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Black Sea Trade and Development Bank

Issue of GEL 120,000,000 Floating Rate Bonds due 20 June 2021

The GEL Floating Rate Bonds (the “Bonds”) will be issued by the Black Sea Trade and Development Bank
(the “Bank”) in registered form in denominations of 500,000 on 20 June 2018 (“Issue Date”) and will mature on 20
June 2021 (“Maturity Date”) and will be redeemed at their principal amount. Bonds may not be redeemed before such
date. Interest on the Bonds is payable quarterly in arrears at the weighted average rate of 3-months (91-days) National
Bank of Georgia (“NBG”) Certificate of Deposit, as reported by NBG on the following link:
https://www.nbg.gov.ge/index.php?m=619&lng=eng

The Bonds are expected to be listed and admitted to trading on the market of the Georgian Stock Exchange.

The Bonds will be direct and unsecured obligations of the Bank.

The Bonds will not be the obligations of any government.

Lead Underwriter

The date of this Prospectus is 19 June 2018.



2

The Bank accepts responsibility for the information contained in this Prospectus. To the best of the knowledge and
belief of the Bank (which has taken all reasonable care to ensure that such is the case) the information contained in this
Prospectus is in accordance with the facts and does not omit anything likely to affect the import of such information.

The distribution of this Prospectus and the offer of the Bonds may be restricted by law in certain jurisdictions. Persons
into whose possession this Prospectus comes are required by the Bank and the Lead Underwriter (as defined under
“Underwriting and Sale”) to inform themselves about, and to observe, any such restrictions.

This offer comprises a public offering of the Bonds (the “Public Offering”) within the meaning of Article 3.1 of the
Law of Georgia on the Securities Market (the “Securities Market Law”) only inside Georgia, Caucasus region.
Notwithstanding the above, this Prospectus comprises neither a preliminary prospectus nor a final or approved
prospectus for the purposes of Article 4 of the Securities Market Law. The purpose of this Prospectus is to give
information with regard to the Bank and the Bonds which, according to the particular nature of the Bank and the Bonds,
may assist investors to make an informed assessment of the financial position and prospects of the Bank and any
investment decision with respect to the Bonds.

This Prospectus has not been approved by any regulatory authority, including the NBG, by virtue of the exemption
provided for by Article 4.6 of the Securities Market Law and available to issuers whose securities are listed on one of
the recognised foreign stock exchanges within the meaning of Article 2.62 of the Securities Market Law. NBG has
been notified of the Public Offering in advance, as required under Article 4.6 of the Securities Market Law.

The Prospectus is available for viewing and copies may be obtained from the Lead Underwriter at the Lead
Underwriter's address.

In connection with the issue and sale of the Bonds, no person is authorised to give any information or to make any
representation not contained or incorporated by reference in this Prospectus, and neither the Bank nor the Lead
Underwriter accept responsibility for any information not contained or incorporated by reference herein. Neither the
delivery of this Prospectus nor any sale made hereunder shall, under any circumstances, create any implication that
there has been no change in the affairs of the Bank since the date hereof.

This Prospectus does not constitute and may not be used for the purposes of an offer or solicitation by anyone in any
jurisdiction in which such offer or solicitation is not authorised or to any person to whom it is unlawful to make such an
offer or solicitation and no action is being taken to permit an offering of the Bonds or the distribution of this Prospectus
in any jurisdiction where such action is required.

Neither this Prospectus nor any other information supplied by the Bank or the Lead Underwriter in connection
with the Bonds is intended to provide an evaluation of the risks involved in investing in the Bonds. Each investor
is advised to make its own evaluation of the potential risks involved. This Prospectus does not describe all of the
risks and investment considerations (including those relating to each investor’s particular circumstances) of an
investment in the Bonds. The risks and investment considerations identified in this Prospectus are provided as
general information only. Investors should consult their own financial and legal advisors as to the risks and
investment considerations arising from an investment in the Bonds and should possess the appropriate resources
to analyze such investment and the suitability of such investment in their particular circumstances. Neither the
Bank nor the Lead Underwriter makes any representation to any offeree or purchaser of the Bonds regarding
the legality of an investment in the Bonds by such offeree or purchaser under appropriate investment or similar
laws.

The issuance and distribution of this Prospectus and any offering and sale of the Bonds are not a waiver by the Bank or
by any of its members, Governors, Alternate Governors, Directors, Alternate Directors, officers or employees of any of
the rights, immunities, privileges or exemptions conferred upon any of them by the Agreement Establishing the Black
Sea Trade and Development Bank (the “Charter”) or by any statute, law or regulation of any member of the Bank or
any political subdivision of any member, all of which are hereby expressly reserved.

This Prospectus has been prepared in the English language. This Prospectus may be unofficially translated into the
Georgian language in the future. In case of any discrepancy between the translations, the English version shall prevail.

In this Prospectus, references to Georgian Lari and references to “GEL” are to the lawful currency of Georgia.

The Lead Underwriter does not accept liability for the accuracy of any information included or incorporated by
reference in this Prospectus and prospective investors are advised to use such information with caution.
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AVAILABILITY OF INFORMATION AND INCORPORATION BY REFERENCE

The Bank prepares an Annual Report (the “Annual Report”), which describes the Bank, including its capital,
operations, administration and its principal financial policies. Each Annual Report also contains the Bank’s most recent
audited financial statements.

The Bank’s latest Annual Report shall be deemed to be incorporated in and to form part of this Prospectus, and
references to this “Prospectus” shall mean this document and any documents incorporated by reference in and forming
part of this Prospectus, except, and to the extent, any such document is superseded or modified by any subsequent
document incorporated by reference in and forming part of this Prospectus. Neither the Prospectus nor the
documents/information incorporated by reference in and forming part of this Prospectus have been submitted to any
review and clearance procedures by any stock exchange or regulatory authority referred to herein.

Copies of the Annual Report incorporated by reference in this Prospectus may be obtained and downloaded from the
Bank’s website: http://www.bstdb.org/investor-relations/annual-reports
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FORWARD-LOOKING STATEMENTS

Certain statements in this Prospectus may be deemed to be “forward-looking statements”. Forward-looking statements
include statements concerning the Bank's plans, expectations, projections, objectives, targets, goals, strategies, future
events, future revenues, capital expenditures, financing needs, future operations, development, business strategy and
other information that is not historical information.

Words such as “believe”, “anticipate”, “estimate”, “target”, “potential”, “expect”, “intend”, “predict”, “project”,
“could”, “should”, “may”, “will”, “plan”, “aim”, “seek” and similar expressions are intended to identify forward-
looking statements but are not the exclusive means of identifying such statements.

By their very nature, forward-looking statements involve inherent risks and uncertainties, both general and specific, and
risks exist that the predictions, forecasts, projections and other forward-looking statements will not be achieved. These
risks, uncertainties and other factors include, among other things, those listed under “Risk Factors”, as well as those
included elsewhere in this Prospectus. Investors should be aware that a number of important factors could cause actual
results to differ materially from the plans, objectives, expectations, estimates and intentions expressed in such forward-
looking statements.

