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Management Statement

The Board of Directors of JSC PASHA Bank Georgia confirms the authenticity and accuracy
of all the data and information provided in the given Pillar 3 report. The report is prepared in
full compliance with the internal control process as agreed with the Supervisory Board. The
given report meets the requirements of the Order N92 / 04 of the Governor of the National
Bank of Georgia of June 22, 2017, on Approving the Regulation of Disclosing Information by
the Commercial Banks within Pillar 3 as well as other regulations and norms established by
the National Bank of Georgia.
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NIKOLOZ SHURGAIA

CEO, CHAIRMAN OF BOARD OF DIRECTORS

PASHA Bank

New heights. Together.

FOREWORD BY CHIEF EXECUTIVE OFFICER

PASHA Bank has been operating in Georgia since February 2013, providing high quality
services to its corporate and individual customers. The bank has expanded its services to
retail banking by launching Re|Bank since 2019.

2022 was the most distinguished year in terms of profitability in Pasha Bank’s recent history.
Even though we have not reached profitability yet, we have made important progress in
each of our business directions: we have doubled our consumer base and portfolio in
Retail Banking and have grown our Business Banking portfolio by 10%

We, PASHA Bank and Re|Bank team, are a provider of innovative win-win financial solutions
in Georgia and an integral part of a prominent regional strategic investor led by integrity,
sound practices, advanced technology, and competent human talent.

Our projects aim at one purpose, to grow together to strengthen Georgia and contribute
to PASHA Holding.
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FINANCIAL HIGHLIGHTS

Below are some financial highlights of JSC PASHA Bank Georgia for the year ended 31 December 2022 with

comparative figures:

Profit and loss 2022 2021
GEL'000 GEL'000

Net interest income after impairment losses 21,731 21,428

Non-interest income 10,781 3,068

Non-interest expenses (34,775) (28,728)

Income tax benefit/(expense) - 226

Net loss for the year (2,263) (4,006)

Other comprehensive income - -

Total comprehensive loss for the year (2,263) (4,006)

Balance sheet

31 December 2022
GEL'000

31 December 2021
GEL000

Cash and cash equivalents and Amounts due 109,469 93,042
from credit institutions

Loans to customers 350,885 294,973
Investments in securities 43,861 42,059
Other assets 14,295 15,921
Total assets 518,510 445,995
Amounts due to credit institutions 106,687 123,135
Amounts due to customers 272,031 201,987
Other liabilities 36,977 41,795
Total liabilities 415,695 366,917
Equity 102,815 79,078
Total equity and liabilities 518,510 445,995

In line with the overall developments in the Georgian banking sector, the Bank has also suffered from the
effects of the economic downturn caused by COVID-19 with deterioration of the performance and credit
risk of the borrowers operating in the vulnerable sectors. This has resulted in the number of restructured
loans and significant increase in the ECL rates across all portfolio segments, compared to the average
rates existing in the pre—pandemic periods.

During 2022 reporting period the government lifted numerous COVID-1g related restrictions imposed
earlier, releasing practically all of them. This has had a positive overall impact on the economy. According
to the preliminary estimates published by the National Statistics Office of Georgia, 2022 growth of GDP
amounted 10.1%. The level of inflation reached 9.8% year—on-year in December 2022. Russia’s invasion of
Ukraine highly impacted the global increase of the prices that were transmitted to Georgian market and
remain the main reason for high inflation in the country. At the same time, economic activity in Geor-
gia has been high, largely facilitated by the restoration of tourism against the backdrop of an increase
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in long-term visits by Russians and Belarusians. The NBG expects that inflation will gradually decline to
return to the target level from the second half of 2023. However, as uncertainty remains and inflationary
risks are at a high level, during the reporting period the NBG has increased and kept the monetary policy
rate tight at n1%.

Despite the negative effect of the pandemic and war, the management maintains strong liquid-
ity positions supported by the NBG's measures to strengthen banking sector resilience amidst
the crisis. The Bank is working to decrease NPLs to reasonable levels using timely restructuring
actions, continued support from the Parent and diligent collection actions.

Although the management of the Bank is strongly committed to the further expansion of the
Bank on the Georgian market in line with the approved strategic plans, the major medium-term
focus amidst the persisting uncertainties related to Russian—-Ukrainian war developments is to
restore and preserve sufficient retained earnings to ensure strong platform for future growth
and development.
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HUMAN RESOURCES

OUR PEOPLE

JSC PASHA Bank Georgia is a workplace with a unique employee centric cul-
ture. We believe that our employees are our competitive advantage and our
main strength.

We fully support our people in their professional development, encourage
their initiatives, promote transparent cooperation, and strive to keep a good
work-life balance.

The HR strategy for 2022 was to align HR initiatives with the organization’s
overall business goals, while also ensuring compliance with laws and regula-
tions, and promoting a positive workplace culture that attracts, develops, and
retains top talent.
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Our aim is to make JSC PASHA Bank Georgia an employer of choice for diverse groups of recent graduates
and mid-career professionals.

Age Composition (December 2022)

Age Composition (Newcomers
2022)
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Gender balance (December 2022) Gender balance in MM 2022
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LEARNING AND DEVELOPMENT

We capitalise on employee development and supporting sustainable learning activities for them since we
truly believe: our business grows as our employees grow and develop. The Bank's learning culture enables
employees to gain different professional skills and expand their abilities. Our team members enjoy various
learning opportunities - such as online, local, and abroad professional trainings, full coverage of interna-
tional professional certification costs, access to professional literature, language courses, etc.

PASHA Bank's internship programs are a great start for the career advancement of young talents. The
Bank hosted 43 interns during 2022 and we are proud to say that 9o% out of these interns were hired and
keep being a valuable member of Pasha family.
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Number of people trained (2022) 320
Total training hours of employees for (2022) 7181
Average training hours per employee (2022) 34

EMPLOYEE ENGAGEMENT AND SATISFACTION

PASHA Bank strives to create a supportive, motivating, collaborative, and positive work environment
where employees are engaged and motivated with their jobs.

We strongly believe that engagement drives performance and to keep a hand on pulse and get opinion of
our employees we conduct annual Employee Engagement and Satisfaction Survey, as well as Organisa-
tional Health Index Survey conducted once every 3 years.

Measuring employee satisfaction and organisational health is a regular practice in the Bank conducts
since 2014. Independent companies are managing the process to identify extent of emotional connection
employees feel towards the organization and understand concerns of our employees. The surveys cover
important for employee and employer areas such as: leadership, work environment, accountability, coor-
dination and control, motivation, innovation & learning, etc.

We are proud that each employee has a role to play, and each voice is important in conquering new
heights together.

REMUNERATION OF EMPLOYEES

Remuneration system of JSC PASHA Bank Georgia ensures fair, consistent, competitive and appropriate
remuneration and supports the attraction, motivation, and retention of the Bank’'s employees.

The Bank operates according to the Employee Remuneration Policy approved by the Supervisory Board.
Remuneration Policy is designed to provide compliance with the Bank's remuneration system and risk
culture, long-term business strategy and risk appetite, the Bank’s activities, and legislative/supervisory
requirements. It is the responsibility of the HR and Remuneration Committee to ensure the latter.

The remuneration system ensures that the structure of remuneration for control function employees
(risk management, compliance, and internal audit functions), including performance-based components,
does not compromise the independence of these employees in carrying out their functions. Remunera-
tion of control function employees is not based on the financial results of the business line they oversee
or monitor.

The Bank's remuneration consists of fixed and variable remuneration, together with benefits. Fixed re-
muneration is given to employees on a monthly basis, and variable remuneration is an additional, perfor-
mance-based pay distributed at different periodicities.



Individual remuneration in the Bank is determined by the principle of equal pay and aims to ensure equal
compensation opportunities for relatively similar jobs. Salary range and grade of the given position, indi-
vidual knowledge/experience, and recent market tendencies are taken into consideration when deter-
mining the fixed remuneration. Salary range pay scales job grading methodology developed for the PBG
by the worldwide acknowledged leader Korn Ferry Hay Group.

Each job in JSC PASHA Bank Georgia is eligible for variable pay. The bonus system is performance-based
and is designed to harmonize high performance and benefits, simultaneously eliminating conflicts of in-
terest. Variable remuneration is a performance-based pay offered in addition to the employee’s base pay.
The line manager evaluates individual performance of each employee annually according to the approved
Performance Management Methodology and the Performance Management Procedure.
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The Supervisory Board reviews and approves the Bank's achievement of performance KPIs, and bonus
eligibility for members of the BOD and the support staff. Supervisory Board takes into account the need
for balancing business risks against opportunities and conflicts of interest for defining KPIs for the Bank’s
bonus eligibility. The Board of Directors approves bonus disbursement for the front office functions. All
existing bonus methodologies are reviewed and approved by the Supervisory Board.

The Bank keeps leading position in market for offering various benefits to the employees. The Benefit
Scheme includes different benefit packages, such as health insurance, sport allowance, professional liter-
ature allowance, international professional certification and membership fees, diverse range of learning
and development activities, etc.
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CORPORATE
GOVERNANCE

JSC PASHA Bank Georgia is committed to high standards
of corporate governance and recognizes the importance
of corporate governance practices for enhancing the
Bank's success and creating long-term shareholder value.

Corporate governance is defined as a set of structures
and processes designed for the direction and supervision
of the Bank. J]SC PASHA Bank Georgia continually devel-
ops a comprehensive range of policies and systems to en-
sure that all internal and external processes are conduct-
ed with effective oversight and control. A sound system
of corporate governance is an important contribution to
the rule of law in Georgia and a crucial determinant of the
role of the Bank in the modern economy and society.
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COMMITMENT TO CORPORATE GOVERNANCE

JSC PASHA Bank Georgia constantly strives to improve its governance standards, to always be compliant
with Georgian legislation, and to review and apply the Supervisory Board initiatives aimed at the imple-
mentation of the best corporate governance practices.

The Bank demonstrates its commitment to the best corporate governance standards by developing and
furthering:

» Responsible, accountable, and value-based management;

» Effective oversight and executive bodies that act in the best interests of the Bank, seek to enhance
the shareholder value in a sustainable manner;

» Appropriate information disclosure and transparency, as well as an effective system of risk man-
agement and internal control.

The Bank honours and recognizes all general principles of good corporate governance:

» Fairness: The Bank is committed to act in a fair and ethical manner towards all shareholders and
stakeholders, as it believes that ethical conduct underpins good corporate governance.

e Accountability and Responsibility: The Supervisory Board is accountable to the shareholders for
how it carries out its responsibilities. Similarly, the Board of Directors is responsible for the exercise
of powers delegated to them and is accountable to the Supervisory Board for their achievements
and performance.

e Transparency: The Bank is committed to providing accurate and understandable information to
shareholders and other stakeholders on all material matters regarding the Bank, including its finan-
cial condition, performance, and ownership and governance structure in a manner easily accessible
to interested parties, without giving away commercially sensitive information.

The Corporate Governance Code for Commercial Banks was adopted and introduced on September 26,
2018 by Decree Ne 215/04 of the Governor of the National Bank of Georgia, the highest administrative
body responsible for the supervision of the financial sector.

The purpose of the Corporate Governance Code for Commercial Banks has been described as the defi-
nition of the core corporate governance principles for commercial banks, the establishment of efficient
and sound corporate governance that promotes successful functioning and stability of the financial and
banking sectors. The requirements laid down in the Code are compulsory for commercial banks.

The Bank has adopted the guidelines of the Code and has complied with its specifications.
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CODE OF ETHICS

Members of the Supervisory Board and the Board of Directors, as well as all employees of the Bank, are
expected to act in accordance with all applicable laws and regulations and to comply with ethical stan-
dards of business conduct as defined by the Bank's Code of Ethics.

The Bank's Code of Ethics is a set of principles that are actively applied in the Bank's day-to-day activities.
The ethical principles of the Bank are based on the following values:

Integrity - At the core of our business stands unshakeable commitment to integrity. For us, it means
doing what is right. Every time. All the time. Even when no one sees us. At the most basic level, it is about
respecting the laws and regulations of the country we operate in. It is about upholding our company’s
code of conduct even in the face of challenges. It means never sacrificing company interests for personal
gains. It means being honest with ourselves, our colleagues, clients, and partners, and earning their trust.

Quality - The outside world will always judge us by the quality of the product or service we deliver. And
the quality of our work is directly proportional to the dedication and professionalism of our staff. There
is no way around it. That is why we always follow the standards we set. That is why we deliver what we
promise - day in, day out - carefully balancing quality with efficiency for optimal results. That is why we
try new things and strive to learn and improve - as individuals and as an organization.

Profitability - We generate profits for the benefit of our shareholders and the society at large. We can
only achieve that by maintaining a competitive edge. Our staff understands that value comes not only in
every dollar earned but also every dollar saved. However, in the pursuit of short-term business goals we
never lose sight of our long-term aspiration - to create and maintain a sustainable global business. And
this aspiration drives every strategic decision we make.

Collaboration - When we work as one team across departments, business units, and countries we pro-
duce phenomenal results. When we collaborate with clients, partners, and suppliers we far exceed market
expectations. The impact of these synergies far surpasses that of any individual contribution. Collabora-
tion creates a sound working environment and leads to higher efficiency. It accelerates problem-solving
and enables innovation. It nurtures trust and respect.

Entrepreneurship - The world around is constantly changing so we often have to operate in ambiguity.
We seek new opportunities and are ready to take bold steps - do things and go places others do not dare
to. We do not fear challenges but view them as opportunities to grow. We are unafraid to take on a per-
sonal responsibility for going an extra mile or doing something new. Our staff treats the company with
care, passion, prudence - just like they would treat their own business.

