similar economic features that would cause their ability to meet contractual obligations to be
similarly affected by changes in economic, political or other conditions. Concentrations indicate the relative sensitivity of
the Group’s petformance to developments affecting a particular industry or geographical location,

In order to avoid excessive concentrations of risks, the Group’s policies and procedures include specific guidelines to focus
on maintaining a diversified portfolio.

Credit risk

Credit risk is the risk that the Group will incur a loss because its customers, clients or counterparties failed to discharge their
contractual obligations. The Group manages and controls credit risk by setting limits on the amount of tisk it is willing to
accept for individual counterparties and for geographical and industry concentrations, and by monitoring exposures in relation
to such limits.

The Group has established a credit quality review process to provide early identificaion of possible changes in
the creditworthiness of counterparties, including regular collateral revisions. Counterparty limits are established by the use of
a credit risk classification system, which assigns each counterparty a risk rating. Risk ratings are subject to regular revision.
The credit quality review process allows the Group to assess the potential loss as a result of the risks to which it is exposed
and take corrective action,

Credit-related commitments ricks

The Group makes available to its customers guarantees that may require that the Group make payments on their behalf.
Such payments are collected from customers based on the terms of the letter of credit. They expose the Bank to similar risks
to loans and the same control processes and policies mitigate these.

The maximumn exposure to credit risk for the components of the consolidated statement of financial position, before
the effect of mitigation through the use of master netting and collateral agreements, is best tepresented by their carrying
amounts.i

Where financial instruments are recorded at fair value, the carrying value represents the current credit risk exposure but not
the maximum risk exposure that could arise in the future because of changes in values,

For more detail on the maximum exposure to credit risk for each class of financial instrument, references shall be made to
the specific notes. The effect of collateral and other risk mitigation techniques is shown in Noie 15.

Impairment assessment

From 1 January 2018, the Group calculates ECL based on several probability-weighted scenarios to measure the expected
cash shortfalls, discounted at an approximation to the EIR. A cash shortfall is the difference between the cash flows thar are
due to an entity in accordance with the contract and the cash flows that the entity expects to receive. The mechanics of the
ECL calculations are outlined below and the key elements are as follows:

PD The Probability of Defanit is an estimate of the likelihood of default over a given time horizon. A default may only
happen at a certain time over the assessed petiod, if the facility has not been previously derecognised and is stll in
the portfolio.

EAD  The Exposure af Defanlt is an estimate of the exposure at a future default date, taking into account expected changes
in the exposure after the reporting date, including tepayments of principal and interest, whether scheduled by contract
or otherwise, expected drawdowns on committed facilities, and accrued interest from missed payments.

LGD  The Loss Given Defastt is an estimate of the loss arising in the case where a default occurs at 2 given time. It is based
on the difference between the contractual cash flows due and those that the lender would expect to receive, including
from the realisation of any collateral. It is usually expressed as a percentage of the EAD.

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the lifetime expected credit loss
ot LTECL), unless there has been no significant increase in credit risk since origination, in which case, the allowance is based
on the 12 months’ expected credit loss (12mECL). The 12mECL is the portion of LTECL that represent the ECLs that resule
from default events on a financial instroment that ate possible within the 12 months after the reporting date. Both LTECL
and 12mECL are caleulated on either an individual basis or a collective basis, depending on the natute of the underlying
portfolio of financial instraments.
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25. Risk management (continued)

Credit risk {continued)

Inmpairment assessment (coniinsed)

The Group has established a policy to perform an assessment, at the end of each reporting period, of whether a financial
instrument’s credit risk has increased significantly since initial recognition, by considering the change in the risk of default
occurring over the remaining life of the financial instrument. Based on the above process, the Group groups its loans into
Stage 1, Stage 2, Stage 3 and POCI, as described below:

Stage 1: When loans are first recognised, the Group recognises an allowance based on 12mECL.

Stage 2: When a loan has shown a significant inctease in credit risk since origination, the Group records an allowance for
the LTECL.

Stage 3: Loans considered credit-impaired. The Group records an allowance for the LTECL.

POCL Purchased or originated credit impaired (POCI) assets are financial assets that are credit impaired on initial

recognition. POCI assets are recorded at fair value at original recognition and interest revenue is subsequently
recognised based on a credit-adjusted EIR. ECL are only recognised or released to the extent that there is a
subsequent change in the lifetime expected credit losses.

Definition of defanlt and cnre

The Group considers a financial instrument defaulted and therefore Stage 3 {credit-impaired) for ECL calculations in all cases
when the botrower becomes 90 days past due and more on its contractual payments.

As a part of a qualitative assessment of whether a customer is in default, the Group also considets a variety of instances that
may indicate unlikeliness to pay. When such events occur, the Group catefully considers whether the event should result in
treating the customer as defaulted and therefore assessed as Stage 3 for ECL calculations or whether Stage 2 1s appropriate.
Such events include:

. Internal rating of the borrower indicating default or near-default;
. The bortower is deceased;
. A covenant breach not waived by the Group;

. The debtor (ot any legal entity within the debtor’s group) filing for bankruptcy, declared bankrupt by court decision
ot by the borrower itself;

. Debtor’s listed debt or equity suspended at the primary exchange because of rumours or facts about financial
difficulties;

. Debt was restructuted due to worsening financial condition of the borrower;

. Transfer of the borrower to bad debt recovery division,

It is the Group’s policy to consider a financial instrument as “cured” and therefore re-classificd out of Stage 3 when none of
the default criteria have been observed as of reporting date, subject to reduction of debt amount for this financial mstrument
or, in case of restructuring, at least twelve consecutive months passed after restructuring. The decision whether to classify an
asset as Stage 2 or Stage 1 once cured depends on the updated credit grade, at the time of the cure, and whether this indicates
there has been a significant increase in credit risk compared to initial recognition.

Internal rating and PD estimation process

The Group Credir Risk Department operates its internal rating models. For borrowers of corpotate business and small and
medium-sized businesses, a single rating model is used. The models incorporate both qualitative and quandtative informaton
and, in addition to information specific to the borrower, utilise supplemental external information that could affect the
borrower’s behaviour. Where practical, they also build on information from the national and international external rating
agencies. PDs, incorporating forward looking information and the IFRS 9 stage classification of the exposure, are assigned
for each grade. This is repeated for each economic scenatio as appropriate.

Treasnry and interbank relationships

The Group’s treasury and interbank relationships and counterparties comprise financial services institutions, banks,
broker-dealers, exchanges and clearing-houses. For these relationships, the Group’s Strategic Risk Department analyses
publicly available information such as external ratings international rating agencies that ate used for ECL estimation.
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25. Risk management (continued)

Credit risk {continued)

Corporate and swall business lending

For corporate loans, the borrowers are assessed by Credit Risk Department of the Group. The credat risk assessment is based
on a financial model that takes into account various historical, current and forward-looking information such as:

. Historical financial information together with forecasts and budgets prepared by the client. This financial information
includes realised and expected results, solvency ratios, liquidity ratios and any other relevant ratios to measute
the client’s financial performance, Some of these indicators ate captured in covenants with the clients and are,
thetefore, measured with greater attention;

. Any publicly available information on the clients from external parties. This includes external rating grades issued by
rating agencies, independent analyst reports, publicly traded bond prices or press releases and articles;

. Any macro-economic or geopolitical information, e.g., GDP growth relevant for the specific industry and geographical
segments where the client operates;

. Any other objectively supportable information on the quality and abilities of the client’s management relevant for
the company’s performance.