Accordingly, investors should not place undue reliance on forward-looking statements and, when looking at forward-
looking statements, should carefully consider the foregoing factors and other uncertainties and events. The forward-
looking statements in this Prospectus speak only as of the date of this Prospectus. The Bank does not undertake any
obligation to update or revise any of them (whether as a result of new information, future events or otherwise), other
than as required by applicable laws. The Bank does not make any representation, warranty or prediction that the results
anticipated by such forward-looking statements will be achieved, and such forward-looking statements represent, in
each case, only one of many possible scenarios, and should not be viewed as the most likely or standard scenario.
These cautionary statements qualify all forward-looking statements attributable to the Bank or persons acting on the
Bank's behalf and any projections made by third parties included in this Prospectus.
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RISK FACTORS

Risks associated with emerging markets

Investing in securities involving emerging markets generally involves a higher degree of risk than more developed
markets

Investors in emerging markets, such as those in which the Issuer operates, should be aware that these markets may be
subject to greater risk than more developed markets, including in some cases significant legal, economic, monetary
and political risks. Investors should also note that emerging markets are subject to rapid change and that the
information set out in this Offering Circular may become outdated relatively quickly. Accordingly, investors should
exercise care in evaluating the risks involved and must decide for themselves whether, in the light of those risks, their
investment is appropriate. Generally, investment in emerging markets is suitable only for sophisticated investors who
fully appreciate the significance of the risks involved. Investors are urged to consult with their own legal and financial
advisers before making an investment in any Bonds.

The ongoing turbulence in the international capital markets has led to reduced liquidity and increased credit risk
premiums for certain market participants and have resulted in a reduction of available financing. Entities located in
countries in the emerging markets may be particularly susceptible to this turbulence and reductions in the availability
of credit or increases in financing costs, which could result in them experiencing financial difficulty. In addition, state
or central bank intervention (such as the imposition or exercise of currency controls) in response to turbulence in
financial markets may have a negative effect on the operation of entities located in countries in the emerging markets.

In addition, the availability of credit to entities operating within the emerging markets is significantly influenced
by levels of investor confidence in such markets as a whole and so any factors that impact market confidence (for
example, a decrease in credit ratings or state or central bank intervention in any market) could affect the price or
availability of funding for entities within any of these markets.

Most of the Issuer’s Member States are emerging market economies, and as such investors should consider the above-
mentioned risks before investing in any Bonds.

Some of the Issuer’s Member States are dependent on official sector support and may experience weaker economic
performance and/or be unable to meet their obligations to the Issuer if this support is withdrawn

Following the global financial crisis, Romania and Greece received material amounts of emergency assistance from the
European Union, and a number of Member States, namely Armenia, Georgia, Greece, Moldova and Romania
(precautionary), and Ukraine, executed Stand-By Arrangements (“SBAs”) with the IMF. At present, Georgia, Moldova
and Ukraine receive IMF support under Extended Fund Facilities (“EFFs”). Armenia just concluded an EFF and is in
discussions with the Fund on a possible new arrangement. Greece received support under an EFF which was cancelled
in January 2016, and may potentially enter into a new EFF or precautionary arrangement if certain issues concerning
debt sustainability are resolved in order to permit the IMF to provide such support. In addition, Serbia, which is a
BSEC Participating State but is not a Member State of the Issuer, recently successfully completed a precautionary SBA
which it did not draw upon, and is now in discussions about a possible new one.

Although substantial fiscal consolidation has been achieved in the years since the global financial crisis, some
economies in the Black Sea Region continue to have budget deficits, some countries are continuing to run large current
account deficits, and still others are experiencing rising public debt levels. With the capital markets still illiquid and
uncertain, failures of these countries to increase savings and exports, or to reduce domestic demand for imports, could
put additional depreciation pressure on local currencies and result in weaker economic growth.

The economic prospects of these Member States are somewhat dependent on the official sector’s (especially the IMF’s)
continued willingness to provide support, as well as economic conditions in the EU, which is the main trading partner
for most of the Member States, and the principal source of investment and other forms of financing. If, for example,
political sentiment made it difficult or impossible to sustain assistance to these Member States they could find it
difficult to meet their financial obligations, possibly including obligations with regard to the Issuer.

The Issuer’s Member States may experience difficulties in implementing structural reforms necessary to sustain
economic growth, which may in turn impact the Issuer’s business, financial condition and results of operations

In certain Member States, structural reforms are still needed in many sectors in order to promote growth. Energy
sectors and agriculture are in need of such reforms, but most reforms concern labour and product markets.
Additionally, most if not all Member States require significant investment in infrastructure. Following the outbreak of
the global financial crisis, risk of financial sector dysfunction became an immediate threat for the economies of the
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Black Sea Region and governments necessarily shifted their focus from structural reforms to measures aimed at
stabilising the financial sector. Regional governments and central banks (with the assistance of the IMF and EU)
intervened to stabilise Member States’ financial sectors. However, in any future financial crises it may be more
difficult financially and politically for governments to intervene due to more limited fiscal capacity and the political
unpopularity of such measures. Such limitations on Member State action may impact upon the Issuer’s business,
financial condition and results of operations.

It is not possible to predict how future legislative developments will impact the Issuer’s business prospects

The legal framework with respect to private investment and private property in some of the Member States is at a
relatively earlier stage of development compared to countries with established market economies. In addition, the
judicial systems of certain Member States may not be regarded as fully independent of outside social, economic and
political forces, and therefore court decisions may be difficult to predict. Future legislative developments may have a
negative impact on the Issuer’s business, financial condition and results of operations.

Risks relating to the Issuer

The Issuer is an international financial institution and Bonds are not guaranteed by any sovereign entity or agency

The Issuer is an international organisation founded by the Member States pursuant to the Establishing
Agreement. The Establishing Agreement has the status of a treaty under public international law and the Issuer is
a creation of, and subject to, public international law. The Issuer’s existence, powers, privileges, immunities, liabilities
and operations are subject to and governed by the Establishing Agreement. The Issuer is not subject to regulation by any
state. Accordingly, while the Issuer has established policies and procedures to govern its internal operations in
accordance with international standards, such as Basel and IFRS standards, the operations of the Issuer are not
subject to external regulatory oversight, in contrast to domestic financial institutions of its Member States.

Although founded by the Member States, the Issuer is a legal entity separate from both the governments of its members
and the agencies of such governments. The principal of any Bonds, and interest due or to become due in respect of
such Bonds, constitute obligations solely of the Issuer and do not constitute the obligations of, nor are they guaranteed
or insured by any Member State or sovereign entity or agency thereof. Since the Issuer’s obligations are not
guaranteed or insured by any one sovereign or Member State, the Issuer does not have a single lender of last recourse.

The Issuer’s risk management techniques and strategies may not be fully effective in mitigating its credit risk
exposure

The Issuer makes use of standard credit risk management techniques and strategies, including adherence to a broad
range of limits for single project, product, country, and sector, as well as IFRS-compliant provisioning procedures
and policies. The Issuer strives to develop and maintain a credit portfolio diversified among 11 member
countries and 11 sectors of economic activity. The majority of the Issuer’s portfolio is located within jurisdictions
and economic sectors for which adequate statistical and qualitative information is available and thus credit
recommendations are made on information from the most reliable of these sources. With regard to specific projects,
the Issuer conducts a due diligence process. However, the Issuer’s relatively short track record, combined with the
medium-and long-term nature of a large part of the credit portfolio, offers no assurance that these techniques
will prove sufficient to mitigate credit risks inherent in such operations.