The Code of Ethics sets the following requirements:

* Maintenance of professional reputation.

* The highest standards for honest and ethical conduct, including proper and ethical procedures for

dealing with conflicts of interest between personal and professional relationships.
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¢ Full, fair, accurate, timely, and understandable disclosure in reports and documents that JSC PASHA
Bank Georgia files with, or submits to, governmental and regulatory agencies, and in other public
Communlcatlons Of the Bank General Meeting of Stakeholders

e Compliance with applicable governmental laws, rules, and regulations.

« Promptinternal reporting of any illegal behaviour or violations of the Code. ﬁ —
Audit Committee R'SIE’\!;E%Z:%‘

* Provision of methods to communicate violations of the code. i

Internal Audit
Department

Supervisory Board

Credit Committee

1
Chairman of the Board of Directors !
Chief Executive Officer H

____________________________

OPEN-DOOR POLICY

The Code of Ethics incorporates an open-door policy, which gives each employee of the Bank an ample I l ______ , I l ______ , R R , et T
. . . . . . ' Mem%elro % g.e BOD : ' Mem!;ienracr)fctlz‘e gfﬁcl:; rChief : ' Membe'; Ic;fk tgeff iSrD Chief : | Ch;’f“az'si:e$: Officer '
opportunity to ask questions and seek advice if he/she is not confident whether a conduct violates the ! ! ! ! ! ! '
letter and spirit of the Code of Ethics, and to raise concerns if he/she believes that our Code of Ethics has O amarmani A Depariment
Department Plastic Cards Broctrement Commercial Banking

Risk Management
Department

been violated.

Department

Department Department
Legal and Compliance &
AML Department Customer Experience Accounting Department

Department

JSC PASHA Bank Georgia strives to reinforce internal, as well as external stakeholders’ confidence in the Operatons Department Budget & Reporing &

Sales Department
Collection Trade Finance Department :
Department

MKT & Communications Distance Banking
Department Department

Strategy Mngm. Dep.

Bank's corporate governance and ethical standards by ensuring that unethical and illegal conduct of any N
Department
internal stakeholder will not be left unattended.

Any member of the governance structure with any material concern about the overall corporate gover-
nance of the Bank can report to the Supervisory Board.

The Code of Ethics is developed in line with the best practices of corporate governance and is adopted by
the Supervisory Board.

The document of the Code of Ethics can be viewed on PASHA Bank's website at www.pashabank.ge

GOVERNANCE STRUCTURE

The governance structure of the JSC PASHA Bank Georgia adequately corresponds to its business nature,
scale, and complexity. The organizational and corporate structure of the Bank eliminates conflicts of in-
terest and ensures that no one has unfettered decision-making rights.

JSC PASHA Bank Georgia has a two-tier corporate governance structure - a Supervisory Board entirely
composed of non-executive directors and responsible for the supervision of the Bank, and a Board of
Directors (management board) entirely composed of executive directors and responsible for the day-to-
day management of the Bank.

On October 28 of 2022, the Bank updated its Organizational Structure.

&%, PASHA Bank
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MEMBERS OF THE SUPERVISORY BOARD

L
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Farid Mammadov
Chairman of the Supervisory Board

Farid Mammadov is the Chairman of the Supervisory Board
effective since June o1, 2017. He is also a member of the Risk
Management Committee.

Experience

Having started his banking career in 1999 as a credit offi-
cer at the United Credit Bank CB, Farid Mammadov served
as the Director of the Credits Department at OJSC Bank of
Baku from 2001 to 2010 and subsequently, as Deputy CEO.
In 2012, he started working as the Risk Director within LLC
PASHA Holding and served as a member of the Board of Di-
rectors at OJSC PASHA Bank until June 2013. From this date
until February 2017, he served as First Deputy CEO at OJSC
Kapital Bank. Since February 2017, he has been serving as
Deputy CEO of LLC PASHA Holding and the Director of Busi-
ness Group.

Farid Mammadov has more than twenty years of experience
in banking and business management.

Education

Farid Mammadov completed his undergraduate education
in Political Science at Baku Social Management and Political
Science Institute and earned a master's degree in Political
Science from the Academy of Public Administration under
the President of the Republic of Azerbaijan. He has an MBA
from IE Business School, Spain and is a CFA Charterholder.

George Glonti
Senior Independent Member of the Supervisory Board

George Glonti is an Independent Member of the Supervi-
sory Board effective from December 31, 2018. He is also the
Chairman of the Audit Committee and a member of the
Risk Management Committee.

Experience

Having started his banking career in 1992 as an Assistant in
International Operations and Documentary Transactions
Department at Iberia Bank, George Glonti became the Head
of the same department in 1994 and held this position un-
til 1995. Between 1995 and 1996 he continued his career as
the Financial Director of TBC Group and Alma TBC. At the
time, he also served as a member of the Board of Direc-
tors and the Credit Committee of TBC Bank. From 1996 to
1999, he held the position of the Head of International Di-
vision in TbilUniversalBank. Between the years of 1999 and
2003 George Glonti was a Managing Partner, the CEO, and
a Shareholder of the UBC International LTD (Audit & Con-
sulting), a company associated with PwC. In 2003-2005
he was Deputy CEO of People’s Bank of Georgia. In 2005-
2008, George Glonti became the Vice President of the Na-
tional Bank of Georgia and a member of the NBG Council.
From 2008 to 2009 he was the CEO of the People’'s Bank of
Georgia (presently “Liberty”). In 2009, he became the CEO
of Kor Standard Bank (presently “Tera Bank”) and held the
position until 2013. In 2013-2014 Glonti was the Managing
Partner and the CEO of the Phoenix Capital. From 2014, he
continued his career as the CEO of the Super TV cable tele-
vision. Since 2014 until the present, he has held the position
of the Non-Executive Vice President of GFTC (SWIFT Service
Bureau). In 2018, he became the Managing Partner at the
RSM Georgia Management & Consulting. George Glonti has
more than twenty-five years of experience in banking and
business management.

Education

George Glonti completed his BA and MBA in Finance and
Economics, with a specialization in Banking, at Tbilisi State
University, Georgia.
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Ebru Ogan Knottnerus
Independent Member of the Supervisory Board

Ebru Ogan Knottnerus is an Independent Member of the
Supervisory Board effective since December 31, 2018. She is
also the Chairperson of the Risk Management Committee
and a member of the Audit Committee.

Experience

Ebru Ogan Knottnerus started her banking careerin1991in
the Internal Audit Department of PAMUKBANK. Between
the years of 1993 and 1997, she worked as the Financial
Control and Budget Planning Manager for FINANSBANK.
She held the Manager's position in Foreign Investments
Department for DEMIRBANK between 1997 and 1999. In
1999, Ebru Ogan Knottnerus joined OTTOMAN Bank and
worked as the Head of Risk Management and Internal
Control Departments until 2001. She continued her career
at the BBVA Group - GARANTI Bank AS as the Head of
Subsidiaries’ Risk Management Department between 2001
and 2003, and from 2016 to 2018 she held the position of
the Head of Risk Management.

In 2018, Ebru Ogan Knottnerus joined PASHA Investment
Bank Turkey as an Independent Board member. Ebru Ogan
Knottnerus has more than twenty-five years of experience
in banking and business management.

Education

Ebru Ogan Knottnerus earned her bachelor's degree in
Business Administration at the Middle East Technical
University (METU) in Ankara, Turkey. She also completed
various executive education programs, such as Authentic
Leadership Development Programme at Harvard Business
School, Strategic Development Programme at London
Business School, and High Impact Leadership Programme
at Columbia University, USA.

Jalal Gasimov
Member of the Supervisory Board

Jalal Gasimov is a member of the Supervisory Board since
October 19, 2015.

Experience

Jalal Gasimov started his banking career at OJSC ilkbank,
Azerbaijan in 1999. Between 2000 and 2003 he held vari-
ous positions in finance at private companies. He worked
at Azpetrol Oil Company as the Finance Director in 2003-
2004, and was Deputy Chairman of the Board of Direc-
tors of Azpetrol Holding from 2004 to 2006. He joined
the Moscow Office of McKinsey & Company and served
as a Consultant in 2006-2007. He performed top man-
agement duties as the CEO of OJSC Bank of Baku, the
Finance Director at CRA Group Companies, and the CEO
and the Chairman of the Executive Board in JSC Unibank
between 2007 and 201s. Jalal Gasimov joined LLC PASHA
Holding as the Head of Banking Group and Deputy CEO
in 2015. He also serves as the Chairman of the Supervisory
Board of OJSC Kapital Bank. Jalal Gasimov is a member of
the Board of Directors at PASHA Yatirnm Bankasi A.S. He
was appointed as Chief Executive Officer of PASHA Hold-
ing effective from 26.12.2019. Jalal Gasimov has more than
twenty years of experience in banking and business man-
agement.

Education

Jalal Gasimov completed his undergraduate degree in Eco-
nomics at the Azerbaijan Economy University, received his
graduate degree in Economic Relations from the Higher
Diplomatic College of Azerbaijan and an MBA from War-
wick Business School, UK.
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Shahin Mammadov
Member of the Supervisory Board

Shahin Mammadov is a Member of the Supervisory Board ef-
fective since April 30, 2018. He is also a Member of the Audit
Committee.

Experience

Mr. Mammadov started his career as an Accountant in 2003
and was later promoted to Deputy Chief Accountant at Yapi
Kredi Bank Azerbaijan (former Kocbank Azerbaijan JSB). He
joined Deloitte & Touche in 2005 as an Associate Auditor and
was subsequently promoted to the position of Audit Man-
ager.

In 2009, Mr. Mammadov was assigned to the position of the Director of the Financial Management De-
partment at OJSC PASHA Bank and in 2011 he became the Chief Financial Officer and a member of the
Executive Board. In 2013, he joined the Board of Directors of JSC PASHA Bank Georgia supervising the
business development function. In July 2014, Mr. Mammadov was appointed the CEO and the Chairman
of the Board of Directors at JSC PASHA Bank Georgia. Since March 2015, Shahin Mammadov has been a
member of the Supervisory Board at PASHA Yatirim Bankasi A.S. Since January 2018 he has been serving
as the Business Support Director and Deputy CEO at LLC PASHA Holding. On March 1, 2018 Shahin Mam-
madov became a member of the Supervisory Board at OJSC PASHA Bank. Shahin Mammadov has more
than sixteen years of experience in banking and business management.

Education

Shahin Mammadov graduated from the Azerbaijan State Economic University and received a bachelor’s
degree in Accounting and Audit in 2002. In 2004, he was awarded a master's degree from the same
university in Accounting and Audit. In 2010, Mr. Mammadov received his Ph.D. in Economics from the
Academy of Sciences of the Republic of Azerbaijan.

He successfully completed several education programs in a number of top business schools as part of
the High Potential Leadership Program organized by PASHA Holding in 2013. In 2012, Shahin Mammadov
enrolled in the Program for Leadership Development (Executive Education Program) at Harvard Business
School and completed Modules 1to 4 in 2013. In 2017, he completed Module 5 of the same Program. Mr.
Mammadov obtained the status of an Alumnus from the Harvard Business School in July 2017. He has
been a member of the Association of Chartered Certified Accountants (ACCA) since 2014.
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SHAREHOLDER STRUCTURE AND SHARE CAPITAL

JSC PASHA Bank Georgia (the “Bank”) was formed on 17 December 2012 as a joint stock company under
the laws of Georgia. The Bank operates under a general banking license issued by the National Bank of
Georgia (the "NBG") on 17 January 2013 (Identification code: 404433671).

The Bank accepts deposits and extends credit, transfers payments in Georgia and abroad, exchanges
currencies and provides other banking services to its commercial customers. The Bank continues its ex-
pansion into retail market under the Re|Bank brand name, based on strategic initiatives approved by the
Bank’s shareholders.

Starting from 2017 the Bank is a member of the deposit insurance system. The system operates under the
Law of Georgia on Deposit Insurance System and insures all types of deposits of resident and non-resi-
dent individuals and legal entities up to GEL 15,000, with certain exceptions.

The Bank has four service offices in Georgia as of 31 December 2022. The Bank's registered legal address
is 37M, Ilia Chavchavadze Avenue, 0179, Tbilisi, Georgia.

As at 31 December 2022, the Bank’'s 100% owner was O)JSC PASHA Bank (the “Parent”). As at 31 December
2022, the Bank is ultimately owned by Mrs. Leyla Aliyeva (34.91%), Mrs. Arzu Aliyeva (34.91%) and Mr. Arif
Pashayev (19.49%) and Mr. Jamal Pashayev (10.69%), who exercise joint control over the Bank.

The allocated capital of the Bank is divided into 129 coo ooo (one hundred and twenty-nine million)
ordinary shares. The nominal value of one ordinary share is 1.00 (one) GEL. Each ordinary share at the
General Meeting of Shareholders of the Bank entitles its holder to one vote. The Bank is a subsidiary bank.
As of December 31, 2022, 100% of the shares emitted by the Bank was solely owned by O)SC PASHA Bank.

During the reporting period, there were no changes in the Bank’s shareholder structure. Information on
the type of income received from JSC PASHA Bank Georgia by shareholder or beneficiary owner is pro-
vided below:

In GEL thousands’

0OJSC PASHA Bank PASHA Holding
Azerbaijan Companies
2022
Fee and commissions 2 1
Interest on amounts borrowed from credit institutions 835) 567
Interest on subordinated debt 739 739
Ultimate Beneficial Owner %
Leyla Aliyeva 34.91%
Arzu Aliyeva 34.91%
Arif Pashayev 19.49%
Jamal Pashayev 10.69%
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Group Structure is as follows:

OJSC PASHA Bank

JSC PASHA Bank Georgia PASHA Yatirim Bankasi A.S.

