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Risk Management

Risk management is one of the Bank's strategicstabkr the purposes of the Bank’s risk
management, the Risk Management Strategy has beesloged for the management of the
following risks:

Credit Risk and Residual Risk

The overdue loan — the loan, the repayment of wisictot performed by the Customer, observing
the term and procedure, stipulated and agreed battie Bank and the Customer in the mutually
concluded contract/-s.

Losses incurred due to the decrease in value irethét of the quality deterioration:

The objective evidences, proving that the losse® leen incurred due to the decrease in value of
the loans or loan groups in the result of the dqualéterioration, include such verifiable infornwatj
which comes into the Bank's field of vision regaglsuch cases of losses:

— The significant financial difficulties of the deloto

— The non-compliance with the provisions of the agrest, that is, the delay of payment of
the loan’s principal sum or delay of interest pagime

— The concession, granted to the borrower, due th swonomic or legal reasons, which
pertain to the borrower’s financial difficultiesytoin another case, such concession wouldn’t
be granted by the Bank (that is, the Bank has rfaglan restructuring);

— There exists a relatively high probability that therower will start a bankruptcy procedure
or another type of financial reorganization;

— The loss of an active market due to the financitiicdlties of the corresponding issuer of
the financial assets;

— The use of the granted loan funds for the purposasstipulated by the credit agreement;

— The non-occurrence of the preconditions, necesstoy the credited project’s
implementation;

— The non-fulfillment of the person's, related wilie tborrower, obligations, which influence
the borrower’s ability to meet his/her debt obligas against the Bank;

— The decrease in value of the collateral securitgases, when the loan repayment directly
depends on the value of the collateral securit§a339.60)

Credit risk is a risk of losses in case the bormo@@an taker, debtor) or business partner of the
Bank is unable or refuses to fulfill his/her obligas towards the Bank under the agreement
provisions. Credit risk is related to the Bank’ssmdions which create claims of the Bank against
other parties and which are reflected in the Babklance and off-balance sheets.



The residual risk is a risk that the credit riskigation methods used by the Bank might turn out to
be less efficient than planned.

The Bank’s principles with respect to assessmeahitoring and accepting of credit risk have been
described and approved within the Credit PolicysiBess Partner Policy and Investment Policy.

The Bank categorizes and controls its credit rigkdetermining limits of different types and
amounts: limits for the acceptable risk for eaebtdr, related debtors’ groups, geographic regions,
business sectors, types and amounts of guaranteegncies, terms and ratings granted by
international agencies.

Credit risk is also regularly monitored individyafor each debtor evaluating the debtor’s abildy t
repay the principal amount and interest, as wetlhasging the limits set, if necessary.

The Bank's exposure to credit risk is also mondaed minimized by ensuring adequate collaterals
and registering the guarantees on behalf of thekB&he real value of these guarantees and
collaterals is regularly reviewed.

The collateral is a property or rights which carveeas the alternative source of the loan repayment
in a case, if the Customer does not meet his/Haratdigations.
As collateral, the Bank accepts assets that medbtlowing criteria:

-has the market value of assets as determined pleédge assessment by independent expert
and its changes are predictable within the loapegent term. Both the market value of
assets and value in case of urgent, forced salecasedered;

-assets are liquid, i.e. they may be realised ionaparatively short term for a price which is
close to the urgent, forced sale value (or marké&ie);

-there is a legal and actual opportunity to corttieke assets in order to prevent their misuse
by the debtor or asset owner;

-the Bank's rights to these assets have a legaltpramainst other creditors of the owner’s
assets (or against those creditors’ rights whiehirma more privileged position against the
Bank’s rights in the total amount, which makes opreignificant amount in comparison
with the collateral value), as the exception adngtthe legal priority of the Bank’s Parent
bank.

Only certain types of assets are accepted as @a@latnd each type of collateral has defined $imit
with respect to the maximum loan amount against soetlateral. Most frequently accepted types of
collaterals:

- time deposits in the Bank;

- real estate;

- industrial production facilities;

- land (depending on its geographical location,sfmkties of its use, communications,
cadastral value, etc.);

- unused motor (passenger) cars;

- unused lorries, tractors;

- used (second-hand) motor (passenger) cars, wdrieot older than 7 years, and the
lorries, which are not older than 9 years, thettrac which are not older than 5 years;

- other motor cars/lorries and tractors;

- ships/vessels;



- stocks (goods in the customs warehouses or otbeentrolled goods in the warehouse of
their owner);

- technological equipment and machinery;

- other fixed assets of the company;

- debtors’ debts (as community of goods);

- securities, capital shares, bills of exchange;

- guarantees.

