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Mission Statement

ProCredit Bank Romania is a development-oriented full-service bank. We offer excellent
customer service and a wide range of banking products. In our credit operations, we
focus on lending to very small, small and medium-sized enterprises, as we are
convinced that these businesses create the largest number of jobs and make a vital

contribution to the economies in which they operate.

Unlike other banks, our bank does not promote consumer loans. Instead we focus on
responsible banking, by building a savings culture and long-term partnerships with our

customers.

Our shareholders expect a sustainable return on investment, but are not primarily
interested in short-term profit maximisation. We invest extensively in the training

of our staff in order to create an enjoyable and efficient working atmosphere, and to

provide the friendliest and most competent service possible for our customers.
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Letter from the Board of Administrators

After years of vigorous growth, in 2009 Romania’s economy faced its most difficult year since the change-
over to a market-based system following the 1989 revolution. A prolonged period of growth, fuelled by a
speculative real estate bubble and consumption driven by bank lending, caused the country’s economic
engine to overheat. After the onset of the global financial crisis, when the economy began paying the price
for the excesses of the preceding years, the engine ground to a halt.

One of the largest countries in Eastern Europe and a member of both the EU and NATO, Romania has a dy-
namic workforce and a very good geographic location, as well as many natural resources. Thus, in recent
years it has attracted a great deal of attention from foreign investors. Large volumes of hard-currency
funds flowed into the country, both through foreign direct investment and via banks and other financial
institutions. Foreign providers of capital were guided by the hope that they would be involved in the mak-
ing of a new “tiger” economy, and by the desire to earn a hefty — and quick — return on their investments.
But the turn the economy took in 2009 has reminded us all that too much of a good thing can be bad, and
that the word “development” is rather meaningless without the word “sustainable”.

Our bank successfully weathered this crisis thanks to the strength of its commitment over the years to
prudent and responsible lending and its equally firm commitment to transparency in all its dealings with
customers. Nonetheless, we were certainly affected by the implosion of the Romanian economy — year-on-
year real GDP growth plummeted from +7.1% at the end of 2008 to -7.1% at the end of 2009.* The gross
loan portfolio declined by 16%, and while the deposit base was stable overall, it became more diversified:
at the end of 2009 the top ten depositors accounted for 6% of total deposits, down from nearly 20% at
the beginning of the year. The bank reported a total loss for 2009 of EUR 5.2 million, 95% of which was
incurred during the first half of the year, which saw a significant increase in both provisioning expenses
and the cost of funds.

Our institution has emerged stronger from this crisis, and ProCredit Bank is well-positioned to take ad-
vantage of the opportunities which inevitably arise after an unsustainable economic expansion has come
to an end. Due to our responsible approach to lending, and our strong relationships with our clients,
our year-end portfolio at risk (PAR — the volume of loans in arrears by more than 30 days) was 3.47% of
the gross loan portfolio, which represents a very solid achievement for a bank operating in Romania in
2009. Thanks to our relatively low arrears level, we can look to the coming year with renewed confidence:
ProCredit Bank is well prepared to increase its lending, and its provision of other banking services, to
Romania’s small and medium-sized enterprises — the businesses upon which the country’s future devel-
opment so much depends.

Leaving this very challenging year behind, we look forward to working with our staff and shareholders
to make 2010 a successful year for our bank. We are confident that ProCredit will make further progress
towards its goal of becoming one of the country’s leading banks for small enterprises, and that it will con-
tinue to be a strong, reliable banking partner for the many private individuals who value our responsible
approach to our business. On behalf of the Board of Administrators, | would like to extend my sincere
thanks to our customers for their loyalty, and to our staff and management for their hard work and con-
tinuing dedication to our institution.

ko

Anja Lepp
Chairperson of the Board of Administrators

* Romanian National Institute of Statistics, www.insse.ro
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The Bank and its Shareholders

ProCredit Bank Romania is a member of the
ProCredit group, which is led by its Frankfurt-
based parent company, ProCredit Holding.
ProCredit Holding holds 32.2% of the shares.

ProCredit Bank Romania was founded in May
2002 as Banca de Microfinantare MIRO SA by
an alliance of international development-orient-
ed investors. Their goal was to establish a new
kind of financial institution that would meet the
demand of small and very small businesses in a
socially responsible way. The primary aim was
not short-term profit maximisation but rather
to deepen the financial sector and contribute
to long-term economic development while also
achieving a sustainable return on investment.

The founding shareholders of ProCredit Bank Ro-
mania were IFC, Deutsche Investitions- und Ent-
wicklungsgesellschaft (DEG), the European Bank
for Reconstruction and Development (EBRD),
ProCredit Holding, Commerzbank, and the Neth-
erlands Development Finance Company (FMO).
Over the years, ProCredit Holding has consoli-
dated the ownership and management structure
of all the ProCredit banks to create a truly global
group with a clear shareholder structure and to
bring to each ProCredit institution all the best
practice standards, synergies and benefits that
this implies.

Today’s shareholder structure of ProCredit Bank
Romaniais outlined below. Its current share capi-
talis EUR 27.8 million.

Shareholder Sector Headquarters Share Paid-in Capital
(as of Dec. 31, 2009) (in EUR)
ProCredit Holding Investment Germany 32.22% 8,971,220
Commerzbank Banking Germany 21.03% 5,855,016
EBRD Banking UK 16.53% 4,601,976
KfW Banking Germany 13.21% 3,677,982
IFC Banking USA 12.06% 3,357,230
IPC Consulting Germany 4.96% 1,381,107
Total Capital 100% 27,844,531

@ ProCredit ProCredit Holding is the
& otoiwe parent company of a global

group of 22 ProCredit banks. ProCredit Holding
was founded as Internationale Micro Investitionen
AG (IMI) in 1998 by the pioneering development fi-
nance consultancy company IPC.

ProCredit Holding is committed to expanding ac-
cess to financial services in developing countries
and transition economies by building a group of
banks that are the leading providers of fair, trans-
parent financial services for very small, small and
medium-sized businesses as well as the general
population in their countries of operation. In ad-
dition to meeting the equity needs of its subsidi-
aries, ProCredit Holding guides the development
of the ProCredit banks and supports them in all
key areas of activity, including banking opera-
tions, human resources and risk management. It
ensures that ProCredit corporate values, interna-
tional best practice procedures and Basel Il risk

management principles are implemented group-
wide in line with standards also set by the Ger-
man supervisory authorities.

IPC is the leading shareholder and strategic inves-
tor in ProCredit Holding. IPC has been the driving
entrepreneurial force behind the ProCredit group
since the foundation of the banks.

ProCredit Holding is a public-private partnership.
In addition to IPC and IPC Invest (the investment
vehicle of the staff of IPC and ProCredit), the other
private shareholders of ProCredit Holding include
the Dutch DOEN Foundation, the US pension fund
TIAA-CREF, the US Omidyar-Tufts Microfinance
Fund and the Swiss investment fund responsAbil-
ity. The public shareholders of ProCredit Holding
include KfW (the German promotional bank), IFC
(the private sector arm of the World Bank), FMO
(the Dutch development bank), BIO (the Belgian In-
vestment Company for Developing Countries) and
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Proparco (the French Investment and Promotions
company for Economic Cooperation).

ProCredit Holding has an investment grade rating
(BBB-) from Fitch Ratings Agency. As of the end of
2009, the equity base of the ProCredit group is
EUR 388 million. The total assets of the ProCredit
group are EUR 4.9 billion.

COMMERZBANK ¢ ’, Commerzbank is one of
Germany’s leading banks for private and corpo-
rate customers. Following the merger of Dresd-
ner Bank and Commerzbank in May 2009, its
customers will in future have access to around
1,200 branches, the largest branch network of
any German private bank. The new Commerzbank
has approximately 15 million private and corpo-
rate customers worldwide, who can now enjoy
an even broader and more attractive range of
Commerzbank products and advisory services.

The new Commerzbank promises to be an even
stronger and more reliable partner for corporate
customers, particularly export-dependent small
and medium-sized firms (SMEs). It also manages
major corporate customers and institutions in
Europe as well as multinational enterprises. In
addition, the new Commerzbank is also strength-
ening its position as a leading export financier,
supporting its customers in Germany and around
the world.

Commerzbank AG is the parent company of a
global financial services group. The group’s op-
erating business is organised into six segments
providing each other with mutually beneficial
synergies: Private Customers, Mittelstandsbank
(SME bank), Central & Eastern Europe, Corpo-
rates & Markets, Asset Based Finance and Port-
folio Restructuring Unit.

7
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Today some 30% of German foreign trade is chan-
nelled through the new Commerzbank, the lead-
ing export financier for the German industry. The
bank is directly represented in 46 countries as
well as through a network of more than 6,000
banking relationships worldwide.

Commerzbank is well positioned in Central and
Eastern Europe, serving more than 3.7 million
customers in the region. In Poland the bank holds
a 70% stake in BRE Bank, Poland’s third-largest
financial institution. In Ukraine it is the majority
shareholder of Bank Forum — a universal bank with
a nationwide network. Currently Commerzbank
operates in more than ten countries in the region.

@ The European Bank for Recon-
e Bl struction and Development
= frinsim miinie==(EBRD) was established in 1991.
It aims to foster the transition towards open, mar-
ket-oriented economies and to promote private
and entrepreneurial initiative in countries from
Central Europe to Central Asia that are committed
to democracy, pluralism and market economics.
The EBRD seeks to help its countries of operations
to implement structural and sectoral economic re-
forms, promoting competition, privatization and
entrepreneurship. In fulfilling its role as a catalyst
of change, the Bank encourages cofinancing and
foreign direct investment from the private and pub-
lic sectors, helps to mobilise domestic capital, and
provides technical cooperation in relevant areas.

KfW Entwicklungsbank (Kfw

vemocnseos  Development Bank): On behalf

of the German Federal Government, KfW Entwick-

lungsbank finances investments and accompa-

nying advisory services in developing and transi-

tion countries. Its aim is to build up and expand

the social and economic infrastructure of the

respective countries, and to advance sound fi-

nancial systems while protecting resources and
ensuring a healthy environment.

KfW Entwicklungsbank is a leader in supporting
microfinance and is involved in target group-ori-
ented financial institutions around the world. It is
part of KfFW Bankengruppe (KfW Banking Group),
which has a balance sheet total of EUR 400.1

billion (as of December 31, 2009). KfW Banken-
gruppeis one of the ten biggest banks in Germany
and is AAA-rated by Moody’s, Standard & Poor’s
and Fitch Ratings.

= International IFC, a member of the
I Fc F?n:;r‘c‘: ?«::;oration ’
A World Bank Group. World Bank Group,

creates opportunity for people to escape poverty
and improve their lives. We foster sustainable
economic growth in developing countries by sup-
porting private sector development, mobilizing
private capital, and providing advisory and risk
mitigation services to businesses and govern-
ments. Our new investments totaled USD 14.5
billionin fiscal 2009, helping channel capital into
developing countries during the financial crisis.
For more information, visit www.ifc.org.

‘-PC IPC - Internationale Projekt
ntemationale e pojekt consut it CONSUlt GMbH, a Frankfurt-
based company, was founded in 1981. Since
then, IPC has provided sound consulting and
management services for meaningful develop-
ment projects. The company has been particular-
ly successful in its activities in the financial sec-
tor, a field in which IPC has been involved since
1984. IPC advises banks in developing countries
and transition economies on how to build their ca-
pacity to provide financial services to very small,
small and medium-sized enterprises. For more
than two decades, IPC has set new standards in
the establishment of target group-oriented finan-
cial institutions. It founded ProCredit Holding,
and remains that company’s leading shareholder
and strategic investor. From the very beginning,
IPC has been the driving entrepreneurial force be-
hind the ProCredit group. Moreover, by providing
advisory assistance to the ProCredit banks in the
first few years of their operations, it has helped
the group to build sound and stable financial
institutions in countries around the world. IPC’s
advisory services for the ProCredit banks cover
management consulting, institution building,
branch network expansion, and staff training,
and recently it also began supporting them in a
new area: the development and introduction of
credit products for private households and SMEs
to finance energy-efficiency measures and the
use of renewable energy technologies.
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Special Feature

Years of excessive growth, speculation driven by
areal estate bubble, easy credit and plenty of for-
eign direct investment created a volatile mix of
unstable elements in the Romanian economy. The
situation was aggravated by underinvestment in
infrastructure, poor governance and rampant cor-
ruption. The collapse of Lehman Brothers provid-
ed the spark that caused it all to explode.

In this very difficult environment our customers
are trying to manage their businesses prudently,
and we work very closely with each one of them.
ProCredit Bank provides sound advice and seeks
to support its clients in this process. Thanks to
its responsible approach to lending, the bank is
in a better position than many other financial in-
stitutions in Romania to weather the financial and
economic storm, and thus to help its clients get
through the crisis as well.

Many customers were taken by surprise by the
force and suddenness of the economic shocks and

Standing by our customers in times of economic crisis

sought our advice on how best to manage their fi-
nances. Thus, we organised special presentations
and other events for our clients in order to inten-
sify our dialogue with them. Our targeted finan-
cial education activities for children, pensioners,
and people working in various professions (e.g.
accountants, doctors, lawyers and teachers) were
always well-received and highly appreciated.
They gave clients access to concise, relevant in-
formation and provided a single forum in which
they could get answers to all of their questions.

We also worked intensively with our depositors
to underscore our commitment to responsible
banking and explain precisely what this means
in the current situation. Moreover, in talking to all
of our clients, we highlighted not only the risks
created by this crisis, but also the opportunities
it presents — for example, in the form of lower
investment costs, better returns on savings and
reduced operating costs. The year 2009 will be
remembered as one of the worst for the Romanian



banking sector, and certainly as one of ProCredit
Bank’s most difficult years. Nonetheless, by be-
ing open and transparent and by pro-actively ad-
dressing our customers’ concerns, we succeeded
in retaining their trust. Our deposit portfolio re-
mained stable and the response to our savings
campaigns throughout the year was good.

Acrisis can also have beneficial impacts, provided
that people and institutions can learn from it. Af-
ter years of irresponsible behaviour on the part of
many banks and consumers, hopefully a basic les-
son can be learnt: there is no such thing as a free

lunch. The crisis is a painful reminder that only
hard work, responsible behaviour and a long-term
perspective can provide the basis for sustainable
wealth creation and social stability.

It is in times of uncertainty that values can serve
as a guide. At ProCredit Bank, the values that we
lived by before the crisis are the same values that
we hold today. Experience has shown that respon-
sibility, prudence and transparency are the best
insurance in these difficult times, both for us and
for our customers.
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Management Business Review
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General Manager
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Deputy General Manager
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Division Director

(left)

Dana Enache
Division Director
(right)
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Political and Economic Environment

Romania’s sharp economic downturn, which be-
ganin October 2008, continued throughout 2009,
making it one of the worst years on record in terms
of the country’s economic performance. While an-
nual real GDP growth averaged 6.5%?* in 2007 and
2008, in 2009 a decline of 7.1%? is expected. Ro-
mania was one of the worst performers in Eastern
Europe in 2009 with regard to GDP growth. And it
did not help that it went into the crisis with a weak
government and a pending presidential election
which was already having a divisive effect.

The parliamentary elections in late 2008 left the
country with a government which did not have a
clear political direction. The spending spree in
the run-up to the elections created a substan-
tial budget deficit in 2008 (5.5% of GDP),3 which
widened further in early 2009 (expected share of
GDP by year-end: 7.9%),* forcing the government
to request support from the International Mone-
tary Fund (IMF). In order to maintain overall mac-
roeconomic stability, and particularly to support
the RON, the IMF (together with the EU) granted
Romania a EUR 19.95 billion bailout package,
which allowed the central bank to cover the bal-
ance of payments deficit and keep the RON/EUR
exchange rate stable at a level of around 4.3.

The IMF imposed a limit for the budget deficit of
4.5% of GDP,> which was difficult for the prime
minister, Emil Boc, to comply with, given the
sharp drop in tax revenues and the government’s
lack of spending discipline. Nonetheless, the in-
ternational community supported the country un-
tilthe government went into crisis during the run-
up to the presidential election, which was held in
November. In late 2009 the situation looked very
difficult, with the IMF threatening to withhold the
remainder of its loan. However, the outcome of
the presidential election, which was won by the
incumbent, Traian Basescu, in a highly disputed
victory, allowed a new government to be formed,
again with Emil Boc as prime minister, but this
time with a different coalition of parties. The IMF
renewed its support conditional upon the imple-
mentation of tough measures to curb the budget
deficit.

The macroeconomic situation deteriorated
sharply in 2009 due to the collapse of the real es-

tate sector which had built up in previous years.
Thanks to real estate speculation, coupled with
a high level of debt-financed consumption, the
economy had been artificially boosted, produc-
ing spectacular year-on-year growth rates as
high as 9%, which was achieved in the third quar-
ter of 2008. This also boosted inflation, which
had risen to 6.3% by the end of 2008.° (Although
inflationary pressures remained strong in early
2009, annual inflation had declined to 4.74% by
year-end).” However, the boom turned to bust as
the credit crunch forced banks to restrict lending,
in effect depriving the economic engine of fuel.
All parts of the real economy suffered during the
ensuing recession, and at year-end there were no
clear signs of an impending recovery.

Financial Sector Developments?®

Despite the economic crisis, two new banks were
licensed in 2009, bringing the total number of
commercial banks and branches of foreign banks
to 44,° and at year-end 187 foreign institutions
(2008: 167'*) were also serving local customers
directly under the EU’s “European Passport” for
financial services providers. As of September
30, 2009, total banking assets amounted to RON
330 billion (EUR 76.8 billion) , down by 1.6% from
the end of 2008, and the top five banks control-
led 52.4% of total assets (end-2008: 54.3%).
Foreign-held capital accounted for 76.1% of the
financial sector’s total equity.

* Romanian National Institute of Statistics, www.insse.ro

2 ibid.

3 Romanian Ministry of Finance, press release,

May 6, 2009

4 International Monetary Fund, www.imf.org

5 Romanian Ministry of Finance, press release,
May 6, 2009

¢ Romanian National Institute of Statistics, www.insse.ro

7 ibid.

8 Unless otherwise indicated, all data are as at December
31, 2009, and are drawn from the presentation “The
Romanian banking system — present situation and out-
look” by the Prime Vice-Governor of the National Bank
of Romania, as posted on www.bnr.ro

9 www.bnr.ro, Supervision Directorate/NBR registers

° jbid.

1 jbid.
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The main attraction for the foreign-owned institu-
tions that had entered the market was Romania’s
size and its relatively low loans-to-GDP ratio, esti-
mated at 41% for 2008.*2 Cheap short-term credit
lines from their parent companies were these in-
stitutions’ main funding source, and by the end of
2009 external financing denominated in foreign
currency accounted for almost one-third of the
sector’s total liabilities, and around one-half of
this financing was short-term.*3 Between Septem-
ber 2007 and September 2008 the foreign-owned
institutions reported an impressive 48% increase
in lending to the private sector.

The lending boom ended abruptly in 2009 when
the crisis hit Romania. Amid concerns regarding
macroeconomic fundamentals, its country rating
had been lowered in late 2008 to sub-investment
grade by all the major rating agencies.* Given
the difficulties most of the foreign banks’ par-
ent companies faced in their domestic markets,
they greatly reduced funding for their institutions
in Romania, which had to intensify their deposit
mobilisation efforts. This led to a price war to at-
tract scarce liquidity. For example, interest rates
for corporate clients rose as high as 17.1% in
RON and 5.9% in EUR.* Total customer deposits
increased slightly over the year, rising by11% to
RON 167.7 billion (EUR 39.7 billion).*

The persistent inflation and high current ac-
count deficit inherited from 2008 made it even
more difficult for the National Bank of Romania
to maintain sufficient liquidity in the banking
system. It was able to loosen the monetary reins
only after the IMF agreement was signed and the
top 10 banks had pledged to maintain their lend-
ing exposures. The central bank subsequently
lowered its monetary policy rate by 2.50 percent-
age points and reduced the mandatory reserve
requirement by 15 percentage points for foreign
currencies and by 3 percentage points for RON.*”

Once the liquidity concerns had been addressed,
credit risks took centre stage. Due to the sharp
decline in GDP, many Romanian businesses were
operating in an economic depression. According-
ly, banks focused on asset quality. Over the year,
the total loan portfolio decreased by 5% to EUR
47.1 billion.*® Lending to the private sector also
decreased, with disbursements to private indi-
viduals and legal entities declining by 1.30% and

3.40%,* respectively, and the total volume of
disbursements dropping to RON 120 billion (EUR
28.4 billion). Loans classified as “doubtful” and
“loss” rose by 150% in 2009, reaching 15.3%2° of
the total loan portfolio at year-end. The hardest-
hit sectors were those that had been the most
dynamic during the boom period: construction,
transport and real estate.

ProCredit Performance

In 2009, as in previous years, ProCredit Bank re-
mained true to its core values, retaining its sim-
ple, down-to-earth approach. During the boom,
we did not finance speculative real estate deals,
nor did we engage in aggressive consumer lend-
ing or issue mortgage loans linked to exotic cur-
rencies. The wisdom of this course was reflected
in our portfolio quality: with the PAR over 30 days
amounting to 3.49% and the PAR over 90 days at
1.81% at year-end, we showed that our responsi-
ble approach to lending paid off during the crisis.

That said, the small businesses on which we focus
in our lending activities were certainly affected by
the crisis. In order to better support borrowers
who had encountered repayment problems, we
created a new Portfolio Management Unit in the
Credit Department. It deals specifically with cli-
ents who need help to enable them to meet their
obligations. We understand how important it is
for a bank like ours to really get to know its bor-
rowers and their businesses, and have developed

9

Unless otherwise indicated, all data are as at December
31, 2009, and are drawn from the presentation “The
Romanian banking system — present situation and out-
look” by the Prime Vice-Governor of the National Bank
of Romania, as posted on www.bnr.ro

3 NBR Financial Stability Report for 2009

4 www.mediafax.ro/economic/perspectivele-ratingurilor-
romaniei-ar-putea-fi-imbunatatite-in-partea-a-doua-a-
anului-4426926; “Outlook for Romania’s ratings could
improve in the second part of the year”; May 20, 2009
NBR Monthly Bulletin for September 2009, www.bnr.ro
NBR Monthly Bulletin for December 2009, www.bnr.ro
NBR Monetary Policy press statements,

Nov. 16, 2009, as posted on www.bnr.ro

NBR Monthly Bulletin for December 2009, www.bnr.ro
NBR Monthly Bulletin for September 2009, www.bnr.ro
NBR Monthly Bulletin for December 2009, www.bnr.ro
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close relationships with our credit clients, many
of whom have been loyal ProCredit customers for
years. Thus, we were able to maintain an open,
transparent dialogue with them at all times. In
cases where it was not possible to support busi-

MANAGEMENT BUSINESS REVIEW

Ly
%

nessesthatwereinarrears, other measures had to
be taken. In 2009 the bank significantly strength-
ened its Legal Recovery Unit, trebling the number
of staff available to deal with foreclosures.
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In addition, we took action during the first six
months of the year to mitigate the adverse effects
of the massive disruptions in the Romanian capi-
tal market that had taken place in October 2008.
As aresult of these disruptions, the local-curren-
cy money market became dysfunctional, and the
bank took steps during the first two quarters of
2009 to decrease its cost of funds. This involved
a careful re-design of the entire funding struc-
ture, supported by enhanced risk management.
Overall, 95% of our losses in 2009 were generat-
ed during the first six months, which shows that
we reacted quickly to the crisis and took effective
measures to improve our performance, paving
the way for a full recovery in the years to come.

The crisis has highlighted the importance of re-
sponsible banking. As the worst excesses of Ro-
mania’s speculative bubble are corrected, a new
“business model” will emerge in which sustain-
able development, rather than quick profits, are
the top priority for companies as well as banks.
Accordingly, ProCredit Bank is well positioned
to become a market leader in the Romania which
will emerge from the crisis, and our credibility in
the eyes of both our clients and the general pub-
lic will be further strengthened.

Lending

In 2009 our loan portfolio declined by 16%, to
EUR 181 million. At year-end, 35,533 loans were

outstanding, a drop of 15%. The decline was ex-
acerbated by the depreciation of the RON. The
share of the portfolio denominated in local cur-
rency decreased from 75% to 61%, as clients pre-
ferred the lower interest level in euro-denominat-
ed lending and shied away from local-currency
loans with variable rates, as these fluctuated
strongly. We maintained our policy of offering
mainly local-currency loans to businesses op-
erating in local currency, but our ability to offer
fixed interest rates in RON was constrained: the
capital markets remained paralysed and we were
unable to obtain local-currency loans at fixed
rates to fund lending. Finally, in the last quarter
of the year, the loan portfolio stabilised.