GENERAL MEETING OF SHAREHOLDERS

The supreme governing body of the Bank is the General Meeting of Shareholders. The Bank holds Annual
General Meetings within two months following the signing of the annual audited financial statements.
Other general meetings are summoned if the interests of the Bank require so or if it is required by the
Bank's Charter. General Meetings are summoned by the Board of Directors, the Supervisory Board, or
the shareholder(s). The General Meeting is held on the territory of Georgia or abroad, at a time and place
that are most convenient for the shareholders. The General Meeting is called within the term of twen-
ty calendar days after the Directors have sent a notification to the shareholders. Nothing impedes the
shareholders from voting from abroad or through the power of attorney issued to another person. The
Bank ensures that all valid proxy appointments received for the General Meetings are properly recorded.
The invitation to the General Meeting specifies the information regarding the date, time, venue, agenda,
the project of the resolution, and proposals, if any, regarding amendments to the Charter.

The voting results and other relevant materials are distributed to the shareholders and the ultimate
shareholders.

The Supervisory Board ensures that the Supervisory Board members and all Directors are made aware of
their shareholders’ views, issues, and concerns.

ISSUES REQUIRING APPROVAL OF THE GENERAL
MEETING OF SHAREHOLDERS

a) Approval and amendment of the Bank’s Charter;
b) Approval of the Bank's annual audited financial statements;

¢) Reorganization of the Bank, which includes mergers, divisions, transformations (change of organi-
zational- legal form), and liquidation of the Bank, full or partial cancellation of pre-emptive rights
during a increase in the share capital of the Bank;

d) Issuance of new shares, sale of shares by the existing shareholder(s), or other securities convertible
into shares;

e) Accepting or rejecting proposals of the Supervisory Board or the Board of Directors concerning the
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utilization (including distribution) of profit, or making decisions concerning the utilization of net
profit, if the said bodies fail to agree on a proposal;

f) Approval of reports by the Board of Directors and the Supervisory Board;

g) Election and dismissal of members of the Supervisory Board, determining the question of member
remuneration, and conclusion of member contracts;

h) Approval of the first composition of the Board of Directors of the Bank;
i) Approval of the first composition of the Audit Committee of the Bank;

j) Making decisions on the participation in court proceedings against the Board of Directors and the
Supervisory Board members, including the appointment of a representative for such action;

k) Adopting resolutions on the issuance and sale of shares and other securities under this Charter and
Georgian legislation;

l) Making decisions on the acquisition, sale, transfer, exchange (or other transactions to similar ef-
fect), or encumbrance of the Bank’s properties the value of which is more than 25% of the book
value of the Bank;

m) Deciding on other matters according to effective Georgian legislation.

General Meeting of Shareholders

In 2022, the Shareholders Meeting was conducted three times, on March 15, March 16, and March 17. At
the General Meeting of Shareholders, Mr. Mir Jamal Pashayev represented the Bank’s shareholder, under
a duly notarized and legalized power of attorney (proxy).

Agenda of the Annual Meeting of Shareholders

At the meeting of March 15, 2022, the Shareholders Meeting approved increasing of the Bank’s capital
by issuing new ordinary shares, approved the Shareholders Agreement and amendments to the Bank’s
Charter.

At the meeting of March 16, 2022, the Shareholders Meeting approved Remuneration Policy for Material
Risk Takers.

At the meeting of March 17, 2022, the General Meeting of Shareholders approved the Annual Audit Finan-
cial Statements together with Independent Auditors’ Report for the financial year 2021.
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SHAREHOLDER RIGHTS

The rights and responsibilities of the shareholders are mutually determined by the Charter of JSC PASHA
Bank Georgia, the Law of Georgia on Entrepreneurs (as amended periodically), the Law of Georgia on
Activities of Commercial Banks (as amended periodically) and all other relevant laws and regulations,
including regulations issued by the National Bank of Georgia.

The Charter is available on PASHA Bank’s website at www.pashabank.ge

According to Article 4, Section 4.2 of the Bank Charter, shareholders have the right to:

a) Attend or be represented at the General Meeting and take part in the voting process (holders of com-
mon shares only);

b) Be elected in the Supervisory Board,
¢) Participate in the distribution of profit and receive pro rata share of the dividends;
d) Dispose their shares in accordance with Georgian legislation and the Bank Charter;

e) In case of the Bank's liquidation, receive pro rata share of the assets remaining after the payment of
the creditors’ claims;

f) Have access to information concerning economic activities of the Bank;

g) Appeal to the Directors of the Bank to specify issues in the General Meeting agenda, request an ex-
traordinary General Meeting, or add issues for consideration to the agenda of an already appointed Gen-
eral Meeting;

h) Request a special inspection of the Bank’s economic activities and annual balance sheets if they have a
reasonable doubt that material irregularities have taken place;

i) Preemptively subscribe for newly issued or existing shares of the Bank on a pro-rata basis in accordance
with the terms and conditions of the Bank Charter;

j) Appeal to a local court or, by agreement of the parties, seek private arbitration for the solution of a
conflict between themselves and the Bank;

k) Other rights as stipulated by Georgian legislation and the Bank Charter.

THE SUPERVISORY BOARD

The Supervisory Board is responsible for the general oversight of the Bank and of the Board of Directors.
Its members are elected by the shareholders. The Supervisory Board is led by a Chairman, it advises the
Board of Directors, and is involved in decision-making on all fundamental matters affecting the Bank. It
is the key decision-making body of the Bank, responsible to the shareholders for creating and delivering
sustainable shareholder value through providing entrepreneurial leadership and direction to the Bank. It
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determines the Bank's strategic objectives and policies, provides the overall strategic direction within a
framework of rewards, incentives and controls, demonstrates ethical leadership, and promotes a collec-
tive vision of the Bank’s purpose, values, culture, and behaviors.

Members of the Supervisory Board act in a way that they consider, in good faith, will promote the success
of the Bank for the benefit of the shareholders as a whole and, while doing so, take into consideration the
interests of other stakeholders as well.

According to Article 7, Section 7.10 of the Bank Charter, the following activities shall be performed only by
the Supervisory Board:

» Strategic supervision and control of the Bank;

» Review and approval of corporate strategy and strategic objectives;

* Review and approval of annual budget and business plan;

 Initiation of new banking/commercial activities and termination or suspension of existing activities;
» Establishment and liquidation of new enterprises and branches;

» Acquisition and disposal of shares in other companies;

» Approval of the organizational structure;

» Approval of the Code of Ethics and whistleblowing procedures;

» Adoption of resolutions for implementing the General Meeting decision to admit the Bank’s shares
and other securities to the stock market;

» Submission of proposals for profit distribution to the General Meeting of shareholders;
» Redemption of shares by the Bank as mandated under Georgian legislation;

» Strategic supervision of risk management activities;

» Approval of the risk appetite statement, conduction of annual reviews;

» Approval of the business continuity plan;

» Authorization of (possible) conflicts of interest and related party transactions within the limits es-
tablished by the Bank;

» Approval of policies, standards, and procedures in respect to conflicts of interest and related party
transactions;

» Approval of structure, size, and composition of the Board of Directors, including appointment and
dismissal of its members;

» Determination of rights and obligations of members of the Board of Directors, monitoring and su-
pervision of their activities, request of reports from the Board of Directors;

» Approval of succession policy and succession planning for members of the Board of Directors;

» Conclusion of labour agreements and determination of remuneration packages for members of the
Board of Directors;

» Approval of regulatory framework for determining bonuses and/or additional benefits for employ-
ees, including members of the Board of Directors;
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e Approval of structure, size, and composition of the Supervisory Board committees, including ap-
pointment and removal of the Supervisory Board committee members and review of reports by the
Supervisory Board committees;

e Election of external auditors;
¢ Appointment and dismissal of trade representatives (procurators);
¢ Appointment and dismissal of the Corporate Secretary;

« Approval of transactions including but not limited to attraction of borrowings, granting lending and
trade finance products, approval of loan restructuring, loan write-off, approval of acquisition and
disposal of fixed assets and intangible assets, administrative expenses, cash limits, Implementation
of equity investments in public and private companies in case the transaction is above the deci-
sion-making and signatory authority limits of the Board of Directors;

« Approval of decision-making and authority limits of the Board of Directors;

¢ Securing of borrowings or any other liabilities of the Bank or any third party, if they fall outside the
scope of the regular economic activities of the Bank;

* Approval of issuance of bonds;
¢ Approval and amendment of the Bank's statute-, framework-, and policy-type documents;

« Determination and approval of terms and conditions to be used with regard to credit recourses and
deposits to the Bank's employees;

e Convention of the General Meeting, if deemed necessary for the interests of the Bank;

e Supervision and representation of the Bank in case of conflict between members of the Board of
Directors;

* Based on the decision of the General Meeting, procession of a legal dispute against members of the
Board of Directors on behalf of the Bank, submission of a claim against members of the Board of
Directors without the decision of the General Meeting if the issue is related to the responsibility of
members of the Board of Directors;

¢ Supervision of interventions in accordance with the results of examinations carried out by External
and Internal Audits, as well as the National Bank of Georgia;

¢ Resolution of issues that are beyond the scope of the Board of Directors’ authority;

¢ Performance of any other duties as required by the General Meeting.

The Supervisory Board members are collectively responsible for the Bank's interests and have a fiduciary
duty towards the Bank. The Chairperson is appointed from the members of the Supervisory Board. He
is responsible for its effective overall functioning, including maintenance of a relationship of trust and
collegiality with the Supervisory Board members, as well as facilitation of coordination and cooperation
between the Supervisory Board and the management.
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DEFINITION OF AN INDEPENDENT SUPERVISORY
BOARD MEMBER

All members of the Bank's Supervisory Board and the Supervisory Board committees should act inde-
pendently when making decisions. It should not be permitted to take into consideration the private in-
terests of a shareholder, customer, contractor, investor, or other related party when making business
decisions. Members act independently if they effectively exercise their best judgment for the exclusive
benefit of the Bank, judgment that is not clouded by real or perceived conflict of interest.

Independence of a person recommended by the Bank on the position of the Supervisory Board mem-
ber shall be verified by the Bank before appointment in accordance with the National Bank of Georgia's
Questionnaire on Independence and the compliance analysis as stipulated by the Regulation on Fit and
Proper Criteria for Administrators of Commercial Banks.

“Independent member” means a member, when he/she or his/her relatives, who are first and second legal
heirs under the Civil Code of Georgia:

1. Is not a relative of administrators of the Bank or of the Bank's related companies;

2. Is not a relative of the person(s), who directly or indirectly hold significant shares of the Bank or of
the Bank's related companies;

3. During last two years, did not have any personal relations (kinship, living together etc.) with the
administrators of the Bank or those of the companies incorporated in the group, also with the per-
son(s) holding significant share of the Bank or of the companies incorporated in the group;

4. Does not receive additional remuneration from the Bank other than fixed fee for membership of
the Supervisory Board and the Supervisory Board committees;

5. Does not receive dividend for owning of the Bank's shares (owning less than 2% of the Bank’s shares
directly or indirectly);

6. During last two years, did not conduct business or did not have any other types of material busi-
ness/commercial relationships with the administrators of the Bank or the Bank’s related compa-
nies;

7. During last two years, did not conduct business or did not have any other types of material busi-
ness/commercial relationships with the person who directly or indirectly holds significant shares in
the Bank or in the Bank's related companies;

8. Does not have any kind of material liability (including financial one) towards the Bank, the Bank's
administrators, the Bank's significant/shareholders or any other type of material / financial interest
(including property, investment) in the Bank or in the Bank's related companies (exception is the
case when a person directly or indirectly holds 2% or less shares of the Bank or of the Bank’s related
companies);

9. During the past five years did not have professional or other kind of working relationship (including
business services, etc.) with the Bank and with the Bank’s related companies, with the adminis-
trators and significant shareholders (exception is the case when a person performs non-executive
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functions or occupies non-executive position);

10. Has not been employed by the Bank within the last five years other than as member of the Super-
visory Board or Supervisory Board committees;

1. Is not related to a non-profit organization that receives significant funding from the Bank or from
the Bank's related companies;

12. Is not, nor in the past five years has been, related to a present or former auditor of the Bank or of
arelated party;

13. Has not served on the Supervisory Board for more than nine years since the date of his first election;

14. The Audit Committee members shall not be considered independent if they and/or their relatives,
who are first and second legal heirs under the Civil Code of Georgia, have financial liability to the
Bank;

15. Did not have any other kind of relationship that may affect the independence of the person.

The independent members of the Supervisory Board of a parent company and/or subsidiary banks of the
group may also be considered to be independent on the Supervisory Board of the subsidiary bank if these
members satisfy the independence criteria set by the best international practices and Corporate Gover-
nance Code for Commercial Banks approved by Decree Ne215/04 of the Governor of the National Bank of
Georgia.

The Corporate Governance Policy is available on PASHA Bank's website at www.pashabank.ge

SUPERVISORY BOARD MEMBERSHIP CRITERIA

The Bank’s Corporate Governance Policy sets the Supervisory Board membership criteria, according to
which the Supervisory Board seeks members with extensive experience and expertise, and a reputation
for integrity.

Members of the Supervisory Board should have experience in positions with a high degree of responsibili-
ty, be leaders in companies or institutions with which they are affiliated, and be selected based on contri-
butions they can make to the Supervisory Board, and their ability to represent the shareholders’ interests.
The Supervisory Board will also take into account the diversity of a candidate’s perspectives, background,
and other demographics. The Supervisory Board membership criteria and appointment process are also
regulated by the Bank's Standard on Appointment of Administrators, which is developed in compliance
with the Regulation on Fit and Proper Criteria for Administrators of Commercial Banks and sets require-
ments that a candidate for the Supervisory Board Membership shall comply with.