The value of the real estate shall be determinsddan the opinion of the independent experts and
this evaluation shall be corrected, based on thkBaxperience and normative documents.

The market value of the stocks (the goods in tistocns warehouses or otherwise controlled goods)
and the market value of the stocks (the goodsemwtarehouse of its owner) shall be determined,
based on the publicly available prices, the pricmgchanism of which is understandable and
acceptable for the Bank.

The market value of the technological equipment$ machineries shall be determined, according
to the balance sheet residual value of the equisn#rthe fixed assets accounting methods, applied
by the Customer, correspond to the generally aedemractice, and if possible, it is also
recommended to receive the experts’ opinion. Ifrésdual value of the fixed asset is big, then the
documents, confirming the purchase value of thiediasset, shall be checked.

The collateral security — movable or immovable otge which are evaluated by the appraisal
companies, appointed by the Bank, except for tlsessavhen the Bank’s Board has authorized a
competent employee to make an appraisal.

Any collateral, except land, securities, debtortdemd other nonmaterial assets, must be secured on
behalf of the Bank for the loan agreement’s term.

In order to efficiently manage credit risk and assperformance of the Bank’s activity, the Bank
carries out regular evaluation and classificatidnaesets (incl. loans) and off-balance sheet
liabilities.

The classification is the evaluation of the loaascording to which the loans are classified as
standard, under supervision, sub-standard, doubtfdllost. The main evaluation criteria are the
Customer’s (borrower’s) discounted future cash fevd creditworthiness — ability and willingness
to fulfil the obligations under the loan agreemtemins and conditions.

If a loan’s default risk has significantly incredsa comparison with the risk that had been acakpte
at the time of granting the loan, it is considetedbe a problematic loan. The following is
considered to be the characteristics of problentasios:

- significant (20 working days and more) delay ofipant;

- breech of other terms and conditions of the lagreement;

- worsening of a customer’s financial conditiorrefected in his reports or other

information;

- other creditor has filed a claim in court agaitisé customer, or the State Revenue Service’s
request has been received on writing off funds ftbencurrent account;

- the value of the loan’s collateral has signifityadecreased.



The extent of the overdue risk transactions anekxttent of the savings made for the unstable debts
broken down into the essential branches, th. LVL:

31.12.2012 31.12.2013 The average extent in 2013
The specia The specia The specia
savings for savings for savings for
Risk transactions | The residue of the principal| The residue| the principal | The residue | the principal
by branches the credit amount of the credit amount of the credit amount
Forestry,
agriculture 2 430 1437 917 610 1674 1024
Production,
processing industry 3 582 96 4 045 96 3814 96
Trade 30 774 1224 21 500 4 207 26 137 2716
Transport 12 666 1869 10 557 1603 11 612 1736
Financial services 5767 365 2137 383 3952 374
Real estat
operations 13 844 1980 13 292 2 829 13 56¢ 2 405
Construction 3 760 1525 3344 1422 3552 1474
Accommodatior
and food services 1872 1053 1951 1126 1912 0901
Other services 3 502 0 1363 0 2433 0
Physical person:
overdrafts 3 698 762 2779 1570 3239 1166
The total extent ¢
the risk transactions 81 895 10 311 61 885 13 846 71 890 12 079
31.12.2012 31.12.2013 The average extent in 2013
The specia The specia The specia
Overdue (>90 dayj) savings for savings for savings for
risk transactions by The residue | the principal| The residue| the principal | The residue | the principal
branches of the credit amount of the credit amount of the credit amount
Forestry,
agriculture 1845 1107 290 290 1068 699
Production.
processing industry 98 95 95 95 97 95
Trade 2401 1146 2 683 1897 2542 1522
Transport 1724 1198 3217 1227 2471 1213
Financial services 346 346 0 0 173 173
Real estat
operations 1261 1186 2177 1369 1719 1278
Construction 2 448 1469 3 155 1421 2 802 1445
Accommodatior
and food services 1122 1049 1122 1122 1122 0861
Physical person:
overdrafts 2 706 693 1354 1325 2 030 1009
The total extent ¢
the risk transactions 13 951 8 289 14 093 8 746 14 022 8518