The complexity and granularity of the rating techniques varies based on the exposute of the Group and the complexity and
size of the customer. Some of the less complex small business loans ate rated within the Group’s models for retail products.

Retail lending

Retail lending comprises secured and unsecured loans to individuals and credit cards. These products are rated by an
automated scotecard tool primarily driven by days past due. Other key inputs into the models are personal indebtedness,
monthly loan payment to salary coefficient, for residential mortgages, LTV ratios and the collateral value in the case of other
loans secured by collateral.

Expoiure ar defanly

The exposure at default (EAD) represents the gross carrying amount of the financial instruments subject to the impatrment
calculation, addressing both the client’s ability to increase its exposure while approaching default and potential to reduce debt
through repayments. To calculate the EAD for a Stage 1 loan, the Group assesses the possible default events within 12 months
for the calculation of the 12mECL. For Stage 2, Stage 3 and POCI financial assets, the exposure at default is considered for
events over the lifetime of the instruments.

The Group determines EADs by modelling the range of possible exposure outcomes at various points in time, corresponding
the muliiple scenarios. The IFRS 9 PDs ate then assigned to each economic scenario based on the outcome of Group's
models,

The Group’s product offering includes a variety of corporate and retail overdraft and credit cards facilities, in which the Group
has the right to cancel and/or reduce the facilities with one day’s notice. The Group does not limit its exposure to credit losses
to the contractual notice period, bur, instead calculates ECL over a period that reflects the Group’s expectations of the
customer behaviour, its likelihood of default and the Group’s future risk mitigation procedures, which could include reducing
or cancelling the facilities. The interest rate used to discount the ECLs for credit cards is based on the average effective interest
rate that is expected to be charged over the expected period of exposure to the facilities.

Loss given defanit

For corporate lending, LGD values are assessed at least monthly by account managers and reviewed and approved by
the Group’s Credit Risk department.

The credit risk assessment is based on a standardised LGD assessment framework that results in a certain LGD rate.
These LGD rates take into account the expected EAD in comparison to the amount expected to be recovered or realised
from any collateral held.

The Group segments its retail lending products into smaller homogeneous portfolios, based on key characteristics that are
relevant to the estimation of future cash flows. The applied data is based on historically collected loss data and involves a
wider set of transaction characteristics (e.g., product type, wider range of collateral types) as well as borrower characteristics.
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25. Risk management (continued)

Credit risk (continued)

Lass given defanlt (eontinned)

Whete appropriate, further recent data and forward-looking economic scenarios are used in order to determine the
IFRS 9 LGD rate for each group of financial instruments. When assessing forward-looking information, the expectation is
based on multiple scenarios. Examples of key inputs involve changes in, collateral values including property prices for
mortgages, payment status or other factors that are indicative of losses in the group.

LGD rates are estimated fot the Stage 1, Stage 2, Stage 3 and POCI segment of each asset class, The inputs for these LGD
rates are estimated and, where possible, calibrated through back testing against recent recoveries.

Significant increase in credif risk

The Group continuously monitors all assets subject to ECLs. In order to determine whether an instrument ot a pottfolio of
instruments is subject to 12mECL or LTECL, the Group assesses whether there has been a significant increase in credit risk
since initial recognition. Except for retail loans, the Group considers an exposure to have significantly increased in credit risk
when thete was a decrease in the borrower’s rating compared to the rating at the time of initial recognition based on an analysis
of the Group's statistics confirming the materiality of such a reduction in relation to the increase in credit risk.

The Group also applies a secondary qualitative method for triggering a significant increase in credit risk for an asset, such as
deterioration of the Bank’s communication with the borrower, which, in the Bank’s opinien, may lead to difficulties in repaying
the loan or granting a grace period of more than 1 month when the client contacts. In certain cases, the Group may also
consider that events explained in “Definition of default” section above are a significant increase in credit risk as opposed to a
default. Regardless of the change in credit grades, if contractual payments are more than 30 days past due, the credit risk ts
deemed to have increased significantly since initial recognition.

When estimating ECLs on a collective basis for a group of similar assets, the Group applies the same principles for assessing
whether there has been a significant increase in credit tisk since initial recognition.

Grouping financial assets measured on a collective basis

Dependent on the factors helow, the Group calculates ECLs either on a collective or on an individual basis.

Asset classes where the Group calculates ECL on an individual basis include:

. All Stage 3 assets, regardless of the class of financial assets;

. Stage 2 and Stage 3 corporate lending portfolio;

. The large and unique exposures of the small business lending portfolio;

. The treasury and interbank relationships (such as amounts due from banks, cash equivalents and debt investment

securities at amortised cost and FVOCT);

. Exposures that have been classified as POCI when the original loan was derecogmised and a new loan was
recognised as a result of a credit driven debt restructuring,

Asset classes where the Group calculates ECL on a collective basis include:

. The smaller and more generic balances of the Group’s small business lending;
. Stage 1 and 2 retail mortgages and consumer lending and Stage 1 corporate lending portfolio;
. Purchased POCI exposures managed on a collective basis.

The Group groups these exposures into smaller homogeneous portfolios, based on a combination of intemal and external
characteristics of the loans, for example internal grade, overdue bucket, product type, loan-to-value ratios, or borrower’s
industry.
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Credit risk {continued)

Fonward-looking information and multiple economic scenarios

In its ECL models, the Group relies on a broad range of forward looking information as economic inputs, such as:

. GDP growth;

. Volume of oil and gas condensate production;
. Unemployment rates;
. Level of trading in retail industry;

» NBREK base rates;

. [nflation rates;
. Real wage index;
. Foreign exchange rates.

The inputs and models used for calculating ECLs may not always captute all characteristics of the matket at the date of
the financial statements. To reflect this, qualitative adjustments ot ovetlays are occasionally may be used as temporary

adjustments when such differences are significantly material.

The Group obtains the forward-looking information from third party soutces (extetnal rating agencies, governmental bodies
e.g. central banks, and international financial institutions). Experts of the Group’s Credit Risk Department determine the
weights attributable to the multiple scenarios. The tables show the values of the key forward looking economic

variables/assumptions used in each of the economic scenatios for the ECL calculations.

Assigned
Key drivers ECL scenario probabilities, % 2019
GDP growth, %
Upside 10% 10.07%
Base case 80% 3.90%
Downside 10% 1.20%
Index of physical volume of industrial production
(in % to the previous year)
Upside 10% 111.56%
Base case 80% 102.90%
Downside 10% 99.88%
Volume of oil and gas condensate production
{million tons)
Upside 10% 81.11%
Base case 80% 88.00%
Downside 10% 45.12%
Index of physical volume of gross output (services) of
agriculture, as % of the previous year
Upside 10% 115.32%
Base case 80% 106.20%
Downside 10% 91.66%
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25. Risk management (continued)

Credit risk {continued)

Credit guality per class of financial assets

The credit quality of financial assets is managed by the Group by means of analysis of overdue days for loans, for other
financial instruments — based on ratings assigned by international rating agencies according to the table below. Credit quality
analysis is presented in notes of related financial assets (Noe 1.5).