In assessing the collective suitability of the Board, the following should be taken into account:

« A member of the Supervisory Board shall have university education in one of the following fields:
economics, finance, banking, business administration, audit, accounting, jurisprudence, or other
relevant education that enables him/her to perform his/her duties;

¢ A member of the Supervisory Board shall not be an administrator of another commercial bank reg-
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istered in Georgia, except in the case when he/she holds an administrator’s position in a bank that
is a subsidiary or a parent of the Bank;

* A member of the Supervisory Board shall not be a member of the Supervisory Board or the Board
of Directors in more than seven enterprises registered in Georgia;

* A member of the Supervisory Board shall not be a | or Il rank relative of a member of the Board of
Directors or the Supervisory Board of the Bank;

* A member of the Supervisory Board shall have appropriate qualification and professional expe-
rience, the composition of the Supervisory Board should ensure a variety skills, knowledge, and
experience, which correspond to the scale and complexity of the Bank’s activities.

According to the Corporate Governance Policy, factors considered in the review of potential candidates
include:

e Prominence in business, institutions, or professions;

* Integrity, honesty, and the ability to generate public confidence;

» Demonstrated sound and independent business judgment;

» Financial literacy and experience with financial institutions;

* Risk management experience;

» Professional experience required to contribute to the Supervisory Board committees;
 Ability to devote sufficient time to the Supervisory Board and the committee work;

» Residency in and familiarity with the geographic region where the Bank carries on business;

» Competencies and skills that the Supervisory Board expects from each existing member.

Independence of a Supervisory Board member is confirmed by the Bank prior to his/her appointment as
dictated by the Independence Questionnaire elaborated by NBG and a compliance analysis is submitted
to NBC.

BOARD EFFECTIVENESS REVIEW: EVALUATION OF THE
SUPERVISORY BOARD MEMBERS

The Supervisory Board conducts annual effectiveness review in order to evaluate the performance of the
Supervisory Board as a whole, the Supervisory Board committees, and its individual members. Annual
evaluations are internally facilitated. The performance evaluation process may differ from year to year
but will normally take the form of a detailed questionnaire supplemented by individual interviews with
members of the Supervisory Board and the Supervisory Board committees. The Chairman may hold pri-
vate meetings with each member of the Supervisory Board to discuss the evaluation results and individ-
ual performance. The Chairmen of the Supervisory Board committees are responsible for the evaluation
of their committees.
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REVIEW AND ASSESSMENT OF BOARDROOM

PRACTICES

The Supervisory Board periodically reviews the structure, size, and composition of the Supervisory Board
and the committees, and assesses the effectiveness of internal governance policies and practices.

After each Supervisory Board meeting, the Corporate Secretary conducts an online survey of Boardroom
Practices to determine the effectiveness of the existing boardroom culture in the Bank. With this survey,
the Supervisory Board members are given an opportunity to evaluate the level of the Bank's preparedness
and the Board meeting performance, and to propose their suggestions for improvement, as well as to
assess their and their colleagues’ performance.

Due to the sensitivity of the information, the anonymity of each respondent is strictly protected.

Throughout the year, the Bank held a high number of Board meetings; in total, the Bank convened 45
Board meetings, 32 of which were extraordinary.

INDEPENDENT ASSESSMENT

Boards and Committees Performance Assessment was administered by an independent consultant, De-
loitte and results were released in February 2020. In the Performance Assessment, Deloitte used the
board effectiveness framework.

The work focused on how the board discharges three key roles:

» @Gaining insight and foresight — the board as a whole, and individual board members, are aware of
the key policy, legislation, and economic drivers alongside the current and future needs of the key
stakeholders, opportunities, and threats, and the extent to which the organization can effectively
respond to these stakeholder needs and environmental conditions.

« Clarifying priorities and defining expectations — the board has debated, agreed, and clearly com-
municated a set of strategic priorities for the organization and how it expects these priorities to be
delivered.

* Holding to account and seeking assurance - the board is able to understand and critically appraise
performance information, holds the management to account, and is reasonably assured that the
management is delivering on these priorities in line with its expectations.

Deloitte carried out the following work for the assessment:

* Review of documentation;

« Distribution of an online survey to all Board members;
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* Interviews with the Board members, C-suite executives, and some key stakeholders who regularly
interact with the board; and

* Observation of some Board and committee meetings.

Based on the assessment results, it can be concluded that the Bank has achieved a good level of integrity,
transparency, and loyalty by continuously working on its corporate governance. Significant efforts have
been made to strengthen the performance of boards and committees over the past several years, with
noticeable results.

A number of strengths were identified in the way that the Board operates, including instances when
the Board demonstrates leading practices when compared to its peers. The Board exhibits a number of
positive features in terms of skills and behaviours. There are a number of areas, however, where the Bank
would benefit from the relevant best practice recommendations stated in the UK Corporate Governance
Code regarding board structure and composition, agendas, reporting, engagement, evaluation, and train-

ing.

The strengths of the Board were identified as follows:

» Approach to governance: The Bank takes the Board effectiveness and wider governance seriously,
as evidenced by the regular board evaluation process and the robust corporate governance policy.

» Strong professional background of members: The Board members are former or current executives
of banks, including those outside of Azerbaijan. The Board members have substantial experience in
senior executive roles, the majority of them within the Azerbaijani financial industry in general and
PASHA Holding in particular.

» Positive assessment of the Board dynamics: The Board team dynamics were described positively,
with interviewees referring to a culture of open, extensive, informal, and robust debate conducive
to a productive exchange of views and opinions.

» Highlevel of participation: The Board members were reported to attend the meetings regularly and
to be actively involved in boardroom discussions.

* High level of engagement from Independent Members: The degree of Independent Member en-
gagement and personal commitment to the Bank is a strength of the Board. Deloitte considers the
alignment of individual Independent Board members to strategic initiatives and the high level of
interaction between Executive Directors and Independent Board Members outside of the Board
meetings to be in line with the best practices.

» Cohesiveness: The Board is collegial and cohesive. Members have a good working relationship with
each other, helped by the engagement described above, and the management is willing to spend
time with Independent Board Members.

MEETINGS OF THE SUPERVISORY BOARD

Throughout 2022, the Supervisory Board held forty-five, including thirtytwo extraordinary Board meet-
ings.
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Supervisory Board Stress Test Results, the Action Plan on Stress Testing, the NBG Revision Action Plan, the Recovery
Planning Standard, the RHI 2022 Transformation Plan, the Documents Retention Policy, the Deci-
sion-Making and Signatory Authority Matrix, the Environmental and Social Risk Management Sys-
tem and Policy, the Code of Ethics, the Financial Institution Rating and Internal Assessment Meth-
odology for Limit Setting, the IFRS Provisioning Methodology, the Benefit and Other Personnel
Related Expense Limits Schemes, the Bonuses' Scheme Framework, the Employee Remuneration

Supervisory Board Policy and the Bonus Calculation Framework,;
Members on 31 December 2022

Members as of 31 December 2022

7. Support for approval by the Shareholders Meeting Remuneration Policy for Material Risk Takers v.3;

Date of Meetings attended/

Name-Surname Position Election Other positions eligible to attend Attendance Rate 8. Quarterly Reports on Financial and Other Activities;

R e CariiEe 9. Quarterly Reports on Critical and High-Risk Audit Findings;

Farid Mammadov Board Chairman 01.06.2017 Member 43/45 96%
10. Quarterly Reports on Related Party Transactions;
Senior Audit Committee Chairman; :
George Glonti Independent 31.12.2018 Risk Management Committee  45/45 100% m. Quarterly Reports on Boardroom Practices.
member Member . .
12. Semi-Annual Compliance Reports;
Risk Management Committee ) , . . . . .
Ebru Ogan Independent 31.12.2018 Chairperson; 45/45 100% 13. Review of the NBG's Inspection ACT on the issue of combating money laundering and financing of
Knottnerus member o Audit C :tt Memb .
uait Committee iviembper. terrorlsm;
Jalal Gasimov Board Member ~ 19.10.2015 39/44 89% 14. Monthly updates on significant pending/outstanding issues relevant to the operations of the Com-
; pany;
Shahin Board Member 0052018 augit Committee Member  39/44 89%
Mammadov

15. Approval of the consultant to the Supervisory Board.

Items Related to Risk Management

AGENDA OF SUPERVISORY BOARD MEETINGS

1. Risk Management Committee Reports;
Throughout.the year 2922, the Supervisory Board mcluc.ied in its agem'ja, r.eV|ew.ed and/or approved a 2. Discussion of RAS:
range of topics concerning corporate governance, operational and organizational risk management, stra-

tegic planning and budgeting, and different operational matters, such as the approval of credit facilities, 3. Approval of the Risk Culture Master Roadmaps;

etc. 4. Acceptance of the risk with respect to the audit findings;

5. Approval of the Credit Approval Authority Increase;
Items Related to Corporate Governance

1. Approval of updates to the organizational structure; Items Related to Strategic Planning and Budget

2. Approval of Executive Board KPIs 2022;
1. Support for approval by the Extraordinary Meeting of Shareholders the capital increase of JSC PA-

3. Approval of disbursement of the year-2021 performance-based bonus and premiums to JSC PASHA ,
SHA Bank Georgia;

Bank Georgia's back-office employees and members of the Board of Directors;
2. Support for approval by the Extraordinary Meeting of Shareholders the Articles of Incorporation

4. Approval of resignation letter of a member of the Board of Directors; ,
and the Charter of JSC PASHA Bank Georgia;

5. Support for approval by the Extraordinary Meeting of Shareholders the Annual Audit Financial

. . , 3. Approval of 2022 Budget;
Statements together with Independent Auditors’ Report;

. . . 4. Approval of 2023 Budget;
6. Approval of new or update of the internal regulatory documents: the Credit Committee Statute,

the Bank Related Party Standard and the Bank Related Party Identification Procedure, the Opera-
tional Risk Management Policy, the Recovery Planning Framework, the Guideline of Action Plan on
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And other operational matters, such as approval of credit facilities, changes in terms and conditions of
existing credit facilities, waivers, bond purchases, administrative expenses, etc. Meeting Minutes for the
respective decisions of the Supervisory Board and its committees were appropriately drafted and autho-
rized by the Corporate Secretary and chairperson of respective governing body.

The Meeting Minutes include information on the final decision, as well as arguments of members voting
against the resolutions. The Meeting Minutes were provided to NBG not later than ten days after the
meeting date and respective excerpts were distributed to relevant internal stakeholders.

The Supervisory Board regularly meets with senior management and internal control functions to review
policies and regulations that identify material risks and issues that are subject to impediments. The Board
questions and critically reviews explanations and information provided by the senior management.

The Schedule of Matters Reserved for the Supervisory Board Decision can be found on Page 49.

STRATEGY CHANGE

In 2020 the Bank adopted the new strategy for 2021-2023. The new strategy maintains the Bank's aspira-
tions of becoming a noticeable market player governed by utmost integrity, sound corporate governance,
advanced technology solutions and managed by a competent human talent to stimulate sustainable
economic growth, professional entrepreneurship, and to facilitate country-wide, as well as the regional
business partnership. With the new strategy, the Bank stays committed to encouraging a culture of in-
novation and creativity and becoming a representation of good corporate practice, trust, continuity, and
respect for all our stakeholders. The Bank will continue its sustainability efforts through diversifying and
increasing profitability in commercial and corporate segments and expanding in the retail segment with
organic growth. The Bank's retail brand Re|Bank strives to re-establish the concept of banking with
transparent offers, clear communication and an honest approach, and provide our customers with win-
win financial solutions.

The Bank’s corporate culture evolves with its developing strategy, always staying loyal to its core values
and adopting new policies and procedures which comply with the Georgian legislation.

THE SUPERVISORY BOARD COMMITTEES

The Supervisory Board has established two committees under its mandate - the Audit Committee and
the Risk Management Committee.

The Audit Committee

The Audit Committee of JSC PASHA Bank Georgia was established by and is accountable to the Supervi-
sory Board. The Committee is a governing body that establishes and controls internal audit function and
monitors the Bank's activities according to the applicable legislation. The Committee is responsible for
overseeing the Bank'’s systems of internal controls by establishing internal audit function. The Commit-
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tee also communicates with the Bank's external auditor and reviews annual and interim IFRS financial
statements. By bringing a systematic approach to the evaluation and improvement of risk management,
internal control, and governance processes, the Committee monitors whether structural units and em-
ployees of the Bank follow the requirements of acting legislation.

The Committee assists the Supervisory Board and the Board of Directors in ensuring the existence and
adequacy of an effective internal control system in the Bank.

Members are appointed for a term of maximum four years, with non-restricted re-election.

The Committee meetings should be held at least quarterly and may be held more often if required. During
2022, the committee held 12 meetings.

The Committee makes decisions based on a simple majority of votes of members present. Each member
has one vote. In case the votes are equal, the vote of the Chairman is considered a decisive vote. Heads of
departments, external auditors, or other persons may be invited to the Committee meetings, if necessary.