The extent of the overdue risk transactions anekxtent of the savings made for the unstable debts
broken down into the essential geographical regitakéng into account the risk transfer, th. LVL:

31.12.2012 31.12.2013 The average extent in 2013
Overdue (>90 day: The specia The specia The specia
risk transactions by savings for savings for savings for
general geographica The residue| the principal| The residue of the principal| The residue| the principal
regions *, LVL of the credit amount the credit amount of the credit amount
Germany 262 262 262 262 262 262
Latvia 5 556 4133 6 602 4 850 6 079 4 492
Ukraine 8 133 3894 6 760 3634 7 447 3764
Bulgaria 0 0 469 0 235 0
The total extent ¢
the risk transactions 13 951 8 289 14 093 8 74¢ o4 8 518

31.12.2012 31.12.2013 The average extent in 2013
Risk transactions b The specia The specia The specia
general savings for savings for savings for
geographical The residue o] the principal| The residue oi the principal| The residue| the principal
regions *, LVL the credit amount the credit amount of the credit amount
Bulgaria 709 0 469 0 589 0
Germany 8123 411 1719 411 4921 411
Latvia 24 621 4 891 27 846 6 197 26 234 5544
Monaco 30 0 14 0 22 0
Panama 2 648 0 0 0 1324 0
Russia 0 0 1 0 1 0
Ukraine 45 763 5 009 31836 7238 38 80C 6 124
Other 1 0 0 0 1 0
The total extent c
the risk transaction 81 895 10 311 61 885 13845 189D 12 079

Operational Risk

Operational risk is a risk to incur losses duenedequate or failing internal processes of the Bank
activity of people and system, or due to effecerfernal conditions. The operational risk means
that the Bank’s income may decrease/additional mdipg&e may occur to the Bank (and, as a result,
the equity capital might decrease) due to errorgransaction with customers/business partners,
information processing, making of inefficient deeiss, insufficient human resources, or insufficient
planning of external conditions effects.

For the evaluation of the operational risk, selfleation process of the operational risk is used
during which the Bank assesses performed operatigamst the types of the operational risk; the
Bank’s strong and weak sides regarding the managieoh¢he operational risk are identified.

The Bank has developed and maintains the Oper&isk Events and Losses Data Base in which
the internal data on operational risk events arldtee losses is collected, summarised and

classified.



The basic elements of the operational risk manageme

- operational risk monitoring;

- operational risk control and minimisation:

- development of internal normative documents wigetlude/minimise the possibility of
operational events;

- compliance with the principle of division of desi,

- control of execution of internal limits;

- compliance with the defined procedure when u$ingnd other Bank’s resources;
- appropriate training of employees;

- regular checks of transactions and account dontsne

- ensuring the continuity of operation;

- stress testing.

Market Risk

The Bank’s activity is exposed to market risk thgloithe Bank’s investments in the interest rates
and currency product positions. All these prodwats exposed to systematic and specific market
fluctuations.

The Bank controls market risks by diversifyingfiteancial instruments portfolio, setting restricts
for different types of financial instruments andrgang out sensitivity analysis which reflects the
effect of the respective risks on the Bank’s asaetsequity capital.

Position Risk

Position risk — possibility to incur losses dueréwaluation of position of debt securities or capit
securities, when the price of the respective saearchanges. The position risk can be categorised
as specific and systematic risk:

- specific risk — possibility to incur losses if thebt securities’ or capital securities’ price will
change due to factors related to the securitie®iss

- systematic risk — possibility to incur losses & tecurities’ price will change due to factors
related to interest rate changes (in case of d=hirdies) or with significant changes in the
capital market (in case of capital securities),alibare not related to the specific securities
issuer.

Basic elements of position risk management:

- evaluation and analysis of securities’ portfolio;
- analysis and monitoring of issuers’ financial ifos;
- setting of internal limits on exposures/divexsfion (stop-loss; issuers, countries, regions,
terms, credit rating groups etc.);
- control of execution of the internal limits.