Rating of extetnal international rating agency Rating of external intcrna tional rating agency

(Moody’s) (Fitch) Annual PD
Aal to Aaa AA+ o AAA
f\az AI\
Al to Aad A+ to AA- 0-0.5%
Al to A2 A-to A
Baal BBB+
Baa2 BBB
Baa3 BBB-
Bal BB+ 0.45-0.5%
Ba3 to Ba2 BB- to BB
B3 to Bl B-to B+
Caa2 to Caal CCC to CCC+ 0.7-10.6%
Ca to Caa3 C to CCC- 2014-32.6%
Defaulr D 100%

See Note 11 for more detailed information wath respect to the allowance fot impairment of loans to customers.

Financial guarantees, letters of credit and loan commitments are assessed and a ptovision for expected credit losses is
caleulated in similar manner as for loans.

Market risk

Market risk is the risk that the fair value or future cash flows of financial instraments will fluctuate due to changes in matket
prices. Market risks comprise currency risk, interest rate risk and other price risks. Market risk atises from open positions in
interest rate and equity financial nstruments, which are exposed to general and specific market movements and changes in
the level of volatility of market prices and marker exchange rates.

The objective of matket risk management is to manage and control market risk exposures within acceptable parameters, whilst
optimising the return on risk.

Overall authotity for market risk is vested in the ALCO. Market risk limits are approved by the ALCO based on
recommendations of the Market Risk Management Division of the Credit Risk Depattment and subsequently agreed by
the Board of Directors.

The Group manages its market risk by setting open position limits in relation to financial instruments, interest rate and
currency positions and stop-loss imits which are monitored on a regular basis and reviewed and approved by the Management
Board and the Board of Ditectors.

In addition, the Group uses a wide tange of stress tests to model the financial impact of a variety of exceptional market
scenarios on individual trading pottfolios and the overall position. Stress tests provide an indication of the potential size of
losses that could arise in extreme conditions. The stress tests cartied out by the Group include risk factor stress testing, where
stress movements are applied to each risk category, and ad hoc stress testing, which includes applying possible stress events
to specific positions.

Interest rate risk is also managed by monitoring the interest rate gap and is supplemented by monitoring the sensitivity of net
interest margin to vatious standard and non-standard interest rate movements scenarios.
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25. Risk management (continued)

Interest rafe risk

Interest rate risk is the risk that the fair value ot future cash flows of financial instruments will fluctuate due to changes in
market interest rates. The Group is exposed to the effects of fluctuations in the prevailing levels of market interest rates on
its financial position and cash flows. Interest margins may increase as a result of such changes, but may also reduce or create
losses in the event that unexpected movements occut.

Interest rate risk is managed principally through monitoring interest rate gaps. As the majority of the financial instruments
bear fixed interest rates the interest gap analysis is similar to the maturity analysis.

Interest vate sensitivity analysis

The management of interest rate risk, based on an interest rate gap analysis, is supplemented by monitoring the sensitivity of
financial assets and liabilities. An analysis of the sensitivity of net profit and equity to changes in interest rates (repricing risk),
based on a simplified scenario of a 100 basis points symmetrical fall or 300 basis points rise in yield curves and positions of
interest-bearing assets and liabilities existing as at 31 December 2018 and 2017 is as follows:

2018 2017

Effect on profit Effect on profit

Decrease by 100 basis points 3,430 1,226
Increase by 300 basis points (10,291) {3,678)

An analysis of the sensitivity of net profit or loss and equity as a result of changes in fair value of financial instruments at fair
value through profit or loss and securities available-fot-sale (till 1 January 2018) and debe secutities at FVOCI (after 1 January
2018) due to changes in interest rates based on positions existing as at 31 December 2018 and 2017 and a simplified scenario
of a 100 basis points symmetrical fall or 300 basis points rise in yield curves is as follows:

2018 2017
Effect on other Effect on other
comp-refiensive comp-rehensive
Effect on profit income Effect on profit income
Decrease by 100 basis points 289 6,989 2,926 1,932
Increase by 300 basis points (798) (17,725) (7,746) (5,234)

Curreney risk
The Group has assets and liabilities denominated in several foreign currencies.

Cutrency risk is the tisk that the fair value or future cash flows of a financial instrument will fluctuate due to changes in foreign
exchange rates. Despite the fact that the Group hedges its exposure to currency risk, such transactions do not qualify as
hedging relationships m accordance with IFRS.
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25. Risk management (continued)

Market risk (continued)

Currency visk (continued)

The following table shows financial assets and liabilities by foreign currencies:

Octher

Ar 31 December 2018 Tenge S Dollar Euro currencies Toral
Assets
Cash and cash equivalents 109,406 94,480 16,671 3,564 224,121
Amounts due from financial

institutions 4,511 13,704 - = 18,215
Trading securities 1,465 8,046 - - 9,511
Leans to customets 533,186 155,976 72 411 689,645
Investment securities 326,553 240,376 3,546 - 570,475
Other financial assets 31,640 1,198 53 1 32,892
Total financial assets 1,006,761 513,780 20,342 3,976 1,544,859
Liabilities
Current accounts and deposits of

customers 553,398 498,058 20,305 3,867 1,075,628
Amounts due to banks and other

financial institutions 67,136 4,978 14 - 72,128
Amounts payable under repurchase

agreements 56,392 - - - 56,392
Deebt securities issued 189,264 64,320 - - 253,584
Subordmnated debe 22,648 - - - 22,648
Other financial liabilities 5,474 430 135 20 6,059
T'otal financial liabilities 894,312 567,786 20,454 3,887 1,486,439
Net position 112,449 (54,0006) (112) 89 58,420
Impact of derivative instruments held

for the purpose of risk management (48,353 48,870 - - 517
Net position adjusted for impact of

derivative instruments held for the

putpose of risk management 64,096 (5,136) (112) 89 58,937
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25. Risk management (continued)

Market risk (continued)

Chrrrency risk (continned)

Other

At 31 December 2017 Tenge US Dollar Euro currencres Torcal
Assets
Cash and cash equivalents 32,292 185,333 12,455 1,740 231,820
Amounts due from financial

institutions 3,17 3,222 - - 6,393
Trading secunties 213,393 77,526 - - 290,919
Loans to customers 520,256 151,080 95 420 671,851
Available-for-sale investment

secutities 47184 11,375 — = 58,559
Held-to-maturity investment secutities - 23,839 - - 23,839
Other financial assets 18,123 4,436 378 = 22,9357
Total financial assets 834,419 456,811 12,928 2,160 1,306,318
Liabilities
Current accounts and deposits of

customers 607,730 358,855 12,744 1,896 981,225
Amounts due fo banks and other

financial insticutions 70,840 4,880 174 - 75,894
Amounts payable under repurchase

agreements 36,639 - — — 36,639
Debt securities issued 50,848 74,273 - — 125,121
Subotdinated debt 22,740 = = = 22,740
Other financial liabilities 6,625 482 30 5 7,142
Total financial liabilities 795,422 438,490 12,948 1,901 1,248,761
Net position 38,997 18,321 (200 259 57,557
Impact of detivative instruments held

for the purpose of risk management 18,244 (18,278) — — {38)
Net position adjusted for impact of

derivative instruments held for the

purpose of risk management 57,237 43 20 259 57.519

The tables below indicate the currencies to which the Group had significant exposure at 31 December on its non-trading
fmonetary assets and labilities and its forecast cash flows. This analysis was made on a before tax basis and 1s based on foreign
currency exchange rate movements that the Group considered to be reasonably possible at the end of the reporting period.
The analysis assumes that all ather variables, in particular interest rates, remain constant. Negative amounts in the table reflect
a potential net reduction in profit or equity, while a positive amount reflects a net potential increase.