Members as of 31 December 2022 and Committee attendance

Meetings attended/eligible

Name-Surname Position Date of Election Attendance Rate

to attend
Committee Chairman;
George Glonti Senior Independent 4y 4 5419 12112 100 %
Member of the
Supervisory Board
Committee Member;
Ebru Ogan Knottnerus ndependentMember o, o4 5449 1212 100 %

of the Supervisory
Board

Committee Member;
Shahin Mammadov Member of the 01.01.2019 11/12 92%
Supervisory Board

For further information, you can view the Audit Committee Statute on the Bank's website at www.
pashabank.ge

Remuneration of the Bank’s auditor, including under professional services fees, for the years ended 31
December 2022 and 2021 comprises (net of VAT):

2022 2021
Fees for the audit of the Bank’s annual financial statements 120 130
for the year ended 31 December
Expenditures for other assurance services 51 56
Expenditures for other professional service 3 4
Total fees and expenditures 174 190

Fees and expenditures to other professional audit firms in respect of other professional services com-
prised GEL 9 thousand in 2022 (2021: GEL 28 thousand).
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The Risk Management Committee

The Risk Management Committee of J]SC PASHA Bank Georgia was established by the Supervisory Board
to advise and assist the Board in discharging its duties and responsibilities, and to ensure that the pro-
cesses and capabilities for identification, assessment, measurement, control, reporting, and monitoring of
risks are effective. The Committee monitors and ensures that the Bank’s business is conducted according
to the risk guidelines set by the Supervisory Board, and that the risk management system is effective
and achieves its purpose. The Committee provides information to the Supervisory Board on strategy
formulation, which requires the Bank to manage risks within the Board guidelines for risk appetite. The
Committee reviews risk management policy and strategy, and the findings of the Internal Audit Depart-
ment regarding risk management. Furthermore, it reviews the Bank's risk identification and assessment
reports, the risk appetite and tolerance statement, and the Business Contingency Plan, and evaluates the
effectiveness of mitigating strategies to address material risks of the Bank. The Risk Management Com-
mittee has free and unfettered access to senior management, risk and financial control personnel, and
other parties (internal and external) in carrying out its duties.

The Chairperson of the Risk Management Committee is independent and is not the Chairperson of the
Supervisory Board or any other committees. The Risk Management Committee comprises three mem-
bers, the majority of which are independent members of the Supervisory Board.

The Risk Management Committee liaises regularly with the CRO and Deputy CRO to ensure the devel-
opment and on-going maintenance of a risk management system that is effective and proportionate to
the nature, scale, and complexity of the risks inherent in the business. The Risk Management Committee
invites the CRO and Deputy CRO to attend the meetings of the Committee.

The Risk Management Committee meetings should be held at least quarterly. In case of necessity, addi-
tional, out-of-schedule, committee meetings may be summoned extraordinarily.

Throughout 2022, the Committee held twelve meetings during which various risk management issues
were reviewed and, where appropriate, endorsed for approval by the Supervisory Board. Among oth-
ers, the Committee agenda included the review of risk reports and Committee presentations, the Risk
Culture Project Presentation, ERM Framework, Penetration Test results, the Swift Audit results, the Risk
Appetite Statement, the Credit Approval Authority Limits, the Information Risk Management Framework
(Assessment Results & Implementation Plan), the Audit Results of Cyber Security Framework, discussion
of the possible risks posed by the Russia-Ukraine conflict, write off rules, recovery plan improvement,
Cyber Security Action Plan, the Recovery Planning Framework, Business Continuity Plan, the Action Plan
Guidelines, the project resolution of the Bank's management with respect to the calculation of LGD, the
channel analysis for Re/Bank Loans and Top/Cards, the Action Plan on Stress Testing, the RHI 2022 Trans-
formation Plan, implementation of KPI/KRI metrics, system downtime reporting, a report on internal
control systems (per ERM), the Stress tests results, the FI methodology (update), the Roadmap for Devel-
opment of Fraud Risk Framework, the staff turnover report, the BCP presentation, requests for waivers
for RAS limitation breaches, NPL Portfolio Status Quo Report, the IFRS Provisioning Methodology, results
of migration of credit scores of retail clients; the Retail NPLs, rehabilitation portfolio and court cases.
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Members as of 31 December 2022 and Committee attendance

Name-Surname Position Date of Election Meetings attended/ Attendance Rate
eligible to attend

Ebru Ogan Knottnerus Committee Chairperson 31.12.2019 12/12 100%

Farid Mammadov Committee Member 02.10.2017 10/12 83%

George Glonti Committee Member 31.12.2019 12/12 100%

For further information, you can view the Risk Management Committee Statute on the Bank's website
at www.pashabank.ge.

THE BOARD OF DIRECTORS

Day-to-day operational management of the Bank is carried out by full-time executives — members of the
Board of Directors. The Bank’s Board of Directors comprises four directors: Chief Executive Officer, Chief
Risk Officer, Chief Information and Operating Officer, and Chief Financial Officer. The directors are ap-
pointed by the Supervisory Board for a fixed term, typically for four- years, with the possibility of renewal
at the end of the term. The position and the scope of activity for each member of the Board is determined
upon appointment.

Senior management plays an important role in ensuring effective governance and is therefore responsible
for effective management consistent with the Supervisory Board policy. All administrators comply with
the requirements of the Corporate Governance Code for Commercial Banks and the existing legislation,
including the Regulation on Fit and Proper Criteria for Administrators of Commercial Banks approved by
Decree No 50/04 of the Governor of NBG on June 17, 2014.

According to the Bank's Charter and the Board of Directors Statute, the following activities shall be per-
formed by the Board of Directors:

e Carry out the Bank’s day-to-day business operations;

» Take all reasonable measures to have up to date information on the financial standing of the Bank
and make informed decisions on matters concerning the operation of the Bank; in cooperation
with other functional units of the Bank, the Board of Directors shall ensure maintenance of the
Bank’s solvency and liquidity, and shall ensure that all measures required for this purpose are taken;

» Develop corporate strategy, strategic objectives, business plan, annual budget, and submit it to the
Supervisory Board for approval;

» Present to the Supervisory Board and the General Meeting of Shareholders audited financial state-
ments together with Independent Auditors Reports;

* Submit to the Supervisory Board for approval transactions that go beyond the scope of corporate
strategy and strategic objectives, business plan and the budget (non-standard transactions);

* Report to the Supervisory Board any performance against the corporate strategy and strategic
objectives, business plan and budget;

» Approve day-to-day operational banking activities, including attraction of borrowings, granting

40/ 41


http://www.pashabank.ge

PILLAR 3 ANNUAL REPORT JSC PASHA Bank Georgia

~Nha
£

lending and trade finance products, approval of loan restructuring, approval of acquisition and dis-
posal of fixed assets and intangible assets, administrative expenses, cash limits, implementation
of equity investments in public companies, and sign respective agreements within the limits of its
decision-making and signatory authority as approved by the Supervisory Board in the Decision
Making and Signatory Authority Matrix;

Determine and approve minimum and maximum interest rates to be used for credit recourses and
deposits;

Approve all forms of technical assistance, service, purchase agreements, and know- how;

Supervise units and/or departments of the Bank, ensuring that the Bank provides proper services
to its customers;

Solve issues of collateral seizure and take other appropriate measures to protect the Bank against
losses;

Ensure the existence of a proper system of risk control in the Bank following the requirements of
Georgian legislation;

Prepare complete and accurate annual, semiannual, quarterly reports, and other financial informa-
tion;

Prepare and submit proposals and draft resolutions, reports, and any other information or doc-
umentation requested by or to be presented to the Supervisory Board or the General Meeting of
Shareholders;

Review information provided by internal and external audit of the Bank, the Audit Committee, and
any expert and/or advisor engaged by the Bank, as well as reports submitted by managers of the
Bank, and make appropriate decisions;

Approve and amend internal regulatory documents of the Bank except those related to the Super-
visory Board privileges;

Develop and submit for approval to the Supervisory Board internal regulatory documents of the
Bank;

Develop and submit for approval to the Supervisory Board the Code of Ethics, including whis-
tleblowing procedures;

Develop and submit for approval to the Supervisory Board organizational structure of the Bank;

Approve structure, size, and composition of the Board of Directors committees, including appoint-
ment and removal of committee members; review committee reports;

Approve job descriptions for managerial positions, work schedules, and collective labor agreements;

Decide on appointment, dismissal, and remuneration of the Bank employees, except members of
the Board of Directors;- Determine any other matter related to the Bank employees;

Recommend and submit for approval to the Supervisory Board bonus pool for the Bank employees,
except bonus amounts to be disbursed to front-office function;

Approve disbursement of bonus amount to front-office function;

Monitor compliance with legislation, internal normative documentation, and implementation of
resolutions of the General Meeting of Shareholders and the Supervisory Board;

PASHA Bank
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* Execute and implement resolutions issued by the Supervisory Board and the General Meeting of
Shareholders;

» Perform any other duties imposed by the Supervisory Board and the General Meeting of Sharehold-
ers. The Board of Directors is led by the Chairman of the Board of Directors, who simultaneously
serves as the CEO of PASHA Bank. Decisions of the Board of Directors are made by a simple ma-
jority of votes.

Nomination Process

The Supervisory Board is responsible for developing and presenting for approval to the General Meeting
of Shareholders a formal, rigorous, and transparent procedure for the appointment of directors. The pro-
cedure for identifying candidates shall be transparent, so that shareholders are able to see what type of
person the Bank is looking for and why a particular individual is appointed. The HR and Remuneration
Committee of the Supervisory Board is responsible for the search of new members of the Board of Di-
rectors. The Chairman of the Supervisory Board and members of the HR and Remuneration Committee
interview the candidate before his/her appointment is recommended to the Supervisory Board for ap-
proval.

The HR and Remuneration Committee is responsible for considering succession planning for the direc-
tors, conducting an annual review of succession planning, and proposing changes to the process as nec-
essary. The Board of Directors membership criteria and appointment process is regulated by the Bank’s
Standard on Appointment of Administrators. The process for appointing the Bank's director corresponds
to banking regulations and follows criteria and limitations similar to those established for members of
the Board of Directors.

Changes in the Board of Directors

On April 08, 2021, by the Supervisory Board Meeting Minutes #13, a composition of the Board of Directors
of JSC PASHA Bank Georgia was approved as follows:

e Chairman of the Board of Directors: Mr. Nikoloz Shurgaia;
* Member of the Board of Directors: Mr. Levan Aladashvili;
* Member of the Board of Directors: Mr. Giorgi Chanadiri;

e Member of the Board of Directors: Mr. Selim Berent

On October 03, 2022, the Supervisory Board Meeting #29 of JSC PASHA Bank Georgia approved appli-
cation on resignation of the Chief Information Officer/Chief Operating Officer and the Member of the
Board of Directors, Mr. Giorgi Chanadiri. Mr. Giorgi Chanadiri resigned from the position of the Chief In-
formation Officer/Chief Operating Officer and the Member of the Board of Directors of JSC PASHA Bank
Georgia from o1 November 2022.
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Nikoloz Shurgaia
CEO, Chairman of Board of Directors

Nikoloz Shurgaia received his Bachelor's degree in Finance
and Credit at Tbilisi State University. He also holds Mas-
ter's degree in Economics and MBA from London Business
School in Business Administration.

Nikoloz started his career at Eximbank of Georgia (lat-
er United Georgian Bank) in 1994 where he held various
positions until 2002. In 2004 he worked as an Assistant
Vice-President for ABN AMRO BANK, in Moscow. After
one year, Nikoloz was appointed as Principal Banker at
EBRD’s Financial Institutions Group in London. In 2008-
2009 Nikoloz held the position of General Director (CEO)
at VTB Bank Georgia. In 2009-2011 he worked as an Exec-
utive Chairman of Belarusky Narodny Bank in Minsk and
simultaneously held a position of Deputy CEO at Bank of
Georgia.

In 2012-2014 Nikoloz became Chairman of the Manage-
ment Board (CEO) at Rabitabank, in Baku. From 2016 to
2020, he was Chairman of the Management Board (CEO)
at Yelo Bank in Baku. Since 2011, Nikoloz has been an Inde-
pendent Advisor in Azerbaijan, Belarus, Georgia, and Ka-
zakhstan (Georgian Stock Exchange, PASHA Bank Geor-
gia, Bank Moscow-Minsk, EvrotorglnvestBank, Caspian
Financial Group).

On April 29, 2021, Nikoloz Shurgaia was appointed as CEO,
Chairman of the Board of Directors of JSC PASHA Bank
Georgia.

Levan Aladashvili
Member of the Board of Directors, Chief Risk Officer

Levan Aladashvili graduated from Tbilisi Technical Univer-
sity and obtained his Bachelor's degree in Banking in 2005.
He has participated in numerous professional training in
the areas of risk assessment, risk management, and finan-
cial analysis.

He began his professional career at ProCredit Bank Geor-
gia. Between the years 2006-2015, he worked for VTB Bank
Georgia in Corporate Banking and Credit Risk Departments.

From 2015 Levan Aladashvili continued his professional ca-
reer as Head of Credit Risks Department at PASHA Bank
Georgia. In 2019 Mr. Aladashvili was appointed on the posi-
tion of Deputy Chief Risk Officer.

Since May 17, 2021, Levan Aladashvili holds the position of
Chief Risk Officer and Member of the Board of Directors at
JSC PASHA Bank Georgia.
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Giorgi Chanadiri

Member of the Board of Directors, Chief Information
and Operating Officer

Giorgi Chanadiri graduated from Tbilisi State University
Sukhumi Branch in 2005 and obtained his Bachelor's de-
gree in Mathematics and Computer Sciences. He also at-
tended Project Management course (CAMO02) at Free Uni-
versity of Tbilisi in 2012.

Giorgi Chanadiri began his professional career as a Pro-
grammer at United Nations High Commissioner for Refu-
gees in 2004. Between years 2006 and 2010 he held posi-
tions of Developer, Data Analyst and Report Developer at
Bank Republic - Societe Generale Group.