Interest Rate Risk

The interest rate risk is characterized by theusrice of the market rate changes on the Bank's
financial results. The Bank’s everyday activity de@ds on the interest rate risk, which is influenced
by the terms of repayment of assets and liabilitssted to the interest income and expenditures or
interest rate review dates. This risk is controlbgdhe Bank’s Assets and Liabilities Committee by
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defining the limits of the interest rate coordinatiand evaluating the interest rate risk undertdien
the Bank.

For the evaluation of interest rate risk, the dffaicinterest rate changes on the Bank’s economic
value is assessed, incl. the evaluation of inteegst risk from the perspective of income and the
evaluation of interest rate risk from the perspectf economic value. The evaluation of the interes
rate risk is carried out once per month. Furtheenaot rarer than 2 times per year, the stress test
of the interest rate risk are applied.

For monthly evaluation of the interest rate rigk, &ll balance sheet positions interest rate change
of +/-100 basis points are applied; for stressingsof interest rate risk — +/-200 basis points.
Division of assets, liabilities and off-balance piosis by term in the groups of term structures is
carried out on the basis of:

- shortest term from the outstanding repaymentésatht/clearance term — for financial
instruments with fixed interest rate;
- term until the next interest rate changes daiaterest rate re-evaluation term — for
financial instruments with a floating interest rate

Basic elements of interest rate risk management:

- sensitivity analysis of interest rate risk;
- setting of internal limits (limit for decreasee@conomic value and for duration of
securities’ portfolio);
- control of compliance to the internal limits;
- carrying out of interest rate stress tests aradyais of their results;
- carrying out of hedging operations, if necessary.

Currency Risk

The Bank’s activity is exposed to the risk of exotpa of the main currencies involved in it, which
influences both the Bank’s financial result andhcisw. The Bank controls the foreign currency
assets and liabilities in order to avoid inadequateency risk. The Board determines the limits for
the open positions of foreign currencies, and tHesdés are being supervised every day. The
legislation of Latvia states that no individuald@n currency open position of the credit instdati
shall exceed 10% of the equity capital of the dredititution, and the total foreign currency open
position shall not exceed 20% of the equity capifalring 2012, the Bank did not exceed these
limits.

The Bank’s foreign currency risk evaluation is lthea the following basic principles:

- evaluation with respect to how the Bank’s asdetsilities and off-balance sheet items
value changes due to changes in currency rates;
- how the Bank’s income/expenditure changes dudamges in currency rates;
- the currency risk stress testing is performed.

Basic elements of currency risk management:

- evaluation of currency risk;
- setting of limits and restrictions;
- control of execution of these limits;



- currency risk stress testing and analysis ofdisalts;
- carrying out of hedging operations, if necessary.

Liquidity Risk

The Bank is subject to the daily risk that it migtged to use the available funds and short-term
liquid assets for the fulfilment of its short-tefiabilities. The term relation of assets and liaigis,

as well as off-balance items, is related to ligyidisk and reflects to what extent funds would be
necessary to fulfil the existing liabilities.

Terms and capabilities of the assets and liakslitiereplace the liabilities, which inflict intetesnd
have a due payout term, at acceptable costs andicgt factors for determination of the Bank’s
liquidity and its exposure to the changes in thergst rates and currency rates.

Such coordination of assets and liabilities, anatrad of this coordination is one of the Bank’s mos
important daily management tasks.

The Bank is using the following methods for the smwament of liquidity risk:

- evaluation of existing and planned assets, lt#sl and off-balance sheet liabilities term-
structure broken down by financial instruments,ioas term intervals in all currencies

together and individually, in which the Bank perfar a significant amount of transactions
(i.e. currency the proportion of which in the Bagldssets/liabilities exceeds 5%) or which
has a non-liquid market;

- determining liquidity indicators used for liquidirisk analysis and control;

- determining internal limits:

- assets and liabilities term structure net ligyighositions in lats and all foreign
currencies in which the Bank performs a significamount of transactions (i.e., currency the
proportion of which in the Bank’s assets/liabitiexceeds 5%) or which has a non-liquid
market;

- for deposit concentration;

- for other liquidity indicators which the Bank $hapecified for the liquidity risk
control;

- stress testing.

By specifying the calculation procedure of ligudindicators and by its determining limits, the
Bank takes into account its operational targetstaadcceptable risk level.