2018 2017
Increase in Effect on profit Increase in Effect on profit
Currency currency rate, %e before tax currency rate, % before tax
US Dollar 14 {719) 10 4
Euro 14 (16) 13.5 (3)
2018 2017
Decrease in Effect on profit Decrease in Effect on profit
Currency currency rare, % before tax  currency rate, % before tax
US Dollac am 514 {10y (4)
Euro (10) n (9.5) 2
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25. Risk management (continued)

Operational risk

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

Liquidity risk

Liquidity tisk is the risk that the Group may encounter difficulty in meeting the obligations associated with its financial
liabilities that are settled by delivering cash or another financial asset. Liquidity risk exists when the maturities of assets and
liabilities do not match. The matching and/or controlled mismarching of the maturities and interest rates of assets and
liabilities is fundamental to Liquidity risk management. Due to divetsity of transactions and a related uncertainty, exact matching
of maturities of assets and liabilities is not a wsual practice for financial institutions. An unmatched position potentially
enhances profitability, but can also increase the risk of losses.

The Group maintains liquidity management with the objective of ensuzing that funds will be available ac all times to meet all
cash flow obligations as they become due. Liquidity risk management policy is reviewed and apptoved by the Board of
Directors.

The Group seeks to actively support a diversified and stable funding base comprising issued debr securitics, long-term and
short-term loans from other banks, deposits of the main corporate customers and individuals as well as diversified portiolios
of highly liquid assets, in order to be able to respond quickly and smoothly to unforeseen liquidity requirements. The liquidity
risk management includes the following procedures:

. Projecting cash flows by major currencies and considering the level of liquid assets necessary in relation thereto;

. Maintaining a diverse range of funding sources,

. Managing the concentration and profile of debts;

* Maintaining debt financing plans;

. Maintaining a pottfolio of highly marketable assets that can easily be liquidated as protection against liquidity gaps;
. Maintaining liquidity and funding contingency plans;

. Monitoring compliance with liquidity ratios implied by regulatory requirements.

The Treasury of the Bank receives information from business units regarding the liquidity profile of their financial assets and
liabilities and details of projected cash flows arising from future business. The Treasury then provides for an adequate portfolic
of short-term liquid assets to be maintained, largely made up of short-term liquid trading securities, loans to banks and other
inter-bank facilities, to ensure that sufficient liquidity is maintained within the Group as a whole.

The daily liquidity position is monitored by the Treasury and regular liquidity stress testing under variety of scenarios covering
both normal and more unfavorable market conditions is performed by the Credit Risk Department. Under normal market
conditions, liquidity reports covering the liquidity position ate presented to senior management on a monthly basis. Decisions
on liquidiry management are made by the ALCO and implemented by the Treasury.
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27. Offsetting of financial instruments
Disclosures in the tables below include information on financial assets and financial liabilities, which:
. Are offset in the Group’s consolidated statement of financial position; or

. Ate subject to an enforceable master netting arrangement ot similar agreement that covers similar financial instraments,
irrespective of whether they are offset in the consolidated statement of financial position.

Similar financial instruments include derivative financial assets, sales and repurchase agreements, reverse sale and repurchase
agreements and securities borrowing and lending agreements. Financial instruments such as loans and deposits are not
disclosed in the table below, unless they ate offset in the consolidated statement of financial position.

The Group receives and accepts collateral in the form of cash and marketable securities in respect of the repurchase and
reverse repurchase agreements, Such collateral is subject to the standard industry terms of the ISDA Credit Support Annex.
This means that securities received/given as collateral can be pledged or sold during the term of the transaction but must be
teturned before maturity of the transaction. The terms also give each counterparty the right to terminate the related
transactions upon the counterparty’s failure to post collateral.

As at 31 December 2018 the Group has amounts payable under repurchase agreements for KZT 56,392 million, which were
collateralized by investment securities with fair value of KZT 57,994 million (treasury bills of the Ministry of Finance and
Notes of NBRK with fair value KZT 40,684 million and KZ'T 17,310 million, correspondingly) (Nofes 74 and 76).

The table below shows financial assets and financial liabilities subject to offseting, ¢enforceable master netting arrangements
and similar atrangements as at 31 December 2018,

Relared

Crross amourit

Net amount

AMoUnts 1ot

of recognised of financial ofiset i the
financial assers Hiabilities consolidated
offset in the presented in the statement of
Gross amount consolidated consofidated financial
of recogniised statement of statement of position
At 31 December financial financial fnancial Financial Net
2018 Habilities position position IISELAUITELS amount
Amounts receivable
under repurchase
agreements
{Note 12} 78,317 = 78,317 (79,739) (1,422)
Amounts payable
under repurchase
agreements (56,392) — (56,392) 57,994 1,602
21,925 = 21,925 (21,745) 180

The table below shows financial assets and financial liabilities
and similar arrangements as at 31 December 2017:

subject to offsetting, enforceable mastet netting arrangements

(Fross amount Related

of recognised Ner amount amounts not

financial of financial offser in the

liabilities offser assets presented consofidated

in the in the statement of

(rross amount consolidated consolidated financial

of recognised statement of statement of POsition
Ar 31 December financial financial financial Financial Ner
2017 assets position position mstruments amount

Reverse repurchase

agreements 36,639 - 36,639 (53,566) (16,927}
36,639 - 36,639 (53,566) {16,927)
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28, Changes in liabilities arising from financing activities

Toral liabilities

Debt securities Subordinated from financing

Notes issued debt activities

Cartying amount at 31 December 2016 134,421 22,740 157,161

Proceeds from issue 21 = 21
Redemption {8,133) <= (8,133)
Interest accrual 13,771 1,792 15,563
Interest payment (15,399 (1,792) (17,191)
Foreign currency translation 440 - 440

Carrying amount at 31 December 2017 125,121 22,740 147,861
Proceeds from issue 220,154 = 220,154
Repurchase (10,870) ] (10,870)
Loss on repurchase 645 = 645
Redemption {7,903) = (7,903)
Interest accrual 18,077 1,792 19,869
Interest payment (16,968) (1,884) {18,852)
Foreign currency translation 10,542 - 10,542
Discount (83,722) - (83,722)

Proceeds from return of instruments
unclaimed by creditors (1,492) - (1,492)

Carrying amount at 31 December 2018 253,584 22,648 276,232

The Group classifies interest paid as cash flows from operating activities.