The value of collateral securing the Issuer’s loans and advances may decline

Deterioration in economic conditions in the Member States or a decline in the value of assets in certain markets
might reduce the value of collateral securing the Issuer’s loans and advances, increasing the risk that the Issuer would
not be able to recover the full amount of any such loans and advances in a default. If the Issuer seeks to realise on
any such collateral, it might be difficult to find a buyer and/or collateral might be sold for significantly less than
its appraised or actual value. If the Issuer is not able to realise adequate proceeds from collateral disposals to
cover loan losses, this may have a material adverse effect on the Issuer’s business, financial condition and results of
operations.

There are restrictions on legal proceedings against the Issuer

Under its Establishing Agreement, the Issuer enjoys immunity from every legal process, subject to certain important
exceptions. The exceptions comprise cases arising out of or in connection with the exercise of its powers to borrow
money, to guarantee obligations, or to buy and sell or underwrite the sale of securities. In such cases actions may be
brought against the Issuer in a court of competent jurisdiction in the territory of the Member State in which the Issuer
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has its headquarters or in any country where the Issuer has appointed an agent for the purpose of accepting service or
notice of process or has issued or guaranteed securities.

The Establishing Agreement also provides that all property and assets of the Issuer shall, wherever located and by
whomsoever held, be immune from all forms of seizure, attachment or execution before the delivery of final
judgment against the Issuer. The effectiveness of these provisions of the Establishing Agreement in any other country
except in the Member States, would be a question of the laws of the relevant country.

The Issuer is exposed to operational risk, and the Issuer’s control systems can only provide reasonable assurance
that operational risk will not adversely affect its business, financial condition and results of operations

The Issuer is exposed to operational risk. Operational risk is the risk of loss resulting from inadequacy or failure of
internal processes or systems or from external events. The Issuer is also susceptible to fraud by employees or
outsiders, unauthorised transactions by employees and operational errors, clerical or record keeping errors and errors
resulting from faulty computer or telecommunications systems.

The Issuer relies upon communication systems furnished by third party service providers to conduct its business.
Although the Issuer utilises several communication providers simultaneously to mitigate the risks of communication
failures, a failure or interruption or breach in security of a vendor’s communication systems could occur, causing a
failure or interruption in the Issuer’s communication systems. Any such events could have an adverse effect on the
Issuer’s financial condition and results of operations.

The Issuer maintains a system of controls designed to monitor and control operational risk. However, a control system,
no matter how well designed and operated, can only provide reasonable, not absolute, assurance that the objectives of
the control system will be satisfied. Inherent limitations in any system of controls include the possibility that judgments
in decision making could be faulty and that breakdowns could occur as a result of simple human error or mistake. In
addition, the Issuer is vulnerable to the risk that its personnel may not adhere to the Issuer’s compliance procedures
and risk management thresholds, which could harm the Issuer’s reputation and business. The design of the Issuer’s
control system is based in part upon certain assumptions about the likelihood of future events. There can be no
assurance that the Issuer will not suffer losses from any failure of these controls to detect or contain operational
risk in the future. Consequently, the potential inadequacy of the Issuer’s internal processes or systems may result in
unauthorised transactions and errors not being detected, or the Issuer’s insurance may not cover the Issuer’s losses
from such transactions or errors, which may have a material adverse effect on the Issuer’s financial condition or results
of operations.

The Issuer could be negatively affected by the soundness and/or perceived soundness of other financial institutions,
which could result in significant systemic liquidity problems, losses or defaults by other financial institutions
and counterparties, and which could materially adversely affect the Issuer’s business, financial condition and results
of its operations

The Issuer is subject to the risk of deterioration of the commercial soundness and/or perceived soundness of other
financial services institutions within and outside the Black Sea Region. Financial services institutions that deal with
each other are interrelated as a result of trading, investment, clearing, counterparty and other relationships. This
presents systemic risk and may adversely affect financial intermediaries that the Issuer may interact with and could have
a material adverse effect on the Group’s ability to raise new funding.

The Issuer regularly executes transactions with counterparties in the financial services industry. A default by, or even
concerns about the financial resilience of, one or more financial services institutions could lead to further significant
systemic liquidity problems, or losses or defaults by other financial institutions, which could have a material
adverse effect on the Issuer’s business, financial condition and results of its operations.

The Issuer’s mandate area overlaps with that of other development lenders

While the Issuer looks to establish its own development niche, as well as coordinate strategies and cooperate as
appropriate where possible in co-financing projects, there are many other public sector developmental financial
institutions operating in the Issuer’s mandate area, such as national, regional and other international development
banks. The Issuer endeavours to avoid competition with commercial banks, given the central operative principle that
development banks such as the Issuer should complement the private sector. In recent years, certain financial
institutions have received government assistance, and may be brought into full or partial public ownership in response
to the current crises in the financial markets. These developments may increase the number of relevant public sector
developmental finance entities operating in the Issuer’s mandate area. No assurance can be given that the Issuer will be
able to maintain its profitability as it continues to implement its strategy.
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Risks related to the market generally

Set out below is a brief description of the principal market risks, including liquidity risk, exchange rate risk, interest
rate risk and credit risk:

An active trading market for the Bonds may not develop

Any Bonds will be new securities which may not be widely distributed and for which there is currently no active
trading market. If an active trading market in such Bonds does not develop or is not maintained, the market price
and liquidity of the Bonds may be adversely affected. If any Bonds are traded after their initial issuance, they may
trade at a discount to their initial offering price, depending upon prevailing interest rates, the market for similar
securities, general economic conditions and the financial condition of the Issuer. There is no assurance that an active
trading market will develop or as to the liquidity of such market.

Fluctuations in exchange rates and interest rates may adversely affect the value of the Bonds

The Issuer will pay principal and interest on any Bonds in the currency specified in the applicable Pricing Supplement
(the “Specified Currency”). This presents certain risks relating to currency conversions if an investor’s financial
activities are denominated principally in a currency or currency unit (the “Investor’s Currency”) other than the
Specified Currency. These include the risk that exchange rates may significantly change (including changes due to
devaluation of the Specified Currency or revaluation of the Investor’s Currency) and the risk that authorities with
jurisdiction over the Investor’s Currency may impose or modify exchange controls. An appreciation in the value of the
Investor’s Currency relative to the Specified Currency would decrease (1) the Investor’s Currency-equivalent yield on
the Bonds, (2) the Investor’s Currency equivalent value of the principal payable on the relevant Bonds and (3) the
Investor’s Currency equivalent market value of the relevant Bonds.

Government and monetary authorities may impose (as some have done in the past) exchange controls that could
adversely affect an applicable exchange rate. As a result, investors may receive less interest or principal than expected,
or no interest or principal. In addition, an investment in any Bonds involves the risk that subsequent changes in
market interest rates may adversely affect the value of such Bonds.

Legal investment considerations may restrict investment in the Bonds

The investment activities of certain investors are subject to legal investment laws and regulations, or review or
regulation by certain authorities. Each potential investor should consult its legal advisers to determine whether and to
what extent (1) any Bonds are legal investments for it, (2) such Bonds can be used as collateral for various types of
borrowing and (3) other restrictions apply to its purchase or pledge of such Bonds. Financial institutions should consult
their legal advisors or the appropriate regulators to determine the appropriate treatment of any Bonds under any
applicable risk-based capital or similar rules.

Interest rate risks

Interest rate of the Bonds is not fixed and it may vary. The interest rate will be dependent on the NBG’s rates on 3-
months Certificates of Deposit. Such rates, taking into account the sovereign rating of Georgia and other market
conditions (such as the monetary policy of the NBG), may be subject to significant changes (increase or decrease).