The Bank determines and regularly analyses thg eaining indicator system which may help to
identify the vulnerability of the Bank's liquiditgosition and the necessity to attract additional
financing.

On the basis of data of the early warning indicatgstem, the Bank identifies the negative
tendencies which affect liquidity, analyses therd amaluates the necessity to carry out measures
reducing the liquidity risks.

The liquidity risk management methods (basic eldr)are as follows:

- fulfilment of liquidity indicator limits;

- determining of net liquidity position limits;

- determining restriction on deposit concentration;
- control of compliance with the defined limits;



- liquidity stress testing and analysis of the hssu

- proposals for solving liquidity problems;

- setting and monitoring of a set of indicatorsliquidity evaluation;

- maintenance of an adequate liquidity buffer wrdokiers the positive difference between the
planned outgoing and incoming cash flows withintéen interval of up to 7 days and 30 days.

In accordance with FCMC'’s requirements, the Bankintams sufficient liquid assets for the
fulfilment of its liabilities.

Transaction Concentration Risk

Transaction concentration risk is a risk that oscfrom transaction concentration. In order to
restrict the transaction concentration risk, thenlBdetermines limits for investments in various
assets, instruments, markets etc. One of the ngrsfisant transaction concentration risks is the
concentration of geographic regions (country risk).

Country Risk

Country risk — country partner risk — the possipito incur losses if the Bank’s assets are invkeste
in a country whose changing economic and politiaators may create problems for the Bank to
retrieve its assets in the planned time and extepiartner’'s and issuer’s default occurs mainly due
to currency devaluation, unfavourable changes gislation, creation of new restrictions and

barriers and other conditions, includifagce majeure factors.

For the country risk analysis, information of tlmernational rating agencies (incl. credit ratings,
their dynamics), economic indicators of countried ather related information is used.
Fundamental elements of risk control:

- setting of internal limits by regions, countriegldransaction types in individual countries;

- control of execution of the internal limits;

- country risk analysis and monitoring;

- review of internal limits.
Assets, liabilities and off-balance sheet counisk ris attributable to a country which may be
considered the customer’s main country of entrezareship. If the loan is granted to a resident of
another country against a pledge, and this plesigysically located in another country which is
not the legal person’s country of residence, thenty risk is transferred to the country where the
loan’s pledge is actually located.

Capital Adequacy

Capital adequacy reflects the Bank’s capital resgginecessary to secure itself against risks celate
to assets and off-balance sheet items.

The Bank has the Capital Adequacy Assessment Rrdegy, the aim of which is to ensure that
the amount, elements and proportion of the Bankjsitg capital are adequate to cover the
substantial risks inherent to the Bank’s curremt planned operation.

For the risks for which the minimum regulatory d¢apirequirements have been defined in
accordance with the Regulations for the Calculatiérthe Minimum Capital Requirements, the
capital requirement is calculated using the follogvapproaches or methods:



- the credit risk requirement is calculated in adeoce with a standardised approach;
- for the credit risk mitigation, simple methoduised for financial collateral;
- the foreign currency risk capital requirementhtdsecurities’ and capital securities’
position risk, the payment/settlement risk capiguirements are calculated by using the
standardisedpproach;
- debt securities’ systematic risk capital requiremegnletermined by using the term method;
- the operational risk minimum capital requiremisntalculated in accordance with the basic
indicator approach.

For the calculation of the minimum capital requisns for the purpose of determining the
transaction risk degree, the Bank applies the FGM@cognizedAKNI (rating agency)
evaluations/ratingsAKNI are nominated for each risk transaction catggimto which the Bank’s
risk transactions are divided into. If the Bank hagransactions, which can be included into any of
the risk transaction categories, then, for thisgaty, AKNI is nominated, when the actual risk
transaction(-s) of this category appears.

The following AKNI are nominated for the risk transaction categgiri

Risk transaction category Nominated AKNI

Claims against the central governments and celpdirai:

(CG and CB) Moody’s Investors Service

FitchRatings

Standard&Poor’s Ratings Services;
Moody’s Investors Service.
FitchRatings

Standard&Poor’s Ratings Services;
Moody’s Investors Service
FitchRatings

The overdue risk transactions Standard&Poor’s Ratings Services;
Moody’s Investors Service

Claims against the institutions with the exceptibsuch
institutions, for which the short-term rating isadlable

Claims against the commercial companies with tleegtion of
such institutions, for which the short-term ratis@vailable

Claims against the institutions and commercial canigs with the Moody’s Investors Service
short-term ratings

FitchRatings
Other claims Standard&Poor’s Ratings Services;

Moody’s Investors Service

Bank examines whether the fulfillment of the minmmiwcapital requirements ensures, that the
Bank’s capital is adequate to cover all potentakks related with the risks mentioned above.