29. Capital management

The Bank maintains an actively manages capital base to covet risks inherent in the business. The adequacy of the Bank’s capital
is monitored vsing, among other measures, the ratios established by the NBRK in supervising the Banle.

As at 31 December 2018 and 2017 the Bank had cormplied in full with all its externally imposed capital requirements.

The primary objectives of the Bank’s capital management are to ensure that the Bank complies with externally imposed capital
requirements and that the Bank maintains strong credit ratings and healthy capital ratios in order to support its business and
to maximize shareholders’ value.

The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and the
risk characteristics of its activities.

The NBRK sets and monitors capital requitements for the Bank.

Under the current capital requirements set by the NBRIK banks have to maintain:

a ratio of core capital to the sum of credit risk weighted assets and contingent liabilities, market risk and a quantirative measure
of operating risk weighted assets and contingent liabilities (k1) in the value not less than 5.5%;

a ratio of tier 1 capital less investments to the sum of credit risk-weighted assets and contingent liabilities, market risk and a
quantitative measure of operational risk weighted assets, contingent assets and liabilities (k1.2) in the value not less than 6.5%;

a ratio of own capital to the sum of credit risk weighted assets and contingent liabilities, market tisk and a quantitative measure
of operating risk weighted assets and contingent liabilities (k2) in the value not less than 8%.

Investments for the putposes of calculation of the above ratios represent investments into share capital (interest in the charter
capital) of a legal entity and subordinated debr of a legal entity if their total exceeds 10% of the total of ter 1 and tier 2 capatal
of the Bank.
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29. Capital management

The following table shows the composition of the Bank’s capital position calculated in accordance with the
NBRI requirements as at 31 December 2018 and 2017:

31 December 31 December

2018 2017

Tier 1 capital 185,528 187,144

Tier 2 capital 18,238 19,876

Deduction of regulatory provisions from capital {61) {247

Total regulatory capital 203,705 206,773

Risk-weighted statutory assets, conungent liabilities, operational and market risk 1,142,057 993,822
Ratio kil 16.2% 18.8%
Ratio k1.2 16.2% 18.8%
Ratio k.2 17.8% 20.8%

30. Commitments and contingencies

Polifical and economic environment

The Republic of Kazakhstan continues economic reforms and development of its legal, tax and regulatory frameworks as
required by a market economy. The future stability of the Kazakhstani economy is largely dependent upon these reforms and
developments and the effectiveness of economic, financial and monetary measures undertaken by the Government.

Interest rates of attracting funds in IXZT remain high in 2018 resulting in limited access to capital, a high cost of capital and
increased uncertainty regarding further economic growth, which could negatively affect the Group’s future financial position,
results of operations and business prospects. The management of the Group believes that it is taking appropriate measures to
support the sustainability of the Group’s business in the current circumstances.

Credit related commitments

The Group has contingent liabilities to provide credit resources. These credit related contingencies take the form of approved
loans and credit card limits and overdraft facilities.

The Group provides bank guarantees and issues letters of credit to ensure that their customers’ obligations to third parties are
met. These agreements have fixed limits and generally extend for a period of up to five years.

In providing financial guarantees, credit related contingencies and letters of credir, the Group applies the same nisk
management policies and procedures used when issuing loans to customers.

The contractual amounts of credit related contingencies are set out in the table by category. The amounts reflected in the table
for credit related contingencies assume that the indicated contingencies will be fully settled. The amounts reflected in the table
for guarantees and letters of credit represent the maximum accounting loss that would be recognised at the reporting date if
countetparties fatled ¢o fulfil their contractual obligadons.

31 December 31 December
2018 2017
Loan and credit line commitments 61,795 98,319
Guarantees issued 33,358 20,224
Letters of credit 179 134
95,332 118,677

Less: current accounts and deposits of customers, held as collateral under
letters of credit and guarantees (Nofe 19) (144) (125)
Less: provisions for ECL {223) -
94,965 118,552

The loan commitment agreements stipulate the right of the Group to unilaterally withdraw from the agreement should any
conditions unfavourable to the Group arise, including change of the refinance rate, inflation, exchange rates and other

conditions.

The total outstanding contractual amount of commitments on issuance of loans, letters of credit and guarantees does not
necessarily represent fusure cash requirements, as these commitments may expire or terminate without being funded.
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30. Commitments and contingencies (continued)

Operating lease commitments

Opetating lease commitments that could not be unilaterally cancelled could be presented as follows:

31 December 31 December

2018 2017

Not later than 1 year 1,209 1,013
1 to 5 years 4,079 3,506
Ower 5 years 506 1,226
5,794 5,745

The Group leases a number of premises and equipment under operating leases. The leases typically rua for an initial period
of five to ten years, with an option to renew the lease after maturity. Lease payments are usually increased annually to reflect
market rentals. None of the leases includes contingent tent.

In 2018, operating lease payments accounted as expense in profit or loss amount to KZT 1,579 million
(2017: KZT 1,579 million) (Nose 9).

Litigation
In the ordinary course of business, the Group is subject to legal actions and complaints. Management believes that the ultimare

liability, if any, arising from such actions ot complaints, will not have a material adverse effect on the financial conditions of
the results of future operations of the Group.

Management is unaware of any significant actual, pending or threatened claims against the Group,

Taxation contingencies

The taxation system in the Republic of Kazakhstan is relatively new and is charactetised by frequent changes in legisladon,
official pronouncements and court decistons, which are often unclear, contradictory and subject to varying interpretation by
different tax authorities. Taxes are subject to review and investigation by a number of authorities, which have the authority to
impose severe fines, penalties and interest chatges. The adequacy of tax assessment in the reporting petiod may be reviewed
during the next five calendar years. However, under certain circumstances a tax yeat may temain open for a longer period of
tme.

These circumstances may create tax risks in the Republic of Kazakhstan that are substantially more significant than in other
countries, Management believes that it has provided adequately for tax liabilities based on its interpretations of applicable
Kazakhstan tax legislation, official pronouncements and court decisions. However, the interpretations of the relevant
authorities could differ and the effect on these consolidated financial statements, if the authorities were successful in enforcing
their interpretations, could be significant.

31. Related party transactions

Remuneration of members of the Board of Directors and the Management Board

Total remuneration to 11 members of the Management Board and Board of Directots included in general and administrative
expenses for 2018 and 2017 is as follows:

2018 2017
Members of the Board of Directors and the Management Board of the Group 1,668 1,182
1,668 1,182

These amounts include cash benefits in respect of the members of the Board of Directors and the Management Board and
related taxes.