We disbursed 12,608 loans totalling EUR 73.3
million, down by 44% from the volume in 2008.
There were two reasons for this decrease: busi-
nesses were reluctant to invest, given their low-
ered growth expectations, and arrears levels
were higher, necessitating the allocation of in-
creased internal resources to address this prob-
lem.

The portfolio at risk, defined as loans in arrears
by over 9o days, increased from 0.70% of the
loan portfolio in December 2008 to 1.81% in
December 2009. As loan recovery efforts inten-
sified, the bank benefited from its loan officers’
close contact with borrowers. We created a spe-
cialised team of loan officers to work with the
clients in arrears, and in some cases were able

Loan Portfolio Development
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to adapt repayment plans to customers’ changed
cash flows. Thanks to close contact with our cus-
tomers, our portfolio quality remained signifi-
cantly better than that of the banking sector as a
whole.?* At EUR 2 million, net write-offs amounted
to 1.1% of the total portfolio. Loan-loss provisions
were equal to 3.59% of the total portfolio and to
103% of the portfolio at risk.

Small and very small business loans up to EUR
50,000 made up the segment most affected by

MANAGEMENT BUSINESS REVIEW

the crisis. The volume in this range decreased
by 27% (-EUR 32.8 million), and its share in the
bank’s total portfolio dropped from 57% to 50%.
The strong impact of the crisis on very small
businesses in Romania was also reflected in the

21 NBR data; www.bnr.ro (loans classified as doubtful
and loss: 11.85% for the banking sector, 7.65% for
ProCredit Bank)

Business Loan Portfolio — Breakdown by Maturity
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higher arrears rates in this segment. We fared
better in the segment of small business loans
(EUR 50,000 — 150,000), where the portfolio was
stable, amounting to EUR 22 million (12% of the
total portfolio), and in the medium-loan segment
(>EUR 150,000), which grew by EUR 2.3 million
(+12%, reaching EUR 22 million (12% of the total
portfolio)).

ProCredit remains one of the market leaders in
lending to small agricultural enterprises in Ro-
mania, whose development is still constrained
by a lack of targeted banking services. Overall,
the agricultural sector is undergoing profound
changes as a result of Romania’s entry into the
EU, which created both new opportunities for
development, via increased exports and access
to financial support under EU programmes, and
increased competitive pressure. The agricultural
portfolio is largely denominated in RON and grew
in local-currency terms, rising by RON 9.6 million
(+6.6%); the volume in EUR remained at its 2008
level: EUR 37 million. The share of agricultural
loans in the total portfolio rose from 17% to 20%.
We disbursed more than 6,000 loans in this seg-
ment in 2009, and were serving 9,440 agricul-
tural clients at year-end.

Consumer lending, to which we have always had a
defensive approach, declined by 26%. The share
of consumer loans in the portfolio was only about
1% at year-end.

Deposits and Other Banking Services

In line with the decrease in the loan portfolio, to-
tal customer funds declined by EUR 17.8 million
to EUR 133.6 million, 12% less than in 2008. The
total number of accounts stood at 136,576 (-4%).
The bank had ample liquidity throughout the pe-
riod, and the decline in customer funds in 2009
was attributable primarily to its policy of allow-
ing the portfolio of term deposits held by large
institutional investors, and also some of the de-
posits of this type held by large retail customers,
to decrease.

As a result, the average balance in term deposit
accounts (TDAs) decreased from EUR 3,200 to
EUR 2,800. At year-end, the total volume of TDAs
stood at EUR 110.8 million (down by 4.9% from
2008), representing 84% of total customer funds
(2008: EUR 116.3 million; 79.3%). At EUR 12.1
million (down by 22.3% from 2008), current ac-
counts contributed 9.2% of total customer funds,
while savings accounts, at EUR 8.9 million (down
by 40% from 2008), made up 6.8%. Whereas the
number of current accounts remained approxi-
mately constant in 2009, at around 80,000, the
number of savings accounts decreased by 14%
to 20,000 and the number of TDAs increased by
10% t0 39,900, in line with the bank’s goal of di-
versifying its deposit base. The increase in the
number of TDAs held by small depositors was
achieved through active direct promotion and

Customer Deposits
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branch-level marketing efforts. The fact that so
many new clients chose to save with ProCredit
Bank in such a turbulent year in the financial sec-
tor is testimony to the high level of trust which
the bank enjoys among Romanian citizens.

In the second half of the year, we introduced re-
tail banking packages, enabling clients who use
several retail products to benefit from lower to-
tal monthly fees. The two main packages, which
are aimed at salary earners and pensioners, were
well received, and by year-end 5,649 had been
sold. The number of pensioners receiving their
pensions via accounts with ProCredit grew by
53%, rising to 4,886.

The bank continued to expand its ATM network,
which at year-end consisted of 58 units (43 on-
site and 15 off-site), up from 44 in 2008 (40 on-
site and 4 off-site). The ongoing expansion of the
off-site network will make it easier for clients to
access their funds, while also enhancing our vis-
ibility and boosting fee income. The number of
debit cards was stable during 2009, with 21,012
in circulation at year-end. The share of active
cards rose from 44% to 54%.

In the autumn of 2009 we introduced an innova-
tive new product for SMEs called InfoPayment.
For a monthly fee, clients receive automatic no-
tifications via SMS or e-mail when cheques or
promissory notes are due to be debited from their

Domestic Money Transfers International Money Transfers*
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accounts. By year-end, 1,050 clients had already
signed up to use the new product.

The total number of domestic transfers decreased
by 5% to 605,000, and the transaction volume fell
by 14.4% to EUR 793.4 million. A similar decline
was registered for international transfers: the to-
tal number fell by 3.2% to 12,346, while the vol-
ume decreased by 8% to EUR 113.1 million.

ProCredit Bank had introduced Internet banking
in the spring of 2008. Usage increased strongly in
2009, with the share of domestic transfers carried
out via the e-banking service rising from 20.32%
t0 35%.

Financial Results

In 2009 ProCredit Bank experienced its most chal-
lenging year since it was founded. During the first
two quarters, we had to contend with an increase
in the cost of funds due to unfavourable market

conditions as well as tough competition for de-
posits, and a rise in loan-loss provisions. 95% of
the losses for 2009 were incurred during the first
six months. In the last two quarters we returned
to profitability, thanks to lower overheads and im-
proved arrears management.

Total assets declined by 12% to EUR 259 million,
due mainly to the 16% decrease in the loan port-
folio. We maintained a comfortable level of liquid
assets, which accounted for 29% of total assets at
year-end.

We reduced the level of concentration in our de-
posit base and focused on deposits held by private
individuals, which remained stable despite a very
conservative pricing policy. At year-end, customer
deposits represented 51% of total liabilities and
the deposit-to-loan ratio was 74%. The decrease in
customer funds, by 12% to EUR 133.6 million, was
driven mainly by the decrease in large institution-
al clients’ deposits, which was a reflection of our
lower funding needs. The bonds issued in 2005
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were redeemed and we paid back our loans from
financial institutions using liquidity reserves.
There was no need to secure additional funds; the
only funding agreements concluded were with IFC
and Developing World Markets, and they served
to improve the currency structure of the balance
sheet and to facilitate the management of interest
rate risk.

On October 31 our shareholders conducted
a EUR 3 million capital increase, after which
the respective shareholdings were as follows:
ProCredit Holding - 32.22%; Commerzbank
— 21.03%; EBRD - 16.53%; KfW — 13.21%; IFC -
12.06%; and IPC — 4.96%. The losses incurred
during the first three quarters were partially cov-
ered by the new injection of capital. Due to the
capital increase, and the profit generated in the
fourth quarter, we had a capital adequacy ratio of
13.35% at year-end (2008: 16.26%), well above
the regulatory requirement of 8%.

Interestincome accounted for 187% of total oper-
ating income, but was down by 9%, due primarily
to the contraction of the loan portfolio. In 2009
the bank registered operational losses because
interest expenses remained constant although li-
abilities decreased. This was in turn due to the
increase in the cost of funds, which rose signifi-
cantly owing to heightened competition for local
deposits and the globalincrease in interest rates,
particularly during the first two quarters.

Netfeeand commissionincome decreased by 42%.
Overall operating income fell by 25.7% to EUR 18.6
million, while total operating expenses decreased
by only 6.6%, to EUR 25.2 million. The 13% reduc-
tion in administrative expenses achieved in 2009
did not bear fruit until the fourth quarter, when the
bank became profitable again on a monthly basis.
The cost-income ratio rose to 112% (2008: 97%),
due mainly to the level of interest expenses. The
net financial result for 2009 was a loss of EUR 5.2
million. Consequently, the return on equity fell to
-22.6% (2008: -8.9%).

Loan-loss allowances increased by 45%, reaching
EUR 4 million. Reflecting our conservative provi-
sioning policy, the ratio of provisions to the PAR
»30 days was a very comfortable 103% at year-end.

Outlook

After a year of economic turmoil and political
uncertainty, it appears that Romania will enjoy
greater stability in 2010. On the other hand, it re-
mains to be seen whether the new government will
be able to deal effectively with the possible social
and political impacts of its planned budget cuts.

The austerity measures will presumably include
discharging around 100,000 state employees,
which will boost unemployment and further re-
duce consumption, and thus certainly not help to
promote economic recovery. Default rates for com-
mercial banks’ loans to private individuals are ex-
pected to rise further, leading to a second wave of
write-offs on top of those undertaken in 2009 for
loans to legal entities.

Against this background, we believe that
ProCredit Bank will be in a comparatively good
position to take advantage of opportunities for
growth in 2010, as we have low arrears and vir-
tually no exposure in the consumer loan sector.
We will focus on expanding our business with our
core target group of SMEs and on increasing lend-
ing to larger enterprises and institutional clients.

No new branches are planned for the coming year,
and a shift from very small loans towards slightly
larger exposures is expected to drive our busi-
ness forward in 2010. This shift will be supported
by enhancing our staff’s client acquisition skills;
by improving loan officers’ risk analysis capabili-
ties; and by investing in new products, such as an
e-banking platform for larger companies and insti-
tutions and specifically tailored credit facilities for
SMEs.

By rigorously controlling costs and focusing on our
priorities for the development of the bank’s busi-
ness, we expect to be able to report a profit for
2010. While it will presumably be small compared
to the loss made in 2009, we believe that we can
realistically expect to record a positive result in
line with the one achieved in the last quarter of the
year. As economic activity picks up in 2011 and be-
yond, we anticipate that our return on equity will
return to its historical levels and that profitability
will improve further.
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Risk Management

With its simple and transparent business model,
easy-to-understand products and strong commit-
ment to responsible banking, ProCredit Bank Ro-
mania has always had a conservative approach to
dealing with the financial and other risks associ-
ated with its operations. Our prudent approach to
risk management was further enhanced in 2009
as we brought our strategies and policies into line
with the new risk policies of the ProCredit group,
while maintaining full compliance with local regu-
latory standards. The new policies for ProCredit
institutions are based on the risk management
standards established by the German Federal Fi-
nancial Supervisory Authority (BaFin).

The Board of Administrators bears ultimate re-
sponsibility for risk management. It reviews and
approves risk policies and strategies, the risk pro-
file of the bank and assessments of its risk-bear-
ing capacity, as well as the organisational struc-
ture, which plays a key role in risk management.
In allocating tasks and responsibilities within
the organisation, we ensure a strict segregation
of duties between front- and back-office staff for
all risk relevant operations all the way up to the
level of the Executive Committee. In their capacity
as the bank’s management board, the members
of this body are responsible for establishing and

implementing an effective and efficient internal
control system and, consequently, for overseeing
all risk management processes.

The Risk Department is responsible for identify-
ing, assessing, measuring, monitoring and con-
trolling the risks which arise from the bank’s ac-
tivities and from external events. To ensure that
all significant risk areas are addressed, a number
of specialised bodies have been established.
These include the Risk Management Committee
and its subcommittees: the Assets and Liabilities
Management Subcommittee (ALCO), the Credit
Risk Management Subcommittee, the Operation-
al Risk Management Subcommittee and the Sub-
committee for the Prevention of Money Launder-
ing and for Combating the Financing of Terrorism.
The Risk Management Committee reports directly
to the Board of Administrators.

The bank’s risk position is summarised in monthly
riskreports. These are presented to and discussed
with the bank’s management and the Board of Ad-
ministrators, and they are also submitted to the
Group Risk Management Department of ProCredit
Holding. This enables the bank to benefit from the
valuable guidance of the holding company’s risk
management experts, who are able to draw upon



group-wide experience and know-how in this key
area. Limits are defined for all significant risks
and appropriate escalation mechanisms are im-
plemented.

In addition to a state of the art approach to risk
management, ProCredit Bank places great em-
phasis on open communication, staff loyalty and
adherence to its corporate values. We are confi-
dent that our strong focus on these three areas,
together with our well-documented and clearly
defined processes and procedures, contributes
significantly to the mitigation of risks.

Credit Risk

In our risk management activities, we have al-
ways accorded a very high priority to maintaining
the quality of our loan portfolio. Nonetheless, as
the effects of the economic and financial crisis
began to be felt more and more strongly by our
clients, our arrears rates showed a steady in-
crease. As a result, the volume of both write-offs
and loan-loss provisions steadily rose as well, re-
flecting our conservative provisioning policy.

IFRS results (EUR) 2008
PAR (% of GLP)* 1.63%

2.96%

level of portfolio quality despite the marked de-
terioration in its operating environment, testifies
to the soundness of its lending procedures. The
bank utilises a highly developed credit technology
whose principal features can be summed up as
follows: the debt capacity of all loan applicants is
rigorously analysed by a well-trained loan officer
in a process involving numerous cross-checks; all
credit analyses are carefully documented; lend-
ing decisions are taken by an independent credit
committee; loan officers build long-term, personal
relationships with their clients and maintain regu-
lar contact with them, monitoring loans over the
entire maturity period; and loan repayment is also
strictly monitored by the branch management and
at head-office level. In 2009, the bank strength-
ened its recovery capacity, developed new pro-
cedures for restructuring loans, and created a
specialised Credit Risk Department. As of the end
of December 2009, the bank had a restructured
impaired loan portfolio amounting to EUR 1.4 mil-
lion (0.78% of the GLP), for which it had set aside
provisions of EUR 742,000. The bank will continue
its efforts to keep arrears under control by work-
ing intensively with customers to enable them to
meet their repayment obligations.

Qll o9
3.57%

Qlll og 2009
4.42% 3.49%

* PAR = portfolio at risk, i.e. loans in arrears by more
than 30 days, at end of period expressed as a percent
age of the end-of-period gross loan portfolio (GLP)

Net write-offs amounted to EUR 2 million, or 1.1%
of the total loan portfolio as at December 31, 2009.
The allowance for loan impairment was equal to
103% of the PAR, and to 3.59% of the gross loan
portfolio. As regards portfolio quality, ProCredit
Bank’s performance continued to be substantially
better than that of the banking sector as a whole:

RAS (Romanian Accounting QlV o8
Standards) results

PAR? ProCredit Bank 2.23%
PAR3 banking sector 6.5%

3.65%
9.40%

In its lending operations, the bank primarily
serves small and very small businesses, and its
borrowers operate in a variety of sectors. Thus,
its loan portfolio is highly diversified. Reflect-
ing the focus on small enterprises, loans of less
than EUR 10,000 accounted for 80.2% of the
total number of loans outstanding at the end of
2009 (2008: 90.6%), and the average outstand-
ing amount was EUR 5,091. At 6% of the total
loan portfolio. The exposure to the 10 largest

Qll o9 Qlll o9 QlV o9
4.90% 6.5% 9.7%
11.8% 14.2% 15.3%

2 Covers “doubtful” and “loss” loans as defined by the
classification rules of the National Bank of Romania (NBR)

3 Same definition of PAR as above; based on NBR
Monthly Bulletins (2008 - 2009); www.bnro.ro

The fact that ProCredit Bank kept arrears at levels
significantly below the average for the Romanian
banking sector, thus maintaining a relatively high

borrowers remained small. Looking ahead, the
bank should benefit from not having a significant
exposure to the areas that have been severely af-
fected by the crisis, namely the retail loan sector
(consumer loans and credit cards), the real estate
market, and vehicle leasing.
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Market Risk

The bank has a low exposure to market risk be-
cause we focus on our core business activities
and do not engage in speculative activities. Our
treasury operations are undertaken exclusively
in order to support our core business.

Currency Risk

ProCredit Bank has a low level of currency risk. It
monitors its foreign-currency exposure on a daily
basis and closes its positions within predefined
limits. The year-end open currency position was
equivalent to 9.2% of total year-end capital.

Interest Rate Risk

We aim to ensure that the bank’s assets and li-
abilities remain balanced across all maturities.
Interest rate risk is managed primarily by using
maturity gap and duration analysis. The fact that
a large proportion of our loans have rather short
maturities allows us to reprice the loan portfolio
on a regular basis. At the end of 2009, one-year
repricing assets equalled 88.2% of the one-year
repricing liabilities.

The bank runs stress tests to measure inter-
est rate risk. Based on the year-end financials
for 2009, an interest rate increase by 200 basis
points in RON and by 200 basis points in EUR
would result in a 5% decline in the economic val-
ue of our equity , which is much lower than the
20% limit under Basel Il guidelines.

Liquidity Risk

The ALCO monitors liquidity risk on a weekly ba-
sis. Potential liquidity gaps and surpluses are
projected on a regular basis using stress tests.
As of the end of 2009, liquid assets were equiva-
lent to 31.8% of total liabilities and covered a
comfortable 56.8% of customer funds. The de-
posit portfolio continued to be highly diversi-
fied, with the share of the 10 largest depositors
in total customer funds decreasing from 15.4% in
200810 6.2% in 2009.

The loan portfolio remained a dependable source
of liquidity, generating a constant inflow of funds

from our borrowers’ regular instalment pay-
ments. Nonetheless, we were granted a EUR 10
million standby credit line by ProCredit Holding,
both to enable us to meet regulatory require-
ments and as an expression of the group’s strong
support.

Throughout 2009, the bank continued its efforts
to increase the extent of loan portfolio coverage
by customer deposits. At year-end, customer
funds were equivalent to 73.8% of the loan port-
folio (2008: 69.7%).

The bank maintained a strong liquidity position
throughout the year. This was underscored by the
fact that in February, in the midst of the liquid-
ity crunch in the Romanian banking sector, we
redeemed all of our outstanding local currency
bonds, paying out the equivalent of over EUR 10
million.

Operational Risk

ProCredit Bank’s system for managing operation-
al risks is based on best practices in this area.
Segregation of duties between units and depart-
ments as well as the “four-eyes principle” are im-
plemented wherever appropriate. This approach,
combined with our well-defined processes and
procedures, contributes significantly to opera-
tional risk mitigation.

ProCredit defines operational risk as the risk of
losses from inadequate or failed internal proc-
esses, from human error or fraud, from system
error, or from external events. The Operational
Risk Management Subcommittee is responsi-
ble for actively monitoring and addressing op-
erational risk. The Risk Event Database (RED),
together with yearly operational and fraud risk
assessments, is the main tool used for identify-
ing, assessing and compiling data on operational
risk. Monthly reports are generated on the basis
of the information in the database, and are used
to design measures for risk mitigation.

The bank has developed contingency plans to
address the risk of losses resulting from disrup-
tion of operations due to external events beyond
the bank’s control. In addition, the Internal Audit
Department evaluates the control mechanisms



which are in place to facilitate operational risk
management.

One of the key goals of operational risk man-
agement is to initiate and facilitate activities to
create operational risk awareness within the or-
ganisation, including annual training for all em-
ployees. We will continue such measures, as they
are crucial to our efforts to limit the bank’s expo-
sure to operational risk.

Capital Adequacy

Throughout the year the bank’s capital was suf-
ficient to cover all risks, and at the end of 2009

our capital adequacy ratio (CAR) exceeded both
the local requirement (8%) and the Basel Il stand-
ard (12%), which has also been adopted by the
ProCredit group. The year-end regulatory CAR
was 13.4% (2008: 1.63%). Our shareholders
demonstrated their strong support for the bank
by carrying out a capital increase of EUR 3 million
on October 30. Additionally, in November Fitch
Ratings affirmed our rating of “BB+”.
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Branch Network

In 2009, our strategic goal was to consolidate our
presence in the cities in which we already oper-
ate, without necessarily expanding our existing
branch network. Our priority was to provide our
customers with a more pleasant environment in
which to conduct their banking business. This
meant ensuring that our existing branches were
easily accessible and, in some cases, making
them more attractive and inviting. This involved
relocating and refurbishing a number of offices.

In the first quarter we inaugurated three new lo-
cations where preparations for the launch of op-
erations had been underway at the end of 2008.
We opened one branch in Tirgu-Jiu, a city we had
not previously served, and two retail agencies in
Galati and Craiova. Retail agencies — smaller of-
fices that provide non-credit services — are usu-
ally established in cities where clients are already
served by a larger, full-service branch, and where
the demand for deposit and account services war-
rants an increased presence.
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Atyear-end we were operating through 29 branch-
es and 14 retail agencies in 24 cities. Our aim in
2009 was to better serve existing customers and
increase efficiency in both credit and deposit op-
erations while also expanding the client base.
Accordingly, in the cities where we had several
branches, we decided to consolidate lending op-
erations in a single branch and focus exclusively
on banking services in the other offices.

Three of our largest branches were moved to
new, more spacious premises at better loca-
tions. These branches, which are located in Cluj,
lasi and Bucharest, are now better able to meet
clients’ needs. While they continue to operate in
key districts, these offices are now at more vis-
ible and accessible locations, thus enabling us
to provide better coverage of the main areas of
these three important cities. In addition, we re-
furbished a number of branches: we installed new
light boxes in nine of our existing branches, and
at seven others we carried out extensive interior
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renovations or put in additional cashiers’ booths. ble and provide an attractive setting in which to
Furthermore, we installed 16 additional ATMs, 13 serve our customers, while also offering a pleas-
at off-site locations. ant working environment for our employees.

In 2010 we plan to refurbish and relocate more of
our existing branches. As in 2009, we will strive
to ensure that all our offices are easily accessi-
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Organisation, Staff and Staff Development

Despite the unfavourable economic environment,
which also impacted the bank’s results, our com-
mitment to our business model and value-driven
approach to banking was stronger than ever in
2009. Thanks to the energy and resources we
have invested over the years in selecting, train-
ing and developing our team of motivated young
professionals, they have shown that they can
meet the challenges we face in these difficult
times. Our culture of open and transparent com-
munication helps keep staff aware of constraints
that can affect our performance, while at the
same time ensuring that goals and priorities are
clearly understood. Moreover, our socially re-
sponsible approach towards clients continues to
provide the impetus for innovative solutions and
the identification of new business opportunities
in line with our corporate mission.

In order to further improve efficiency and service
quality, we analysed our internal processes and
the deployment of human resources in all areas.
This led to a consolidation of the regional oper-
ating structure and the implementation of new
regional positions in areas such as legal sup-
port, sales and lending. These moves enabled us
to develop a more tailored approach to serving
the individual regions, while also improving co-
ordination and the exchange of know-how among
the regions and within the regional teams. In ad-

dition, the bank’s organisational structure was
enhanced through the creation of new head of-
fice departments to achieve a better segregation
of duties and improve control mechanisms.

While we filled as many of the newly created po-
sitions as possible through an internal selection
process, we continued recruiting new staff to en-
sure the availability of sufficient personnel with
the appropriate skills and experience. As a result,
in 2009 we hired and trained almost 100 new em-
ployees, and at year-end the total number of staff
stood at 1,006. At the same time, 58 highly expe-
rienced employees were selected to take on re-
sponsibilities at the regional level. Additionally,
nearly 8o of our most skilled and promising staff
members were promoted to senior supervisory or
managerial positions, while more than 200 em-
ployees assumed new responsibilities within the
organisation.

Ever since the bank was founded, we have contin-
uously reviewed and improved our internal train-
ing programmes to ensure that our staff are kept
abreast of all important changes and develop-
ments both within the institution and in our oper-
ating environment. In 2009, our employees bene-
fited from a total of 1500 training days conducted
either locally or at the level of the ProCredit group.
Our commitment to promoting staff development
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on a long-term basis was reflected in the size of
the bank’s training budget, which amounted to
RON 2.15 million (EUR 0.5 million).