Other substantial Bank’s risks for which the regpia minimum capital requirements have not been
defined, but for which the Bank assesses the niggéssalculate the capital requirement, are the
following:

-interest rate risk;
- liquidity risk;
- concentration risk;
- money laundering and terrorist financing risk;
- other risks (incl. activity compliance risk, &gy risk, reputation risk).

In addition to the determination of capital necegda cover the risks, the Bank sets a capital
reserve in order to ensure that the Bank’s cafgtablequate in case of possible adverse events, as
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well as to ensure that the Bank’s capital is adegtiaroughout the whole economic cycle, i.e.
during an economic upturn the Bank forms a capésérve to cover loses which may occur during
an economic downturn. The capital reserve is sebetcat least 10% of the sum of minimum
regulatory capital requirements.

Methods for ensuring the total amount of necessapjtal:

- fulfilment of the capital adequacy norms;
- analysis of the fulfilment of the capital adequaorms;
- maintaining of the capital adequacy objectivesel;
- determining and planning of the necessary ta@pltal amount to cover the substantial
risks inherent to the Bank’s current and planneetaion;
- assessment and analysis of all substantial risks;
- development of stress test scenarios, perforstirggs tests and analysing the results;
- development of capital crisis management plan.

On 31 December 2013, the Bank’s Capital AdequacioRaalculated in accordance with the
FCMC's requirements, was 21.64% which exceeds themaom determined by the FCMC in 2007,
i.e. that the own funds ratio against the risk Wedg assets and off-balance sheet items must be at
least 8% on the basis of the FCMC’s calculationesulin accordance with the FCMC'’s
requirements, the Bank is required to meet theviddal capital requirement of 13.9% which the
Bank will meet within the deadlines agreed with B@&MC, i.e., until September, 2014.

Capital adequacy evaluation results as on 31.13.201
The capital necessary to cover risks, th. LVL

Minimum regulatory capital Bank’s evaluation of the
requirements necessary capital

Credit Risl 10 359 10 359
Market Risk 999 997
Currency Ris 124 124
Tradaple Debt Instrument 875 875
securities
Operational Ris 1070 1070
Other sigiificant risks for which the
minimum regulatory capital requirements 5 957
have not been defined
Capital Resen 1 242
Total 12 427 22 465*

*Taking into account the FCMC'’s individual capitauirements and the Second pillar requirements

Capital at the Bank's disposal, th. LVL

Own Capital Definition of the Bank’s capital
33614 33614
Capital deficit/surplus in accordance with the Bardvaluation 11 149
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In the following table, the risk transaction catggealues before and after the credit risk mitigati
are presented, as well as the total amount ofiskéransactions, which have been concluded with

the adequate collateral (th. LVL):

The risk The risk
transactions transactions The risk
before the Collateral after the weighted assets
Credit risk: the risk transaction credit risk (simple credit risk of the risk
categories mitigation method) mitigation transactions

Claims against the central
governments and central banks 22 291 22 291 0
0% risk degree 22 291 0 22 291 0
Claims against the institutions 223 48 11 92: 211 56t 76 25
20% risk degree 169 135 0 169 135 33 820
100% risk degree 54 352 11921 42 431 42 431
Claims against the commercia
societies 47 045 23024 61 863 42 955
0% risk degree 0 18 846 18 846 0
20% risk degree 2 75 77 15
100% risk degree 47 043 4103 42 940 42 940
150% risk degree 0 0 0 0
Overdue risk transactions 5 868 5 868 7 406
100% risk degree 2793 0 2793 2793
150% risk degree 3075 0 3075 4613
Other claims 5 828 5 828 2 866
0% risk degree 1289 0 1289 0
20% risk degree 2091 0 2091 418
100% risk degree 2448 0 2448 2448
Total 304 519 34 945 307 416 129 478