In 2010 - 2012 he worked as a Head of IT Department at
The Ministry of Internally Displaced Persons from the Oc-
cupied Territories, Accommodation and Refugees of Geor-
gia. From 2012 to 2020 Giorgi Chanadiri was CTO at LTD
Universal Card Corporation.

Giorgi Chanadiri continued his professional career at JSC
PASHA Bank Georgia from 2020 and held the position of
Head of IT and Banking Systems Department.

On April 29th 2021, Giorgi Chanadiri was appointed as
Chief Information and Operating Officer and a Member of
the Board of Directors of JSC PASHA Bank Georgia.

Selim Berent

Member of the Board of Directors, CFO

Mr. Selim Berent graduated from Koc University, Istanbul,
with the bachelor's degree in Business Administration in
1998. He is also an alumnus of Robert College, Istanbul.

Mr. Selim Berent started his career as the financial control-
ler in Roche Diagnostics, Istanbul in 2003. He then, worked
as consultant for PricewaterhouseCoopers, in Istanbul, ad-
vising reputable companies in finance function efficiency.

From November 2012, he proceeded his career as Chief
Financial Officer of a gold mining company, AIMROC, in
Baku.

He joined JSC PASHA Bank Georgia in April 2019 as Strat-
egy Advisor to CEO. During his tenure with PASHA Bank
Georgia as the adviser to CEO, Mr. Berent has effectively
guided the Bank’s strategy function.

Mr. Berent was appointed by the Supervisory Board of JSC
PASHA Bank Georgia as the Chief Financial Officer of the
Bank effective from September 24, 2020.
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Reporting line to the members of the Board of Directors is shown in the chart below
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The Bank has a well-defined organizational structure, which ensures allocation of responsibilities, effec-
tive identification of risks, management/monitoring and reporting procedures, adequate internal control
mechanisms, including robust administrative and accounting procedures, effective IT systems and con-
trols for risk management, remuneration policies/procedures.

COMMITTEES OF THE BOARD OF DIRECTORS

According to the Board of Directors Statute, the Board of Directors may establish standing and/or ad hoc
committees, which shall have the obligation to fulfil duties determined by the latter. The Board of Direc-
tors approves committee statutes, committee size and composition, including appointment and removal
of committee members.

The Board of Directors shall be collectively responsible for decisions made and activities implemented by
the committees. The committees shall only exercise powers that are explicitly attributed or delegated
to them and their actions as a whole shall not exceed powers of the Board of Directors. Periodically, the
Board of Directors shall receive a report from each committee regarding its deliberations and findings.

There are currently two committees supporting the Board of Directors:

Credit Committee

The committee was established to assist the Board of Directors in discharging its duties and responsibil-
ities in specific areas of business activities. The committee monitors credit risk related issues, approves
individual or group credits, or other credit products within delegated authority, issues recommendations
regarding individual or group credit exposures, issues recommendations regarding credit risk manage-
ment, monitors loan portfolio, trade finance portfolio, investment portfolio and collateral portfolio, man-
ages problem loans, and ensures the adequacy of loan loss allowance.

The committee has a statute that regulates its activities and contains provisions on the scope of author-
ity, competencies, composition, working procedures, rights and responsibilities.
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Assets and Liabilities Committee

The committee was established to assist the Board of Directors in discharging its duties and responsibili-
ties in specific areas of business activities. The committee works to implement practices for managing the
Bank's assets and liabilities in terms of interest rate risks, liquidity risks and market risks. The assets and
liabilities’ management of the Bank is based on policies, guidelines on risk appetite, revenue targets and
rates of return, as well as risk management. The covered areas include capital ratios, liquidity, asset mix,
rate settings for loans and deposits, and investment guidelines for the banking portfolio. The key objec-
tives of the committee include maintaining liquidity positions, capital ratios at the planned minimum, and
ensuring safety of the deposit base, maintaining asset and liability mix generating satisfactory revenue
stream to satisfy profitability targets.

The committee has a statute that regulates its activities and contains provisions on the scope of author-
ity, competencies, composition, working procedures, rights and responsibilities.

INTERNAL AUDIT DEPARTMENT

The Internal Audit Department of JSC PASHA Bank Georgia is responsible for providing a regular, in-
dependent, objective audit of the Bank’s risk management, internal control, and corporate governance
processes. The main objective of the Department is to add value and ensure the and improvement of the
Bank operations.

The Internal Audit Department is independent of the Bank's management and is reportable directly to
the Audit Committee.

The Internal Audit Department Statute describes matters related to the Department’s purpose, rights
and duties, scope of activities, reporting, and independence. The Internal Audit Policies and Procedures
Manual defines a set of comprehensive policies, methodology, procedures, and guidance for performing
risk based and value-added audits.

The Annual Audit Plan, which is based on a documented risk assessment, is reviewed and approved by the
Audit Committee. Audit findings are communicated to the Audit Committee. The department’s budget
and compensation are determined by the Supervisory Board based on the proposal of the Audit Commit-
tee.

The Head of the Internal Audit Department is appointed by the Bank's Supervisory Board based on the
nomination and consent of the Audit Committee. All other employees are appointed by the Head of the
Department in agreement with the Audit Committee.

REMUNERATION POLICY FOR DIRECTORS

On March 16, 2022, the General Meeting of Shareholders approved the updated Remuneration Policy for
Material Risk Takers (the “Policy”). The Policy establishes guiding principles for decisions concerning re-
muneration of the Bank’s Material Risk Takers, including Board of Directors and Supervisory Board mem-
bers, that ensure fair, risk based, aligned to corporate culture, competitive, and appropriate remuneration
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for the market in which the Bank operates. The Policy ensures that the remuneration is appropriate to
attract, motivate, retain, and fairly reward Material Risk Takers of the Bank and is consistent with the
Corporate Governance Code for Commercial Banks approved by Decree Ne 215/04 by the Governor of the
National Bank of Georgia.

Principles Of Remuneration For Supervisory Board (SB) Members

Concerning remuneration of Supervisory Board members, the Policy adopts the following principles:

* SB members of the Bank shall be remunerated only in the form of fixed remuneration.
¢ SB members shall not be provided with performance-based remuneration bonuses.

e Remuneration may be different for resident and non-resident SB members. In addition to fixed
remuneration, SB members may receive additional remuneration if the member is the Chairman of
SB, the Deputy Chairman of SB, a member of the Committee of SB, or the Chairman of SB Commit-
tee. The difference between the highest annual (including additional remuneration) and the lowest
annual remuneration of the members of SB should not be more than 30% of the lowest remuner-
ation of the SB members.

¢ Each SB member shall be reimbursed for all reasonable expenses (travel expenses, travel insurance,
accommodation, etc.) incurred in connection with their attendance at SB or other meetings of the
governing bodies, due to the fact that SB and other meetings of the governing bodies can be held
on the territory of Georgia or abroad.

¢ Each SB member, in performing his/her duties as member of SB or other governing body, has stat-
utory right to request independent consultancy services, and costs of such services provided to SB
members shall be reimbursed by the Bank.

¢ The Bank is prohibited from concluding any type of consultancy agreements with SB members and
paying additionally for services provided to the Bank in order not to prejudice the independence of
SB members.

Principles of Remuneration for Members of the Board of Directors (Directors)

Concerning remuneration of Directors, the Policy adopts the following principles:

« Director's remuneration shall consist of fixed and performance-based variable remuneration and
other benefits.

¢ Directors are eligible for an annual bonus pool provided that they meet their performance KPls.

e The Bank's remuneration system should not jeopardize its standing in terms of compliance with
regulatory capital requirements. If such material risk persists, consideration should be given to re-
fraining from payment of variable remuneration to directors.

¢ The annual amount of performance-based variable remuneration for each executive director
should not exceed 100% of the amount of his/her fixed annual remuneration with any reasonable
exception approved by the General Meeting of Shareholders, but only to a maximum limit of 200%.
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» Deferral Principle - At least 40% of variable remuneration or - where variable remuneration of
MRTs is material (exceeds 100% of fixed remuneration and/or exceeds 500,000 GEL or its equiv-
alent) - respectively 60% of the variable remuneration shall be deferred over a period of at least 3
(three) years. Deviation from this requirement is allowed if the annual variable remuneration of the
person is non-material (does not exceed 20% of the annual fixed remuneration).

* The deferred remuneration may be paid and/or vested fully at the end of the deferral period or
proportionally distributed in equal annual installments through the deferral period. In the case of
proportionate payments, the first installment of the deferred variable remuneration may be paid no
earlier than one year from the beginning of the deferral period, and subsequent payments should
not be made more often than once in 12 months.

When deciding regarding base remuneration for an executive director, the Supervisory Board shall con-
sider responsibilities, country-specific remuneration benchmarks, residency, and active legislation.

Variable remuneration might become subject to clawback and malus arrangements. Remuneration can
be adjusted (reduced or reversed) taking into consideration the realized risks of the Bank before or at the
time of vesting. Remuneration can be adjusted (reduced or reversed) after vesting, due to misreporting,
or failure to comply with internal policies or other legal requirements, or for other breaches as defined by
the Bank. Early termination of employment agreement with an executive director shall not be the basis
for change of deferral period or cause any remuneration adjustments unless there are other reasons for
adjusting variable remuneration.

In case of resignation of an executive director, the Supervisory Board should assess the reason for resig-
nation to remunerate the executive director for performance and not reward him/her for failure.

Risks associated with remuneration affect every aspect of the Bank’s business, including financial per-
formance, culture, operations, reputation, and governance. To mitigate these risks the Supervisory Board
has been committed to maintaining a remuneration system that ensures strategy alignment, is based on
a clear performance matrix, and is appropriately governed.

Bonus eligibility

Based on the approved methodology, the Bank's Board of Directors is eligible for annual bonuses on
the condition that 75% of the budgeted net profit target is realized. Any exceptions are approved by the
Bank's Supervisory Board. The gross bonus amount is calculated based on the following KPIs and their
respective weights:

KPI Weight
1 Behavioral KPI 10%
2 Performance KPls 90%
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Behavioral KPls Remuneration awarded during the reporting period

Behavioral KPI is a 360-degree assessment of emotional and social intelligence of the Board of Directors Board of Directors Supervisory Board
and examines the members’ capacity for recognizing their feelings and those of others, motivating them-

selves, and managing emotions effectively in themselves and others. It describes behaviors that sustain Number of employees 4 3
le in challenging rol r as their careers become more demanding, and captur alities that hel
peopiein chafle g. & O?S'O s their careers become more de & captures qualities that help Total fixed remuneration 1,361,391 445,530
people deal effectively with change.
Of which cash-based 1,294,498 ° 445,530 2

Performance KPIS 2022 Of which: deferred

Lo Fixed remuneration
Total comprehensive income Of which: shares or other share-

linked instruments

e NPL + write offs ratio

« Business Loan Portfolio Of which deferred

¢ Number of cards sold (cumulative) Of which other forms 66,892 °
¢ Share of cards that are active in a month (3-month average)

Of which deferred
¢ Share of BNPL turnover in total turnover (3m average)

o ) ) ) Number of employees 4
¢ Number of open overdue critical/high risk findings
Total variable remuneration 1,127,041 0
Bonus calculation Of which cash-based 1,088,112 4
Of which: deferred 336,380
Each member of the Board of Directors is entitled to a base bonus adjusted depending on the perfor-
Variable remuneration
mance, assessed through the KPIs above. Of which shares or other share-linked
instruments
The base bonus is either equal to a % of net profit or a multiple of the Board of Directors member's
monthly gross salary. Of which deferred
The adjustment to the base bonus is calculated based on the following table: Of which other forms 38,929 °

Of which deferred

Level of achievement Score of achievement Adjustment to Base bonus in %
Total remuneration 2,488,432 445,530
Exceed expectations 4.26-5.00 110
_ 1 The given amount is composed of the fixed pay of six members of the Board of Directors — one
Meet expectations 3.00-4.25 100 ] )
former member who left the Bank in the third quarter of 2022 and three current members.
2 The given amount includes the fixed remuneration of three Supervisory Board Members: The
Almost as expected 2.76-2.99 80 _g i P Y
Chairman of the Board and two independent members.
The insuran mm ion, an her benefi rmin h reement with th
Below expectations T - 3 .e surance, accommodation, and other benefits as dete ed by the agreement with the
director.
Extremely below expectations ] 4 G 4 The bonus accrued in 2022 but to be disbursed (791519.2), premiums of 2022 (296,593)

5 Expenses associated with travel, sports, corporate events, and team-building activities.
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SCHEDULE OF MATTERS RESERVED FOR THE BOARD

DECISION

Duties and Responsibilities

10.

11.
12.
13.
14.
15.
16.
16.1.

16.2.

16.3.

16.4.

17.
18.

19.

20.