We start investing in our employees from their
very first day with the institution, when they par-
ticipate in a mandatory induction course. Its pur-
pose is to ensure that all new employees are ac-
quainted with the mission, corporate values and
history of the ProCredit group, as well as the prin-
ciples that guide our business operations and our
approach to risk management. Based on the spe-
cific requirements of the positions for which they
have been hired, the new employees then receive
tailored classroom and practical training.

The training needs of our existing and potential
middle managers are covered by local seminars
as well as international training programmes
conducted by ProCredit Holding. In 2009, 40 em-
ployees, including both middle managers and
specialist staff, attended international seminars
at group level. Participation in these measures
also enabled them to exchange knowledge and
experience with ProCredit colleagues from many
other countries. In addition, 30 of our middle
managers took part in the management training
programmes offered by the group at the Regional
Academy for Eastern Europe in Macedonia and at
the ProCredit Academy in Germany.

In accordance with initiatives at the group level,
our plans for 2010 include the introduction of
mathematics training for all employees and a
number of improvements to the bank’s salary
structure to ensure that it is fully transparent.

At ProCredit Bank we have always believed that
in order to be successful in terms of outreach and
the long-term sustainability of our business mod-
el,itis not enough to merely have employees with
the right technical skills. In addition, our staff
must have good communication skills and good
judgement, and be able to make sound decisions
that reflect our values and support our commit-
ment to responsible banking. It is precisely those
qualities that we cultivate in our staff through our
extensive training and professional development
measures, and we are confident that our ongoing
efforts in this area are laying the groundwork for
the continued successful development of our in-
stitution.
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Business Ethics and Environmental Standards

Part of the overall mission of the ProCredit group
is to set standards in the financial sectors in which
we operate. We want to make a difference not only
in terms of the target groups we serve and the
quality of the financial services we provide, but
also with regard to business ethics. Our strong
corporate values play a key role in this respect.
Six essential principles guide the operations of
the ProCredit institutions:

e Transparency: We adhere to the principle of
providing transparent information both to our
customers and the general public and to our
employees, and our conduct is straightfor-
ward and open;

e A culture of open communication: We are
open, fair and constructive in our communica-
tion with each other, and deal with conflicts
at work in a professional manner, working to-
gether to find solutions;

e Social responsibility and tolerance: We offer
our clients sound advice and assess their eco-
nomic and financial situation, business poten-
tial and repayment capacity so that they can
benefit from the most appropriate loan prod-
ucts. Promoting a savings culture is an impor-
tant part of our mission, and we are committed
to treating all customers and employees with
fairness and respect, regardless of their ori-
gin, colour, language, gender or religious or
political beliefs;

e Service orientation: Every client is served in
a friendly, competent and courteous manner.
Our employees are committed to providing ex-
cellent service to all customers, regardless of
their background or the size of their business;

e High professional standards: Our employees
take personal responsibility for the quality of
theirwork and always strive to grow as profes-
sionals;

e A high degree of personal commitment: This
goes hand-in-hand with integrity and honesty
— traits which are required of all employees in
the ProCredit group.

These six values represent the backbone of our
corporate culture and are discussed and actively
applied in our day-to-day operations. Moreover,
they are reflected in the ProCredit Code of Con-
duct, which transforms the group’s ethical princi-
ples into practical guidelines for all staff. To make
sure that new employees fully understand all of

the principles that have been defined, induction
training includes sessions dedicated to the Code
of Conduct and its significance for all members of
our team. Regular refresher training sessions help
to ensure that employees remain committed to
our high ethical standards and are kept abreast of
new issues and developments which have an ethi-
cal dimension for our institution. These events al-
low existing staff to analyse recent case studies
and discuss any grey areas.

Another aspect of ensuring that our institution ad-
heres to the highest ethical standards is our con-
sistent application of best practice systems and
procedures to protect ourselves from being used
as a vehicle for money laundering or other illegal
activities such as the financing of terrorist activi-
ties. An important focus hereis to “know your cus-
tomer”, and, in line with this principle, to carry out
sound reporting and comply with the applicable
regulations. Updated anti-money laundering and
fraud prevention policies are being introduced
across the group to ensure compliance with Ger-
man regulatory standards.

We also set standards regarding the impact of our
lending operations on the environment. ProCredit
Bank Romania has implemented an environmen-
tal management system based

on continuous assessment of the

loan portfolio according to envi-

ronmental criteria, an in-depth
analysis of all economic activities
which potentially involve envi-
ronmental risks, and the rejec-
tion of loan applications from
enterprises engaged in activi-
ties which are deemed environ-
mentally hazardous and appear
on our institution’s exclusion
list. By incorporating environ-
mental issues into the loan
approval process, ProCredit
Bank Romania is also able [
to raise its clients’ overall level of
environmental awareness. We also ensure that
requests for loans are evaluated in terms of the
applicant’s compliance with ethical business
practices. No loans are issued to enterprises or
individuals if it is suspected that they are making
use of unsafe or morally objectionable forms of
labour, in particular child labour.
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The ProCredit Group:

Responsible Banks for Small Businesses and Ordinary People

The ProCredit group comprises 22 financial in-
stitutions whose business focus is on providing
responsible banking services in transition econo-
mies and developing countries. We aim to provide
accessible, reliable services to small businesses
and the ordinary people who live and work in the
neighbourhoods in which we operate. At the end
of 2009 our 19,600 employees, working in more
than 830 branches, were serving 3.1 million cus-
tomers in Eastern Europe, Latin America and Af-
rica.

The first ProCredit banks were founded more than
a decade ago with the aim of making a significant
development impact by promoting the growth of
small businesses. We sought to achieve this by
providing loans tailored to their requirements
and offering attractive deposit facilities that
would enable and encourage low-income individ-
uals and families to save. The group has grown
strongly over the years, and today we are one of
the leading providers of banking services to small
business clients in most of the countries in which
we operate.

Our development mission and socially respon-
sible approach remain as relevant today as they
have always been. Indeed, their importance has
been underscored by the widespread macroeco-
nomic decline which most of our countries of
operation experienced in 2009. The challenges
this has created for individual clients as well as
for national economies are significant. While the
impact has differed from country to country and
from region to region, it is clear that our custom-
ers need a reliable banking partner now more
than ever. Many small businesses have adjusted
to the new environment and are beginning to in-
vest again, and ordinary people are regaining
their trust in banks. That is why we will contin-
ue to apply the principles that have defined the
ProCredit group since its foundation.

Our mission is to provide credit in a responsible
manner to very small, small and medium-sized
enterprises, as we are convinced that these busi-
nesses create the largest number of jobs and
make a vital contribution to the local economy.
Unlike most other banks operating in our mar-
kets, we avoid aggressive consumer lending and
all speculative lines of business. Instead, the

ProCredit banks work in close contact with their
clients to gain a full understanding of the prob-
lems small businesses face and the opportuni-
ties that are available to them.

Our credittechnology, developed over many years
with the support of the German consulting com-
pany IPC, relies on the careful individual analysis
of all credit risks. By making the effort to know
our clients well and maintain long-term working
relationships based on trust and understanding,
we are well positioned to support them not only
when the economy is buoyant, but also during a
downturn and recovery. In 2009, the ability of our
loan officers to proactively make appropriate ad-
aptations to payment plans where necessary to
reflect clients’ new and more challenging sales
environments has played an important role in
maintaining good loan portfolio quality.

We not only extend loans, but also offer our en-
terprise clients a broad range of other banking
services such as cash management, domes-
tic and international money transfers, payroll
services, POS terminals and payment and credit
cards. These services are geared towards as-
sisting our business clients to operate more
efficiently and more formally and thus help to
strengthen the real economy and the banking
sector as a whole.

Furthermore, our targeted efforts to foster a
savings culture in our countries of operation
have enabled us to build a stable deposit base.
ProCredit deposit facilities are appropriate for
a broad range of lower- and middle-income cus-
tomers. We place particular emphasis on working
with the owners, employees and families asso-
ciated with our core target group of very small,
small and medium-sized businesses. ProCredit
banks offer simple savings products and place
great emphasis on promoting children’s savings
accounts and on running financial literacy cam-
paigns in the broader community. In addition to
deposit facilities, we offer our clients a full range
of standard retail banking services. Despite con-
siderable public nervousness about the safety
of banks and intense competition in the deposit
market, the ProCredit institutions managed to
steadily increase their overall retail deposit
base in 2009, increasing the number of deposit
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accounts by some 300,000 and securing a very
comfortable liquidity position for the group.

The ProCredit group has a simple business mod-
el: providing banking services to a diverse range
of enterprises and mobilising deposits from the
ordinary people who live and work around our
branches. As a result, our banks have a trans-
parent, low-risk profile. We do not rely heavily
on capital market funding and have no exposure
to complex financial products. Furthermore, our
staff are well trained, flexible and able to pro-
vide competent advice to clients, guiding them
through difficult times as well as good times. De-
spite the turmoil of the global financial markets,
the performance of the ProCredit group has been
remarkably stable: we ended 2009 with a good
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liquidity position, comfortable capital adequacy,
PAR over 30 days of 2.68%, and a modest profit.
Given the very difficult macroeconomic situation
in many of our countries of operation, this was a
strong performance.

Our shareholders have always taken a conserva-
tive, long-term view of business development,
aiming to strike the right balance between a
shared developmental goal — reaching as many
small enterprises and small savers as possible -
and achieving commercial success.

Strong shareholders provide a solid foundation
for the ProCredit group. It is led by ProCredit
Holding AG, a German-based company that was
founded by IPC in 1998. ProCredit Holding is a
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public-private partnership. The private share-
holders include: IPC and IPC Invest, an invest-
ment vehicle set up by IPC and ProCredit staff
members; the Dutch DOEN Foundation; the US
pension fund TIAA-CREF; the US Omidyar-Tufts
Microfinance Fund; and the Swiss investment
fund responsAbility. The public shareholders
include the German KfW Bankengruppe (KfW
banking group); IFC, the private sector arm of the
World Bank; the Dutch development bank FMO;
the Belgian Investment Company for Developing
Countries (BIO) and Proparco, the French Invest-
ment and Promotions Company for Economic
Co-operation. The group also receives strong
support from the EBRD and Commerzbank, our
minority shareholders in Eastern Europe, and
from the Inter-American Development Bank (IDB)
in Latin America. With the strong support of its
shareholders and other partners, the ProCredit
group ended the year with a total capital adequa-
cy ratio of 16% — a figure that reflects their confi-
dence in the group.

ProCredit Holding is not only a source of equity
for its subsidiaries, but also a guide for the de-
velopment of the ProCredit banks, providing the
personnel for their senior management and of-

fering support in all key areas of activity. The
holding company ensures the implementation of
ProCredit corporate values, best practice bank-
ing operations and Basel Il risk management
principles across the group. The group’s busi-
ness is run in accordance with the rigorous regu-
latory standards imposed by the German banking
supervisory authority (BaFin).

ProCredit Holding and the ProCredit group place
a strong emphasis on human resource manage-
ment. Our “neighbourhood bank” concept is not
limited to our target customers and how we reach
them; it also concerns the way in which we work
with our staff and how we encourage them to
work with their customers. The strength of our re-
lationships with our customers will continue to be
central to working with them effectively in 2010
and achieving steady business results.

A responsible approach to neighbourhood bank-
ing requires a decentralised decision-making
process and a high level of judgment and adapt-
ability from all staff members, especially our
branch managers. Our corporate values embed
principles such as open communication, trans-
parency and professionalism into our day-to-
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day business. Key to our success is therefore
the recruitment and training of dedicated staff.
We maintain a corporate culture that promotes
the professional development of our employees
while fostering a deep sense of personal and so-
cial responsibility. This entails not only intensive
training in technical and management skills, but
also frequent staff exchanges between our mem-
ber institutions. In this way, we take full advan-
tage of the opportunities for staff development
that are created by the existence of a truly inter-
national group.

A central plank in our approach to training is the
ProCredit Academy in Germany, which provides a
part-time “ProCredit Banker” training programme
over a period of three years for high-potential
staff from each of the ProCredit institutions. The
curriculum includes intensive technical training
and also exposes participants to subjects such
as anthropology, history, philosophy and ethics
in an open and multicultural learning environ-
ment. Our goal in covering such varied topics is
to give our future managers the opportunity to
develop their knowledge and views of the world.
At the same time, we aim to improve their commu-
nication and staff management skills. The first
ProCredit Academy participants graduated in
September 2008. The group also operates three
Regional Academies in Latin America, Africa and
Eastern Europe to support the professional devel-
opment of middle managers at the local level.

The group’s strategy for 2010 will reflect the pre-
vailing conditions of the countries in which we

work. We will further expand our business as the
“house bank” of choice for small and very small
enterprises, offering tailored loans and other
banking services. In our lending activities, we will
increase the minimum loan size for enterprise cli-
ents to EUR/USD 1,000-2,000 in most countries
since we have found that below this limit there
is broad access to loans from consumer finance
providers, a situation which prevents us from
maintaining loyal client relationships and keep-
ing arrears levels at a sustainable level in that
particular segment. It follows that for these client
groups we would rather offer deposit accounts
and other banking services. Furthermore, we be-
lieve that our development impact can be more
significant if we focus on issuing slightly larger
loans to businesses with the greatest capacity
for job creation. Our other priorities in the coming
year will be to focus on loan portfolio quality and
on further improving the efficiency of our bank-
ing services.

Strong investment in our staff will also remain a
key priority since it is their skills which enable
us to build strong, broad-based relationships
with our clients, which are a particularly impor-
tant factor of success in volatile macroeconomic
conditions. As a group of responsible banks for
ordinary people with prudent policies and well-
trained staff to ensure our steady performance,
we look forward to consolidating our positionas a
“house bank” for small businesses, their employ-
ees, and the ordinary people who live and work in
the neighbourhoods around our branches.
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ProCredit in Eastern Europe

ProCredit operates in 11 countries across Eastern
Europe. Itis a leading provider of banking services
to very small, small and medium-sized businesses
in the region. It prides itself on the high standard
of transparent, professional services it provides to
all its clients — the ordinary people who live and
work in the vicinity of the 539 ProCredit branches
across the region.

2009 proved to be a very challenging year for
Eastern Europe. The region had enjoyed sev-
eral years of sustained economic growth, in part
fuelled by the rapid expansion of banking sectors
dominated by Western European banks. The ef-
fects of the global financial crisis and the ensu-
ing global recession were bound to be felt across
the region. In nearly all the countries in which we
operate, banking sector growth stalled and there
was a strong GDP decline in 2009. The nature
and severity of the impact differed from country
to country. At one extreme was Ukraine, in which
GDP is estimated to have declined by more than
15%, whilst other countries such as Kosovo and
Albania experienced a less severe recession.

As a rule for banking sectors across Eastern Eu-
rope, though, 2009 was a year dominated by
concerns first about liquidity and then about
non-performing loans. The performance of the
ProCredit group in Eastern Europe this year as
regards liquidity and loan portfolio quality high-
lights both the important development role that
the ProCredit banks play in the region and their
relatively low risk profile.

The ProCredit banks in Eastern Europe quickly
built a comfortable liquidity buffer in 2009, de-
spite the strong withdrawals of customer funds
that most of our markets experienced in the last
quarter of 2008. This reflected the trust and con-
fidence of our retail deposit clients.

ProCredit has focused for many years on promot-
ing a savings culture amongst its clients. Setting
money aside can help protect savers against the
uncertainties of life, and since the ratio of depos-
its to GDP in Eastern European countries is well
below Western European levels, we believe that
mobilising savings is an important development
priority. Accordingly, ProCredit banks fund most
of their lending activities from local savings. The
ratio of deposits to loans in the ProCredit banks

in the region is close to 90%. Thus, in 2009 we
did not have to rely on unpredictable capital mar-
kets for funds.

And our experience in 2009 confirmed that our
clients appreciate the transparent, responsible
approach we take. We offer simple and reliable
retail banking services, including flexible savings
and deposit accounts to accommodate deposi-
tors’ long- and short-term needs. Our belief in
transparent, direct communication is particularly
important in fostering clients’ trust in these diffi-
cult times. We understand that our clients want to
know in simple language how to save safely; they
also want to access their money when they need
it. Thanks to the trust that the public has placed
in ProCredit, the group reported solid growth in
customer deposits in 2009, although we did not
participate in the very aggressive pricing cam-
paigns that many other banks undertook to shore
up their liquidity positions. All the ProCredit in-
stitutions in Eastern Europe ended the year with
a comfortable liquidity position, most without a
significant increase in the average cost of funds.

ProCredit banks were also in a strong position to
manage loan portfolio growth and quality. They
had never participated in the aggressive consum-
er and corporate lending in which other banks
had engaged, and which is now creating signifi-
cant loan portfolio problems in the region. We
had always maintained that consumer loans have
only limited development impact and risk creat-
ing overindebtedness if aggressively advertised
and disbursed without adequate analysis of cli-
ents’ ability to repay a loan — and this is precisely
the approach that financial institutions usually
took to consumer lending in much of Eastern Eu-
rope in recent years.

Instead, at ProCredit we focus on providing re-
sponsible banking services to small entrepre-
neurs and family businesses. We aim to be their
banking partner of choice, able to understand
their needs and offer sound, professional advice.
We believe that these businesses are still an im-
portant driving force behind economic growth
and job creation across Eastern Europe. We
continued lending strongly to small businesses
throughout 2009, although other banks signifi-
cantly scaled back their lending activities. The
only segment in which we slowed lending was
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that of very small “microenterprise loans” with
volumes of less than EUR 2,000. In this segment,
we found many families to indeed be overind-
ebted due to excessive use of consumer loans,
and businesses to be less viable than in the past.
Looking ahead, we plan to stop serving this seg-
ment of the market and focus above all on small
and medium-sized clients taking loans in the size
range from EUR 2,000 - EUR 150,000.

Our approach is to provide business loans based
on a careful, individual analysis of each client’s
ability to meet his or her obligations. We have
decentralised decision-making systems in place
and a body of highly qualified staff who are able
to conduct an efficient and reliable risk assess-
ment even in more volatile economic conditions.
ProCredit is guided by a responsible, long-term
attitude towards business development. We aim
to build lasting relationships with our clients and
do not forget that a loan is also a debt.

These values are particularly pertinent when
managing potential arrears in cases where cli-
ents have to adapt to lower-than-expected sales.
In anticipation of the difficulties we felt would
emerge in 2009, we introduced more conserva-
tive lending policies and more intensive arrears
management procedures in response to greater
credit risk. Our staff focused on working closely

with our clients to help them understand and
respond to changing conditions. This approach
meant that our Eastern European banks ended
the year with a PAR (>30 days) of 2.81% and a PAR
(>90 days) of 1.93%. Only in our two most difficult
markets, Ukraine and Bosnia, did the PAR (330
days) rise above 5% during the year. Relative to
the banking sectors as a whole, this was a signifi-
cant achievement.

Our lending activities aim in particular to foster
local production and service industries, and in-
clude the provision of agricultural loans. We are
keen to support a sector that has been particu-
larly neglected by other banks and that is vital
for employment and social cohesion outside the
main urban areas. We also provide housing im-
provement loans to help families renovate their
homes and improve energy efficiency.

Given our focus on quality rather than quan-
tity, the group did not increase the number of
branches significantly in 2009, and the number
of staff was also reduced. In 2010 we expect
the macroeconomic situation in Eastern Europe
to continue to be difficult. Our focus will still be
on the quality of our staff and on deepening our
relationships with our clients. Only our newer
banks, in Armenia and Moldova, are likely to add
branches. In all countries, we aim to consolidate
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our position as the most reliable banking partner
for small and medium-sized enterprises.

Our staffis the key element in our approach to be-
ing a stable, down-to-earth and personal banking
partner. The ProCredit group has a strong commit-
ment to staff training, professional development
and the cultivation of an open, honest commu-
nication culture. Staff exchanges, cross-border
training programmes and regional workshops
are an important part of our approach. We have
an Eastern European Academy, located near Sko-
pje in Macedonia, which is dedicated to the train-
ing of ProCredit middle managers. The Academy
is an important channel for rapid and consistent

communication region-wide and one that helps
us adapt quickly to face new challenges: More
than 200 managers have already graduated from
the six-week intensive course since the facility
was founded. A language centre at the Academy
also provides residential English courses, max-
imising the potential for international exchange
within the group. Like all prudent banks, we will
continue to focus on efficient cost management
in 2010 and beyond. Investment in our staff is,
however, an ongoing commitment and will remain
a central plank in the ProCredit Bank approach.
A qualified, motivated and professional team lies
at the root of our lasting success across Eastern
Europe.



Name

ProCredit Bank
Albania

Highlights*

Founded in October 1998

42 branches

39,443 loans / EUR 153.6 million in loans
192,840 deposit accounts / EUR 246.5 million
867 employees

PROCREDIT IN EASTERN EUROPE

Contact

Legal address: Sami Frasheri St., Tirana
Mailing address: Dritan Hoxha St., Tirana
P.0.Box 2395

Tel./Fax: +355 4 2 271 272 [ 276
info@procreditbank.com.al
www.procreditbank.com.al

ProCredit Bank
Armenia

Founded in December 2007

9 branches

3,847 loans / EUR 23.5 million in loans
15,479 deposit accounts / EUR 13.0 million
239 employees

31/99 Moskovyan St.

0002 Yerevan

Tel./Fax: + 374 10 514 860 / 853
info@procreditbank.am
www.procreditbank.am

ProCredit Bank
Bosnia and Herzegovina

Founded in October 1997

26 branches

39,762 loans / EUR 119.7 million in loans
105,106 deposit accounts / EUR 124.1 million
662 employees

8 Emerika Bluma

71000 Sarajevo

Tel./Fax: +387 33 250950 / 971
info@procreditbank.ba
www.procreditbank.ba

ProCredit Bank
Bulgaria

Founded in October 2001

86 branches

55,504 loans / EUR 550.8 million in loans
227,104 deposit accounts / EUR 334.7 million
1,797 employees

26 Todor Aleksandrov Blvd.

1303 Sofia

Tel./Fax: +359 2 813 5100 / 5110
contact@procreditbank.bg
www.procreditbank.bg

ProCredit Bank
Georgia

Founded in May 1999

59 branches

63,993 loans / EUR 220.9 million in loans
400,215 deposit accounts / EUR 159.0 million
1,680 employees

154 D. Agmashenebeli Ave.

0112 Thilisi

Tel./Fax: +995 32 20 2222 / 24 3753
info@procreditbank.ge
www.procreditbank.ge

ProCredit Bank
Kosovo

Founded in January 2000

62 branches

99,336 loans / EUR 471.7 million in loans
399,539 deposit accounts / EUR 638.3 million
1,177 employees

16 “Mother Tereze” Boulevard
10000 Prishtina

Tel./Fax: +381 38 555 777 / 248 777
info@procreditbank-kos.com
www.procreditbank-kos.com

ProCredit Bank

Founded in July 2003

109a Jane Sandanski Blvd.

Macedonia 41 branches 1000 Skopje
31,999 loans / EUR 135.8 million in loans Tel./Fax: +389 2 321 99 00/ 01
134,603 deposit accounts / EUR 142.3 million info@procreditbank.com.mk
689 employees www.procreditbank.com.mk
ProCredit Founded in December 1999 65 Stefan cel Mare Ave.
Moldova 1 branch office 900, Chisinau

7,108 loans / EUR 13.0 million in loans
85 employees

Tel./Fax: +373 22 836555 / 273488
office@procredit.md
www.procredit.md

ProCredit Bank
Moldova

Founded in December 2007

27 branches

6,715 loans / EUR 22.4 million in loans
22,646 deposit accounts / EUR 12.7 million
533 employees

65 Stefan cel Mare Ave.

office 9o1, Chisinau

Tel./Fax: +373 22 836555 / 273488
office@procreditbank.md
www.procreditbank.md

ProCredit Bank
Romania

Founded in May 2002

43 branches

35,533 loans / EUR 180.5 million in loans
136,576 deposit accounts / EUR 133.3 million
1,006 employees

62-64 Buzesti St., Sector 1

011017 Bucharest

Tel./Fax: +40 21 201 6000 / 305 5663
headoffice@procreditbank.ro
www.procreditbank.ro

ProCredit Bank
Serbia

Founded in April 2001

79 branches

118,249 loans / EUR 472.9 million in loans
450,656 deposit accounts / EUR 345.7 million
1,864 employees

17 Milutina Milankovica

11070 Belgrade

Tel./Fax: +381 11 20 77 906 / 905
info@procreditbank.rs
www.procreditbank.rs

ProCredit Bank
Ukraine

Founded in January 2001

64 branches

25,510 loans / EUR 188.3 million in loans
121,435 deposit accounts / EUR 104.7 million
1,417 employees

107a Peremohy Ave.