An investment in the Bonds involves the risk that subsequent changes in market interest rates could have a material
adverse effect on the value and resale price of the Bonds. Due to fluctuation of the interest rate of the Bonds, the
Bondholders may receive less income/profit from holding the Bonds than they expected at the time of purchase.

Changes to the Issuer’s credit rating may affect the value of the Bonds

The Issuer and its debt obligations have been assigned a rating of “A2 (stable outlook)” by Moody’s Investors
Services, Limited (“Moody’s”) and “A- (stable outlook)” by Standard & Poor’s Financial Services LLC (“S&P”). A
rating is not a recommendation to buy, sell or hold securities and may be subject to revision, suspension or withdrawal
at any time by the assigning rating agency. In Moody’s and S&P’s rating methodologies, Member State support is one
of the factors used in determining the Issuer’s credit rating. Deterioration of Member States’ credit ratings could put
downward pressure on the Issuer’s ratings. Any adverse change in an applicable credit rating could adversely affect
the trading price for any Bonds
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TERMS AND CONDITIONS OF THE BONDS

The following is the text of the Terms and Conditions of the Bonds

GEL 120,000,000 Floating Rate Bonds due 20 June 2021 (the “Bonds”), are issued under the Borrowing Program for
2018 of the Black Sea Trade and Development Bank (the “Bank”), which was approved by the Bank’s Board of
Directors on 17 November 2017.

Payments of principal and interest in respect of the Bonds will be made in accordance with a calculation and paying
agency agreement dated 19 June 2018 (the “Calculation and Paying Agency Agreement”) between the Bank and
TBC Capital LLC as calculation and paying agent (the “Calculation and Paying Agent”). The Calculation and Paying
Agency Agreement has attached to it the Terms and Conditions of the Bonds. The Registered Holders (as defined
below) are entitled to inspect a copy of the Calculation and Paying Agency Agreement which will be available at the
specified office of the Calculation and Paying Agent and are deemed to have notice of, and be bound by, all the
provisions of the Calculation and Paying Agency Agreement applicable to them.

“Bondholder” means a person who is a registered owner of the Bonds as evidenced by the extract from the Register
and/or records of the Nominee Holder(s) of the Bonds;

“Nominee Holder of the Bond” means a nominee holder authorised by the Bondholder or other authorised nominee
holder to hold the Bonds in nominee holding;

“Registered Holder” means a Bondholder or a Nominee Holder of the Bond in whose name a Bond is registered in the
Register, as defined in Condition 4.

1. Form and Denominations

The Bonds are issued as dematerialised book-entry bonds in registered form, in denominations of 500,000 each, at the
date of issue, 20 June 2018 (the “Issue Date”).

2. Status

The Bonds constitute direct unsecured obligations of the Bank ranking pari passu, without any preference among
themselves, with all other unsecured and unsubordinated obligations of the Bank. The Bonds will not be the obligations
of any government.

3. Negative Pledge

So long as any Bonds shall be outstanding and payment thereof shall not have been made or duly provided for, the
Bank will not cause or permit to be created on any of its property or assets any mortgage, pledge or other lien or charge
as security for any notes, bonds or other evidences of indebtedness heretofore or hereafter issued, assumed or
guaranteed by the Bank for money borrowed (other than purchase money mortgages and pledges or liens on property
purchased by the Bank as security for all or part of the purchase price thereof, or any security given in the ordinary
course of the Bank’s banking business), unless the Bonds shall be secured by such mortgage, pledge or other lien or
charge equally and rateably with such other notes, bonds, or, evidences of indebtedness.

4. Interest

(a) Interest Payment Dates

The Bonds shall bear interest from and including 20 June 2018 to but excluding 20 June 2021 payable quarterly in
arrears on 20 September 2018, 20 December 2018, 20 March 2019, 20 June 2019, 20 September 2019, 20 December
2019, 20 March 2020, 20 June 2020, 20 September 2020, 20 December 2020, 20 March 2021, 20 June 2021, with the
first interest payment to be made on 20 September 2018. Each date set for payment of interest in this Condition 4 is
hereinafter referred to as an “Interest Payment Date”, with 20 June 2021 also referred to as the “Maturity Date”.

All payments will be made on the stated Interest Payment Dates or the Maturity Date, as the case may be, as per the list
of the Registered Holders registered by JSC Kavkasreestri (the “Registrar”) in the register of Bondholders and/or
Nominee Holders of the Bonds (the “Register”) at the close of business two (2) Business Days preceding the Interest
Payment Date or the Maturity Date (the “Record Date”), unless the Interest Payment Date or the Maturity Date is not a
Business Day in Georgia, in which case payment will be made on the first Business Day following the relevant Interest
Payment Date or the Maturity Date, unless that day falls in the next calendar month, in which case such payment shall
be made on the first preceding day that is a Business Day.
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Interest will be calculated on the basis of the actual number of calendar days in the relevant Interest Period based on a
365-day year.

Interest will accrue from and including the previous Interest Payment Date or the Issue Date as the case may be, to but
excluding the next Interest Payment Date or the Maturity Date as the case may be. For the avoidance of doubt, where
the Interest Payment Date has been adjusted to the next Business Day, interest will accrue to (but excluding) such
postponed date, and the actual number of days in such period will therefore be more than 91 days. As the immediately
subsequent period will be from and including the postponed Interest Payment Date to but excluding the next Interest
Payment Date, the actual number of days in such period will be less than 91 days if the next Interest Payment Date is a
Business Day.

Furthermore, where the Interest Payment Date has been adjusted to the first preceding Business Day (on account of the
initially adjusted Interest Payment Date falling in the next calendar month), interest will accrue to (but excluding) such
earlier date, and the actual number of days in such period will therefore be less than 91 days. As the immediately
subsequent period will be from and including the earlier Interest Payment Date to but excluding the next Interest
Payment Date, the actual number of days in such period will be more than 91 days if the next Interest Payment Date is
a Business Day.

If an amount of interest payable in respect of any Bond, as calculated in accordance with these Conditions does not
constitute an integral multiple of 0.01 GEL, such amount shall be rounded to the nearest integral multiple of 0.01 GEL
(with 0.005 – 0.009 GEL being rounded up).

(b) Interest Payments

The Bonds will cease to bear interest from the due date of redemption unless, upon due presentation of evidence of any
Bond, payment of principal is improperly withheld or refused, in which event interest shall not cease to accrue, but
shall continue to accrue until the actual redemption of the Bonds or until the date on which notice has been given to the
Registered Holders to the effect that the necessary funds for redemption have been provided to the Calculation and
Paying Agent.

(c) Rate of Interest

The rate of interest shall be calculated by reference to 3-month-GEL-CD-NBG.

“3-month-GEL-CD-NBG” means the most recent rate per annum for a period of three (3) months which appears on
the CD-NBG Screen Page as of 12:00 pm (noon) Tbilisi time on the Interest Determination Date or, if there is no such
rate on the Interest Determination Date, then on the most recent date before the Interest Determination Date. If neither
rate is available, the Calculation and Paying Agent will determine the relevant rate in accordance with the Reference
Rate Fallback Provisions.

“Business Day” means a day (other than a Saturday or Sunday) on which commercial banks and securities market
participants settle transactions and are open for general business in Tbilisi, Georgia.