As at 31 December 2018 total Group’s liabilities on remuneration payments to the members of the Board of Directors and
the Management Board wete equal to KZT 1,639 million (as at 31 December 2017: KZT 1,774 million) and in accordance
with the Decree of NBRK No. 74 from 24 February 2012, should be paid during the petiod of not less than three years, under
the specified conditions.
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31. Related party transactions (continued)

Transactions with related parties

Other related partes include the key management personnel and entities jointly controlled by the key management personnel,
The outstanding balances and the related average effective interest rates as at 31 December 2018 and related income or
expense amounts from transactions with related parties for 2018 are as follows:

2018
Entities under Other
Shareholders common contrel related partics Tortal
Average Average Average
effective effective effective
I mifllion fnterest  In million interest  In million interest  In million
renge rate (%) tenge rate (%) tenge rare (%) renge

Assets
Loans to ¢customers - - - B 170 5.83 170
Liabilities

Current accounts and

deposits of

customers 2,790 1.17 10,569 0.20 9,791 0.94 23,150
Amounts due to

banks and other

financial
mnstitutions - — 685 — - - 685
Other liabilities - - 16 - - - 16
Contingent liabilities - - — - 4 - 4
2018
Entities under
common  Other related
Shareholders control parties Total
Income/{expenses)
Interest income - 147 14 161
Interest expense 53 27 185 265
Fee and commission income - 17 11 28
Other income - 5 - 5
Other expenses - 231 2 233
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31.

Related party transactions (continued)

Transactions with related parties (continued}

The outstanding balances and the related average effective interest rates as at 31 December 2017 and related income ot
expense amounts from transactions with related parties for 2017 are as follows:

Entities under Other
Shareholders common control related parties Total
Average Average Average
effective effective effective
Irr million interese  In million Interest  In million interest  In million
tenge rate, (%) tenge rate, (%%) tenge rare, {(*6) tenge
Assets
Amonnts due from
financial institutions - - 2,000 12.5 - - 2,000
Loans to customers - - — - 341 8.0 341
Orther assets - — - — - — -
Liabilities
Current accounts and
deposits of
customers 278 11 2412 0.3 13,149 1.5 15,839
Amounts due to
banks and other
financial institutions — - 1,341 - - = 1,341
Other liabilities - - 12 — 67 - 79
Contingent habilities — - = - 4 =2 4
Other
Enrtities under refared
Shareholder  common control parties Total
Income/{expense)
Interest income - 425 51 476
Interest expense (36) {15) (480) (531)
Commission income - 16 12 28

32. Segment information

The Group has five reporting segments and business lines (“Other” segment is indicated separately with description of
transactions, which are not relared to activities of business lines). These segments / business lines offer a variety of products
and services in the financial/banking area. The following is a brief description of transactions of each segment.

Corporate business (CB) — includes issnance of loans, attracung deposits, settlement and cash services, transactons on
guarantees and other transactions with corporate clients (large entities and individual entrepreneurs).

Small and medinmn businesses (SMB) —includes issuance of loans, attracting deposits, scttlement and cash services, transactions
on guatantees and other transactions with small and medium business clients (legal entitics and individual entrepreneurs.

Retail banking (RB) — includes issuance of loans, attracting deposits, settlement and cash services, exchange transactions and
other transactions with retail clients {individuals);

Investing activities — responsible for financing the Group’s operations (repo operations, raising funds from banks and financial
insfitutions, issuance of boads, subordinated debt), securities transactions, use of derivative financial instruments and foreign
cutrency transactions;

Other — other transactions with debtors/creditors, fixed assets, amounts on transit accounts and other transactions that are
not related to segments / business lines (CB, SMB, RB, Heritage, Investing activities),
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32. Segment information (continued)

Performance of each reportable segment is presented below. Performance results of segment / business line are evaluated on
the basis of derived profit, which includes the effective management of a portfolio of borrowed and placed funds. Profit from
segment / business line is used to measure performance. Pricing is performed on the basis of botrowing / placement rates
approved by the authorized body of the Bank.

Investing

31 December 2018 CB SMB RB  activities Other Toral
Assets
Cash and cash equivalents 62,116 44,685 105,316 - 12,004 224,121
Amounts due from financial institutions - = - 18,215 - 18,215
Trading securities - - = 9,511 - 9,511
Loans to customers 157,636 158,305 284,530 - 89,174 689,645
Investment securities - -~ - 570,475 - 570,475
Property and equipment = = - - 51,496 51,496
Intangible assets — - - - 5,441 5,441
Defetred income tax assets - == - - 2,279 2,279
Orther assets 37 2,000 3,502 78 111,923 117,540
Total assets 219,789 204,990 393,348 598,279 272,317 1,688,723
Liabilities
Current accounts and deposits of

customers 343,483 208,457 523,687 - 1 1,075,628
Amounts due to banks and other

financial institutions 8,037 33,492 2,633 4,998 22,968 72,128
Amounts payable under repurchase

agreements - - - 56,392 - 56,392
Debt securities issued - - - - 253,584 253,584
Subordinated debt - - - - 22,648 22,648
Deferred income tax liabilities - - - - 183 183
Other liabilities 28 490 1,159 110 5,734 7,521
Total liabilitics 351,548 242,439 527,479 61,500 305,118 1,488,084
Equity
Share capital = == - - 331,504 331,504
Additonal paid-in capital = = - - 21,116 21,116
Fair value reserve - = - - 2,359 2,359
Accumulated losses - = - - (155,051) (155,051)
Total equity attributable to

shateholders of the Bank = — — — 199,928 199,928
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32, Segment information (continued)

Information on the main reporting segments for 2018 is presented as follows:

Interest income

Allocated (internal) income
Interest expense

Allocated (internal) expense
Net interest income

Fee and commission income

Fee and commission expense

Net gains/(losses) from financial
instruments at fair value through
profit or lass

Net gains from derecognition of
investment securities at fair value
through other comprehensive
ncome

Net gains/{losses) from foreign
currencies

Gain on derecognition of financial
liabilities

Other income

Non-intetest income

Credit loss expense

General and administrative expenses
Other expense

Non-interest expenses

Other allocated {internal) income
and expense

Ptofit before cotporate income
tax expense

Corporate income taxX expenses
Profit for the period

2018
Investing

CB SMB RB  Heritage activities Other Tortal

10,923 20,478 52,214 30,158 9,164 - 122,937

14,355 10,155 28,357 895 25,848 (79,610) -
(9,826) (4,536)  (26,193) (1,226) (31,762) - (73,543)

(7,979 (12,869  (26,615)  (26,412) {8,069 81,944 -

7,473 13,228 27,763 3,415 (4,819) 2,334 49,394

933 9,573 9,635 65 - - 20,206
(18) (1,987) (3,668) (172) - - (5,845)
= = - (426) - (426)

= - - 875 - - 875

1,852 1,745 1,586 601 (4,529) - 1,255

- - - - 9,160 - 9,160

(59) 35 222 1 5,457 = 5,656

2,708 9,366 7,775 944 10,088 = 30,881
959 (288) (7,341) (1,957) 3,627 - {5,000)
(1,941) (8,201)  (18,213) (1,817) (5,689) - (35,861)
(688) {585) 177 {665) (3,300) - (5,415)
(1,670) (9,074)  (25,731) {4,439) (5,362) - (46,276)

(1,360) {961) (2,313) 21,069 (14,101) (2,334) -

7,151 12,559 7,494 20,989 (14,194) - 33,999
(665) (1,145) {730) (2,244) (107) - (4,891)