03115 Kyiv

Tel./Fax: +380 44 590 10 17 / 01
info@procreditbank.com.ua
www.procreditbank.com.ua

* The figures in this section have been compiled on the basis of the financial and operational reporting performed in accordance with
group-wide standards; they may differ from the figures reported in the bank’s local statements.



40

ANNUAL REPORT 2009

Our Clients

In 1990, after the fall of the communist regime,
Florica Soare lost her job as a clerk in a state insti-
tution and was forced to start her own business.
With the support of her husband, Gheorghe, who
found himself in the same situation, she opened a
travel agency, and later switched to selling cloth-
ing and footwear. In 1999 she began producing
handbags, and at present her company, Duoflor
Exim, is one of the few handbag manufacturers in
Romania. The handbags are produced in a small
workshop behind the couple’s house in Afumati,
a village near Bucharest. The company also oper-
ates two wholesale outlets in the city.

When Mrs. Soare started out 10 years ago, she
had just one employee, and today she has 10 in
her workshop and another two in her wholesale
stores. Demand has been consistently strong and
her sales have grown steadily, but her custom-
ers have not always paid promptly. Thus, in early
2008 Mrs. Soare found that she needed to take out
a loan to finance the purchase of materials.

Based on the recommendation of one of her busi-
ness partners, she talked to the staff at ProCredit
Bank’s Colentina branch in Bucharest about fi-
nancing, and in May 2008 she took out a loan from
the bank for EUR 8,200, which she used to buy
raw materials. This working capital enabled her to
keep turning out handbags and fill her customers’
orders on time, and Mrs. Soare’s business started
expanding even faster. Currently, she produces

almost 3,000 handbags per month and hopes to
exceed this figure in the near future.

In addition to the two wholesale outlets in Bucha-
rest, Mrs. Soare now also has a “mobile store” — a
minivan she uses to sell her company’s merchan-
dise at specialised fairs throughout Romania. She
is convinced the effort is worthwhile:

“Itis a lot of work, but when | see ladies in the
street carrying our handbags, | feel an
immense satisfaction,”
she says.

Given ProCredit Bank’s flexibility and the speed
with which it disbursed her first loan, as well as
the openness and honesty of the staff, Mrs. Soare
recently decided to apply for a credit line (EUR
7,200). She is now also using current accounts
at the bank for all of Duoflor Exim’s incoming and
outgoing payments.

“I like the ProCredit Bank people and the way
they do business. Each time | go to the bank, |
feel like I’m part of a family,”
she comments.

Mrs. Soare definitely intends to continue her busi-
ness relationship with ProCredit Bank. Her plans
for the future include opening a boarding house,
and she is confident that the bank will support her
in carrying out this project as well.



Mircea Codrut Hodosan, 36, has been a farmer
for over 15 years. He is the sole owner of HS Teh-
nosilveg, a successful agricultural enterprise
in Timis county in western Romania which he
founded in 1996. Mr. Hodosan first heard about
ProCredit Bank through a direct promotion aimed
at local farmers which was conducted by the
Timisoara branch in late 2003. Soon thereafter
he took out a loan from the bank for EUR 10,000,
which he used for working capital. He has been a
customer ever since.

In2006 and 2007, Mr. Hodosan obtained EU funds
through S.A.P.A.R.D. (Special pre-Accession Pro-
gramme for Agriculture and Rural Development)
to further expand his business. However, he
needed co-financing to carry out the project, and
obtained the required funds from ProCredit Bank,
which provided two loans totalling EUR 363,000.

In 2009 Mr. Hodosan wished to undertake an-
other ambitious expansion project, for which he
needed two medium-sized tractors, a truck trac-
tor and other equipment. The total investment
involved was substantial: EUR 885,000. He ap-
plied for EU funds from E.A.F.R.D. (European Ag-
riculture Fund for Rural Development, which pro-
vides grants to agricultural producers, but there
is a delay between the approval of the grant and
the actual receipt of the funds by applicants. Dur-
ing this period, they must cover all costs them-
selves which are entailed in implementing the

approved business plan. Moreover, the E.A.F.R.D.
funds cover only 50% of the net investment, i.e.
the total investment less taxes, or EUR 320,000
in Mr. Hodosan’s case. Since all of HS Tehnosil-
veg’s earnings were being reinvested, he needed
co-financing to carry out the project. Once again,
he turned to ProCredit Bank, taking out one of
its Agrolnvest loans with a maturity of 10 years.
These special credit facilities are designed to
support projects for which the EU is providing
funding.

“I had no other financing options, as | had reinvest-
ed all my profits in the farm. But | did not even con-
sider seeking assistance elsewhere, as ProCredit
Bank promptly offered a tailor-made solution,”

recalls Mr. Hodosan.

After working with ProCredit for over five years,
Mr. Hodosan says he is very satisfied with his re-
lationship with the bank:

“I turned to ProCredit when | needed support the
most, and, as always, they were there for me.
Now | have the necessary agricultural machinery
to develop my business.”

Although he is still implementing his current
project, Mr. Hodosan is confident that ProCredit
Bank will provide him with the financing support
he needs to continue growing his business.
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Constantin Daniel Stanciu,
Owner of a Beverage
Distribution‘Company

In 1992, when he was 17, Constantin Daniel Stan-
ciu started working for his father, who ran a small
cooking oil distribution business from a small
shop behind the family’s house in Bucharest. In
1994, they were able to buy their first truck and
establish Danni Trans Com, a beverage distribu-
tor. The company grew steadily, and Mr. Stanciu,
34, now owns two more companies in addition to
Danni Trans Com: Danni Trans Intl., which trans-
ports goods, and Danni Trans Distribution, which
specialises in merchandise handling. Mr. Stanciu
is married with two children, and his wife helps
him run the latter two companies.

Mr. Stanciu became a customer of ProCredit Bank
in April 2004. He had been looking for a bank that
focused on SMEs and had been favourably im-
pressed with what he had heard about ProCredit.
He talked to the staff at one of the bank’s Bucha-
rest branches about financing, and ended up tak-
ing out a loan for EUR 70,000, which he used for
working capital and to purchase a truck and trailer.
Atthe end of 2004, he obtained a second loan from
ProCredit Bank, this time for EUR 160,000 to cover
part of the cost of building a new warehouse near
Bucharest. Since then, he has received 10 more
loans for various purposes with amounts ranging
between EUR 37,000 and EUR 400,000, as well
as several credit lines. In addition to ProCredit’s
SME loans, Mr. Stanciu’s companies also use the
bank’s deposit and account services.

What started out as a small family business has
gradually developed into a group of three well-
established companies which currently have a
total of 71 employees. Talking about the oldest
and largest of the three firms, Danni Trans Com,
Mr. Stanciu outlines some key reasons for its suc-
cess:

“Thanks to our distribution agreements with very
strong companies and our good relationships
with them, we can offer a wide range of brands
and products at very good prices. As a result,
we now distribute beverages to outlets in many

parts of the city.”

Danni Trans Com has a solid position in the mar-
ket and good growth potential. And Mr. Stanciu
recognises ProCredit’s contribution to the com-
pany’s development:

”With ProCredit Bank’s support, my company has
been able to steadily increase its market share.”

He plans to continue using ProCredit as his com-
panies’ “house bank” because he appreciates
the quality of its customer care, its efficient serv-
ice, and the friendliness of its staff. Mr. Stanciu
is not only a satisfied business customer of the
bank: he and his family use ProCredit for their pri-
vate banking transactions as well.



Cicilia Tabaras is a 75-year old pensioner living
in Ploiesti. This former primary school teacher
understands the importance of saving for the fu-
ture, and she has done so all her life. Ms. Tabaras
has always put her savings in a bank account be-
cause she knows that that is the safest place for
her money.

Ms. Tabaras has been a ProCredit Bank cus-
tomer since the day the bank’s branch in Ploiesti
opened. She first heard about ProCredit from a
family friend who was already a customer and
recommended the bank to her. Ms. Tabaras was
not particularly satisfied with the bank she was
using and knew that ProCredit would soon be es-
tablishing a branch in Ploiesti, so she decided to
visit the new office as soon as it opened.

“l wanted to have my pension paid into a bank ac-
count, but was looking for a special kind of bank.
When | walked into the brand-new ProCredit
branch, | was greeted by friendly, smiling people.
They patiently explained all the bank’s products
to me. I really appreciated that,”

she recalls.

On that day in November 2007, Ms. Tabaras
opened a pension account as well as a Sav-
ings Plan account into which she makes regular
monthly payments. In early 2008 she opened
term deposits in both leu and euros. She also set
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up a regular savings account, to which she de-
posits all of her spare cash to build a reserve for
unexpected expenses.

Ms. Tabaras now keeps all her savings at ProCredit,
and for her, the attentiveness of the staff is one of
the bank’s major selling points. As she explains:

“I like it at ProCredit Bank because the employees
are ready to assist me from the moment | enter
the branch, and they have never kept me waiting
too long.”

A satisfied savings customer, Ms. Tabaras has
recommended the bank to others:

“l urged all my neighbours to put their savings
in accounts at ProCredit Bank. | told them they
would love the bank and its staff, and | was right,”

she says.

Ms. Tabaras will remain a loyal ProCredit cus-
tomer, and not only because she knows the bank
is a sound, reliable financial institution. Just as
important in her eyes is the fact that the young
employees of the Ploiesti branch seem almost
like a family to her. They really care about their
customers and take a genuine interest in them,
and that shows in the way they approach client
relationships.
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Financial Statements

For the year ended 31 December 2009.
Prepared in accordance with International Financial Reporting Standards.
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Independent Auditors’ Report
The Shareholders®
ProCredit Bank SA

Report on the Financial Statements

We heve audited the sccompanying financial sttements of ProCredit Bank SA (“the
Bank™), which comprises the statement of financial position s at 31 December 2009 and
the statement of comprehensive income, the statement of changes in equity and the cash
flow statement for the year then ended, and a summary of significant accounting policies
and other explanstory notes.

Management's Resporsibility for the Financial Statements

2 Management is responsible for the preparation and fair presentation of these financial

statements, which have been presented together to report the financial position, results of
operations, and changes in cash flows for the Bank in accordance with International
Financinl Reporting Standasds as endorsed by the European Union. This responsibility
includes: designing, implementing and maintaining intemal control relevant to the
preparation and fair presentation of the financial statements that are Tree from material
misstatements, whether due to frowd or error, selecting end applying appropriate
asccounting policies; and making accounting estimates that mre reasonable in the
circumstances.

Auditors’ Responsibility

3 Ouwr responsibility is to express an opinion on these financial statements based on our

oudit, We conducted our audit in nccordance with International Standards on Auditing.
Those standards require that we comply with relevant ethical requirements and plan and
perform the audit to obtain reasonable assurance whether the financial statements nre free
of material misstatement,

An sudit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on our judgment,
Including the assessment of the risks of muterial misstitement of the financial statements,
whether due to fraud or emor, In making those risk assessments, we consider internal
control relevant to the entity’s preparation and fair presentation of the financial statements
in order 1o design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinton on the effectiveness of the entity’s internal control.
An audit also includes evalunting the appropriateness of accounting principles used and
the reasonableness of sccounting estimates made by management, as well as evaluating
the overll presentation of the financial statements

We believe that the audit evidence we have obtained iz sufficient and appropriate to
provide a basis for our opinion,
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FINANCIAL STATEMENTS

Opinion

6 In ouwr opinion, the financial stiements presents fairly, in all material respects, the
financial position of the Bank as at 31 December 2009, and its financial performance and
its cazsh fMlows for the year then ended in accordance with International Financial
Reporting Standards as endorsed by the European Union.

Other Aspects

T This report is made solely to the Bank’s shareholders, as a body. Our audit work has been
undertaken o0 that we might state to the Bank's sharcholders those matiers we are
required to state 1o them in an suditor’s report and for no other purpose. To the fullest
extent permitted by Inw, we do not accept or sssume responsibility to anvone other than
the Bank and the Bank’s shareholders as a body, for our sudit work, for this report, or for
the opinions we have formed.

KPME

KPMG Romania 5.R.L.
Bucharest, Romania
L6 April 2010
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Statement of Comprehensive Income
For the year ended 31 December 2009

Note 2009 2008
in EUR
Interest income 42,288,683 46,155,121
Interest expense (23,455,301) (23,514,697)
Net interest income 7 18,833,382 22,640,424
Fee and commission income 2,937,534 4,756,337
Fee and commission expense (418,438) (424,228)
Net fee and commission income 8 2,519,096 4,332,109
Net trading income 9 918,290 920,155
Other operating income 372,321 102,851
Operating income 22,643,089 27,995,539
Net impairment loss on financial assets 10 (4,032,600) (2,937,174)
Personnel expenses 12 (12,317,761) (12,907,185)
Operating lease expenses (4,347,170) (3,925,258)
Depreciation and amortisation 18, 19 (2,591,752) (2,578,760)
Other operating expenses 11 (5,989,751) (7,631,534)
Operating expenses (29,279,034) (29,979,911)
Loss before income tax (6,635,945) (2,984,372)
Income tax revenue 13 1,443,009 22,190
Loss for the year (5,192,936) (1,962,182)
Other comprehensive income, net of income tax
Effect of translation (*) (1,462,128) (1,645,375)
Revaluation reserve - 558
Other comprehensive income for the year, net of income tax (1,462,128) (1,644,817)
Total comprehensive income for the year (6,655,064) (3,606,999)

(*) see note 3.a
The statement of comprehensive income is to be read in conjunction with the notes to and forming part of the financial statements set out on

pages 50 to 73.
The financial statements were approved by the Board of Administration on 16 April 2010 and were signed on its behalf by:

= fo

Gian Marco Felice Asmus Rotne
General Manager Deputy General Manager
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Statement of Financial Position
As at 31 December 2009

Note 2009 2008
in EUR
Assets
Cash and balances with National Bank of Romania 14 64,880,319 73,029,253
Loans and advances to banks 15 1,535,027 1,185,371
Loans and advances to customers 17 174,423,600 210,047,145
Treasury bills, available-for-sale 9,411,905 -
Investment securities, available-for-sale 16 87,460 92,793
Property and equipment 19 5,565,270 6,216,966
Intangible assets 18 563,159 629,942
Deferred tax assets 13 1,237,293 -
Other assets 20 1,569,930 2,051,178
Total assets 259,273,963 293,252,648
Liabilities
Deposits from customers 21 133,563,751 151,354,517
Loans from banks and other financial institutions 22 94,337,308 95,428,028
Debt securities issued 25 - 10,420,000
Subordinated liabilities 24 8,928,206 8,930,328
Deferred tax liabilities 13 - 221,555
Other liabilities 23 1,285,365 2,156,923
Total liabilities 238,114,630 268,511,351
Equity
Share capital and share premium 26 27,844,530 26,299,449
Reserves 27 1,607,067 1,705,058
Accumulated deficit (8,281,092) (3,408,067)
Translation reserve 3.2 (11,172) 144,857
Total equity 21,159,333 24,741,297
Total liabilities and equity 259,273,963 293,252,648

The statement of financial position is to be read in conjunction with the notes to and forming part of the financial statements set out on pages

50to 73.
The financial statements were approved by the Board of Administration on 16 April 2010 and were signed on its behalf by

i B

Gian Marco Felice Asmus Rotne
General Manager Deputy General Manager
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Statement of Changes in Equity

For the years ended 31 December 2009 and 2008

Share Share Reserves  Accumulated Translation Total
in EUR Capital premium deficit reserve equity
Balance at 1 January 2008 18,877,664 - 1,868,564 (1,524,517) (71,554) 19,150,157
Total comprehensive income
for the year
Loss for the year - - - (1,962,182) - (1,962,182)
Other comprehensive income,
net of income tax
Effect of translation (*) (1,776,354) (164,064) 78,632 216,411 (1,645,375)
Change in revaluation reserve - - 558 - - 558
Total other comprehensive income,
net of income tax (1,776,354) - (163,506) 78,632 216,411 (1,644,817)
Total comprehensive income
for the year (1,776,354) - (163,506) (1,883,550) 216,411 (3,606,999)
Transactions with owners,
recorded directly in equity
Contributions by and
distributions to owners.

Contributions from shareholders 8,878,514 319,625 - - - 9,198,139
Total contributions by owners 8,878,514 319,625 - - - 9,198,139
Balance at 31 December 2008 25,979,824 319,625 1,705,058 (3,408,067) 144,857 24,741,297
Balance at 1 January 2009 25,979,823 319,626 1,705,058 (3,408,067) 144,857 24,741,297
Total Comprehensive income

for the year

Loss for the year - - - (5,192,936) - (5,192,936)
Other comprehensive income,

net of income tax

Effect of translation (¥) (1,509,649) (18,370) (97,991) 319,911 (156,029) (1,462,128)
Total other comprehensive income,

net of income tax (1,509,649) (18,370) (97,991) 319,911 (156,029) (1,462,128)
Total comprehensive income

for the year (2,509,649) (18,370) (97,991) (4,873,025) (156,029) (6,655,064)
Transactions with owners,

recorded directly in equity

Contributions by and

distributions to owners

Contributions from shareholders 3,073,100 - - - - 3,073,100
Total contributions by owners 3,073,100 - - - - 3,073,100
Balance at 31 December 2009 27,543,274 301,256 1,607,067 (8,281,092) (11,172) 21,159,333

(*) see note 3.a

The statement of changes in equity is to be read in conjunction with the notes to and forming part of the financial statements set out on pages
50 to 73.
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Statement of Cash Flows
For the year ended 31 December

Note 2009 2008
in EUR
Cash flows from operating activities
Loss for the year (5,192,936) (1,962,182)
Adjustments for:
Depreciation and amortisation 18, 19 2,591,752 2,578,760
Net impairment on loans and advances to customers 10 2,061,684 940,165
Loans written-off 10 3,252,915 1,926,696
Loss on disposal of property and equipment 19 88,540 29,421
Accrued interest, deferred commission on debt securities (2,039,759) (73,111)
Income tax revenue 13 (1,443,008) (22,190)
Dividend income (2,864) (3,335)
Exchange rate differences (1,060,767) (2,155,282)
Operating profit before changes in operating assets and liabilities (1,744,443) 1,258,942
Change in minimum compulsory reserve 14 21,194,904 (6,814,787)
Change in loans and advances to customers 30,370,679 (4,016,109)
Change in other assets 20 481,247 (1,197,049)
Change in deposits from banks - (15,270,837)
Change in deposits from customers (17,141,505) (8,657,030)
Change in other liabilities 23 (871,557) 766,848
Net cash used in/ (from) operating activities 32,289,325  (33,930,023)
Cash flows from investing activities
Purchase of property and equipment and intangible assets 18, 19 (2,355,313) (2,629,633)
Proceeds from sale of property and equipment - 5:424
Dividends received 2,864 3,335
Proceeds from disposal of participations - 1,631
Net cash used in investing activities (2,352,449) (2,619,243)
Cash flows from financing activities
Proceeds from issue of share capital 3,054,730 9,198,139
Proceeds from borrowings 19,955,537 44,033,424

Repayment of borrowing
Repayment of debt securities issued

(19,719,613)
(10,420,000)

(13,921,103)

Net cash used in/ (from) financing activities (7,129,346) 39,310,460
Net increase in cash and cash equivalents
Cash and cash equivalents at 31 December 13,701,426 10,940,233
Netincrease in cash and cash equivalents 22,807,530 2,761,193
Cash and cash equivalents at 31 December 28 36,508,956 13,701,426
Cash flows from operating activities include:
Interest received 42,288,683 46,155,121
Interest paid (23,455,301) (23,514,697)
Fees and commissions received 2,937,534 4,756,337
Fees and commissions paid (418,438) (424,228)
21,352,478 26,972,533

The statement of cash flows is to be read in conjunction with the notes to and forming part of the financial statements set out on pages 50
to 73.
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Notes to the Financial Statements
For the year ended 31 December 2009

1. Reporting entity

ProCredit Bank S.A. (the “Bank” or “ProCredit”) is domiciled in Ro-
mania. The Bank was established in Romania in July 2002 (up to
November 2004 the Bank was known as Microfinance Bank MIRO
S.A), and is licensed by the National Bank of Romania to conduct
banking activities.

The Bank provides day-to-day banking services to corporate and
individual clients. These include: accounts opening, domestic and
international payments, foreign exchange transactions, working
capital finance and overdrafts, medium term facilities and mort-
gage loans. The principal activity of the Bank is to finance very
small and small enterprises operating in Romania.

The Bank operates through the Head Office located in Bucharest
and through its network consisting of 29 branches (31 December
2008: 26) and 14 agencies (31 December 2008: 14) located in Ro-
mania.

The current registered office of the Bank is located at:
62 - 64 Buzesti Street,

Bucharest, Sector 1

Romania

The Bank’s number of employees as at 31 December 2009 was of
1,006 (31 December 2008: 1,121).

The Bank is managed by a Board of Administration made up of 7
members; lead by a Chairman, and by the Bank’s Manager, Mr. Gian
Marco Felice as General Manager. The composition of the Board of
Administration was as follows:

Position 31 December 2009
Chairperson Dr. Anja Lepp
Vice-Chairperson Ana Maria Mihaescu

31 December 2008
Dr. Anja Lepp
Ana Maria Mihaescu

Member Ivaylo Blagoev Ivaylo Blagoev
Member Hanns M. Hagen Hanns Martin Hagen
Member Roger Bardo Rihmland Thomas Nikola Debelic
Member Dr. Dietrich Ohse Dr. Dietrich Ohse
Member Guadalupe de la Mata -

2. Basis of preparation
a) Statement of compliance

The financial statements of the Bank have been prepared in accord-
ance with International Financial Reporting Standards (“IFRS”) as
endorsed by the European Union.

These financial statements have been prepared on the basis of the
IFRS in issue that are effective for the Bank’s IFRS annual reporting
date, 31 December 2009.

Differences between IFRS and statutory accounts

The accounts of the Bank are maintained in historical RON in ac-
cordance with Romanian accounting law and National Bank of Ro-
mania banking regulations (“statutory accounts”).

These accounts have been restated to reflect the differences be-
tween the statutory accounts and the IFRS. Accordingly, such ad-
justments have been made to the statutory accounts as have been
considered necessary to bring the financial statements into line, in
all material respects, with IFRS.

The major changes from the statutory financial statements pre-

pared under domestic law are:

e grouping of numerous detailed items into broader captions;

o different methodology for the calculation of loan loss impair-
ment provisions;

e deferred taxation, where appropriate;

e thenecessary IFRS disclosure requirements.

b) Basis of measurement

The financial statements of the Bank are prepared on a fair value
basis for derivative financial instruments, financial assets and li-
abilities held at fair value through profit and loss and available-for-
sale instruments, except those for which a reliable measure of fair
value is not available.

Other financial assets and liabilities and non-financial assets and
liabilities are stated at amortized cost, revalued amount or histori-
cal cost. Non-current assets held for sale are stated at the lower of
carrying amount and fair value less cost to sell.

c) Functional and presentation currency

These financial statements are prepared in Romanian Lei (“RON”),
which is the Bank’s functional currency and presented in Euro
(“EUR”).

The reason for using a presentation currency different from the
functional currency is to meet the expectations of existing and po-
tential providers of external financing and other stakeholders.

d) Use of estimates and judgements

The preparation of financial statements requires management to
make judgements, estimates and assumptions that affect the ap-
plication of accounting policies and the reported amounts of as-
sets, liabilities, income and expenses. Actual results may differ
from these estimates.

Estimates and underlying assumptions are reviewed on an ongo-
ing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised and in any future periods
affected.

In particular, information about significant areas of estimation un-
certainty and critical judgements in applying accounting policies
that have the most significant effect on the amount recognised in
the financial statements are described in notes 4 and 5.

e) Changes in accounting policies

Effective 1 January 2009 the Bank has changed its accounting poli-
cy regarding presentation of the financial statements.

The Bank applies revised IAS 1 Presentation of Financial State-
ments (2007), which became effective as of 1 January 2009. As a
result, the Bank presents in the statement of changes in equity all
owner changes in equity, whereas all non-owner changes in equity
are presented in the statement of comprehensive income; in re-
spect of the statement of comprehensive income the Bank elected
the single statement approach.

Comparative information has been re-presented so thatitalsoisin
conformity with the revised standard.



f)  Other accounting developments

Disclosures pertaining to fair values and liquidity risk for financial
instruments

The Bank has applied Improving Disclosures about Financial Instru-
ments (Amendments to IFRS 7), issued in March 2009, that require
enhanced disclosures about fair value measurements and liquidity
risk in respect of financial instruments.