“CD-NBG Screen Page” means the display page designated https://www.nbg.gov.ge/index.php?m=619&lng=eng on
the website of the NBG or such other page on such service designated for the purpose of displaying the relevant rate, or
if such service ceases to be available or the relevant rate ceases to be available on such service, the page that displays
the relevant rates on another service as specified by the Calculation and Paying Agent.

“Certificates of Deposit” means short-term discounted debt securities issued in a dematerialized form by NBG for
purposes of exercising monetary and credit policy, with maturities of three (3) months (91 days).

“Interest Determination Date” means for any Interest Period, the day which is one (1) Business Day before the first
day of such Interest Period.

“Interest Period” means each period of 91 days beginning on an Interest Payment Date and ending on the day
immediately before the next following Interest Payment Date, except in the case of the first period when it means the
period beginning on the Issue Date and ending on the day immediately before the next following Interest Payment Date
and except in the case of the last period when it means the period beginning on the penultimate Interest Payment Date
and ending on but excluding the Maturity Date.

“Reference Banks” means five (5) leading banks of good credit standing that are active in the Georgian Government
bond market (including the Certificates of Deposit) selected by the Calculation and Paying Agent in its sole discretion,
acting in good faith and in a commercially reasonable manner.
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“Reference Rate Fallback Provisions” means the reference rate fallback provisions described below:

In case the 3-month-GEL-CD-NBG is not available for any reason on the CD-NBG Screen Page on an Interest
Determination Date and before 10:00 am Tbilisi Time on the succeeding Business Day in respect of an Interest Period,
the rate for such Interest Period shall be:

(i) the percentage rate per annum that is the arithmetic mean (rounded upwards to two (2) decimal places) of the
bid rates per annum quoted by at least two (2) Reference Banks at the request of the Calculation and Paying
Agent, (calculated on an Actual/365 basis) in relation to the purchase of the Certificates of Deposit, and in an
amount equal to a Representative Amount, at which each Reference Bank is willing to enter into transactions
between 11:00am and 12:00pm, Tbilisi time on the succeeding Business Day following immediately the
relevant Interest Determination Date, provided that, if five (5) or more such quotations are provided, the
highest quotation (or, in the event of equality, one of the highest) and the lowest quotation (or, in the event of
equality, one of the lowest) will be disregarded in calculating the arithmetic mean, provided, however, that if
fewer than five (5) (but at least two (2)) Reference Banks provide such quotations then the average of the
quotations actually obtained shall apply. The Calculation and Paying Agent shall inform the Bank of bid rates
per annum quoted by the Reference Banks and publish these rates on its website; or

(ii) if it is not possible to determine the rate of interest in accordance with the above paragraph (i), the rate for the
next Interest Period shall be determined by the Calculation and Paying Agent in its sole discretion, acting in
good faith and in a commercially reasonable manner.

“Representative Amount” means an amount that is representative for a single transaction in the Georgian Government
bond (including the Certificates of Deposit) market at the relevant time.

5. Payments

(a) Registered Bonds

Payments of principal and interest will be made (i) in GEL by credit or transfer to a GEL bank account, or (ii) in USD
(as defined in paragraph (b) below) upon the occurrence of any of the events specified in Condition 5(b), by credit or
transfer to a USD bank account, in each case as specified by the payee in the Register and kept with a commercial bank
operating in the country of Georgia and appearing in the list of licensed banks on the following link:
https://www.nbg.gov.ge/index.php?m=403&lng=eng. Payments will be subject in all cases to any fiscal or other laws
and regulations applicable thereto, but without prejudice to the provisions of Condition 9. Each Registered Holder is
responsible to keep up to date the GEL and USD bank account details with the Calculation and Paying Agent and/or
Registrar, otherwise the Registered Holder may experience delays in receiving interest and/or principal payments. The
Calculation and Paying Agent assumes no liability for any delay in payments to a Registered Holder caused by the
unavailability of full and precise GEL and USD bank account details of such Registered Holder with the Calculation
and Paying Agent and/or Registrar.

(b) Unavailability of GEL

If GEL is no longer used by the Government of Georgia or for the settlement of transactions by public institutions in
Georgia or within the international banking community, or if GEL is otherwise not expected to be available to the Bank
as a result of circumstances beyond the control of the Bank, then the Bank shall be entitled to satisfy its obligations to
the Registered Holders in respect of such payment by making such payments in the United States dollars (“USD”)
equivalent amount calculated on the basis of the USD/GEL exchange rate agreed between the Bank and the Calculation
and Paying Agent. Any payment made by the Bank under such circumstances in USD shall constitute a valid payment
and shall not constitute a default in respect of the Bonds.

(c) Substitute Calculation and Paying Agent

The Bank reserves the right at any time to vary or terminate the appointment of the Calculation and Paying Agent and
to appoint another Calculation and Paying Agent provided that it will at all times whilst any Bond is outstanding
maintain a Calculation and Paying Agent (which shall be a reputable bank licensed to carry out banking activities in
Georgia or a reputable broker licensed to carry out brokerage activities in Georgia). Notice of any such termination or
appointment and of any changes in the specified office of the Calculation and Paying Agent will be given to the
Registered Holders in accordance with Condition 12.

6. Closed Periods

No Registered Holder may require the transfer of a Bond to be registered during the period starting at the close of
business on any Record Date and ending on (and including) any Interest Payment Date. Violation of this clause may



13

cause distribution of payments to the wrong recipients. The Calculation and Paying Agent assumes no liability for such
distributions.

“close of business” means, in relation to the Record Date, 18:00 pm Tbilisi time.

7. Redemption and Purchase

Unless previously purchased and cancelled, the Bonds will be redeemed at their principal amount on the Maturity Date.
The Bonds will not be redeemable prior to maturity. The Bank may at any time purchase Bonds in the open market or
otherwise, in each case at any price. Bonds purchased by the Bank may be cancelled.

8. Title

While title to the Bonds shall pass upon registration of the title on the Register at the Registrar or through registration
of a change in records maintained by the Nominee Holder of the Bond, as applicable, the Bank and the Calculation and
Paying Agent may deem and treat only Registered Holders as the absolute owners thereof for the purpose of making
payments and, for all other purposes (notwithstanding any notice of ownership) whether or not such Bond or, in the
case of a payment of interest, such payment shall be overdue, and all payments to such Registered Holders shall be
valid and effectual to discharge the liability of the Bank and the Calculation and Paying Agent in respect of such Bond
to the extent of the sum or sums so paid.

The Bonds may be transferred in accordance with relevant Georgian law requirements.

9. Taxation

Payments of principal and interest on the Bonds will be made by the Bank to the Calculation and Paying Agent without
withholding or deduction for or on account of tax. See “Information Relating To The Black Sea Trade And
Development Bank" – “Taxtion”.

10. Events of Default

(i) If the Bank shall default in the payment of the principal of, or interest on the Bonds and such a default shall continue
for 90 days: or
(ii) If the Bank shall default on or in the performance of any covenant in respect of a purchase fund or a sinking fund
for, any bonds, notes or similar obligations which shall have been issued, assumed or guaranteed by the Bank in an
amount that equals or exceeds USD 5,000,000 (five million US Dollars), and such default shall continue for a period of
90 days,

then at any time thereafter and during the continuance of such default, the Registered Holder may deliver or cause to be
delivered to the Bank, at its principal office in Thessaloniki, written notice that such Registered Holder elects to declare
the principal of and accrued interest on the Bonds held by it (the aggregate nominal amount of such Bonds to be
specified in such notice) to be due and payable, and on the 30th day after such notice shall be so delivered to the Bank,
the principal of and accrued interest on such Bonds shall become due and payable, unless prior to that time all such
defaults theretofore existing shall have been cured. Should the Bank fail to redeem the Bonds when due, interest shall
not cease to accrue but shall continue to accrue until the actual redemption of the Bonds but not beyond the 15th day
after the necessary funds for redemption have been provided to the Calculation and Paying Agent.