6,486 11,414 6,764 18,745 (14,301) - 29,108

In 2018, the Group made changes to the segment information used by operating decision makers to assess the Group’s
performance and make decisions regarding the allocation of resources. According to the changes made for management
reporting purposes, the Group’s activities in the loan portfolio of “old” non-performing loans to customets do not represent
a separate operating segment, which was previously presented as “Heritage” segment. The Group made appropriate changes

to the comparative information.
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32. Segment information (continued)

Assets

Cash and cash equivalents
Amounts due from financial
institutions

Trading securities

Loans to customers
[nvestment securities
Property and equipment
Intangible assets

Deeferred income tax assets
Other assets

Total assets

Liabilities

Cutrrent accounts and deposits of
customers

Amounts due to banks and other
financial institutions

Amounts payable under repurchase
agreements

Debt securities issued

Deferred income tax liabilities
Subordinated debt

Other liabilities

Total liabilities

Equity

Share capital

Additional paid-in capital
Fair value reserve
Accumulated losses

Total equity attributable to
shareholders of the Bank

31 December 2017

Investing
cB SMB RB Herftage activities Orther Total
= - - = 200,088 31,732 231,820
=3 = - - 6,393 - 6,393
- - - - 290,919 — 290,919
152,611 142,966 254,058 122,216 — = 671,851
- == - — 82,398 = 82,398
— - — — — 49,009 49,009
- B - - - 3,741 3,741
— — o - = 6,740 6,740
929 2,584 4,163 64,235 4,375 25,483 101,769
153,540 145,550 258,221 186,451 584,173 116,705 1,444,640
228,730 156,085 455,525 — = 140,885 981,225
8,841 38,523 3,016 20,453 5,061 - 75,894
_ = - = 36,639 = 36,639
- = — - = 125,121 125,121
- = - - - 122 122
_ = - = - 22,740 22,740
1 1,660 2,226 44 91 4,676 8,698
237,572 196,268 460,767 20,497 41,71 203,544 1,250,439
_ _ = = = 331,522 331,522
_ _ = — = 21,116 21,116
_ = = ~ = 598 598
= = = = - (159,676) (159,676)
= = = = = 193,560 193,560
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32.  Segment information (continued)

Information on the main tepotting segments for 2017 is presented as follows:

Interest income

Allocated (internal) income
Iiterest expense

Allocated (internal) expense
Net interest income

Fee and conunission income

Fee and commission expense

Net gains from financial
instruments at fair value
through profit or loss

Net gains from available-for-
sale securities

Net gains/(losses) from
foreign currencies

Gain on return of instruments
unclaimed by creditors

Other income

Non-interest income

Credit loss expenses

General and administrative
expenses

Other expenses

Non-interest expenses

Other allocated (internal)
income and expense

Profit before corporate
income tax expense

Corporate income tax expense

Profit for the year

Investing Elimin-
B SMB REB  activities Other arion Total
9,967 18,013 54,924 25,209 12,233 120,346
12,854 0,140 28,425 265 27.443 (78,127) =
(2,176) (4,540) (29,804) {313) (32,074) (75,907)
(7,969 (11,393) (27,856) (23,071) {12,182) 82,471 -
5,676 11,220 25,689 2,090 {4,580) 4,344 44,439
759 5,826 5,300 117 == - 12,002
{2) (1,048) (2,072 {392) = = (3,514)
= = - 1,335 - - 1,335
= — - 345 — - 345
960 1,104 1,306 3,965 {6,370) - 965
" - - 3,139 - = 3,139
86 50 (877) 26 5.126 - 4,411
1,803 5932 3,657 8,535 (1,244) - 18,683
2,248 (981) {4,682) 3 3326 - (86)
(1,419) (7,424) (19,067} (1,002) {6,306) = {35,218)
(1) (141) {1,460) (14) {1,445) = (3,061)
328 {8,546} {25,209 (1,013) (4,425) — {38,365)
{(1,053) {959) (2,570) 23,372 {14,446) (4,344) =
7.254 7,647 1,567 32,984 (24,695) = 24,757
(950) {1,152) {900) (1.891) (113) = {5,006)
6,304 6,495 667 31,093 (24,808) = 19.751
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33. Financial assets and liabilities: fair values and accounting classification

Accounting classifications and fair values

The table below sets out the carrying amounts and fait values of financial assets and financial liabilities as at 31 December 2018:

31 December 2018
Assets and
Assers and liabilities
fiabilities whose fafr
measured value js  Total carrying Unrecognised
at fair value disclosed amount Fair values gain/(loss}
Cash and cash equivaleats - 224,121 224,121 224,121 -
Amounts duc from financial institutions - 18,215 18,215 18,215 -
I'rading securities 9,511 - 9,511 9,511 -
l.oans to customers - 689,645 689,645 684,520 (5,125)
Investment securities at VO] 389,535 - 389,535 389,535 -
Investment sceurities at amortised cost - 180,940 180,940 185,191 4,251
Orther financial asscrs — 32,392 32,892 32,892 —
399,046 1,1345,813 1,544,859 1,543,985 (874)
{Current accovats and depostts of customers - 1,075,628 1,075,628 1,075,873 (245)
Amounts due to baaks and other financial
MSHEEons - 72,128 72,128 73,198 (1,070)
Amounts payable under cepucchase
agreements - 56,392 56,392 56,392 E
Debe securitics issued - 253,584 253,584 293,238 (39,654
Subocdmated debe - 22,648 22,648 22,432 216
Creher finaocial babilities - 6,059 6,059 6,059 -
- 1,486,439 1,486,439 1,527,192 {40,508)

(41,382)

The table below sets out the carrying amounts and fair values of financial assets and financial liabilities as at 31 Decernber 2017:

31 December 2017
Assets and
Assets and Kabilites for
fiabilitles which fafr Unrecognised
measured at values are  Tocal careying Fair gain/
fair vaiue disclosed amount values {loss)
Cash and cash cquivalents = 231,820 231,820 231,820 =
Amounts due from financial instorations = 6,393 6,393 6,393 =
I'rading sccurities 290,919 - 290,919 294,919 -
[Loans to customers - 671,851 671,851 668,126 (3,725)
Available-for-sale investinent securitics 58,559 = 58,559 58,559 -
Held-to-maturity investmeat securities - 23,839 23839 24,806 967
Other finaocial assets = 22937 22937 22937 —
349,478 956,840 1,306,318 1,303,560 2,758y
Current accounts and deposits of
customers _ 081,225 981,225 965,179 16,046
Amounts due to banks and other financial
nsotutions = 75,894 75,894 75,992 (98)
Amouats payable under repurchase
agrecments - 36,639 36,639 36,639 -
I2cbt secunties issued - 125,121 125,121 137573 {12,452)
Subordinated debt - 22,740 22740 22,459 281
Orther Anancial liabilities - 7,142 7,142 7,142 —
— 1.248.761 1,248,761 1,244,984 3777
1,019
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33. Financial assets and liabilities: fair values and accounting classification (continued)

Accounting classifications and fair values {(continued)

The estimate of fair value is intended to approximate the amount that would be received to sell an asset or paid to transfer a
lialnlity i an orderly transaction between market participants at the measurement date. Howevet, considering the uncertainties
and the use of judgements, the fair value should not be interpreted as realisable within the framework of an immediate sale of
assets or the transfer of liabilities.