The amendments require that fair value measurement disclosures
use a three-level fair value hierarchy that reflects the significance
oftheinputs used in measuring fair values of financialinstruments.
Specific disclosures are required when fair value measurements
are categorized as Level 3 (significant unobservable inputs) in the
fair value hierarchy. The amendments require that any significant
transfers between Level 1 and Level 2 of the fair value hierarchy be
disclosed separately, distinguishing between transfers into and
out of each level. Furthermore, changes in valuation techniques
from one period to another, including the reasons therefore, are
required to be disclosed for each class of financial instruments.
Relevant revised disclosure in respect of fair values of financial in-
struments is included in note 5.

Further, the definition of liquidity risk has been amended and it is
now defined as the risk that an entity will encounter difficulty in
meeting obligations associated with financial liabilities that are
settled by delivering cash or another financial asset. Revised dis-
closures in respect of liquidity risk are included in note 4.

The amendments require disclosure of a maturity analysis for non-
derivative and derivative financial liabilities, but contractual matu-
rities are required to be disclosed for derivative financial liabilities
only when contractual maturities are essential for an understand-
ing of the timing of cash flows. For issued financial guarantee con-
tracts, the amendments require the maximum amount of the guar-
antee to be disclosed in the earliest period in which the guarantee
could be called.

Revised disclosures in respect of liquidity risk are included in Note 4.

3. Significant accounting policies

The accounting policies set out below have been applied consist-
ently to all periods presented in these financial statements, except
as described in Note 2.e), wich addresses changes in accounting
policies.

a) Foreign currency

i.  Foreign currency transactions

Transactions in foreign currencies are translated to the functional
currency of the Bank at exchange rates at the dates of the trans-
actions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional
currency at the exchange rate at that date.

The foreign currency gain or loss on monetary items is the differ-
ence between amortised cost in the functional currency at the be-
ginning of the period, adjusted for effective interest and payments
during the period, and the amortised cost in foreign currency trans-
lated at the exchange rate at the end of the period. Non-monetary
assets and liabilities denominated in foreign currencies that are
measured at fair value are retranslated to the functional currency
at the exchange rate at the date that the fair value was determined.
Foreign currency differences arising on retranslation are recog-
nised in profit or loss, except for differences arising on the retrans-
lation of available-for-sale equity instruments.

FINANCIAL STATEMENTS

The exchange rates of major foreign currencies were:

Currency 31 December 31 December Increase

2009 2008 %
Euro (EUR) 1: RON 4.2282  1: RON 3.9852 6.09
US Dollar (USD) 1: RON2.9361  1: RON 2.8342 3.59

ii. ~Translation from functional to presentation currency

Allassets and liabilities for all balance sheets presented (including
comparatives) have been translated from the functional currency
to the presentation currency at the closing rate existing at the date
of each balance sheet presented. Income and expense for all peri-
ods presented (including comparatives) have been translated using
an average rate for the period (unless this average is not a reason-
able approximation of the cumulative effect of the rates prevailing
on the transaction dates, in which case income and expenses are
translated at the dates of the transactions). Share capital, retained
earnings and all other reserves are translated at closing rates. All
exchange differences resulting from translation have been recog-
nised directly as a separate component in equity as translation
reserve.

The restatement and presentation procedures used according with
IAS 21 - The Effects of Changes in Foreign Exchange Rates, could
result in distortion of the figures presented in EUR compared with
real values.

b) Interest

Interest income and expense are recognised in the income state-
ment using the effective interest method. The effective interest rate
is the rate that exactly discounts the estimated future cash pay-
ments and receipts through the expected life of the financial asset
or liability (or, where appropriate, a shorter period) to the carrying
amount of the financial asset or liability. The effective interest rate
is established on initial recognition of the financial asset and liabil-
ity and is not revised subsequently.

The calculation of the effective interest rate includes all fees and
points paid or received transaction costs, and discounts or premi-
ums that are an integral part of the effective interest rate. Transac-
tion costs are incremental costs that are directly attributable to the
acquisition, issue or disposal of a financial asset or liability.
Interest income and expense presented in the income statement
include interest on financial assets and liabilities at amortised cost
on an effective interest rate basis and interest on available-for-sale
investment securities calculated on effective interest basis.

c¢) Feesand commission

Fees and commission income and expenses that are integral to the
effective interest rate on a financial asset or liability are included in
the measurement of the effective interest rate.

Other fees and commission income, including account servicing
fees, foreign currency transactions fees, fees for guarantees given
and opening of letter of credit fees are recognised as the related
services are performed on an accrual basis.

Other fees and commission expense relates mainly to transaction
and service fees, which are expensed as the services are received.
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d) Nettradingincome

Net trading income comprises gains less loss related to foreign ex-
change operations.

e) Dividends

Dividend income is recognised when the right to receive income is
established. Usually this is the ex-dividend date for equity secu-
rities. Dividends are reflected as a component of other operating
income based on the underlying classification of the equity instru-
ment.

Dividends are treated as an appropriation of profit in the period
they are declared and approved by the General Assembly of Share-
holders. The only profit available for distribution is the profit for
the year recorded in the Romanian statutory accounts, which dif-
fers from the profit in these financial statements, prepared in ac-
cordance with IFRS, due to the differences between the applicable
Romanian Accounting Regulations and IFRS.

f) Lease payments made

Payments made under operating leases are recognised in profit or
loss on a straight-line basis over the term of the lease. Lease incen-
tives received are recognised as an integral part of the total lease
expense, over the term of the lease.

g) Income tax

Income tax comprises current and deferred tax. Income tax is rec-
ognised in the income statement except to the extent that it relates
toitems recognised directly in equity, in which caseitis recognised
in equity.

Current tax is the expected tax payable on the taxable income for
the year, using tax rates enacted or substantively enacted at the
balance sheet date, and any adjustment to tax payable in respect
of previous years. For the year ended 31 December 2009 the current
profit tax rate was 16% (31 December 2008: 16%).

Deferred taxis provided using the balance sheet method, providing
for temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts
used for taxation purposes. Deferred tax is not recognised for the
following temporary differences: the initial recognition of goodwill,
the initial recognition of assets or liabilities in a transaction that
is not a business combination and that affects neither account-
ing nor taxable profit, and differences relating to investments in
subsidiaries to the extent that they probably will not reverse in the
foreseeable future. Deferred tax is measured at the tax rates that
are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively
enacted by the reporting date. The tax rate used to calculate the
deferred tax position for the Bank at 31 December 2009 is 16% (31
December 2008: 16%).

A deferred tax asset is recognised only to the extent that it is prob-
able that future taxable profits will be available against which the
asset can be utilised. Deferred tax assets are reviewed at each re-
porting date and are reduced to the extent that it is no longer prob-
able that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of divi-
dends are recognised at the same time as the liability to pay the
related dividend is recognised.

h) Financial assets and liabilities

i.  Classification

The Bank classifies its financial instruments in the following cat-
egories:

Financial assets or financial liabilities at fair value through profit
or loss. This category has two sub-categories: financial assets or
financial liabilities held for trading, and those designated at fair
value through profit or loss at inception. A financial instrument is
classified in this category if it is:

(i) acquired or incurred principally for the purpose of selling or
repurchasing it in the near term;

(ii) part of a portfolio of identified financial instruments that are
managed together and for which there is evidence of a recent
actual pattern of short-term profit-taking; or

(iii) a derivative (except foraderivative thatis afinancial guarantee
contract or a designated and effective hedging instrument).

As at 31 December 2009 the Bank had no financial instruments
classified at fair value through profit and loss.

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market,
other than those that the Bank intends to sell immediately or in the
near term, those that the Bank, upon initial recognition, designates
as at fairvalue through profit and loss, those that the Bank, upon in-
itial recognition, designates as available for sale or those for which
the holder may not recover substantially all of its initial investment,
other than because of credit deterioration. Loans and advances
comprise loans and advances to banks and customers.
Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturities that the
Bank’s management has the positive intention and ability to hold to
maturity. As at 31 December 2009 the Bank had no financial instru-
ments classified as held-to-maturity investments.
Available-for-sale financial assets are those financial assets that
are designated as available for sale or are not classified as loans
and advances, held-to-maturity investments or financial assets at
fair value through profit or loss. As at 31 December 2009 available-
for-sale financial assets comprise of unlisted equity investments
and treasury bills.

ii. Recognition

The Bank initially recognises loans and advances, deposits, debt
securities issued and subordinated liabilities on the date that they
are originated. All other financial assets and liabilities (including
assets and liabilities designated at fair value through profit or
loss) are initially recognised on the trade date at which the Bank
becomes a party to the contractual provisions of the instrument.

iii. Derecognition

The Bank derecognizes a financial asset when the contractual
rights to the cash flows from the asset expire, or it transfers the
rights to receive the contractual cash flows on the financial asset
in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred. Any interest in
transferred financial assets that is created or retained by the Bank
is recognised as a separate asset or liability. The Bank writes off
the loans and advances to customers when they are determined to
be uncollectible.

The Bank derecognises a financial liability when its contractual ob-
ligations are discharged or cancelled or expire.



iv. Offsetting

Financial assets and liabilities are set off and the net amount pre-
sented in the balance sheet when, and only when, the Bank has a le-
galright to set off the amounts and intends either to settle on a net
basis or to realise the asset and settle the liability simultaneously.
Income and expenses are presented on a net basis only when per-
mitted by the accounting standards, or for gains and losses arising
from a group of similar transactions such as in the Bank’s trading
activity.

v. Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at
which the financial asset or liability is measured at initial recog-
nition, minus principal repayments, plus or minus the cumulative
amortisation using the effective interest method of any difference
between the initial amount recognised and the maturity amount,
minus any reduction for impairment.

vi. Fairvalue measurement

Fair value is the amount for which an asset could be exchanged,
or a liability settled, between knowledgeable, willing parties in
an arm’s length transaction on the measurement date. The deter-
mination of fair values of financial assets and financial liabilities
is based on quoted market prices or dealer price quotations for fi-
nancial instruments traded in active markets. A market is regarded
as active if quoted prices are readily and regularly available and
represent actual and regularly occurring market transactions on an
arm’s length basis. For all other financial instruments fair value is
determined by using valuation techniques. Valuation techniques
include net present value techniques, the discounted cash flow
method, comparison to similar instruments for which market ob-
servable prices exist, and valuation models.

The chosen valuation technique makes maximum use of market in-
puts, relies as little as possible on estimates specific to the Bank,
incorporates all available factors that market participants would
consider in setting a price, and is consistent with accepted eco-
nomic methodologies for pricing financial instruments. Inputs to
valuation techniques reasonably represent market expectations
and measures of the risk-return factors inherent in the financial
instrument. Where a fair value cannot be reliably estimated, un-
quoted equity instruments that do not have a quoted market price
in an active market are measured at cost and periodically tested for
impairment (further described in Note 3h vii).

vii. Identification and measurement of impairment

At each balance sheet date the Bank assesses whether there is
objective evidence that financial assets not carried at fair value
through profit or loss are impaired. Financial assets are impaired
when objective evidence demonstrates that a loss event has oc-
curred after the initial recognition of the asset, and that the loss
event has an impact on the future cash flows on the asset that can
be estimated reliably.

The Bank considers evidence of impairment at both a specific asset
and collective level. All individually significant financial assets are
assessed for specific impairment. All significant assets found not
to be specifically impaired are then collectively assessed for any
impairment that has been incurred but not yet identified. Assets
that are not individually significant are then collectively assessed
for impairment by grouping together financial assets (carried at
amortised cost) with similar risk characteristics.

Impairment losses on assets carried at amortised cost are meas-
ured as the difference between the carrying amount of the financial
assets and the present value of estimated cash flows discounted at
the assets’ original effective interest rate. Losses are recognised in
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profit or loss and reflected in an allowance account against loans
and advances. Interest on the impaired asset continues to be rec-
ognised through the unwinding of the discount.

Objective evidence that financial assets (including equity securi-
ties) are impaired can include default or delinquency by a borrower,
restructuring of a loan or advance by the Bank on terms that the
Bank would not otherwise consider, indications that a borrower or
issuer will enter bankruptcy, the disappearance of an active market
for a security, or other observable data relating to a group of as-
sets such as adverse changes in the payment status of borrowers
or issuers in the group, or economic conditions that correlate with
defaults in the group.

In assessing collective impairment the Bank uses statistical model-
ling of historical trends of the probability of default, timing of recov-
eries and the amount of loss incurred, adjusted for management’s
judgement as to whether current economic and credit conditions
are such that the actual losses are likely to be greater or less than
suggested by historical modelling. Default rates, loss rates and the
expected timing of future recoveries are regularly benchmarked
against actual outcomes to ensure that they remain appropriate.
When a subsequent event causes the amount of impairment loss
to decrease, the impairment loss is reversed through profit or loss.
Impairment losses on available-for-sale investment securities are
recognised by transferring the difference between the amortised
acquisition cost and current fair value out of equity to profit or loss.
When a subsequent event causes the amount of impairment loss
on an available-for-sale debt security to decrease, the impairment
loss is reversed through profit or loss.

However, any subsequent recovery in the fair value of an impaired
available-for-sale equity security is recognised directly in equity.
Changes in impairment provisions attributable to time value are re-
flected as a component of interest income.

If there is objective evidence that an impairment loss has been in-
curred on an unquoted equity instrument that is not carried at fair
value because its fair value cannot be reliably measured, or on a
derivative asset that is linked to and must be settled by delivery of
such an unquoted equity instrument, the amount of the impairment
loss is measured as the difference between the carrying amount of
the financial asset and the present value of estimated future cash
flows discounted at the current market rate of return for a similar
financial asset. Such impairment losses shall not be reversed.

i) Cashand cash equivalents

Cash and cash equivalents comprise cash balances on hand, bal-
ances held with National Bank of Romania and cash balances in
ATM.

For the purposes of the statement of cash flows, cash and cash
equivalents include cash balances on hand, unrestricted balances
held with central bank, and cash balances in ATM, current accounts
with banks and placements with other banks with less than 9o days
original maturity and are used by the Bank in the management of its
short-term commitments.

Cash and cash equivalents are carried at amortised cost in the bal-
ance sheet.

j) Property and equipment

i.  Recognition and measurement

Items of property and equipment are measured at cost less accu-
mulated depreciation and impairment losses (refer to accounting
policy no. 3.1).
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Cost includes expenditures that are directly attributable to the ac-
quisition of the asset. The cost of self-constructed assets includes
the cost of materials and direct labor, any other costs directly at-
tributable to bringing the asset to a working condition for its in-
tended use, and the costs of dismantling and removing the items
and restoring the site on which they are located.

When parts of an item of property or equipment have different use-
ful lives, they are accounted for as separate items (major compo-
nents) of property and equipment.

ii. Subsequent costs

The cost of replacing part of an item of property or equipment is
recognised in the carrying amount of the item if it is probable that
the future economic benefits embodied within the part will flow to
the Bank and its cost can be measured reliably. The costs of the
day-to-day servicing of property and equipment are recognised in
profit or loss as incurred.

iii. Depreciation

Depreciation is recognised in profit or loss on a straight-line basis
over the estimated useful lives of each part of an item of property
and equipment. Leased assets are depreciated over the shorter of
the lease term and their useful lives. Land is not depreciated.

The estimated useful lives for the current and comparative year are
as follows:

Buildings 40 years
Leasehold improvements 5 — 10 years
urniture and equipment 3 -12years
Motor vehicles 5years

Depreciation methods, useful lives and residual values are reas-
sessed at the reporting date.

During December 2008 a revaluation of the Bank’s building was
carried on by an independent valuer. The revaluation was done at
fair value at the balance sheet date. In estimating the fair value,
the valuer used the absolute value method (determine the value by
estimating the expected future earnings from owning the asset dis-
counted to their present value).

k) Intangible assets

Software acquired by the Bank is stated at cost less accumulated
amortisation and accumulated impairment losses (refer to account-
ing policy no. 3.1).

Expenditure on internally developed software is recognised as an
asset when the Bank is able to demonstrate its intention and ability
to complete the development and use the software in a manner that
will generate future economic benefits, and can reliably measure
the costs to complete the development.

The capitalised costs of internally developed software include all
costs directly attributable to developing the software, and are am-
ortised over its useful life. Internally developed software is stated
at capitalised cost less accumulated amortisation and impairment.
Subsequent expenditure on software assets is capitalised only
when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure is expensed
asincurred.

Amortization is recognised in profit or loss on a straight-line basis
over the estimated useful life of the software, from the date that it
is available for use. The estimated useful life of software is three
years.

) Impairment of non-financial assets

The carrying amounts of the Bank’s non-financial assets, other
than deferred tax assets, are reviewed at each reporting date to de-
termine whether there is any indication of impairment. If any such
indication exists then the asset’s recoverable amount is estimated.
An impairment loss is recognised if the carrying amounts of an as-
set or its cash-generating unit exceed its recoverable amount. A
cash-generating unit is the smallest identifiable asset group that
generates cash flows that largely are independent from other as-
setsand groups. Impairment losses are recognised in profit or loss.
The recoverable amount of an asset or cash-generating unit is the
greater of its value in use and its fair value less costs to sell. In as-
sessing value in use, the estimated future cash flows are discount-
ed to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the
risks specific to the asset.

Impairment losses recognised in prior periods are assessed at each
reporting date for any indications that the loss has decreased or no
longer exists. An impairment loss is reversed if there has been a
changein the estimates used to determine the recoverable amount.
An impairment loss is reversed only to the extent that the asset’s
carrying amount does not exceed the carrying amount that would
have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

m) Deposits, debt securities issued and subordinated liabilities

Deposits, debt securities issued and subordinated liabilities are
the Bank’s sources of debt funding.

The Bank classifies capital instruments as financial liabilities or
equity instruments in accordance with the substance of the con-
tractual terms of the instrument.

Deposits, debt securities issued and subordinated liabilities are
initially measured at fair value plus transaction costs, and subse-
quently measured at their amortised cost using the effective inter-
est method.

n) Provisions

A provision is recognised if, as a result of a past event, the Bank
has a present legal or constructive obligation that can be estimated
reliably, and it is probable that an outflow of economic benefits will
be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that re-
flects current market assessments of the time value of money and,
where appropriate, the risks specific to the liability.

o) Financial guarantees

Financial guarantees are contracts that require the Bank to make
specified payments to reimburse the holder for a loss it incurs be-
cause a specified debtor fails to make payment when due in accord-
ance with the terms of a debt instrument.

Financial guarantee liabilities are initially recognised at their fair
value, and the initial fair value is amortised over the life of the fi-
nancial guarantee. The guarantee liability is subsequently carried
at the higher of this amortised amount and the present value of
any expected payment (when a payment under the guarantee has
become probable). Financial guarantees are included within other
liabilities. The Bank has no financial guarantees as at 31 December
2009.



p) Employee benefits

i.  Short-term benefits

Short-term employee benefit obligations are measured on an un-
discounted basis and are expensed as the related service is pro-
vided.

Short-term employee benefits include wages, salaries, bonuses
and social security contributions. Short-term employee benefits
are recognised as expense when services are rendered. A provision
is recognised for the amount expected to be paid under short-term
cash bonus or profit-sharing plans if the Bank has a present legal or
constructive obligation to pay this amount as a result of past serv-
ice provided by the employee and the obligation can be estimated
reliably.

ii. Defined contribution plans

Obligations for contributions to defined contribution pension plans
are recognised as an expense in profit or loss when they are due.
The Bank, in the normal course of business makes payments to the
Romanian State funds on behalf of its Romanian employees for pen-
sion, health care and unemployment benefit.

Allemployees of the Bank are members and are also legally obliged
to make defined contributions (included in the social security con-
tributions) to the Romanian State pension plan (a State defined
contribution plan). All relevant contributions to the Romanian State
pension plan are recognised as an expense in the income state-
ment as incurred. The Bank does not have any further obligations.
The Bank does not operate any independent pension scheme and,
consequently, has no obligation in respect of pensions.

iii. Defined benefit plans
The Bank and thus does not operate any defined benefit plan, thus
has no obligation related to contributions to any such plan.

iv. Otherlong-term employee benefits

The Bank’s net obligation in respect of long-term employee ben-
efits other than pension plans is the amount of future benefit that
employees have earned in return for their service in the current and
prior periods. The Bank has no contractual obligation to pay any
long-term benefit calculated taking into account the past service.

v. Termination benefits

The Bank is not committed, without realistic possibility of with-
drawal, to any formal detailed plan to terminate employment before
the normal retirement date.

q) Standards and interpretations not yet adopted

A number of standards, amendments to standards and interpreta-
tions are not yet effective for the year ended 31 December 2009,
and have not been applied in preparing these consolidated finan-
cial statements. None of these will have an impact on the financial
statements of the Bank, with the exception of:

e |FRS 9 Financial Instruments, published on 12 November 2009
as part of phase | of the IASB’s comprehensive project to re-
place IAS 39, deals with classification and measurement of fi-
nancial assets. The requirements of this standard represent a
significant change from the existing requirements in IAS 39 in
respect of financial assets. The standard contains two primary
measurement categories for financial assets: amortised cost
and fair value. A financial asset would be measured at amor-
tised cost if it is held within a business model whose objective
is to hold assets in order to collect contractual cash flows, and
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the asset’s contractual terms give rise on specified dates to
cash flows that are solely payments of principal and interest
on the principal outstanding. All other financial assets would
be measured at fair value. The standard eliminates the exist-
ing IAS 39 categories of held to maturity, available for sale
and loans and receivables. For an investment in an equity in-
strument which is not held for trading, the standard permits
an irrevocable election, on initial recognition, on an individual
share-by-share basis, to presentallfairvalue changes from the
investment in other comprehensive income. No amount recog-
nised in other comprehensive income would ever be reclas-
sified to profit or loss at a later date. However, dividends on
such investments are recognised in profit or loss, rather than
other comprehensive income unless they clearly represent a
partial recovery of the cost of the investment. Investments in
equity instruments in respect of which an entity does not elect
to present fair value changes in other comprehensive income
would be measured at fair value with changes in fair value rec-
ognised in profit or loss. This standard was not yet adopted by
the European Union.

The standard requires that derivatives embedded in contracts
with a host that is a financial asset within the scope of the
standard are not separated; instead the hybrid financial in-
strument is assessed in its entirety as to whether it should be
measured at amortised cost or fair value. The standard is ef-
fective for annual periods beginning on or after 1 January 2013.
Earlier application is permitted.

Given the nature of the Bank’s operations, this standard is
expected to have a pervasive impact on the Bank’s financial
statements.

4. Financial risk management

a) Introduction and overview

The Bank has exposure to the following risks from its use of finan-
cialinstruments:

e creditrisk

e interestrate risk

e currency risk

e liquidity risk

e taxation risks

e operational risks

This note presents information about the Bank’s exposure to each
of the above risks, the Bank’s objectives, policies and processes
for measuring and managing risk.

Risk management framework

The Bank’s approach to risk management, including the internal
control system and internal audit, is in line with the Bank’s risk
profile. The Bank’s risk profile is determined by the business con-
ducted and Bank’s operating environment.

The risk management policies of ProCredit Bank S.A. establish the
Bank’s risk philosophy and strategy, compliant with the regula-
tions issued by the Romanian banking supervisory authority. The
risk management policies and strategies are the following:

e (Credit Risk Management Policy and Strategy;

e Counterparty Risk Management Policy and Strategy;

e Liquidity Risk Management Policy and Strategy;

e Foreign Currency Risk Management Policy and Strategy;

e Interest Rate Risk Management Policy and Strategy;

e Operational Risk Management Policy and Strategy;

e Reputational Risk Management Policy and Strategy.
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These documents set forth minimum standards for risk manage-
ment and they were approved by the Board of Administrators
(“BoA”).

The BoA has overall responsibility for the establishment and over-
sight of the Bank’s risk management framework. The BoA has es-
tablished the Risk Management Committee and its subcommittees:
Assets and Liabilities Management Subcommittee (ALCO), Credit
Risk Management Subcommittee, Operational Risk Management
Subcommittee and Subcommittee for Preventing and Combating
the Money Laundering and Terrorism Activities Funding (AML&CFT),
which are responsible for implementing the Bank’s risk manage-
ment policies and for the management of risks in their specified
areas. All subcommittees report regularly to the Risk Management
Committee which informs the BoA.