In the event of the failure to perform or improper performance by the Bank of its obligations under the Bonds, the
Registered Holders may file a law suit with the court against the Bank and demand redemption of the Bond and
payment of the accrued interest, including the interest accrued due to the late redemption of the Bond in accordance
with this Condition.

11. Modifications

The Bank and the Calculation and Paying Agent may agree, without the consent of the Registered Holders, to any
modification of any of these Conditions or any of the provisions of the Calculation and Paying Agency Agreement
which is (i) not, in the reasonable opinions of the Bank and the Calculation and Paying Agent, materially prejudicial to
the interests of the Registered Holders, (ii) of a formal, minor or technical nature or (iii) aimed at correcting a manifest
error.

12. Notices

All notices regarding the Bonds will be valid if placed on the Bank’s website.
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13. Further Issues

The Bank may from time to time without the consent of the Registered Holders create and issue further securities
having the same terms and conditions as the Bonds in all respects (except for the Issue Date) and so that such further
issue shall be consolidated and form a single series with the outstanding securities of any series (including the Bonds)
or upon such terms as the Bank may determine at the time of their issue. References in these Conditions to the Bonds
include (unless the context requires otherwise) any other securities issued pursuant to this Condition and forming a
single series with the Bonds.

14. Governing Law and Jurisdiction

(a) Governing Law

The Bonds and any non-contractual obligations arising out of or in connection with the Bonds are governed by, and
shall be construed in accordance with, the laws of Georgia.

(b) Jurisdiction

With respect to any legal action or proceedings (“Proceedings”) in connection with the Bonds, the Bank irrevocably
agrees, for the benefit of the Registered Holders that the competent courts of Georgia are to have jurisdiction to settle
any disputes and waives any objection to Proceedings in such courts on the ground of venue or on the ground that the
Proceedings have been brought in an inconvenient forum and further irrevocably agrees that a judgment in any
Proceedings brought in the Georgian courts shall be conclusive and binding upon the Bank, provided, however, that, in
accordance with Article 45, paragraph 2 of the Agreement Establishing the Black Sea Trade and Development Bank
(the “Charter”), no action shall be brought against the Bank by any member of the Bank, or by any agency or
instrumentality of a member, or by any entity or person directly or indirectly acting for or deriving claims from a
member, or from any agency or instrumentality of a member, and that, in accordance with Article 45, paragraph 3 of
the Charter, the property and assets of the Bank shall, wheresoever located and by whomsoever held, be immune from
all forms of seizure, attachment or execution before the delivery of final judgment against the Bank.
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USE OF PROCEEDS

The net proceeds to the Bank from the sale of Bonds will be included in the ordinary capital resources of the Bank and
used in its ordinary operations.
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INFORMATION RELATING TO THE BLACK SEA TRADE AND DEVELOPMENT BANK

The Issuer is an international financial institution with supranational status and a mandate to foster economic growth
and regional cooperation through financing projects and providing financial services to public and private sector
entities in the Black Sea Region. The Issuer primarily extends project financing, corporate loans and short-term trade
financing to public and private sector entities within its eleven founding member states, which consist of Albania,
Armenia, Azerbaijan, Bulgaria, Georgia, the Hellenic Republic (Greece), Moldova, Romania, Russia, Turkey and
Ukraine (together, the “Member States”). The Issuer also provides other financial products such as guarantees, equity
investments and leasing to such entities. As part of its mandate, the Issuer focuses on lending to specific strategic
sectors, including energy, manufacturing, transport, public utilities, financial institutions, telecommunications,
municipal services, environmental protection and small and medium-sized enterprises (“SMEs”). In addition, the
Issuer participates in larger-scale projects with other international financial institutions through co-financing agreements
and guarantees.

The Issuer’s principal business activity consists of making loans, predominantly in U.S. dollars and Euros, to public
and private sector borrowers within the Member States. The Issuer’s income is primarily derived from its lending
activities as well as from investment securities. The Issuer views its fund investment activities as a minor portion of its
overall business.

To comply with the requirements of its mandate and to achieve financially acceptable operating results, the Issuer
targets borrowers and projects that (i) operate in or take place in one or more of the Member States (ii) have
potential to meet requirements to promote economic development and / or regional co-operation and (iii) are
financially viable (or economically viable in the case of sovereign operations) and thus generate sufficient return
so the Issuer’s involvement will be profitable and the undertaking will prove sustainable beyond the Issuer’s
involvement.

History and Background

The Issuer was established as an international financial institution under the Agreement Establishing the Black Sea
Trade & Development Bank (the “Establishing Agreement”) as agreed by the member states of the Black Sea
Economic Cooperation (“BSEC”) in Tbilisi, Georgia on 30 June 1994 and subsequently ratified by each member state.
The BSEC was itself established in 1992 to promote stability through enhanced relations amongst its member states
and its charter calls for promoting regional cooperation. The Establishing Agreement is a United Nations registered
treaty. In accordance with Article 61 of the Establishing Agreement, the Issuer was established when the Establishing
Agreement came into force on 24 January 1997. The Issuer commenced operations on 1 June 1999.

The Issuer is the financial pillar of the BSEC. For a sovereign state to become a member of the Issuer, it must first be a
member of the BSEC (a “BSEC Participating State”). BSEC Participating States may become members of the
Issuer either directly or through their designated representatives. Membership is also open to other multilateral banks
and financial institutions upon the approval of the Board of Governors, on terms and conditions recommended by the
Board of Directors.

The Issuer is a non-political organisation and its Establishing Agreement provides that each Member State must
respect its non-political character and must refrain from any attempts to influence any member of the management,
director, officer or member of the Issuer’s staff in the discharge of their duties.

The Issuer cooperates with various international organisations, including affording observer status to the following
institutions: KfW Bankgruppe, a development bank owned 80 per cent. by the German government and 20 per cent. by
the German Länder; the Development Bank of Austria, a subsidiary of Oesterreichische Kontrollbank AG (OeKB);
the Austrian Export Credit Agency; the European Development Finance Institutions, an association of 17 bilateral
development finance institutions from EU member countries plus Norway and Switzerland; Proparco, a development
bank for the private sector which is 63 per cent. owned by AFD, a French governmental agency; the International
Investment Bank, a Moscow based lender owned by a number of countries including Russia, Bulgaria and Romania;
the European Investment Bank; the European Bank for Reconstruction and Development; the Asian Development
Bank; the Islamic Corporation for Development of the Private Sector, part of the Islamic Development Bank group;
the International Finance Corporation; the Nordic Investment Bank; and Vneshcombank, a Russian development bank.
The Issuer aims to enhance cooperation and increase the exchange of project-related information with these
organisations with a view to potential co-financing for projects, as well as other types of funding. The observers have
the right to attend and speak at the Issuer’s annual meetings.

The Issuer is a member of the International Development Finance Club, a network of 23 development banks and
finance institutions of national and sub-regional origin. It also has membership of the Global Emerging Markets Risk
Database, a forum for the pooling of knowledge of default and recovery data and the standardising of risk management
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practices, whose members include many prominent multilateral development banks and international finance
institutions.