The average net amount of the risk transactiortsinvihe reporting period, broken down into differésk
transaction categories after the credit risk mittgaapplication (th. LVL):

Credit risk: the risk transaction
categories

The extent of the risk
transactions in 2013

The extent of the risk
transactions in 2012

The average
extent in 2012

Claims against the central

governments and central banks 22 291 43 886 33 089
0% risk degree 22 291 43 886 33089
Claims aga-inst the institution: 223 48 146 96: 185 22«
20% risk degree 169 135 133 153 151 144
100% risk degree 54 352 13 808 34 080
Claims against the commercia

societies 47 045 149 831 98 438
0% risk degree 0 71 080 35 540
20% risk degree 2 35 19
100% risk degree 47 043 75 302 61173
150% risk degree 0 2412 1206
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Overdue risk transactions 5 868 5676 5772

100% risk degree 2793 3878 3336
150% risk degree 3075 1798 2 437
Other claims 5828 5758 5793

0% risk degree 1289 1394 1342
20% risk degree 2091 3429 2 760
100% risk degree 2448 935 1692
Total 304 519 352 111 328 315

Remuneration Policy

In compliance with the requirements of Paragrapbf2Be FCMC’s RegulatiorNo. 61 “Regulation
on the Information Disclosure and Institution Traaency” and in compliance with the physical
persons’ data protection principles, JSC “Regionalesticiju banka” discloses the information
regarding its Remuneration Policy of 2013.

The aim of the Bank’s Remuneration Policy is toed@ine the basic principles of remuneration in
accordance with the Bank’s development strategyBidink’s operation specifics and its risk profile.

The policy has been developed in such a way so as:

- not to promote undertaking of inadequate levelisks; which are above the limit, stated
by the Bank’s risk strategy;

- not to restrict the Bank’s ability to strengthencapital;

- to comply with the standards of ethics, long-temeiests, as well as to promote prudent
and efficient risk management;

- not to be contradictory to the principles of thstoumers or investors interest protection.

The main principles of the Remuneration Policy:

- to be simple and clearly comprehensible to the eygds;

- to strengthen the employees’ reliability and tddbai solid team;

- to attract and to keep the best employees;

- to motivate the employees and to promote theirgasibnal growth.

The policy has been developed in compliance wighlthbour Law of the Republic of Latvia, the
FCMC's binding regulations and other laws of the@&dic of Latvia, and applies to each and every
employee of the Bank irrespective of his/her positor duties.

The Bank’s Council develops and approves the bpsiwiples of the Remuneration Policy, is
responsible for its implementation and that itasnplied with, determines the remuneration to the
Board members, the Internal Audit Department Managel to the positions, the remuneration of
which equals or exceeds the lowest remuneraticel fithe Board members' positions.

The Bank’s Board is responsible for the complianith the basic principles of the Remuneration
Policy, as well as for the development and approYabrresponding internal normative documents
taking into account that the remuneration of theitpms fulfilling functions of internal control is
determined independently from the performance tesathieved in the fields controlled by the
internal control functions.
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In 2013, the Bank’s remuneration structure envidagdy the fixed part of remuneration, i.e. basic
salary, which corresponds to the employee’s posdiod qualifications.

In 2013, the employment relationships were terneidatvith 16 employees, and the biggest
compensation paid for the termination of the emplegt relationships made up 7200 LVL.

On the basis of the Bank’s Remuneration Policy@#3 the existing employees were not paid any

variable part of remuneration.

The summarized information of JSC “Regionala inegstbanka” regarding the remuneration of
officials in 2013 by the position groups (th, LVL):

Variable remuneration part

Variable part of unpaid
postponed part

remuneration
Number rem'l:JI;(:(rjatio
. Variable part
of payees part th. LVL | Variable part of Ic;f nonE) )
oneies | monetay | oy | Seeuttes
. ong-term
remuneration remuneratior

Members othe
Council and Board 8 213 0 0 0 0
Employees affeing
the risk profile 4 118 0 0 0 0
Positions of interne
control 2 42 0 0 0 0
Other employees 116 1617 0 0 0 0
Total 130 1990 0 0 0 0
Investment services 3 58 0 0 0 0
Service of privatt
persons or small anc 15 309 0 0 0 0
middle merchants
Other activities 112 1623 0 0 0 0
Total 130 1990 0 0 0 0
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