The Bank’s risk management policies are established to identify
and analyse the risks faced by the Bank, to set appropriate risk
limits and controls, and to monitor risks and adherence to limits.
Risk management policies and systems are reviewed regularly to
reflect changes in market conditions, products and services of-
fered. The Bank, through its training and management standards
and procedures, aims to develop a disciplined and constructive
control environment, in which all employees understand their roles
and obligations.

The Bank’s Audit Committee reports to BoA and is responsible for
monitoring compliance with the Bank’s risk management policies
and procedures, and for reviewing the adequacy of the risk man-
agement framework in relation to the risks faced by the Bank. The
Audit Committee is assisted in these functions by Internal Audit.
Internal Audit undertakes both regular and ad-hoc reviews of risk
management controls and procedures, the results of which are re-
ported to the Audit Committee.

b) Creditrisk

Credit risk is the risk of financial loss to the Bank if a customer or
counterparty to a financial instrument fails to meet its contractual
obligations, and arises principally from the Bank’s loans and ad-
vances to customers and other banks and investment securities.

i.  Management of credit risk

The Board of Administration has delegated, through the ROF (Inter-

nal Regulation Framework), the responsibility to the management

of the Bank to develop and implement the Credit Procedures and to
set up separate departments of Credit, Credit Risk and Credit Con-
trol, responsible for oversight of the Bank’s credit risk, including:

e formulating credit procedures in consultation with business
units, covering collateral requirements, credit risk assess-
ment, risk grading and reporting, documentary and legal
procedures, and compliance with regulatory and statutory re-
quirements.

e Establishing the authorisation structure for the approval and
renewal of credit facilities. Authorisation limits are allocated
to five levels of credit committees for very small and small en-
erprises and three levels of credit committees for medium en-
terprises. Larger facilities require approval by the highest level
Credit Committee or the BoA as appropriate.

® Reviewing and assessing credit risk. Credit Committee assess-
es all credit exposures in excess of designated limits, prior to
facilities being committed to customers by the business unit
concerned. Renewals and reviews of facilities are subject to
the same review process.

®  Providing advice, guidance and specialist skills to business
units to promote best practice throughout the Bank in the man-
agement of credit risk.

The Credit Risk Management Policy and Strategy sets up limits
for the credit risk exposure through the risk profile indicators
and through limits for concentrations of exposure to counter-
parties, geographic divisions, industries and products (for
loans and advances).

In addition the Credit Risk Management Subcommittee monitors

e the Bank’s risk grading (based on days in arrears: 0-30, 31-90,
91-180, »180) in order to categorise exposures according to
the degree of risk of financial loss faced and to focus manage-
ment on the attendant risks. The risk grading system is used
in determining where impairment provisions may be required
against specific credit exposures. The current risk grading
framework consists of five grades reflecting varying degrees
of risk of default. BoA has approved the split of loan portfolio
based on days in arrears in the provisioning policy.

e the risk classification of credit exposures to medium-sized en-
terprises. This risk classification is an instrument supporting
the credit assessment for a proposed credit exposure and the
ongoing assessment of the risk associated with outstanding
exposures. The classification takes into account quantitative
and qualitative information of the client which eventually re-
sultsin a grade between 1and 8.

e Reviewing compliance of business units with agreed exposure
limits, including those for selected industries and product
types.

e Regular reports are provided to Credit Risk Management Sub-
committee on the credit quality of portfolios and appropriate
corrective action is taken.

Each branch/agency is required to implement Bank’s credit policies
and procedures. Each branch is responsible for the quality and per-
formance of its credit portfolio and for monitoring and controlling
all credit risks in its portfolios, including those subject to central
approval.

Regular audits of branches/agencies and Bank credit processes are
undertaken by Internal Audit. The Credit Control Department also
conducts reviews in order to assess the compliance with lending
procedures at the level of each branch, to assess the quality of risk
assessments for very small, small and private individual exposures
and to assess the quality of the loan portfolio at branch level.

The Bank monitors the quality of the loan portfolio on an ongoing
basis, using a portfolio at risk definition thatincludes all exposures
with payments overdue by more than 30 days as the basic meas-
ure of current portfolio quality. The Bank chooses this measure
because the vast majority of all loans have fixed instalments with
monthly payment of principal and interest. Exceptions are credit
lines, overdraft facilities, seasonal agricultural loans and invest-
ment loans, which have a grace period of six months. At 31 Decem-
ber 2009 portfolio at risk stood at 3.5% (as compared to 1.6% in
2008).

The Bank’s primary exposure to credit risk arises through its lend-
ing activity. The amount of credit exposure in this regard is repre-
sented by the carrying amounts of the assets on the balance sheet.
In addition, the Bank is exposed to off balance sheet credit risk
through commitments to extend credit and guarantees issued (see
Note 29).

Concentrations of credit risk that arise from financial instruments
exist for groups of counterparties when they have similar economic
characteristics that would cause their ability to meet contractual
obligations to be similarly affected by changes in economic or other
conditions. The major concentrations of credit risk arise by individ-
ual counterparty and by type of customer in relation to the Bank’s
loans and advances to customers (see Note 17).



ii. Exposure to credit risk
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in EUR Loans and advances to customers
Assets at amortised cost 31.12.2009 31.12.2008
Individually impaired

31-90 days in arrears 1,610,127 88,580
91-180 days in arrears 345,413 106,164
over 180 days in arrears 710,517 o
Gross amount 2,666,057 194,744
Allowance for impairment (428,766) (4,447)
Carrying amount 2,237,291 190,297
Collectively impaired

0-30 daysin arrears 173,528,285 212,253,810
31-90 days in arrears 2,498,272 1,966,630
91-180 days in arrears 1,674,517 1,265,318
over 180 days in arrears 546,429 82,541
Gross amount 178,247,503 215,568,299
Allowance for impairment (6,061,194) (5,711,451)
Carrying amount 172,186,309 209,856,848
Past due but not impaired - -
Carrying amount - -
Neither past due nor impaired = =
Carrying amount - -
Carrying amount - amortised cost 174,423,600 210,047,145
Available for sale assets

Neither past due nor impaired - -
Carrying amount - -
Carrying amount - fair value - -
Total carrying amount 174,423,600 210,047,145

Loans and advances to banks Investments securities

31.12.2009 31.12.2008 31.12.2009 31.12.2008
1,535,027 1,185,371 87,460 92,793
1,535,027 1,185,371 87,460 92,793
1,535,027 1,185,371 87,460 92,793

= = 9,411,905 =
- - 9,411,905 -
1,535,027 1,185,371 9,499,365 92,793

Impaired loans and securities

Impaired loans and securities are loans and securities for which
the Bank determines that it is probable that it will be unable to
collect all principal and interest due according to the contractual
terms of the loan / securities agreements. Where contractual inter-
est or principal payments are past due by over 30 days the loans
are considered impaired and assessed individually for exposures
higher than EUR 30,000. These loans are graded 2-4 in the Bank’s
loan loss provision methodology. However, if a loan was restruc-
tured and the restructuring led to a decrease of the interest rate, all
loans granted to the respective client will be classified as impaired,
regardless of the arrears level.

Past due but not impaired loans

Loans and securities where contractual interest or principal pay-
ments are past due but the Bank believes that impairment is not
appropriate on the basis of the level of security / collateral avail-
able and / or the stage of collection of amounts owed to the Bank.

Allowances for impairment

The Bank establishes an allowance for impairment losses that
represents its estimate of incurred losses in its loan portfolio. The
main components of this allowance are a specific loss component
that relates to individually significant exposures, and a collective
loan loss allowance established for groups of homogeneous assets
inrespect of losses that have been incurred but have not been iden-
tified on loans subject to individual assessment for impairment (re-
fer to Note 3 (h) (vii) and Note 5).

Write-off policy

The Bank writes-off a loan / security balance (and any related al-
lowances for impairment losses) when it determines that the loans /
securities are uncollectible. This determination is reached after con-
sidering information such as the number of days in arrears.
Aloanis considered uncollectible when it has more than 180 days in
arrears for loans with principal outstanding amounts plus accrued
interests less unamortized fee (@amortized cost) below equivalent
EUR 10,000 or if it has more than 360 days in arrears for loans with
amortized cost greater than equivalent EUR 10,000 but up to EUR
30,000. For loans with amortized cost higher than EUR 30,000 the
write off would be performed after 360 days of arrears. For these
loans in case of pending court transactions, i.e. if it is probable that
the loan will be finally recovered via the execution of collateral the
item will be kept on the balance sheet. Credit Risk Department (in
case the legal execution did not start) or Legal Recovery (in case
the legal execution was initiated) will make the proposal for writ-
ing off (for loans whose amortized cost > EUR 30,000 equivalent) to
Bank’s Managers who will decide upon it.

Collateral

The Bank holds collateral against loans and advances to customers
in the form of pledge over cash deposits, mortgage interests over
property, guarantees and other pledge over equipments and/or re-
ceivables. Estimates of fair value are based on the value of collater-
alassessed at the time of borrowing, and generally are not updated
except when a loan is individually assessed as impaired, except for
mortgage interests over property which are reassessed yearly.
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Collateral generally is not held over loans and advances to banks.
According to the Counterparty Risk Management Policy and Strat-
egy, the only type of eligible collateral for these exposures is cash
deposits. Collateral usually is not held against investment securi-
ties, and the Bank did not have such exposures as of 31 December
2009 0r 2008.

An estimate of the total value of collateral and other security en-
hancements held against financial assets is shown below:

Loans and advances to customers

Loans and advances to banks

in EUR 31 December 2009 31 December 2008 31 December 2009 31 December 2008
Against individually impaired
Mortgages 1,202,001 317,809 - -
Personal guarantees 1,424,541 303,215 - -
Inventories 189,621 - - -
Others - - - -
Against collectively impaired
Mortgages 145,533,854 172,373,789 - -
Personal guarantees 273,356,788 297,877,904 - -
Inventories 42,173,862 55,491,369 - -
Others 288,860 115,495 - -
Total 464,169,527 526,479,581 - -

The Bank’s credit portfolio risk is naturally limited by the credit

strategy resulting from the business model; in particular the focus

on smalland very small loans and denominated mostly in RON show

the distribution of loan portfolio by loan destination for 31 Decem-

ber2009:
in EUR Working capital Agriculture Housing Consumer Other Total
Less than EUR 10,000 35,265,329 20,969,838 4,732,846 653,315 984,479 62,605,807
EUR 10,000 to 30,000 35,857,501 7,408,653 1,545,586 945,140 323,069 46,079,949
EUR 30,000 to 150,000 35,993,492 5,942,314 1,117,707 257,997 213,677 43,525,187
More than EUR 150,000 20,420,283 1,391,686 246,278 154,410 - 22,212,657
Total 127,536,605 35,712,491 7,642,417 2,010,862 1,521,225 174,423,600

The Bank’s credit portfolio risk is naturally limited by the credit

strategy resulting from the business model; in particular the focus

on smalland very smallloans and denominated mostly in RON show

the distribution of loan portfolio by loan destination for 31 Decem-

ber 2008.
in EUR Working capital Agriculture Housing Consumer Other Total
Less than EUR 10,000 47,711,568 21,519,437 7,437,323 1,327,927 974,330 78,970,585
EUR 10,000 to 30,000 52,452,251 8,857,638 2,112,458 1,169,845 426,584 65,018,776
EUR 30,000 to 150,000 39,981,487 4,012,634 1,441,128 262,660 196,329 45,894,238
More than EUR 150,000 18,572,320 1,161,497 268,115 161,614 - 20,163,546
Total 158,717,626 35,551,206 11,259,024 2,922,046 1,597,243 210,047,145

The prerequisite for the identification of major credit risks is an
awareness of the overall credit exposure to each borrower. For this
purpose, full information about any related parties is collected
prior to lending.

Limits for large-scale loans limit our maximum exposure toward
single clients. As a rule, the sum of the large exposures (exposures
exceeding 10% of bank’s tier | + Il capital) may not exceed 150% of
the Bank’s tier | + Il capital. Allin all, this results in a comparatively
low need for individual impairment.

The structure of the loan portfolio is regularly reviewed within
the Bank in order to identify potential events which could have an
impact on large areas of the loan portfolio (common risk factors)

and if necessary limit the exposure toward certain sectors of the
economy.

c) Interest rate risk

The Bank incurs interest rate risk from its financial intermediation
activity, principally in the form of exposure to adverse changes in
the market interest rates. The main sources of interest rate risk are
imperfect correlation between the maturity (for fixed interest rates)
or re-pricing date (for floating interest rates) of the interest-bearing
assets and liabilities, adverse evolution of the slope and shape of



the yield curve (the unparallel evolution of the interest rate yields
of the interest-earning assets and interest-earning liabilities), im-
perfect correlation in the adjustments of the rates earned and paid
on different instruments with otherwise similar re-pricing charac-

The Bank developed scenarios for normal cases and worst cases
according to Basel Il requirements. An overview of the scenario re-
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sults as of the end of the year is presented in the following table:

teristics. 31Dec 2009 31Dec 2008
The Bank does not aim to earn profits through maturity transfor- in EUR

mation or other forms of speculation in the interest rate market. 200 bp parallel increase (876,046) (842,733)
Rather, the Bank seeks to ensure that the balance sheet structure 200 bp parallel decrease 876,046 831,051
is as balanced as possible across all maturities. 100 bp parallel increase (438,023) (418,489)
The Bank counteracts the loan portfolio risks associated with inter- 100 bp parallel decrease 438,023 417,869

est rate fluctuations through variable interest for its borrowings.

In quantitative terms, the Bank currently limits the risks associated
with interest rate fluctuations by stipulating that the maximum
weighted modified duration gap (Macaulay modified duration) of

The interest rates related to the local currency and the major for-

eign currencies as at 31 December 2009 and 2008 were as follows:

the assets and liabilities must be less than 1 (and greater than -1) Currencies Interest rate 31 Dec 31 Dec
while aiming at a modified duration gap of zero. In addition, a paral- 2009 2008
lel shift in the yield curve of one currency by a shock calculated as Leu (RON) BUBOR 3 months 10.82% 15.5%
the 9oth percentile of the 5 year historical distribution of market/ Leu (RON) BUBOR 6 months 10.62% 15.5%
internal interest rates may not lead to a loss in economic value of Euro (EUR) Euribor 3 months 0.71% 2.9%
more than 20% of the regulatory capital and to a loss in profit and Euro (EUR) Euribor 6 months 0.99% 3.0%
loss over three months of more than 2%. US Dollar (USD) Libor 3 months 0.25% 1.4%

US Dollar (USD) Libor 6 months 0.43% 1.8%

Range of interest rates

The following table shows the interest rates per annum obtained
or offered by the Bank for its interest-bearing assets and liabilities
during financial year 2009:

Range of interest rates RON usbD EUR
Assets
Current accounts with the National Bank of Romania 3.36% 5.90% 0.89% 1.29% 1.26% 2.80%
Loans and advances to banks 4.00% 14.00% 0.10% 1.85% 0.05% 6.00%
Loans and advances to customers, net 7.00% 35.00% 11.00% 19.00% 2.23% 25.00%
Treasury bills 9.85% 12.50% - - - -
Liabilities
Deposits from customers 1.00% 19.30% 0.15% 6.00% 0.25% 10.50%
Loans from banks and other financial institutions 9.81% 24.50% - - 1.86% 5.33%
Subordinated liabilities - - - - 9.00% 9.16%
The following table shows the interest rates per annum obtained
or offered by the Bank for its interest-bearing assets and liabilities
during financial year 2008:
Range of interest rates RON usD EUR
Assets
Current accounts with the National Bank of Romania 2.60% 5.60% 0.80% 1.30% 1.25% 2.80%
Loans and advances to banks 2.00% 37.00% 2.00% 7.68% 0.80% 9.25%
Loans and advances to customers, net 6.25% 35.00% 10.80%  19.00% 5.25% 22.50%
Liabilities
Deposits from customers 2.00% 19.00% 1.25% 7.80% 1.00% 6.00%
Deposits from banks 7.60% 13.95% - - 4.20% 7.80%
Loans from banks and other financial institutions 8.38% 19.95% - - 4.50% 7.33%
Debt securities issued 8.50% 8.50% - - - -
Subordinated liabilities - - - - 9.00% 9.16%
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A summary of the Bank’s interest rate gap position on non-trading
portfolios as at 31 December 2009 is as follows:

Up to 1-3 3 months 1-5 Over Non-interest Total
in EUR 1 month months to 1 year years 5 years bearing
Cash and balances with NBR 58,183,178 - - - - 6,697,141 64,880,319
Loans and advances to banks 1,517,169 - - - - 17,858 1,535,027
Investment securities,
available-for-sale - - - - - 87,460 87,460
Loans and advances to customers 6,746,134 9,231,569 49,426,969 92,120,499 17,691,295 (792,866) 174,423,600
Treasury bills 9,411,905 - - - - - 9,411,905
75,858,386 9,231,569 49,426,969 92,120,499 17,691,295 6,009,593 250,338,311
Deposits from customers 69,762,939 44,783,417 17,571,983 78,950 - 1,366,462 133,563,751
Loans from banks and
financial institutions 23,650,726 - 62,525,507 7,955,537 - 205,538 94,337,308
Debt securities issued - - - - - - -
Subordinated liabilities - - - - 8,750,000 178,206 8,928,206
93,413,665 44,783,417 80,097,490 8,034,487 8,750,000 1,750,206 236,829,265
Total interest sensitivity gap (17,555,279) (35,551,848) (30,670,521) 84,086,012 8,941,295 4,259,387 13,509,046
A summary of the Bank’s interest rate gap position on non-trading
portfolios as at 31 December 2008 is as follows:
Up to 1-3 3 months 1-5 Over Non-interest Total
in EUR 1 month months to 1 year years 5 years bearing
Cash and balances with NBR 65,542,814 - - - - 7,486,439 73,029,253
Loans and advances to banks 821,118 - - - - 364,253 1,185,371
Investment securities,
available-for-sale - - - - - 92,793 92,793
Loans and advances to customers 86,357,132 9,510,975 45,858,671 71,535,357 3,765,230 (6,980,220) 210,047,145
152,721,064 9,510,975 45,858,671 71,535,357 3,765,230 963,265 284,354,562
Deposits from customers 82,104,977 42,160,253 24,684,944 495,353 - 1,908,990 151,354,517
Loans from banks
and financial institutions - 17,577,537 76,769,265 - - 1,081,226 95,428,028
Debt securities issued - 10,099,869 - - - 320,131 10,420,000
Subordinated liabilities - - - - 8,750,000 180,328 8,930,328
82,104,977 69,837,659 101,454,209 495,353 8,750,000 3,490,675 266,132,873
Total interest sensitivity gap 70,616,087 (60,326,684) (55,595,538) 71,040,004 (4,984,770) (2,527,410) 18,221,689

d) Currency risk

The Bank is exposed to currency risk through transactions in for-
eign currencies against RON. There is also a balance sheet risk that
the net monetary liabilities in foreign currencies will take a higher
value when translated into RON as a result of currency movements.
The principal foreign currencies held by the Bank are EUR and USD.
On the Romanian market, exchange rates have a high volatility;
therefore open foreign exchange positions represent a source of
currency risk. The Bank carries out operations in both the local
currency and hard currencies (EUR and RON) and monitors its for-
eign currency exposure on a daily basis and closes out its positions
within individually defined limits.

The establishment of foreign currency positions for speculative
purposes is not permitted. Currently the Bank does not use deriva-
tive instruments for hedging purposes. The strategy is to avoid to
the maximum extent possible the foreign exchange risk.



The monetary assets and liabilities held in RON and in foreign cur-
rencies at 31 December 2009 are presented below:

in EUR RON EUR usb Other Total
Monetary assets

Cash and balances with Central Bank 27,214,698 36,842,600 823,021 - 64,880,319
Loans and advances to banks 29,393 991,202 491,833 22,600 1,535,027
Investment securities, available-for-sale 4,297 83,163 - - 87,460
Loans and advances to customers 104,953,034 69,161,890 308,631 45 174,423,600
Treasury bills 9,411,905 - - - 9,411,905
Other assets 1,433,736 104,904 31,289 - 1,569,930
Total monetary assets 143,047,064 107,183,759 1,654,774 22,645 251,908,242
Monetary liabilities

Deposits from banks - - - - -
Deposits from customers 89,655,337 42,053,343 1,819,240 35,830 133,563,751
Loans from banks and other financial institutions 40,319,478 54,017,830 - - 94,337,308
Debt securities issued - - - -
Other liabilities 1,278,646 6,719 - - 1,285,365
Deferred tax liabilities = = = = =
Subordinated liabilities - 8,928,206 - - 8,928,206
Total monetary liabilities 131,253,461 105,006,098 1,819,240 35,830 238,114,630
Net currency position 11,793,603 2,177,661 (164,466) (13,185) 13,793,612

The monetary assets and liabilities held in RON and in foreign cur-
rencies at 31 December 2008 are presented below:

in EUR RON EUR usb Other Total
Monetary assets

Cash and balances with Central Bank 27,215,614 43,935,438 1,878,201 - 73,029,253
Loans and advances to banks 7,768 1,014,892 141,244 21,466 1,185,370
Investment securities, available-for-sale 4,559 88,234 - - 92,793
Loans and advances to customers 156,953,406 52,613,033 480,706 - 210,047,145
Other assets 1,598,693 357,134 94,590 761 2,051,178
Total monetary assets 185,780,040 98,008,731 2,594,741 22,227 286,405,739
Monetary liabilities

Deposits from banks - - - - -
Deposits from customers 99,132,318 49,480,438 2,732,361 9,400 151,354,517
Loans from banks and other financial institutions 57,036,793 38,391,235 - - 95,428,028
Debt securities issued 10,420,000 - - - 10,420,000
Other liabilities 1,902,673 254,250 - - 2,156,923
Deferred tax liabilities 221,555 - - - 221,555
Subordinated liabilities - 8,930,328 - - 8,930,328
Total monetary liabilities 168,713,339 97,056,251 2,732,361 9,400 268,511,351
Net currency position 17,066,701 952,480 (137,620) 12,827 17,894,388

The Bank measures the foreign exchange risk based on the ratio net
open position/own funds (including the off balance sheet position),
measured at 6.29% as at 31 December 2009 (31 December 2008:
0.16%).

e) Liquidity risk

Liquidity risk arises in the general funding of the Bank’s activities
and in the management of the asset positions. Itincludes both the
risk of being unable to fund assets at appropriate maturities and
rates and the risk of being unable to liquidate an asset at a reason-
able price and in an appropriate time frame.

The Bank strives to maintain a balance between continuity of funding
and flexibility through the use of liabilities with a range of maturi-

ties. The Bank continually assesses liquidity risk by identifying and
monitoring changes in funding, and diversifying the funding base.
BoA established through the Liquidity Risk Management Policy
and Strategy the main responsibilities in respect of liquidity risk
management. The daily management of liquidity falls under the re-
sponsibility of the Treasury Department who insures that the bank
has enough intraday funds in order to perform its operations. The
short term liquidity management falls under the responsibility of
the Assets and Liabilities Management Subcommittee, while the
medium and long term liquidity management is performed by the
management of the bank. The bank has a funding plan in line with
the business plan objectives and a liquidity crisis strategy estab-
lishing specific measures to address a potential liquidity crisis.
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The maturity analysis of monetary assets and liabilities at 31 De-
cember 2009 are presented below:

Carrying Gross Up to 1-3 3 months 1-5 Over
in EUR amount amount 1 month months to 1 year years 5 years
Financial assets
Cash and cash with Central Bank 64,880,319 64,949,234 64,949,234 - - - -
Loans and advances banks 1,535,027 1,535,027 1,535,027 - - - -
Investment securities,
available-for-sale 87,460 87,460 - - - - 87,460
Loans and advances to customers 174,423,600 240,744,818 7,300,756 6,266,672 39,402,278 143,509,047 44,266,065
Treasury bills 9,411,905 9,460,290 9,460,290 - - - -
Total financial assets 250,338,311 316,776,829 83,245,307 6,266,672 39,402,278 143,509,047 44,353,525
Financial liabilities
Deposits from customers 133,563,751 136,147,661 71,000,619 46,229,587 18,858,207 59,247 -
Loans from banks and other
financial institutions 94,337,308 104,473,552 24,160,439 2,096,138 35,675,134 42,541,842 -
Subordinated liabilities 8,928,206 14,736,262 - 239,687 912,831 4,833,744 8,750,000
Committed undrawn
(loans to customers) 4,157,832 4,157,832 374,872 504,023 2,559,201 395,609 324,127
Total financial liabilities 240,987,097 259,515,307 95,535,930 49,069,435 58,005,373 47,830,442 9,074,127
Maturity surplus/ (shortfall) 9,351,214 57,261,522 (12,290,623) (42,802,763) (18,603,095) 95,678,605 35,279,398

The maturity analysis of monetary assets and liabilities at 31 De-
cember 2008 are presented below:

Carrying Gross Up to 1-3 3 months 1-5 Over
in EUR amount amount 1 month months to 1 year years 5 years
Financial assets
Cash and cash with Central Bank 73,029,253 73,029,253 73,029,253 - - - -
Loans and advances banks 1,185,371 1,185,871 1,185,871 - - - -
Investment securities,
available-for-sale 92,793 92,793 - - - - 92,793
Loans and advances to customers 210,047,145 296,602,623 10,006,133 18,988,920 84,718,472 157,392,210 25,496,888
Total financial assets 284,354,562 370,910,540 84,221,257 18,988,920 84,718,472 157,392,210 25,589,681
Financial liabilities
Deposits from banks - - - - - - -
Deposits from customers 151,354,517 154,196,149 83,289,182 43,670,762 26,640,288 595,917 -
Loans from banks and other
financial institutions 95,428,028 119,217,345 - 1,247,489 27,965,319 90,004,537 -
Debt securities issued 10,420,000 10,532,642 - 10,532,642 - - -
Subordinated liabilities 8,930,328 15,365,307 - 139,690 667,561 3,221,364 11,336,692
Committed undrawn
(loans to customers) 6,052,664 6,052,664 459,763.00 1,675,983 2,988,128 446,058 482,732
Total financial liabilities 272,185,537 305,364,107 83,748,945 57,266,566 58,261,296 94,267,876 11,819,424
Maturity surplus/ (shortfall) 12,169,025 65,546,433 472,312 (38,277,646) 26,457,176 63,124,334 13,770,257

f) Taxationrisk

On 1)anuary 2007 Romania became a member of the European Un-
ion (‘EU”) and therefore has to apply detailed and complex rules
on the basis of the EU Treaties, Regulations and Directives. The
Company has to conform to EU legislation from 1 January 2007 and,
therefore, it has prepared to apply the changes arising from the EU
legislation. These changes have been implemented, however the
tax authorities have up to 5 years to audit the way these changes
were implemented.