Strategy

The Issuer’s strategy is to continue its development as an international financial institution by offering -focused
financial support and risk mitigation products to clients and projects in the Black Sea Region. The Issuer targets
operations that provide demonstrable development and, where possible, regional cooperation impact, while also
generating sufficient return so the Issuer’s involvement will be profitable and the undertaking will prove sustainable
beyond the Issuer’s involvement. The main components of the Issuer’s strategy are as follows:

 Increase lending portfolio. As at 31 December 2017, the Issuer had EUR 1,137.3million in total loans. In line
with its strategic goals, the Issuer aims to increase its total lending portfolio to fund a greater number of
development projects in the Black Sea Region.

 Focus on sectors with high development impact. The Issuer is strategically focused on funding projects in
sectors that have a high impact on the development of the Black Sea Region and, to the degree practical,
promote regional cooperation among Member States. The Issuer has identified several key sectors in which it
is looking to fund projects, including energy, manufacturing, transport, public utilities, financial institutions,
telecommunications, municipal services, environmental protection and SMEs.

 Enhance dialogue with its Member States. The Issuer works closely with its Member States to promote
sustainable growth and development in the Black Sea Region. It aims to enhance dialogue with its Member
States in order to further strengthen its relationships with them and continue to develop and implement
strategies tailored to each Member State.

 Strengthen cooperation and partnership with peer institutions. As part of the Issuer’s overall strategy, it
aims to strengthen its relationships with other international financial institutions and national development
finance agencies and to cultivate relations with private institutions to promote development in the Black Sea
Region.

Core Components of the Issuer’s Medium Term Strategy

 The Issuer operates under a medium term strategy covering the years 2015 to 2018, as outlined in the Issuer’s
Medium Term Strategy and Business Plan 2015-2018. Some key targets outlined in this business plan include
(i) an increase in the Issuer’s lending portfolio of 9.5 per cent. per annum on average or around 38 per cent.
cumulatively to EUR 1,350 million, (ii) new annual commitments of between EUR 296 and 344 million, (iii)
an increase in public sector exposure to between 15 and 20 per cent. of the Issuer’s loan portfolio (iv)
maintenance and, if possible, improvement of the Issuer’s A-/A2 credit rating and (v) continued diversification
of the Issuer’s loans portfolio by geography and sector.

 According to the Issuer’s medium term strategy estimations, by 2018 the Issuer intends to finance its
operations from approximately EUR 800 million to 850 million in equity capital and approximately EUR 800
million to 900 million in borrowings.

 The Issuer intends to grow its trade finance operations to 10-15 per cent. of its total operations.

 The Issuer is engaged in discussions with Serbia, the only member of the BSEC not yet a Member State of the
Issuer. The Issuer is also receptive to the membership of a AAA rated financial institution, as provided for in
its Establishing Agreement.

Operations of the Issuer

General Policies and Principles

The Issuer provides medium to long-term financing for investment projects in its Member States. The financing
activities of the Issuer must conform to the Issuer’s mandate, Portfolio Risk Management Policy and Investment Policy,
which set out the main principles that guide the Issuer when considering investment projects. These policies and
principles are as follows:

• Conformity with the Issuer’s mission and strategic goals. Any investment project implemented by the Issuer
must correspond to its mission and strategic goals.
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• Compliance with international banking standards. The Issuer finances projects in accordance with the
principles of international banking practice for similar transactions, including those pertaining to loan term,
interest rate, repayment and security.

• Transparent investments. The Issuer endeavours to be open toward the public, manage its investments in a
transparent manner and follow the best corporate management practices of international development banks.

• Avoidance of competition with commercial banks. The Issuer endeavours to finance investment projects
that add value to the development of the Black Sea Region, providing longer-term financing on more acceptable
terms than is typically available in the relevant market, while also being more willing to assume country risk
where commercial banks may be unwilling to do so. The Issuer seeks to avoid competition with commercial
banks and instead seeks to cooperate with them by using its status and participation in order to mobilise additional
resources for its mandate area.

• Co-financing. The Issuer seeks opportunities to extend financing jointly with other international financial
institutions, commercial banks or other organisations to mobilise additional resources and promote greater
investment in the Black Sea Region, particularly in infrastructure-related sectors.

• Environmental and social responsibility. The Issuer is committed to financing projects that employ adequate
pollution prevention and mitigation measures, respect fundamental human rights in the working environment,
protect the Black Sea Region against pollution, where possible address climate change, promote sustainable use
of natural resources, protect and conserve the biodiversity and provide for the disclosure of information on
environmental and social performance of its operations.

• Prohibited areas of investment. The Issuer is not permitted to finance: any business using forced or child
labour, the manufacture or distribution of weaponry or tobacco, any gambling activities, any activities prohibited
by the laws of its Member States or international conventions pertaining to the prohibition of financing activities
that pose a threat to the health and safety of humans, other species or the environment and/or other activities
as may be determined by its Board and/or Board of Governors.

• Diversification of investments. The Issuer endeavours to achieve reasonable diversification of its
investments by country and by sector. Loans to any country may not exceed 30 per cent. of total planned
commitments (minus repayments and cancellations) and loans to any one sector are targeted to not exceed 40
per cent. of total lending (minus repayments and cancellations). See “Risk Management”.

• Adequacy of investment profitability and risk. When financing projects, the Issuer seeks to ensure that
profitability is commensurate with the level of risk.

Products and Services

• The Issuer offers its clients a range of financial products, including loans, equity investments and guarantees. The
terms of each of the Issuer’s products are tailored to meet the specific requirements of each client and may be
adjusted throughout the term of the operation.

• Lending. The Issuer offers a range of short and long-term loan products with either variable or fixed rates
(approximately 92 per cent. of which were floating rate loans as at 31 December 2017), including project
finance loans and loans to corporate clients. Although the Issuer typically extends loans denominated in U.S.
Dollars or Euros, the Issuer may also extend loans denominated in any currency or combination of currencies
in which it is able to fund itself. The Issuer extends loans to private entities, as well as state-owned entities and
sovereigns, sub-sovereigns and their agencies. The Issuer typically extends secured loans and requires collateral,
although it has the discretion to extend loans on an unsecured basis and not require collateral where management
determines such loan to be consistent with sound banking principles. The Issuer does not normally extend loans
with a maturity of greater than 10 years, except to sovereign and sub-sovereign borrowers, or in specific cases
where management has determined that the activity contributes greatly to the Issuer’s mission or where such loans
are in sectors that the Issuer considers strategically important.

• Trade finance. The Issuer offers trade financing, mainly through revolving credit lines to local financial
intermediaries and provides financing to firms importing from Member States and to regional exporting firms.

• SMEs. The Issuer provides financing to SMEs through credit lines to local financial intermediaries.
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Other Products and Services

• Bank equity / funds. The Issuer also makes equity investments. The Issuer does not typically take a controlling
interest in any company but instead looks to take an equity stake of between 5 and 25 per cent. As it is not
the mandate of the Issuer to be a long-term equity investor, it seeks a defined exit strategy as part of the initial
investment plan. See “– Strategy – Core Components of the Issuer’s Medium Term Strategy”.