The fair value of financial assets and financial liabilites that are traded in active markets is based on quoted market quotes or
dealers’ prices. The Group determines fair value of all other financial instruments using various valuation techniques.

The putpose of valuation techniques is to achieve a method of fair value measurement that reflects the price of a transaction
on an organized market for the sale of an asset or transfer a liability between market participants at the measurement date.

Valuation techniques include net present value valuation models and discounting of cash flows, comparison with simular
instruments with known market quotations, as well as other valuation models. Assumptions and inputs used in valuation
techniques include risk-free and base interest rates, credit spreads and other adjustments used in estimating discount rates,
shares and bonds quotations, and expected price movements and their comparison. Valuation techniques focused on
determining the fait value, which reflects the value of a financial instrument as at the reporting date that would have been
determined by independent market participants.

The Group uses widely recognised valuation techniques for determining the fair value of standard and more simple financial
instruments, such as interest rate and currency swaps, and such techniques use only observable matket data and do not require
management judgements ot estimates, Observable quotations and model inputs are usually available in the market for publicly
traded debt and equity securities, derivatives traded on the stock exchange, as well as simple off-market financial derivatives,
such as interest rate swaps.

The Group uses its own valuation models for more sophisticated instruments. Some or all of the significant inputs into these
models may not be observable in the market, and are derived from matket prices or rates or are estimated based on
assumptons. Certain loans and securities for which there is no active market can be an example of instruments the estimation
of which is based on the use of unobservable inputs,

Assets for which fair value approximales carrying value

For financial assets and financial liabilities that are liquid or having a short term matuzity (less than three months) it is assumed
that the carrying amounts approximate to their fair value. This assumption is also applied to demand deposits and savings
accounts without a specific maturity.

Financial assets and financial Giabilities carried at amortiged cost

Fair value of the quoted notes and bonds is based on price quotations at the reporting date. The fair value of unquoted
instruments, loans to customers, customer deposits, amounts due from financial institutions, deposits of banks and other
financial institutions, other financial assets and Labilities is estimated by discounting future cash flows using rates currently
available for debt on similar terms, credit risk and remaining matuiities.

The following assumptions are used by the management to estimate the fair values of financial instruments:

to discount the future cash flows from loans to corporate customers the discount rate in the range from 4.89% to 14.56%
{as at 31 December 2017: 5.23% to 15.95%) was used;

to calculate the future cash flows from loans to individuals the discount rate in the range from 3.81% to 23.05%
(as at 31 December 2017: 12.84% to 28.40%) was used.
Fair value hierarchy

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

. Level 1: quoted (unadjusted) prices in active markets for identical assets ot hiabilities.

. Level 2: models for which all inputs which have a significant effect on the recorded fair value ate observable, either
directly or indirectly,

. Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not based on
observable market data.
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33. Financial assets and liabilities: fair values and accounting classification (continued)

Fair value hierarchy (continued)

The following table analyses financial instruments carried at fair value as at 31 December 2018, by fair value hierarchy, nto
which the fair value measurement is categorised. The amounts are based on amounts catried in the consolidated statement of
financial position.

Notes Level 1 Level 2 Level 3 Total

Assets
Trading securidies 14 8,161 - 1,350 9,511
Investment securities at FEVOCI 16 389,535 - — 389,535
397,696 — 1,350 399,046

The following table analyses financial instruments carried at fair value as at 31 December 2017, by fair value hierarchy, into
which the fair value measurement is categorised. The amounts are based on amounts carried in the consolidated statement of
financial positon.

Notes Level 1 Level 2 Level 3 Total

Assets
Trading securities 14 289,569 - 1,350 290,919
Available-for-sale investment secutities 16 58,559 — = 58,559
348,128 - 1,350 349,478

The following table shows a reconciliation of Level 3 assets for 2018 which are recorded at fair value:

Trading Derivarive

securities financial assets

Balance as at 1 January 2018 1,350 =
Net gains/(losses) from financial instruments at fair value through profit or loss - =
Balance as at 31 December 2018 1,350 =

The following table shows a reconciliation of Level 3 assets for 2017 which are recorded at fait value:

Trading Derivative

securities financial assets

Balance as at 1 January 2017 — 30,153
Net gains/ (losses) from financial instruments at fair value through profit or loss 1,350 (1,358)
Repayment - (28,795)
Balance as at 31 December 2017 1,350 ore

Gains and losses on financial instruments of Level 3 included in the consolidated statement of comprehensive income for
the years ended 31 December 2018 and 2017 compuise:

2018 2017
Realised gain Unrealised loss Realised gain Unrealised gain
(Losses)/gains recogmised in profit
or loss = - {1,358) 1,350

Gains/(losses) from opetations with derivative financial instruments are recognised in profit or loss of the consolidated
statement of comprehensive income as “Net gains from financial instruments at fair value through profit or loss”.
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33. Financial assets and liabilities: fair values and accounting classification (continued)

Fair value hierarchy (continued)

The following table analyses financial instruments not measured at fair value but for which fair value is disclosed as at
31 December 2018, by fair value hierarchy:

Assets

Cash and cash equivalents

Amounts due from financial
insttutions

Loans to customers

Investment securities at
amottised cost (previously
classified as held-to-maturity
investment securities)

Orther financial assets

Liabilities =

Cutrent accounts and deposits
of customers

Amounts due to banks and
other financial institutions

Amounts payable under
repurchase agreements

Debt securities issued

Subordinated debt

Other financial liabilities

Impact of changes in significant non-observable inputs on evalnation of financial instraments of Level 3 of fair value hierarchy

31 December 2018
Total fair  Total carcying
Level 1 Level 2 Level 3 value value
- 224,121 - 224,121 224,121
- 18,215 - 18,215 18,215
- - 684,520 684,520 689,645
185,11 - - 185,191 180,940
- 32,892 - 32,892 32,892
- 1,075,873 - 1,075,873 1,075,628
- 73,198 - 73,198 72,128
- 56,392 - 56,392 56,392
293,238 - - 293,238 253,584
22,432 - - 22,432 22,648
- 6,059 - 6,059 6,059

The following table analyses financial insttuments not measured at fair value but for which fair value is disclosed as at
31 December 2017, by fair value hierarchy:

Assets

Cash and cash equivalents

Amounts due fiom financial
instituttons

Loans to customers

Held-to-maturity investment securities

Other financial assets

Liabilities

Current accounts and deposits of
customers

Amounts due to banks and other
financial institutions

Amounts payable under repurchase
agreements

Debt securities issued

Subordinated delst

Other financial liabilidies

31 December 2017
Total fair Total
value carrying
Level 1 Level 2 Level 3 disclosed value
= 231,820 = 231,820 231,820
6,393 - 6,393 6,393
e = 672,296 672,296 671,851
24 806 - - 24 806 23,839
— 22,937 - 22,937 22,937
— 974,234 — 974,234 981,225
= 75,992 = 75,992 75,894
= 36,639 — 36,639 36,639
137,573 = = 137,573 125,121
22,459 — = 22,459 22,740
- 7,142 = 7,142 7,142
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