Interpretation of the text and practical implementation procedures
of the newly enforced EU tax regulations could vary, and there is a
risk that certain transactions, for example, could be viewed differ-

ently by the tax authorities as compared to the Company’s treat-
ment.

Furthermore, the Romanian Government has a number of agencies
that are authorized to conduct audits (controls) of companies oper-
ating in Romania. These controls are similar in nature to tax audits
performed by tax authorities in many countries, but may extend
not only to tax matters but to other legal and regulatory matters in
which the applicable agency may be interested. It is likely that the
Bank will continue to be subject to regular controls as new laws and
regulations are issued.



g) Capital management

Regulatory capital

The Bank’s regulator, NBR (National Bank of Romania), sets and
monitors capital requirements. In implementing current capital re-
quirements NBR requires the Bank to maintain a prescribed ratio of
total capital to total risk — weighted assets (8%).

The Bank’s regulatory capital is analyzed into two tiers:

e Tier1capital, which includes ordinary share capital, share pre-
mium, retained earnings, legal, statutory and other reserves,
and other regulatory adjustments relating to items that are in-
cluded in equity but are treated differently for capitaladequacy
purposes;

e Tier 2 capitals, which includes qualifying subordinated liabili-
ties, other long term debt, fair value reserves for fixed assets
and other regulatory adjustments.

Various limits are applied to elements of the capital base. Qualify-
ing tier 2 capital cannot exceed tier 1 capital; qualifying term sub-
ordinated loan and preference shares capital may not exceed 50
percent of tier 1 capital.

The Bank complied with all externally imposed capital require-
ments throughout the period.

The Bank’s regulatory capital position at 31 December 2009 was as
follows:

2009 2008
in EUR Basel Il Basel Il
Tier 1 capital
Ordinary share capital 28,037,508 26,504,193
Share premium 301,257 319,626
Accumulated Loss (11,664,457) (1,986,542)
Less intangible assets (513,650) (577,585)
Other regulatory adjustments
(equity investments) (28,886) (2,781)
Total 16,131,772 24,256,911
Tier 2 capital
Revaluation reserve (fixed assets) 527 -
Qualifying subordinated liabilities 8,065,886 8,750,000
Total 8,066,413 8,750,000
Total regulatory capital 24,198,185 33,006,911
Capital request 14,503,285 16,237,611

Source: statutory financial statements for the year ended 31 De-
cember 2009

Capital allocation

The allocation of capital between specific operations and activities
is driven by the principle that no activity or operation should take
more risk than it can bear. This rule is put into operations using an
“economic capital” or “value at risk” model. At all times, the prede-
fined, economic Tier 1 and Tier 2 capital has to be available to cover
potential losses.

h) Operational risk

Operational risk is the risk of direct or indirect loss arising from a
wide variety of causes associated with the Bank’s processes, per-
sonnel, technology and infrastructure, and from external factors
other than credit, market and liquidity risk such as those arising
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from legal and regulatory requirements and generally accepted
standards of corporate behavior. Operational risks arise from all of
the Bank’s operations and are faced by all business entities.

The Bank’s objective is to manage operational risk so as to balance
the avoidance of financial losses and damage to the Bank’s reputa-
tion with overall cost effectiveness and to avoid control procedures
that restrict initiative and creativity.

The primary responsibility for the development and implementa-

tion of controls to address operational risk is assigned to senior

management within each business unit. This responsibility is sup-

ported by the development of overall Bank standards for the man-

agement of operational risk in the following areas:

e Requirements for appropriate segregation of duties, including
the independent authorization of transactions

e Requirements for the reconciliation and monitoring of transac-
tions

e Compliance with regulatory and other legal requirements

e Documentation of controls and procedures

e Requirements for the periodic assessment of operational risk
faced, and the adequacy of controls and procedures to address
the risks identified

e Requirements for the reporting of operational losses and pro-
posed remedial action

e Development of contingency plans

e Training and professional development

e Ethicaland business standards

e Risk mitigation, including insurance where this is effective.

Compliance with Bank standards is supported by a programme
of periodical reviews undertaken by Internal Audit. The results of
Internal Audit reviews are discussed with the management of the
business unit to which they relate, with summaries submitted to
the Audit Committee and senior management of the Bank.

5. Use of estimates and judgements

The Bank makes estimates and assumptions that affect the report-
ed amounts of assets and liabilities within the next financial year.
Estimates and judgements are continually evaluated and are based
on historical experience and other factors, including expectations
of future events that are believed to be reasonable under the cir-
cumstances.

Management discusses with the Audit Committee the development,
selection and disclosure of the Bank’s critical accounting policies
and estimates, and the application of these policies and estimates.
These disclosures supplement the commentary on financial risk
management (see note 4).

Key sources of estimation uncertainty

Impairment losses on loans and advances

Assets accounted for at amortised cost are evaluated for impair-
ment on a basis described in accounting policy 3(h)(vii).

The specific counterparty component of the total allowances for
impairment applies to financial assets evaluated individually for
impairment and is based upon management’s best estimate of the
present value of the cash flows that are expected to be received.
In estimating these cash flows, management makes judgements
about counterparty’s financial situation and the net realisable
value of any underlying collateral. Each impaired asset is assessed
on its merits, and the workout strategy and estimate of cash flows
considered recoverable are independently approved by the Credit
Risk function.
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Collectively assessed impairment allowances cover credit losses
inherent in portfolios of loans and advances with similar credit
risk characteristics when there is objective evidence to suggest
that they contain impaired loans and advances, but the individual
impaired items cannot yet be identified. In assessing the need for
collective loss allowances, management considers factors such as
credit quality, portfolio size, concentrations and economic factors.
In order to estimate the required allowance, assumptions are made
to define the way inherent losses are modelled and to determine
the required input parameters, based on historical experience and
current economic conditions. The accuracy of the allowances de-
pends on the estimates of future cash flows for specific counter-
party allowances and the model assumptions and parameters used
in determining collective allowances.

The Bank reviews its loan portfolios to assess impairment at least
on a semi-annual basis. In determining whether an impairment loss
should be recorded in the income statement, the Bank makes judg-
ments as to whether there is any observable data indicating that
there is a measurable decrease in the estimated future cash flows
from a portfolio of loans before the decrease can be identified with
an individual loan in that portfolio. This evidence may include ob-
servable data indicating that there has been an adverse change
in the payment status of borrowers in a group, or national or local
economic conditions that correlate with defaults on assets in the
group. Management uses estimates based on historical loss expe-
rience for assets with credit risk characteristics and objective evi-
dence of impairment similar to those in the portfolio when schedul-
ing its future cash flows. The methodology and assumptions used
for estimating both the amount and timing of future cash flows are
reviewed regularly to reduce any differences between loss esti-
mates and actual loss experience.

Hence, the Bank has estimated the impairment loss provision for
loans and advances to customers based on the internal methodol-
ogy and assessed that no further provision forimpairment losses is
required except as already provided for in the financial statements.

Critical accounting judgements in applying the Bank’s accounting
policies

Fair value of Financial instruments

The Bank measures fair values using the following fair value hierar-

chy that reflects the significance of the inputs used in making the

measurements:

e Level1: Quoted market price in an active market foran identical
instrument.

e Level 2: Valuation techniques based on observable inputs. This
category includes instruments valued using: quoted market
prices in active markets for similar instruments; quoted prices
for similar instruments in markets that are considered less
than active; or other valuation techniques where all significant
inputs are directly or indirectly observable from market data.

e Level 3: Valuation techniques using significant unobservable
inputs. This category includes all instruments where the valu-
ation technique includes inputs not based on observable data
and the unobservable inputs could have a significant effect on
the instrument’s valuation. This category includes instruments
that are valued based on quoted prices for similar instruments
where significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.

The Bank determined the fair value of the treasury bills issued by
the Ministry of Public Finance of Romania, classified as available-
for-sale financial instruments, using bid quotations in an active
market (e.g. Reuters) at the balance sheet date.

The objective of valuation techniques is to arrive at a fair value de-
termination that reflects the price of the financial instrument at the

reporting date, that would have been determined by market partici-
pants acting at arm’s length.

Availability of observable market prices and model inputs reduces
the need for management judgement and estimation and also re-
duces the uncertainty associated with determination of fair values.
Availability of observable market prices and inputs varies depend-
ing on the products and markets and is prone to changes based on
specific events and general conditions in the financial markets.
The fair value of financial instruments that are not traded in an
active market (for example, unlisted treasury securities, bonds
and certificates of deposit) is determined by using valuation tech-
niques. The management uses its judgement to select the valuation
method and make assumptions that are mainly based on market
conditions existing at each balance sheet date.

Valuation models that employ significant unobservable inputs re-
quire a higher degree of management judgement and estimation in
determination of fair value. Management judgement and estima-
tion are usually required for selection of the appropriate valuation
model to be used, determination of expected future cash flows on
the financialinstrument being valued, determination of probability
of counterparty default and prepayments and selection of appro-
priate discount rates.

In determining fair values, the Bank uses averages of reasonably
possible alternative inputs. When alternative assumptions are
available within a wide range, judgements exercised in selecting
the most appropriate point in the range include evaluation of the
quality of the sources of inputs (for example, the experience and
expertise of the brokers providing different quotes within a range,
giving greater weight to a quote from the original broker of the in-
strument who has the most detailed information about the instru-
ment) and the availability of corroborating evidence in respect of
some inputs within the range.

The carrying amount of available-for-sale investment securities
would be an estimated RON 402 thousand lower and RON 491 thou-
sand higher were the discount rate used in the discounted cash
flow analysis to differ by +/- 10% from management’s estimate.

The table below analyses financial instruments measured at fair
value at the end of the reporting period, by the levelin the fairvalue
hierarchy into which the fair value measurement is categorised:

31 December 2009 Level 1 Level 2 Level 3
Investment securities - 9,411,905 -

= 9,411,905 =
31 December 2008 Level 1 Level 2

Level 3
Investment securities - - -
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The table below analyses the financial instruments disclosed at fair
value in note 6, by valuation method:

Quoted market Valuation Valuation Total
prices in active techniques - techniques -
markets observable significant un-
in EUR inputs  observable inputs
31 December 2009
Cash and balances with Central Bank - 64,880,319 - 64,880,319
Loans and advances to banks - 1,535,027 - 1,535,027
Loans and advances to customers - 177,795,883 - 177,795,883
Treasury bills, available for sale - 9,411,905 - 9,411,905
Investment securities, available for sale - 87,460 - 87,460
Total financial assets - 253,710,594 - 253,710,594
Deposits from customers - 134,482,826 - 134,482,826
Loans from banks and other financial institutions - 94,337,308 - 94,337,308
Subordinated liabilities - 8,928,206 - 8,928,206
Total financial liabilities - 237,748,340 - 237,748,340
31 December 2008
Cash and balances with Central Bank - 73,029,253 - 73,029,253
Loans and advances to banks - 1,185,560 - 1,185,560
Loans and advances to customers - 210,075,907 - 210,075,907
Investment securities, available for sale - 92,793 - 92,793
Total financial assets - 284,383,513 - 284,383,513
Deposits from customers - 151,699,098 - 151,699,098
Loans from banks and other financial institutions - 108,724,686 - 108,724,686
Debt securities issued 10,340,138 - - 10,340,138
Subordinated liabilities - 8,930,328 - 8,930,328
Total financial liabilities 10,340,138 269,354,112 - 279,694,250
Although the Bank believes that its estimates of fair value dis- than those relating to the treasury bills), would have no effects in
closedin note 6 are appropriate, the use of different methodologies the profit and loss or directly in equity but only in the disclosures
or assumptions could lead to different measurements of fair value. made in the note 6 to these financial statements.

As the Bank does not account for any financial instruments at fair
value, except treasury bills, changing one or more of the assump-
tions used to reasonably possible alternative assumptions (other 6. Financial assets and liabilities

Accounting classifications and fair values

Note Trading Designated Held Loans Available Other Total Fair
at fair to and for amortised carrying value

in EUR value maturity receivables sale cost amount
31 December 2009
Cash and balances with Central Bank 14 - - - 64,880,319 - - 64,880,319 64,880,319
Loans and advances to banks 15 - - - 1,535,027 - - 1,535,027 1,535,027
Loans and advances to customers 17 - - - 174,423,600 - - 174,423,600 177,795,883
Treasury bills, available for sale - - - - 9,411,905 - 9,411,905 9,411,905
Investment securities, available for sale 16 - - - - 87,460 - 87,460 87,460
Total financial assets - - - 240,838,946 9,499,365 - 250,338,311 253,710,594
Deposits from banks - - - - - - - -
Deposits from customers 21 - - - - - 133,563,751 133,563,751 134,482,826
Loans from banks and other
financial institutions 22 - - - - - 94,337,308 94,337,308 94,337,308
Debt securities issued 25 - - - - - - - -
Subordinated liabilities 24 - - - - - 8,928,206 8,928,206 8,928,206

Total financial liabilities - - - - - 236,829,265 236,829,265 237,748,340
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in EUR

31 December 2008

Cash and balances with Central Bank
Loans and advances to banks

Loans and advances to customers
Investment securities, available for sale
Total financial assets

Deposits from banks
Deposits from customers
Loans from banks and other
financial institutions

Debt securities issued
Subordinated liabilities
Total financial liabilities

Note Trading Designated
at fair

Held
to

value maturity

15 - -
17 - -

22 - -
25 - -
24 - -

Loans Available Other

and for amortised
receivables sale cost
73,029,253 = =
1,185,371 - -
210,047,145 - -
- 92,793 -
284,261,769 92,793 -
- - 151,354,517

= - 95,428,028

- - 10,420,000

= = 8,930,328

- - 266,132,873

Total
carrying
amount

73,029,253
1,185,371
210,047,145
92,793
284,354,562

151,354,517

95,428,028
10,420,000
8,930,328
266,132,873

Fair
value

73,029,253
1,185,560
210,075,907
92,793
284,383,513

151,699,098

108,724,686
10,340,138
8,930,328
279,694,250

7. Netinterestincome

in EUR
Interest income

2009 2008

Interest and similarincome arising from:

Cash and balances with

National Bank of Romania

1,703,205 1,485,422

Loans and advances to banks 367,488 547,238
Loans and advances to customers,

out of which:

39,520,699 44,122,461

Impaired loans and advances

to customers

54,123 24,567

Treasury bills, available-for-sale 697,291 -

Total interest income

Interest expense

42,288,683 46,155,121

Interest expense arising from:

Deposits from banks
Deposits from customers

5,119,977 1,083,403
12,933,895 11,604,217

Loans from banks and other

financial institutions
Debt securities issued
Subordinated liabilities
Total interest expense

Net interest income

4,457,298 9,034,044
105,940 985,884
838,191 807,149

23,455,301 23,514,697

18,833,382 22,640,424

8. Net fee and commission income

in EUR
Fee and commission income

2009 2008

Fees and commission income arising from:

Transactions 1,993,721 3,544,613

Loan administration and

guarantee issuance 907,436 1,158,022

Other 36,377 53,702

Total fee and commission income 2,937,534 4,756,337

Fee and commission expense

Fee and commission expense arising from:

Inter-bank transaction fees 364,657 401,026

Loans and guarantees

received from banks 2,768 7,146

Other 51,013 16,056

Total fee and commission expense 418,438 424,228

Net fee and commission income 2,519,096 4,332,109
9. Nettrading income

in EUR 2009 2008

Net gain from transactions

in foreign currency 1,195,134 1,161,332

Net loss from translation

of foreign currency denominated

assets and liabilities (276,844) (241,177)

Net trading income 918,290 920,155




10. Netimpairment loss on financial assets
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Reconciliation of effective tax rate

in EUR 2009 2008
Impairment charge on loans
and advances to customers

26,638,180 4,526,063

in EUR 2009 2008
Loss before income tax (6,635,945) (1,984,372)
Taxation at statutory rate

Release of the impairment for of 16% (2008: 16%) (1,061,751) (317,500)
loans and advances to customers Non-deductible expenses 291,796 127,901
from change in estimates (21,323,580) (2,204,864) Non-taxable revenues (270,708) (17,973)
Release of the impairment for Origination and reversal of
loans and advances to temporary differences 1,237,293 (2,429)
customers through usage (1,810,598) (1,381,034) Tax effect of other non-
Loans written-off expense 3,252,915 1,926,696 temporary differences (1,639,639) 187,810
Recoveries from loans and Taxation in the income statement (1,443,009) (22,190)
advances to customers (1,282,000) (92,484)
Other impairment loss for
financial assets (1,442,317) 162,797 14. Cash and balances with National Bank of Romania
Net charge of provision
for impairment losses in EUR 31 Dec 2009 31 Dec 2008
on financial assets 4,032,600 2,937,174 Minimum compulsory reserve 39,318,295 60,513,197
Cash on hand and cash in ATMs 6,697,141 7,439,279
Other balances with
11. Other operating expenses National Bank of Romania 18,864,883 5,076,777
Total 64,880,319 73,029,253
in EUR 2009 2008
Advertising and promotion expenses 368,242 933,593 The cash held with the central bank (i.e. Balances with the National
Consumables expenses 424,800 708,734 Bank of Romania) ensures compliance with the minimum reserve
Post and telecommunication expenses 856,384 923,929 requirements. These funds are not available for the Bank’s daily
Travel expenses 402,629 721,441 business. At 31 December 2009 the minimum mandatory reserves
Repairs and maintenance expenses 608,815 657,767 rates established by the National Bank of Romania for raised funds
Other tax expenses 1,286,789 1,735,836 with maturity lower than 2 years and for funds raised with residual
Electricity expenses 313,977 325,397 maturity greater than 2 years, which foresee contractual clauses
Insurance expenses 214,638 245,708 regarding reimbursements, withdrawals, anticipated transfers, are
Representation expenses 73,609 274,619 as follows: 15% for funds raised denominated in RON and 25% for
Other operating expenses 1,439,868 1,104,510 funds raised denominated in foreign currency (31 December 2008:
Total 5,989,751 7,631,534 18% for funds raised denominated in RON and 40% for funds raised
denominated in foreign currency).
12. Personnel expenses
15. Loans and advances to banks
in EUR 2009 2008
Salaries and social security in EUR 31 Dec2009 31Dec 2008
contributions 12,071,586 12,597,650 Current accounts with banks 1,151,216 364,128
Training and recruiting expenses 246,175 309,535 Deposits with banks 383,811 821,243
Total 12,317,761 12,907,185 Total 1,535,027 1,185,371
Current accounts held at other banks are at immediate disposal of
13. Taxation the Bank. The deposits with banks are unencumbered.
in EUR 2009 2008
Current tax expense - - 16. Investment securities, available-for-sale
Deferred tax revenue 1,443,009 22,190
Income tax revenue 1,443,009 22,190 in EUR 31 Dec 2009 31 Dec 2008
Unlisted equity investments 87,460 92,793
Deferred taxes Total 87,460 92,793

The deferred tax assets and liabilities are attributable to the items
detailed in the table below:

in EUR
Property and equipment

31 Dec 2009 31 Dec 2008

and intangible assets 18,404 20,726
Loans and advances to customers 824,251 321,119
Provision for impairment of loans (1,362,208) (357,719)
Other liabilities - 2,098
Banking risk reserve (i) (233,338) (247,566)
Fiscal loss 1,990,184 39,787
Deferred tax asset/ (liability) 1,237,293 (221,555)
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17. Loans and advances to customers

in EUR 31 Dec 2009
Loans and advances
to customers

Out of which:
Accrued interest on impaired loans 16,683
Less provision for impairment

losses on loans and advances

to customers (6,489,960)
Total 174,423,600

180,913,560

31 Dec 2008

215,763,043

11,461

(5,715,898)
210,047,145

18. Intangible assets

The Bank’s commercial lending is concentrated on micro and small
size companies domiciled in Romania. Economic sector risk con-

centrations within the customer loan portfolio were as follows:

in EUR 2009
Services 55,994,623
Trade 60,497,459
Industry 52,980,088
Individuals, mortgage loans 3,239,437
Individuals, consumer loans 2,264,041

Others 5,937,912
Total loans and advances to

customers before provisions 180,913,560
Less provision for impairment

losses on loans and advances

to customers (6,489,960)
Total 174,423,600

2008
72,365,598
70,946,019
56,143,290
4,196,719
3,027,679
9,083,738

215,763,043

(5,715,898)
210,047,145

in EUR

Cost

At 1 )January 2009
Additions

Effect of exchange rate

At 31 December 2009
Accumulated amortisation
At 1 January 2009
Amortisation charge for the year
Effect of exchange rate

At 31 December 2009

Net book value

At 31 December 2009

Cost

At 1 )January 2008
Additions

Effect of exchange rate

At 31 December 2008
Accumulated amortisation
At 1 )anuary 2008
Amortisation charge for the year
Effect of exchange rate

At 31 December 2008

Net book value

At 31 December 2008

Total

2,145,039
688,687
(123,278)
2,710,448

1,515,097
719,267
(87,075)

2,147,289

563,158

1,736,846
571,627
(163,434)
2,145,039

1,072,007

587,322
(144,232)
1,515,097

629,942

The provision for impairment losses on loans and advances to cus-

tomers can be further analysed as follows:

in EUR 2009
Collective allowances

Balance at the beginning

of the year 5,711,451
Charge of impairment loss
to income statement for
collectively impaired loans
and advances 26,035,858
Release of impairment loss

to income statement for
collectively impaired loans
and advances

Exchange rate differences
Balance at the end of the year

(22,951,337)
(2,734,778)
6,061,194

Specific allowances

Balance at the beginning

of the year 4,447
Charge of impairment loss

to income statement for individually
impaired loans and advances 602,322
Release of impairment loss to

income statement for individually

impaired loans and advances (182,841)
Exchange rate differences 4,838
Balance at the end of the year 428,766

2008

5,218,238

4,522,890

(3,491,220)
(538,457)
5,711,451

103,556

3,173

(94,678)
(7,604)
4,447




19. Property and equipment

Leasehold Furniture and Motor Construction Total
in EUR improvements computer equipment vehicles in progress
Cost
At 1 January 2009 4,869,840 6,161,983 781,831 347,812 12,161,466
Additions 1,024,733 753,268 206,391 10,056 1,994,448
Disposals (285,233) (371,972) (118,173) (327,822) (1,103,200)
Effect of exchange rate (279,876) (354,137) (44,933) (19,990) (698,936)
At 31 December 2009 5,329,464 6,189,142 825,116 10,056 12,353,778
Accumulated depreciation
At 1 January 2009 1,857,364 3,658,465 428,669 - 5,944,498
Depreciation charge for the year 767,030 985,108 120,348 - 1,872,486
Disposal (247,037) (342,488) (97,313) - (686,838)
Effect of exchange rate (106,745) (210,257) (24,636) - (341,638)
At 31 December 2009 2,270,612 4,090,828 427,068 - 6,788,508
Net book value
At 31 December 2009 3,058,852 2,098,314 398,048 10,056 5,565,270
Leasehold Furniture and Motor Construction Total
in EUR improvements computer equipment vehicles in progress
Cost
At 1 )January 2008 4,457,367 6,277,859 773,322 119,880 11,628,428
Additions 952,580 779,181 98,313 347,812 2,177,886
Disposals (55,631) (304,323) (17,036) (119,880) (496,869)
Accumulated depreciation
reversed at reevaluation (65,607) - - - (65,607)
Increase from reevaluation 558 - - - 558
Effect of exchange rate (419,429) (590,734) (72,768) - (1,082,931)
At 31 December 2008 4,869,838 6,161,983 781,831 347,812 12,161,464
Accumulated depreciation
At 1 January 2008 1,460,328 3,150,186 357,937 - 4,968,451
Depreciation charge for the year 655,688 1,214,301 121,449 - 1,991,438
Disposal (55,630) (268,922) (17,036) - (341,588)
Accumulated depreciation
reversed at revaluation (65,607) - - = (65,607)
Effect of exchange rate (137,415) (437,100) (33,681) - (608,196)
At 31 December 2008 1,857,364 3,658,465 428,669 = 5,944,498
Net book value
At 31 December 2008 3,012,474 2,503,518 353,162 347,812 6,216,966
Operating leases 21. Deposits from customers
Non-cancellable operating lease rentals are payable as follows: in EUR 31Dec2009 31Dec2008
Individuals
in EUR 31Dec2009 31 Dec 2008 Term deposits 100,208,168 94,998,371
Less than one year 3,709,581 3,705,255 Current deposits 9,826,998 17,075,603
Between one and five years 5,357,752 9,703,482 Collateral deposit 278,652 60,476
More than five years 1,198,938 3,030,002 Corporate customers
Total 10,266,271 16,438,739 Term deposits 11,143,980 25,183,756
Current deposits 11,732,146 13,882,728
Collateral deposit 373,807 153,583
20. Other assets Total 133,563,751 151,354,517
in EUR 31 Dec2009 31 Dec2008
Prepayments 394,545 568,157
Sundry debtors 67,266 42,331
Advances for fixed assets
in progress 375,919 633,593
Other receivables 732,200 807,098

Total 1,569,930 2,051,178
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22. Loans from banks and other financial institutions

in EUR
European Fund for

31 Dec2009 31Dec2008

Southeast Europe (EFSE) (v) 8,736,661 9,341,930

European Bank for Reconstruction

and Development (EBRD) (ii) 36,675,898 28,490,201

International Finance

Corporation (IFC) (iii) 7,006,034 8,842,189

Citibank Romania S A. (iv) 24,081,024 38,838,834

Kreditanstalt fur

Wiederaufbau (KfW) (i) 9,942,046 9,914,874

Pettelaar

Effectenbewaarbedrij N.V. (vi) 7,895,645 -

Total 94,337,308 95,428,028
(i) Loan from KfW

In May 2008 the Bank concluded a loan agreement with KfW
amounting to EUR 10,000,000 with purpose of refinancing other
loans. The loan bears an interest rate of 6 months Euribor plus
margin and is repayable in equal semi-annual instalments of EUR
1,428,571 each starting from June 2010 till June 2013.