21.
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Strategic supervision and control of the Bank;

Approval of the corporate strategy and strategic objectives, review of delivery of the strategy and
performance against strategic objectives and operational plans;

Approval of the business plan, review of delivery of the performance against the business plan;
Approval of the annual budget, review of delivery of performance against the annual budget;
Initiation of new banking/commercial activities and termination or suspension of existing activities;
Establishment and liquidation of new enterprises, branches;

Acquisition and disposal of shares in other companies;

Approval of the organizational structure;

Approval of the Code of Ethics and whistleblowing procedures;

Rendering resolutions for implementation of the decision of the General Meeting of Shareholders on
admission of the Bank’s shares and other securities to the stock market;

Declaring an interim dividend and recommending a final dividend;

Redemption of shares by the Bank as provided under the Georgian legislation;

Perform strategic supervision of risk management activities;

Approval of the risk appetite statement, conducting annual reviews;

Approval of the business continuity plan;

Authorization for conflicts or possible conflicts of interest and related party transactions;
Transactions with related legal entities;

Transactions with related persons;

Agreements with related legal entities;

Approval of cash covered credit products (including trade finance products) to the related party;

Approval of policies, standards and procedures in respect to conflicts of interest and related party
transactions;

Approval of structure, size and composition of the Board of Directors, including appointments and
dismissal of its members;

Determining rights and obligations of members of the Board of Directors, monitoring and supervising
their activities, requesting reports from the Board of Directors;

Approval of succession policy and succession planning for members of the Board of Directors;

Conclude the labor agreements and determine remuneration packages for members of the Board of
Directors;
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Quorum Required

N/A

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority
simple majority

simple majority

simple majority

simple majority

N/A

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

Approval of the regulatory framework for determining bonuses and/or additional benefits for
employees, including for members of the Board of Directors of the Bank;

Approval of structure, size and composition of the Supervisory Board committees, including
appointments and removals of the Supervisory Board committee members; reviewing reports of the
Supervisory Board committees;

Election of the external auditors;

Appointment and dismissal of trade representatives (procurators);

Appointment and dismissal of the Corporate Secretary;

Attraction of borrowings by the Bank;

Securing borrowings or any other liabilities of the Bank or any third party, if they fall outside the scope
of the regular economic activities of the Bank;

Granting lending and trade finance products (by amount; by maturity);

Sale of credit asset, disregard of its amount, if:

It is a collective sale (sale of more than one credit asset at once) of credit assets;
The Bank will receive loss from the sale of credit asset, and

the sale is above the decision-making limits of the Board of Directors;

Approval of loan restructuring;

Approval of loan write-off;

Approval of acquisition and disposal of fixed assets and intangible assets;

Approval of issuance of bonds;

Approval of administrative expenses;

Approval of cash limits;

Implementation of equity investments in public companies;

Implementation of any equity investments in private companies;

Approval and amendment of the Bank’s statute, framework and policy type of documents;

Determining and approving the terms and conditions to be used with regard to credit recourses and
deposits to the Bank’s employees;

Convening General Meetings, if deemed necessary for the interests of the Bank;

Supervision and representation of the Bank in case of conflict between the members of the Board of
Directors;

Based on the decision of the General Meeting, procession of legal dispute against members of the
Board of Directors on behalf of the Bank, submission of a claim against members of the Board of
Directors without the decision of the General Meeting if the issue is related to the responsibility of
members of the Board of Directors;

Supervising implementation of measures in accordance with results of examinations carried out by
the External and Internal Audits, as well as the National Bank of Georgia;

Making a decision on such issues that are beyond the scope of the Board of Directors’ powers;

Perform any other duties as required by the General Meeting.

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority

simple majority
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The Bank is committed to developing sound, effective, and complete risk management strategies and
processes in order to assess and maintain, on an ongoing basis, the amount, type, and distribution of
internal capital that the Bank considers adequate to cover the nature and level of risks to which it is or
might be exposed.

Strategies and processes are subject to regular internal review to ensure that they remain comprehensive
and proportionate to the nature, scale, and complexity of the Bank’s activities. Risk management helps to
identify, assess, and manage risks stemming from the Bank's strategy.

The most significant cause of value destruction is an incompatibility between a strategy and the Bank’s
mission and vision, and implications of such strategy. Risk management enhances strategy selection.
Choosing a strategy calls for a structured decision-making that analyses risks and aligns resources with
the Bank's mission and vision. Risk management strategy supports the Bank’s mission and vision and
eliminates the possibility that the Bank may not realize its mission and vision, or may compromise its
values, even if a strategy is successfully carried out.

Risk management considers the possibility that a strategy, or implications thereof, is not aligned with the
Bank's mission and vision. The Supervisory Board and the Board of Directors determine if a strategy works
in tandem with the Bank’s risk appetite, how it will help drive the Bank to set objectives, and ultimately,
to allocate resources efficiently.

Risk management strategy is derived from business strategy. All factors of business strategy are taken
into account for the purpose of risk profile analysis. The Bank manages risks following the Three Lines of
Defense model, which provides an effective way to enhance communication on risk management and
control by clarifying essential roles and duties. The Three Lines of Defense model enhances clarity regard-
ing risks and controls and helps to improve the effectiveness of risk management systems. The Three
Lines of Defense model distinguishes between three groups (or lines) involved in effective risk manage-
ment:

¢ Functions that own and manage risks;
¢ Functions that oversee risks;

¢ Functions that provide independent assurance.

Board/Audit Committes

1% Line of Defense 2 Lime of Defense 3 Line of Defense % E
=1 E
Risk Management 5 g
Cperational Compliance o
Management IT Sacurity Imtermal Awdit
Business Lines Financial Control
Chuality
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Business lines and operations units execute activities that create and prevent risk. The first line owns and
manages risks and controls through policies, procedures, and monitoring processes in daily operations
that help prevent or mitigate risks. It works collaboratively with the second line to address improvements
required to enhance controls and mitigate risks.

The second line supports senior management by bringing expertise and monitoring alongside the first
line to ensure that risks and controls are properly managed.

The third line of defense — Internal Audit, provides the Board of Directors and senior management with
comprehensive assurance from the perspective of the highest level of independence and objectivity in the
organization. This high level of independence is not available in the second line of defense. Internal audit
provides assurance on the effectiveness of governance, risk management, and internal controls, including
the degree to which first and second lines of defense achieve risk management and control objectives.

Main roles and responsibilities for key stakeholders in the Bank's Risk Management Process are as follows:

Supervisory Board

* Approve the Bank's risk appetite statement and risk management policies;
» Perform risk oversight to incorporate consideration of risk in strategic decision-making and to ad-

dress risk interactions across business units.

Risk Management Committee

» Review risk management policies and risk appetite statement;

» Accept risk assessments, issue directives for risk treatment to maintain risk levels within the de-
fined tolerance thresholds, and accept risk treatment options;

« Ensure that appropriate processes and capabilities are in place to identify, assess, measure, man-

age, monitor, and report risks.

Board of Directors

» Assume overall responsibility and accountability for risk management function;
» Ensure a proper balance between risk and return, consistent with the Bank’s risk appetite;
* Make available the necessary resources to meet risk management objectives and targets;

* Maintain commitment to improving risk management performance.

Risk Function

* Develop, implement, and administer Risk Management (RM) program. This entails developing and
maintaining RM policies, identifying key risks to be reported at the corporate level, coordinating
risk management processes and procedures, tools, and information systems, risk analysis and risk
treatment with risk owners, calculating an overall integrated risk portfolio, reporting on corporate
risks and the risk portfolio to the Risk Management Committee, monitoring adherence to the risk
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management program, and improving risk management capability of the enterprise through com-
munication and training;

e Establish RM communication at all levels. Gather data and develop risk reports for the RM Commit-
tee and others as directed by the RM Committee;

* Provide professional advice on RM. Provide advice and direction on current and evolving RM prac-
tices, make recommendations, and implement mandated improvements;

* Analyze RM metrics and report performance. Quantify and prioritize risks, validate decision-mak-
ing analytics, assumptions and methodologies, report risks and ensure that information presented
for decision-making and reporting is complete and correct;

» Deploy and maintain quantitative tools and models that assist in estimating the likelihood and se-
verity of risk events such as an event tree model;

» Facilitate identification, measurement, monitoring, and reporting of risks;
» Design/revise the Risk Appetite Statement (RAS) in accordance with the Group RAS;
» Cascade the RAS down to different levels in the organization (i.e. define the “playing field” for units);

e Continuously review/report limit status/breaches and take proactive measures to avoid RAS
breaches;

* In case of RAS breaches, propose and execute a mitigation plan;
e Ensure that incentives across the Bank are in line with the RAS;

« Ensure alignment of risk appetite, strategy, and capital allocation in the Bank (including budgeting
and business planning cycles);

e Assess risk culture at different levels of the Bank.

Risk Appetite

The process of setting Risk Appetite seeks to enhance risk management capabilities of the Bank to ensure
a better alignment of risk-taking with strategic objectives. Risk appetite objectives define the level of risk
that the Bank is willing to accept, provide opportunities for maximization of value within boundaries,
establish systematic control of risks, and enable timely mitigation.

RAS resides at the heart of an effective risk management program and is linked to the Bank’s overall risk
management philosophy and strategic ambition. The objective of developing a clearly articulated RAS is
to explicitly define the level and nature of risks that the Bank is willing to take in order to pursue its stat-
ed mission on behalf of its shareholders, which is subject to constraints imposed by shareholders, debt
holders, regulator, and other stakeholders.

With an RAS in place, the Bank can define specific tolerances around its performance, and in doing so link
its risk management to the overall management processes.

General principles of risk taking and risk management established by the Bank are as follows:

e Prudent risk-taking with comprehensive risk assessment and control environment;
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» Application of best practices in line with the complexity and size of the Bank;
» Direct risk management considerations into business planning and project development activities;

e Compliance with the requirements of NBG and guidelines from the Bank’s shareholders. The gen-
eral principles of risk-taking have to be reflected in all rules and policies and applied consistently
throughout the Bank.

In order to institute objective criteria to measure exposure to relevant risk factors, risk policies are rep-
resented by numerical targets/limits within the Bank's risk appetite framework. The Bank develops a risk
appetite framework based on its business and risk strategy. The RAS includes qualitative statements as
well as quantitative measures expressed relative to earnings, capital, risk measures, liquidity, and other
relevant measures, as appropriate.

Risk appetite statement includes the following elements:

Profitability is a key objective, but credit standards must not be compromised in the pursuit of an operat-
ing income. A well-balanced and high-quality credit portfolio is the highest priority.

Below is an excerpt from RAS of PASHA Bank:

» Capital/solvency - the Bank will operate with a sufficient and comfortable capital base, not only
to fulfill regulatory requirements, but also to protect the Bank from potential shocks without hin-
dering its growth potential. The Bank will regularly run stress tests to ensure the adequacy of its
capital remains.

 Liquidity — the Bank will ensure abundant levels of liquidity to survive severe short-term and
medium-term market-wide liquidity stress event and to promote diversified and stable funding
sources.

e Credit risk - the Bank aims to keep a well-diversified loan portfolio that delivers positive net
income at a consolidated level even during severe but realistic stress events. To do so, the Bank
maintains consistent underwriting standards depending on its risk appetite rather than market op-
portunities; the Bank applies appropriate concentration limits and runs tight monitoring systems.

» Market risk - the Bank will ensure VaR and Stressed VaR is sufficiently covered by the capital in-
cluding the VaR under stress scenarios.
The Bank will keep its currency position under review at all times to be able to hedge against potential
devaluations.

« Regulatory risk — the Bank will ensure that the number of open regulatory findings and the num-
ber of new legal matters will be maintained on an acceptable level.

« Reputational risk - the Bank has minimal tolerance for headline risk associated with unaccept-
able business practices, privacy breaches, and internal fraud.
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Organizational Structure of Risk Management:
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RISK MANAGEMENT AND CAPITAL ALLOCATION

Credit Risk

Credit risk refers to a threat of losses that impacts the Bank’s profitability and capital position and arises
from non-performance of contractual obligations by counterparties.

The Credit Policy and the Credit Standard of the Bank regulate lending process and contain credit risk
management principles and actions to mitigate risks inherent in lending activities. The primary objectives
of the Credit Policy are to:

* Protect the Bank from excessive losses from credit activities;

« Define basic principles of planning and organizing credit activities and building the desired loan
portfolio;

« Ensure capital allocation to credit risk, bank is exposed to.

The Bank follows the key principles listed below in order to realize its credit policy objectives:

« Segregation of duties: responsibilities must be strictly divided between the back office and the
front office;
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» Four-eye principle and the principle of prevention of conflict of interests is to be adhered to at all
stages of the credit cycle;

» Risk-awareness during credit assessment processes and, later, during management of exposures,
to avoid excessive losses;

» Operation with a robust and professional risk management approach and control environment as
the basis of solid risk-taking and proper risk management.

The primary objectives and key principles of the Credit Policy are achieved through the following course
of actions:

» Creation of effective credit policies and procedures;

» Providing appropriate trainings to relevant employees;

* Increasing and diversifying the customer base;

e Ensuring efficiency of the decision-making process;

* Ensuring effective credit risk management;

» Monitoring external factors which can affect credit decision or portfolio quality;

* Running stress tests on portfolio level;

* Managing the optimal risk and return ratio of credit products;

» Improving and optimizing credit portfolio quality and structure;

» Assessing expected losses of loan portfolio and ensuring the adequate level of LLP;

» Assessing unexpected losses of loan portfolio and ensuring adequate capital allocation;

» Ensuring compliance of the credit process with Georgian legislation and regulations of the National
Bank of Georgia.

In all cases of risk-taking, the creditworthiness of the customer is to be assessed and monitored during
the lifetime of the credit exposure according to the Credit Policy. Portfolio quality reports are regularly
presented to the Board of Directors.

The capital requirement for credit risk is calculated by the Bank under Basel Ill requirements based on
a standardized approach in compliance with the Regulation of the National Bank of Georgia on Capital
Adequacy Requirements for Commercial Banks. To recognize allowance for expected credit losses for all
financial assets not held at fair value through profit and loss, the Bank applies the provisions of IFRS g.
Although the Bank considers credit risk as the most material and most important risk type, currently, due
to the lack of data, using advanced methodologies for calculation of the credit risk capital requirement
would be an excessive exercise for the Bank. The Bank uses internal and external rating providers for
credit risk assessment, such as Moody's, Fitch, and S&P.

Foreign Exchange Induced Credit Risk

Foreign Exchange Induced Credit Risk is a risk arising from the movement of foreign currency exchange
rates that would deteriorate the creditworthiness of the customer. Individual assessment of customers
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and transaction-level stress test is carried out according to the Credit Policy. Furthermore, the limits
outlined by the regulator are applied and a sensitivity analysis is conducted. Currency-induced credit risk
is built into the capital adequacy requirement calculation, by adding a currency induced credit risk (CICR)
buffer for unhedged foreign currency denominated exposures.

Counterparty Risk

Counterparty risk is a subset of credit risk and is mainly estimated for credit derivatives (i.e. futures, forwards,
swaps, options, and other off-balance sheet liabilities originating from other similar contracts), according to
CAR, Article 5o. Counterparty risk is a risk that counterparty to a transaction would default before the fi-
nal settlement of the transaction’s cash flows. The Bank operates a counterparty limit system for treasury
deals with the Bank’s partners (banks, financial institutions) as defined by the Board of Directors. Limits are
reviewed at least on an annual basis and in cases when relevant information about the counterparty is iden-
tified. Counterparty risk is accounted for in the capital requirement estimation under Pillar 1in the pool of
risk-weighted assets as part of exposures weighted based on their credit risk as defined by CAR.

Country Risk

Country risk refers to potential losses that may be generated by an (economic, political, etc.) event that
occurs in a specific country, where the event can be controlled by that country (government) but not by
the lender/investor. Due to the business strategy of the Bank (serving companies of certain neighbouring
countries, i.e. Azerbaijan, Turkey) with trade finance and other services, the Bank is exposed to country
risk. The Bank's ICAAP defines country risk, although historically it has not been sufficiently material to
require additional capital.

Operational Risk

Operational risk is defined as the Bank's exposure to potential losses that may impact its profitability
and capital position. Operational risk may derive from inadequate internal processes or systems, external
events, inadequate employee performance or from a breach of, or non-compliance with, statutory pro-
visions, contracts, and internal regulations. Operational risk includes legal risk but excludes reputational
and strategic risk.

The objective of operational risk management is to find the extent of the Bank’s operational risk expo-
sure, understand its drivers, allocate capital, and identify trends internally and externally that would help
in predicting it.

It is vital for the Bank to try to prevent fraud, maintain the integrity of internal control, and reduce errors
in transactions. For this purpose, the Bank has implemented Fraud Risk Management Program (FRMP).
The primary purpose of the Program is to develop corporate culture and to create an environment that
inhibits the fraud.

Internal control is usually embedded in the Bank's day-to-day activities and is designed to ensure, to the
extent possible, that the Bank's activities are efficient and effective, information is reliable, timely and
complete, and the Bank is compliant with the applicable laws and regulations. Failure to understand and
manage operational risk may increase the likelihood that some risks will go unrecognized and uncon-
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trolled. The Bank conducts adequate operational risk assessment procedures before it launches any new
product, activity, process or system, as well as before it outsources core banking- and IT system- related
activities. Furthermore, the Bank mitigates operational risks by following strict rules for the assignment
of duties and responsibilities among and within the functions, and a system of internal control and super-
vision. The Bank has in place Enterprize Risk Management Framework, Operational Risk Management
Policy, Operational Risk Management Procedure, Operational Risk Assessment Methodology and Fraud
Management Policy. The Bank uses tools for operational risk identification and assessment, such as Data
Loss Collection, Audit Findings, Risk Control Self-assessment, Key Risk Indicators, etc., for timely identi-
fication and mitigation of risks. Capital requirement under ICAAP is calculated using the Basic Indicator
Approach, which is also used for the calculation of Pillar 1 capital.

Market Risk
Foreign Currency Exchange Risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign ex-
change rates. The Bank has set internal limits on open currency position and also follows regulatory limita-
tions. Currency positions are monitored daily, the Bank calculates the capital requirement for FX positions
based on historical and delta normal Value at Risk (VaR) method, using the 99% confidence level.

Interest Rate Risk

Interest rate risk means the risk of financial loss (damage) resulting from an adverse movement of inter-
est rates.

Interest rate risk of the banking book is assessed on a monthly basis. The interest rate risk reports posi-
tions and gaps by repricing periods for each relevant currency.

Business Risk

Business risk is defined as the risk linked to a potential drop in profits or capital due to changes in the
operating environment or erroneous corporate decisions, inadequate implementation of decisions, or
poor reaction to changes in a competitive environment. The Bank considers strategic planning and bud-
geting processes as a crucial part of risk management. The Bank has developed detailed processes and
budgeting regulations that ensure meticulous budgeting according to the business strategy of the Bank,
and describe the processes to regularly monitor and review the budget. For business risk, a regulatory
capital requirement is not calculated. As the risk is defined to be material, the Bank calculates capital
requirements to cover the risk under ICAAP. As the Bank has limited historical data to go by, a simplified
methodology measuring deviations from the budget has been developed.

Credit Concentration Risk

Credit concentration risk is interpreted as a distribution of exposures to customers where potential de-
fault by a relatively small group of counterparties or large individual counterparties is driven by a common
underlying cause and may jeopardize the "business-as-usual” operation of the Bank. The Bank controls
credit concentration risk via a limit system on large exposures and certain industries. The Bank regularly
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monitors the concentration of the portfolio by calculating the HHI for the whole portfolio of the Bank.
The creation of capital buffers for concentration risk is required by the regulator under Pillar 2.

Liquidity Risk

Liquidity risk is defined as the risk of inability of the Bank to honor its financial obligations. Liquidity risk
comprises both funding liquidity and asset liquidity risks:

* Funding liquidity risk appears with an inability to obtain new funding;

¢ Asset liquidity risk appears when the Bank is not able to sell its assets easily at market price without
avoiding losses because of an illiquid market.

Measuring Liquidity Risk

Primary tools for measuring liquidity risk are identification of liquidity positions and stress testing. Li-
quidity positions are identified on a monthly basis via standardized reporting packages for the regulator,
including LCR and NSFR. Stress testing is based on the Bank’s cash inflows and cash outflows during a
six-month survival horizon. The target liquidity requirement is then estimated by applying a stress sce-
nario to the expected cash inflows and outflows, and the liquidity buffer.

Managing Liquidity Risk

The presence of liquidity risk in short-time intervals is considered to be more dangerous for the Bank’s
operations, because the shorter a term is, the less time the Bank has to make management decisions to
adjust to the situation. The longer the time interval, the more controllable liquidity is considered to be,
because the Bank has more time to take corrective measures. Therefore, limits on short-term cumulative
liquidity gaps are usually more conservative than those on longer terms gaps.

The ever-changing financial markets have a direct impact on the availability of funding sources for the Bank.
Therefore, even with constant monitoring of liquidity and funding sources, the Bank recognizes that unfore-
seen events (for example, changing economic or market conditions, deteriorating loan portfolio quality, or any
other situation beyond the control of the Bank) may potentially lead to a short- or long-term crisis situation.
the Bank assesses the potential liquidity risk and prepares a clear action plan for liquidity crises. To mitigate a
funding liquidity risk, the Bank establishes a liquidity buffer, which may be used to meet payment obligations
while continuing normal banking activities, without obtaining new funding. The Bank additionally ensures
that its funding is diversified and that the maturity profile does not create significant gaps. The Bank has
access to NBG refinancing facilities to maintain its liquidity in GEL. The Bank developed sound practices to
manage liquidity risks, which are laid down in the Liquidity Management Policy and the Liquidity Management
Procedure. Liquidity reports are regularly introduced to ALCO.

Strategic Risk

Strategic risks arise from fundamental decisions that executives make concerning the Bank's objectives.
Essentially, strategic risks are the risks of failing to achieve these business objectives. Strategic risks are
managed by operating a proper internal governance system. In order to minimize potential losses due to
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strategic risks, the Bank established a framework for its internal governance system. Strategic risks are
only managed via processes; no capital is allocated for the purpose.

Reputational Risk

Reputational risk is the current or prospective indirect risk to earnings and capital arising from adverse per-
ception of the image of the Bank on the part of customers, counterparties, shareholders, investors, regula-
tors, and other stakeholders. It manifests when external opinions about the Bank are less favourable than
desired. Reputational risk is managed by respective processes and organizational units of the Bank.

Reputational risk is only managed by processes; no capital is allocated for the purpose.

Group Risk

Group risk is defined as possible losses due to the fact that the Bank is operating as a member of a group, as a
subsidiary company, or as a mother company. The Bank has no subsidiary, therefore, only the risk of operating
as a member of a financial group needs to be assessed. The main assessment factor is to identify dependencies
where a change in the level of parent company support might cause problems for the Bank. This assessment
is based on expert judgment, and its results are manifested in areas where the risk is managed.

The Bank has identified two major sources of group risk, which are managed via proper processes defined
by the parent company and negotiated with the Bank:

Group governance risk: the parent company operates a holding-level governance system, which ensures
that the Bank receives methodological support from the mother company;

Own funds supply: planning of own funds and analysis of possible ways of capital increase are part of the
budgeting process, including supply of own funds from the parent company. As the current risk is not
material, no capital is allocated for the purpose.

Macroeconomic Risk

Macroeconomic risk is the current or prospective risk of loss on on-balance sheet and off-balance sheet
positions arising from adverse movements in macroeconomic conditions, such as a fall in the GDP growth
rates, decline in real estate prices, etc.

As macroeconomic risks are external risks that are beyond the Bank's control, the only tool for their manage-
ment is stress tests-based capital and liquidity planning. The Bank performs macroeconomic risks-related
stress tests based on internal macro projections and stress test model and also methodological guideline
(the Guideline) communicated to the Bank by the regulator. For the purposes of internal capital assessment,
the Bank applies transaction-level stress tests assessing the effect of FX, concentration and interest-induced
credit risks. Enterprise-level macroeconomic stress testing is used for capital planning purposes.

Regulatory Risk

Regulatory risk is defined as the risk stemming from a changing regulatory environment. It incorporates
either an amendment of the existing or an enactment of a new national or international law/regulation.
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In order to mitigate regulatory risk, the Bank permanently monitors not only the legislation but also pro-
spective changes. A crucial point in the process is that respective departments, managers, and employ-
ees affected by the changing legislation are informed by the Legal and Compliance & AML Department.
Senior management regularly receives executive summaries about recent regulatory modifications. The
Bank makes sure that existing and even significant prospective (if they are likely to be enacted) regula-
tions are reflected in its strategy. To prepare for significant legislative changes, the Bank applies several
techniques: impact study, scenario analysis, action plans, or even modification of the business plan. The
Bank conducts regular revision of its internal regulations and ensures that they are compatible with the
external regulatory environment.

Regulatory risk is only managed by processes; no capital is allocated for the purpose.

RISK MITIGATION STRATEGY

Techniques to mitigate risk are largely dependent on the type of risk that needs to be reduced. Among
others, the Bank uses the following types of mitigation techniques:

e Audits - regular audits from the Internal Audit department may identify problems such as account-
ing errors or security vulnerabilities before they become larger problems;

« Segregation of duties - responsibilities are strictly divided between the relevant positions;

» The Four-Eye Principle and the Principle of Prevention of Conflict of Interests - the Bank adheres
to these principles at all levels of business processes;

e Backup - the Bank backs up business information in multiple secure physical locations;

» Business Continuity Plan — the Bank has developed a plan to continue with normal operations in
the face of extraordinary events such as natural disasters or security incidents;

» Procedures — the Bank controls risk through internal procedures or actions that reduce the likeli-
hood of undesirable events;

» Diversification - the process of allocating capital and resources in diverse areas to reduce risk and
volatility;

» Duediligence - the process of investigation before committing to a contract or strategy. Basic due
diligence, such as checking financial, environmental, corporate social responsibility, and manage-
ment practices of a potential partner, is a basic step in risk management;

e Communication - regularly communicating risk factors to line managers serves to reduce it;

» Performance Management - setting risk reduction goals as part of performance management;
» Policies — policies designed to reduce the risk of misconduct;

e Standards - establishing standards to guide business practices and decision-making;

» Training - training for employees, designed to increase professionalism and skills.
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RISK REPORTING

In order to ensure timely, quality, and informative decision-making process, the Bank's risk management
function reports to the Risk Management Committee of the Supervisory Board on a monthly basis. The
reports include loan portfolio report, corporate investment portfolio report, trading book report, related
party transactions, off-balance sheet portfolio, collateral portfolio, non-performing loans and write-off
report, credit concentrations, deposit portfolio report, Fl exposures, liquidity and maturity analysis, mar-
ket risk analysis, operational risk analysis, incident management, capital adequacy report, etc.

On a quarterly basis, the Risk Management Committee reports to the Supervisory Board on the Bank's
risk management activities and the way the committee discharged its duties and responsibilities.

The risk management function reports to the Board of Directors on a regular basis. These reports include
reviews of Credit Committee activities, internal loss database reports, etc.

STRESS TESTS AND SCENARIO ANALYSIS

Scenario analysis is an exercise that uses expert opinions of business and risk managers to identify plausi-
ble enterprise loss scenarios to estimate unexpected losses. Scenarios are a forward-looking assessment
of the key risks or “potential future events” that attempt to derive a reasoned assessment of likelihood, in
terms of frequency and severity of plausible losses.

Stress test framework aims to assess the impact of extraordinary but possible events on the capital or
liquidity of the Bank. The Bank elaborated its ICAAP framework in a way that already contains a sensi-
tivity analysis and scenario analysis to measure exposure to risks that are defined as relevant. The Bank
performs macroeconomic risks-related stress tests based on a methodological guideline (the Guideline)
communicated to the Bank by NBG. According to the Guideline, stress tests must be performed on the
overall Bank level (enterprise-level stress) and transaction level (transaction-level stress). The transaction
level tests assess the creditworthiness of the Bank's top borrowers in the case of changing e