(ii) Loan from EBRD

In May 2005 the Bank concluded with European Bank for Recon-
struction and Development (“EBRD”) amounting to EUR 12,390,000
with the purpose of granting loans to Small and Medium Enterpris-
es (SMEs). The loan bears an interest rate of 6 months Euribor plus
margin and was repayable starting from June 2007 in equal semi-
annually instalments of EUR 2,065,000 each until December 2009.
The loan was fully repaid in December 2009.

In October 2008 the Bank signed with EBRD a loan agreement
amounting to EUR 37,000,000 to be drawn in two tranches. The
first tranche was drawn in November 2008 in the amount of EUR
25,000,000. The second tranche EUR 12,000,000 was drawn in
January 2009. The outstanding principal of the loan as for 31 De-
cember 2009 was EUR 37,000,000.The loan bears an interest rate
of 6 months Euribor plus margin and is repayable starting from June
2010 untiljune 2012.

(iii) Loan from International Finance Corporation (IFC)

In June 2007 the Bank concluded with International Finance Cor-
poration a loan agreement amounting to RON 34,050,000 (EUR
8,544,113 equivalent). In May 2009 the Bank concluded with Inter-
national Finance Corporation a new agreement regarding to shift
the loan from RON 34,050,000 to EUR 8,179,787. The loan bears
an interest rate of 6 months Euribor plus margin and is repayable
starting from July 2009 until July 2012.

(iv) Loan from Citibank Romania SA

In October 2006 the Bank concluded with Citibank Romania SA a
syndicated loan agreement amounting to RON 150,000,000. The
outstanding amount the end of 2009 was RON 100,000,000 (EUR
23,650,726 equivalent). The drawn amount the end of 2008 was
RON 150,000,000 (EUR 37,639,265 equivalent). The loan bears an
interest rate of 6 months BUBOR plus margin and is repayable in
equal semi-annual instalments of RON 25,000,000 (EUR 6,273,211
equivalent) each starting from April 2009 until October 2011.

As at 31 December 2009 the Bank did not comply with one financial
covenant from the syndicated loan agreement. The loan has been
reclassified as due immediately in the liquidity note (please also
refer to note 33).

(v) European Fund for Southeast Europe (“EFSE”)

In May 2008 the Bank concluded with European Fund for South-
east Europe a loan agreement amounting to RON 36,000,000 (EUR
9,033,424 equivalent).The loan bears an interest rate of 6 months

ROBOR plus margin and is repayable in equal semi-annual instal-
ments of RON 6,000,000 (EUR 1,505,571 equivalent) each starting
from September 2010 until March 2013.

(vi) Loan from Pettelaar Effectenbewaarbedrij N.V.

In December 2009 the Bank concluded with Pettelaar Effectenbe-
waarbedrij N.V a loan agreement amounting to RON 33,637,600.
The loan bears a quarterly revisable interest rate linked to the av-
erage interest rates on the customer’s deposits and is repayable
starting from March 2010 until December 2012.

23. Other liabilities

in EUR 31Dec2009 31Dec2008
Salaries and related

contributions and

taxes payables 930,463 1,032,169
Sundry creditors 354,902 1,124,754
Total 1,285,365 2,156,923

24. Subordinated liabilities

in EUR 31 Dec2009 31 Dec2008
Principal (i) 8,750,000 8,750,000
Accrued interest 178,206 180,328
Total 8,928,206 8,930,328

(i) The Bank received the following fixed interest subordinated
loans from from ProCredit Holding AG:

e EUR 3,000,000, in August 2006;

e EUR 2,000,000, in November 2006;

e EUR 3,750,000, in April 2007.
These loans are repayable as follows: EUR 5,000,000 in 2016 and
EUR 3,750,000 in 2017.

25. Debt securities issued

In March 2006 the Bank issued corporate bonds in nominal value
of RON 40,250,000. The interest rate was 8.5% p.a. and was paid
semi-annually. The final maturity was 15 February 2009. The bonds
were publicly listed on the Bucharest Stock Exchange since 12 Feb-
ruary 2007 (symbol PRCR09).

In February 2009 the Bank fully reimbursed the coupon and nomi-
nal value of the corporate bonds presented above.



26. Issued capital

Theissued capital of the Bank is represented by 11,854,819 shares
(31 December 2008: 10,562,451 shares) of RON 10 each, equiva-
lent to USD 14,600,000.02 and EUR 19,000,001.75 respectively at
the dates of contribution. The shareholders of the Bank at 31 De-
cember 2009 and 31 December 2008 were as follows:

2009 2008
Shareholders No of shares % No of shares %
ProCredit Holding AG (i) 3,819,500 32.22 4,472,376 42.34
Commerzbank Aktiengesellschaft 2,492,775 21.03 2,221,022 21.03
European Bank for Reconstruction and Development 1,959,293 16.53 1,745,698 16.53
Kreditanstalt fur Wiederaufbau (i) 1,565,902 13.21 927,824 8.78
International Finance Corporation (i) 1,429,342 12.06 846,910 8.02
International Projeckt Consult Gmbh 588,007 4.96 348,621 3.30
Total 11,854,819 100.00 10,562,451 100.00

(i) In October 2009, ProCredit Holding AG sold part of its shares to
Kreditanstalt fur Wiederaufbau and International Finance Corpora-
tion.

27. Reserves

in EUR 31 Dec2009 31Dec2008
Statutory reserve (i) 148,176 157,212
General banking risk reserve (i) 1,458,363 1,547,288
Revaluation reserve 528 558
Total 1,607,067 1,705,058

(i) Statutory reserves represent accumulated transfers from re-
tained earnings in accordance with local banking regulations that
require 5% of the Bank’s statutory profit to be transferred to a non-
distributable statutory reserve until such time as this reserve rep-
resents 20% of the Bank’s share capital.

(if) The general banking risks reserve include amounts set aside
in accordance with local banking regulations for future losses and
other unforeseen risks or contingencies, are separately disclosed
as appropriations of profit. The general banking risks reserve was
appropriated from the statutory gross profit at the rate of 1% of the
balance of the assets carrying specific banking risks until the end
of 2006 as required by local legislation.

28. Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equiva-

lents comprise the following balances with less than 9o days ma-
turity:

in EUR 31Dec2009 31 Dec2008
Cash and other balances

with NBR (Note 14) 25,562,024 12,516,056
Loans and advances

to banks (Note 15) 1,535,027 1,185,371
Treasury bills 9,411,905 -
Total 36,508,956 13,701,427

29. Commitments and contingencies

i) Legal proceedings
As at 31 December 2009 and 31 December 2008 there were no sig-
nificant legal proceedings outstanding against the Bank.

ii) Credit related commitments

The primary purpose of these instruments is to ensure that funds
are available to a customer as required. Guarantees and standby
letters of credit, which represent irrevocable assurances that the
Bank will make payments in the event that a customer cannot meet
its obligations to third parties, carry the same credit risk as loans.

Documentary and commercial letters of credit, which are written
undertakings by the Bank on behalf of a customer authorising a
third party to draw drafts on the Bank up to a stipulated amount un-
der specific terms and conditions, are collateralised by the under-
lying shipments of goods to which they relate and therefore have
significantly less risk than a direct borrowing.

Commitments to extend credit represent unused portions of au-
thorisations to extend credit in the form of loans, guarantees or let-
ters of credit. With respect to credit risk on commitments to extend
credit, the Bank is potentially exposed to loss in an amount equal
to the total unused commitments. However, the likely amount of
loss is considerably less than the total unused commitments since
most commitments to extend credit are contingent upon customers
maintaining specific credit standards. The Bank monitors the term
to maturity of credit commitments because longer-term commit-
ments generally have a greater degree of credit risk than shorter-
term commitments.

The following table indicates the maximum accounting loss that
would be recognised at the balance sheet date if counterparties
failed completely to perform as contracted:

in EUR 31 Dec2009 31Dec2008
Guarantees given 892,783 772,850
Commitments to extend credit 4,157,832 6,052,664
Total 5,050,615 6,825,514
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The Bank issues guarantees and letters of credit on behalf of its
customers. The credit risk on guarantees is similar to that arising
from granting of loans. In the event of a claim on the Bank as a re-
sult of a customer’s default on a guarantee these instruments also
present a degree of liquidity risk to the Bank. At 31 December 2009
no provision has been established for risks arising from off balance
sheet commitments (31 December 2008: nil).

30. Related party transactions

Transactions with shareholders and other related parties from the
group

The Bank entered into a number of banking transactions with the
related parties in the normal course of business. These transac-
tions were carried out in the normal course of the business on com-
mercial terms and conditions and at market rate.

The list of related parties and description of the nature of relation-
ship is as follows:

Name

Commerzbank Aktiengesellschaft
(and its subsiduares)
International Finance Corporation
ProCredit Holding AG

ProCredit Bank Albania

ProCredit Bank Bulgaria
ProCredit Bank Georgia

ProCredit Bank Kosovo

ProCredit Bank Macedonia
ProCredit Bank Ukraine

ProCredit Moldova

ProCredit Academy

ProLease Bulgaria

Relationship

Shareholder
Shareholder
Shareholder
Bank of the group
Bank of the group
Bank of the group
Bank of the group
Bank of the group
Bank of the group
Group company
Group company
Group company

The parent and ultimate controlling party of the Bank is ProCredit
Holding Germany.

During the year ended 31 December 2009 and the year ended 31
December 2008 the following transactions were carried out with
the shareholders and other related parties from the group:

in EUR 31 Dec 2009 31 Dec 2008
Loans and advances 990,741 291,972
Other receivable 2,277 229,167
Total assets 993,018 521,139
Deposits - 2,000,205
Borrowings 16,948,080 18,757,063
Other liabilities 3,808 250,825
Subordinated liabilities 8,928,206 8,930,328
Total liabilities 25,880,094 29,938,421
Interest income 9,501 24,038
Net fees and commissions (29,739) (61,059)
Other revenue 21,025 7,257
Income (787) (29,764)
Interest expense (2,857,737) (2,534,238)
Other expense (551,662) (449,732)
Expense (3,409,399)  (2,983,970)

Transactions with key management personnel

in EUR 31Dec2009 31Dec2008
Management salaries (i) 311,833 269,320
Total expenses 311,833 269,320

(i) Included in the key management personnel are the members of
executive committee of the Bank.

31. Reconciliation of profit under IFRS and Romanian Accounting
Standards as stipulated in Order No. 13/2008 issued by the
National Bank of Romania on the approval of accounting regu-
lations compliant with EU Directives and applicable to credit

institutions
in EUR 2009 2008
Loss for the year under
Romanian Accounting
Standards (i) (9,771,055) (1,860,864)
Adjustments for impairment
provisions on loans and
advances to customers 3,302,232 (142,515)
Deferred tax income 1,443,008 22,190
Other items (167,121) 19,007
Loss for the year under IFRS (5,192,936) (1,962,182)

(i) The loss for the year under Romanian Accounting Standards as
stipulated in Order No. 13/2008 issued by the National Bank of
Romania Governor on the approval of accounting regulations com-
pliant with EU Directives and applicable to credit institutions pre-
sented above may change due to issuance of the statutory financial
statements pursuant to IFRS financial statements approval.

32. Reconciliation of equity under IFRS and Romanian Accounting
Standards as stipulated in Order No. 13/2008 issued by the
National Bank of Romania on the approval of accounting regu-
lations compliant with EU Directives and applicable to credit

institutions

in EUR 31Dec2009 31 Dec2008
Equity under Romanian

Accounting Standards (i) 16,674,834 24,837,277
Loans related adjustments 3,362,223 228,750
Fixed assets related adjustments  (115,017) (129,536)
Deferred tax asset / (liability) 1,237,293 (221,555)
Otheritems - 26,361
Equity under IFRS 21,159,333 24,741,297

(i) The equity as at 31 December 2009 under Romanian Account-
ing Standards as stipulated in Order No. 13/2008 issued by the
National Bank of Romania Governor on the approval of accounting
regulations compliant with EU Directives and applicable to credit
institutions presented above may change due to issuance of the
statutory financial statements pursuant to IFRS financial state-
ments approval.



33. Subsequent events

Under the contractual relationship of the Bank with the syndicate
whose agent is Citibank, starting in April 2010, the parties have
agreed to the signing of an addendum which states that loans to
customers, outstanding in a period longer than 6o days due date
is up 3.5% of total gross loans granted. As of 31 December 2009,
this financial covenant, amounting to 2% was not met by the Bank.
The Bank agreed on 7 April 2010 to repay RON 35,000,000 in ad-
vance.
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Contact Addresses

Head Office

62-64 Buzesti St., Sector 1
011017, Bucharest

Tel.: (4) 021 201 60 00

Fax: (4) 021 305 56 63
headoffice@procreditbank.ro
www.procreditbank.ro

Bucharest Branches

Bucuresti Branch

188 Chitilei St., Sector 1
Bucharest

Tel: (4) 021 206 01 66

Fax: (4) 021 206 01 70
info.chitila@procreditbank.ro

Colentina Branch

346 Colentina St., Sector 2
Bucharest

Tel: (4) 021 204 94 74

Fax: (4) 021 204 94 79
info.colentina@procreditbank.ro

Giurgiului Branch

121 Giurgiului St., Block 5, Sector 4
Bucharest

Tel.: (4) 021 405 04 25

Fax: (4) 021 405 04 26
info.giurgiului@procreditbank.ro

Lacul Tei Agency

126 - 128 Lacul Tei Blvd.,
Block 17 — 18, Sector 2
Bucharest

Tel.: (4) 021 204 95 34
Fax: (4) 021 204 95 37
info.tei@procreditbank.ro

Militari Branch

22 luliu Maniu Blvd., Block C15, Sector 6
Bucharest

Tel.: (4) 021 434 62 92

Fax: (4) 021 407 31 72
info.militari@procreditbank.ro

Mosilor Agency

262 Calea Mosilor, Block 8, Sector 2
Bucharest

Tel.: (4) 021 201 65 17

Fax: (4) 021 201 65 18
info.mosilor@procreditbank.ro

Muncii Agency

323 Calea Calarasilor, Block 201, Sector 3
Bucharest

Tel.: (4) 021 308 35 20

Fax: (4) 021 308 35 22
info.muncii@procreditbank.ro

Obregia Agency

25 Alexandru Obregia Blvd., Block 14, Sector 4
Bucharest

Tel.: (4) 021 406 66 37

Fax: (4) 021 406 66 38
info.obregia@procreditbank.ro

Pantelimon Branch

256 Pantelimon St., Block 53, Sector 2
Bucharest

Tel.: (4) 021 200 49 72

Fax: (4) 021 255 30 09
info.pantelimon@procreditbank.ro

Rahova Agency

297 Calea Rahovei, Sector 5
Bucharest

Tel: (4) 021 404 82 73

Fax:(4) 021 404 82 75
info.rahova@procreditbank.ro

Stefan cel Mare Agency

36 Stefan cel Mare St., Block 30B, Sector 2
Bucharest

Tel. (4) 021 201 89 34

Fax: (4) 021 201 89 36
info.stefancelmare@procreditbank.ro

Victoria Branch

62 — 64 Buzesti St., Sector 1
Bucharest

Tel.: (4) 021 300 51 50

Fax: (4) 021 305 56 58
info.victoria@procreditbank.ro

Vitan Agency

17A Calea Vitan, Sector 3
Bucharest

Tel.: (4) 021 308 64 52

Fax: (4) 021 308 64 54
info.vitan@procreditbank.ro



Regional Branches

Alexandria Branch

185 Libertatii St.

Alexandria

Tel: (4) 0247 306 281

Fax: (4) 0247 306 288
info.alexandria@procreditbank.ro

Arad Branch

Piata Spitalului, Block H
Arad

Tel.: (4) 0257 306 162

Fax: (4) 0257 306 173
info.arad@procreditbank.ro

Bacau Branch

90 and 104 B Calea Marasesti
Bacau

Tel: (4) 0234 206 330

Fax: (4) 0234 206 332
info.bacau@procreditbank.ro

Baia Mare Branch

9 Unirii Blvd.

Baia Mare

Tel: (4) 0262 206 348

Fax: (4) 0262 206 350
info.baiamare@procreditbank.ro

Braila Branch

49 Mihai Eminescu St.

Braila

Tel: (4) 0239 606 002

Fax: (4) 0239 606 004
info.braila@procreditbank.ro

Brasov Branch

90 Calea Bucuresti

Brasov

Tel: (4) 0268 306 020

Fax: (4) 0268 306 026
info.brasov@procreditbank.ro

Brasov — Toamnei Agency

1-3-5 Zizinului St.

Brasov

Tel.: (4) 0268 306 454

Fax: (4) 0268 306 455
info.toamnei@procreditbank.ro

Calarasi Branch

167 Bucuresti St.

Calarasi

Tel.: (4) 0242 306 960

Fax: (4) 0242 306 998
info.calarasi@procreditbank.ro

Cluj — Napoca Branch

4 Nicolae Titulescu Blvd., Apt. 15/1
Cluj-Napoca

Tel.: (4) 0264 406 630

Fax: (4) 0264 406 241
info.cluj@procreditbank.ro

Cluj — Horea Agency

5 Horea St.

Cluj-Napoca

Tel: (4) 0264 406 601

Fax: (4) 0264 406 602
info.horea@procreditbank.ro

Cluj — Marasti Agency

135 21 Decembrie 1989 Blvd., Block M3
Cluj-Napoca

Tel.: (4) 0264 403 598

Fax: (4) 0264 403 886
info.marasti@procreditbank.ro

Constanta Branch

Soveja St., Block 05-08, Lot 1
Constanta

Tel.: (4) 0241 508 423

Fax: (4) 0241 508 437
info.constanta@procreditbank.ro

Constanta — Tomis Branch

10 Stefan Mihaileanu St.
Constanta

Tel.: (4) 0241 508 166

Fax: (4) 0241 508 162
info.tomis@procreditbank.ro

Craiova Branch

6 Carol I Blvd., Block 21A, Entrance 1 and 2

Craiova

Tel.: (4) 0251 306 079

Fax: (4) 0251 306 075
info.craiova@procreditbank.ro

Craiova Agency

1 Gogu Constantinescu St., Block E14
Craiova

Tel.: (4) 0251 540 000

Fax: (4) 0251 540 019
info.agentiacraiova@procreditbank.ro

Dabuleni Branch

Unirii St., Block A2

Dabuleni

Tel: (4) 0251 306 132

Fax: (4) 0251 306 134
info.dabuleni@procreditbank.ro

Galati Agency

78 Brailei St., Block BR 4A
Galati

Tel.: (4) 0236 306 630

Fax: (4) 0236 306 631
info.galati@procreditbank.ro

lasi Branch

23 Pacurari St.

lasi

Tel.: (4) 0232 262 051

Fax: (4) 0232 262 070
info.iasi@procreditbank.ro

lasi — Podu Ros Agency

198 Soseaua Nationala, Tronson 1, Block B

lasi

Tel.: (4) 0232 206 733

Fax: (4) 0232 206 735
info.iasipoduros@procreditbank.ro

Oradea Branch

4 General Magheru Blvd., Block M4
Oradea

Tel.: (4) 0259 407 040

Fax: (4) 0259 407 045
info.oradea@procreditbank.ro

Pitesti Branch

Zona Centru, Block E3A
Pitesti

Tel.: (4) 0248 206 015

Fax: (4) 0248 206 017
info.pitesti@procreditbank.ro

Ploiesti Branch

2A C.D. Gherea St., Block C
Ploiesti

Tel.: (4) 0244 407 472

Fax: (4) 0244 407 473
info.ploiesti@procreditbank.ro

Ramnicu Valcea Branch

16 General Magheru St., Block H
Ramnicu Valcea

Tel: (4) 0250 702 502

Fax: (4) 0250 702 503
info.rmvalcea@procreditbank.ro

Sibiu Branch

Parcul Tineretului St., Block 4
Sibiu

Tel: (4) 0269 245 104

Fax: (4) 0269 245 106
info.sibiu@procreditbank.ro
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Slatina Branch

7 Primaverii St.

Slatina

Tel: (4) 0249 406 254

Fax: (4) 0249 406 302
info.slatina@procreditbank.ro

Suceava Branch

22A Marasesti St.

Suceava

Tel: (4) 0230 206 409

Fax: (4) 0230 206 429
info.suceava@procreditbank.ro

Timisoara Branch

1 Calea Torontalului

Timisoara

Tel.: (4) 0256 224 422

Fax: (4) 0256 243 799
info.timisoara@procreditbank.ro

Timisoara Nord Agency

38 — 40 General lon Dragalina Blvd.
Timisoara

Tel: (4) 0256 401 330

Fax: (4) 0256 401 332
info.tmnord@procreditbank.ro

Targu Mures Branch

216, 1 Decembrie 1918 Blvd.
Targu Mures

Tel: (4) 0265 206 240

Fax: (4) 0265 206 245
info.tgmures@procreditbank.ro

Targu Jiu Branch

Constantin Brancusi Blvd., Block 51
Targu Jiu

Tel: (4) 0253 206 282

Fax: (4) 0253 206 284
info.tgjiu@procreditbank.ro