• Other financial instruments. The Issuer provides guarantees, as a primary or secondary obligor, for loans for
economic development projects or programmes. Such guarantees may be in the form of a full risk financial
guarantee or a partial guarantee and can be provided on either a conditional or unconditional basis. Operations
involving guarantees are appraised, processed and supervised in the same manner as those involving direct credit
extensions and are subject to the same limits and requirements.

Other Development Lenders Operating in the Issuer’s Mandate Area

Although the Issuer operates in an area where many other providers of financing to development projects also operate,
it does not view private entities offering financing as competition but rather endeavours to work in cooperation with
private entities to provide additional value to clients where the private entities are unable or unwilling to do so.
Therefore, it is the Issuer’s policy to cooperate and coordinate with other development banks and government
agencies and to actively seek out partnerships with international financial institutions and official agencies in co-
financing opportunities to meet client needs in the Black Sea Region.

Legal Status of the Issuer

The Establishing Agreement sets out the Issuer’s legal status and certain immunities and privileges. Certain of these
provisions are summarised below. The Issuer has full legal personality and, in particular, has full capacity to
contract, to acquire and dispose of immovable and movable property, and to institute legal proceedings. The
Establishing Agreement has been ratified by the legislature of each Member State. The Establishing Agreement has
been changed only once, when Resolution 131 of the Board of Governors unanimously adopted the requisite
amendments to paragraph 1 of Article 4 and Articles 23 and 24 of the Establishing Agreement to expressly include
among the exclusive powers of the Board of Governors the change of the unit of account of the Issuer, and the
redenomination of all capital stock of the Issuer from SDR to Euro. These amendments to the Establishing Agreement
became effective on 21 June 2013 (the “Effective Date”) after being approved by all Member States, although the
Issuer had in practice been using the Euro as its functional and reporting currency from 1 January 2011. The Issuer is
headquartered in Thessaloniki, Hellenic Republic, subject to the terms of a Headquarters Agreement signed in
Athens on 13 August 1998 between the Government of the Hellenic Republic and the Issuer (the “Headquarters
Agreement”). The Establishing Agreement and the Headquarters Agreement (in respect of the Hellenic Republic) give
the following immunities and privileges to the Issuer:

• immunity from search, requisition, confiscation, expropriation or any other form of taking, or from closure by
administrative or legislative action;

• immunity from legal process except in connection with the exercise of its powers to borrow money, to guarantee
obligations, or to buy and sell or underwrite the sale of securities;

• immunity for its property and assets from all forms of seizure, attachment or execution before the delivery of
final judgment against it;

• immunity for its Governors, Alternate Governors, Directors, Alternate Directors, officers and employees and
experts performing missions for the Issuer from legal processes for acts performed by them in their official
capacities, except when the Issuer waives such immunity;

• inviolability of its archives;

• exemption from all taxation and from customs duties on income, assets, properties, operations and
transactions, and from any obligation for the payment, withholding or collection of any tax or duty;

• exemption from the levy of tax on any obligation or security issued by the Issuer, including any dividend or
interest thereon by whomsoever held, which discriminates against such obligation or security solely because it is
issued by the Issuer, or if the sole jurisdictional basis for such taxation is the place or currency in which it is
issued, made payable or paid, or the location of any office or place of business maintained by the Issuer; and

• exemption from any restrictions, regulations, controls or moratoria with respect to its property or assets.
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• The Issuer enjoys a number of privileges and immunities (see “Risk Factors―Risks relating to the
Issuer―Restrictions on Legal Proceeding against the Issuer”) set out in the Establishing Agreement between
Member States, some of which are (a) EU Member States and/or (b) EU associated member states. The Issuer also
enjoys certain privileges and immunities under the Headquarters Agreement with the Hellenic Republic. The
Member States are not responsible for the Issuer’s liabilities, including those under any Bonds

Technology

The Issuer uses information technology from well-known market leaders. The main information systems currently in
place include HP hardware, VMware virtualisation software and SAP ERP for the Issuer’s financial accounting
and management, including its treasury operations and loans administration. The Issuer also uses an Enterprise
Information Management and Governance software by Open Text for document management, collaboration, records
management and information governance.

The Issuer also uses a number of security systems including Check Point, Verisign, Vasco authentication, Trend Micro,
Commtouch and IBM ISS software. In addition, the Issuer performs a full back-up of all critical data daily, and weekly,
monthly, and yearly vaulting of tapes takes place with an external contractor. The Issuer also uses virtual backup
software for daily backups and replication software for replicating all critical systems to the disaster recovery site
located in Sofia, Bulgaria which, along with the Issuer’s business continuity plan, is tested periodically. An
“Uninterrupted Power Source” is installed in the Issuer’s data centre, which is connected to a generator, to support
the data centre in case of power outage.

Litigation

As of the date of this Offering Circular, the Issuer is not involved in litigation or other legal proceedings.

Property

The Issuer’s headquarters are located at 1 Komninon Street, Thessaloniki 54624, Hellenic Republic. Its telephone
number is +30 2310 290400 and its fax number is +30 2310 221796.

Staff Benefit System

The Issuer operates a market-oriented staff compensation and benefits system designed to match the employment
standards of other international financial institutions.

The Issuer’s medical, basic life, accidental death and dismemberment and temporary incapacity/long-term disability
group insurance contracts provide employees with adequate coverage emphasising preventive medical care. These
insurance policies also offer optional post-separation medical coverage.

The Issuer’s pension plan, implemented in January 2003, consists of a fully funded defined benefit plan with a matched
defined contribution component. This combination offers the Issuer the necessary flexibility to meet the needs of a
multi-national work force.

Taxation

The Charter provides that the Bonds and the interest thereon are not subject to any tax by a member of the Bank (a)
which tax discriminates against the Bonds solely because they are issued by the Bank, or (b) if the sole jurisdictional
basis for the tax is the place or currency in which the Bonds are issued, made payable or paid, or the location of any
office or place of business maintained by the Bank. Also, under the Charter, the Bank is exempt from any obligation
imposed by a member of the Bank for the payment, withholding or collection of any tax or duty on the Bonds.
Accordingly, payments on the Bonds will be made to the Calculation and Paying Agent without deduction in respect of
such tax or duty. However, tax withholding requirements may apply to payments made by financial intermediaries
acting in any capacity other than as the Bank’s Calculation and Paying Agent.

The Bank, its assets, property, income and its operations and transactions are exempt from all taxation and from all
customs duties. The Bank is also exempt from any obligation for the payment, withholding or collection of any tax or
duty.

Following changes approved by the Parliament of Georgia on 26 December 2013 to the Georgian Tax Code, coupon
income and sale proceeds from debt securities issued by international financial institutions (“IFIs”) are exempt from
profit tax. The list of such prescribed IFIs as at the Issue Date was published on 24 February 2014 on the following
link: https://matsne.gov.ge/ka/document/view/2257126
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Board of Governors

Set forth below is a list of the Governors and Alternate Governors of the Bank, and the Member Countries which they
represent as of 31 December 2017:

Governor Alternate Governor Members Represented
Erjon LUCI Ilda MALILE Albania
Arthur JAVADYAN Andranik GRIGORYAN Armenia
Samir SHARIFOV Shahin MUSTAFAYEV Azerbaijan
Marilena PETROVA Gergana BEREMSKA Bulgaria
Koba GVENETADZE Dimitry KUMSISHVILI Georgia
Dimos PAPADIMITRIOU Position Vacant Greece
Octavian ARMASU Position Vacant Moldova
Ionut MISA Position Vacant Romania
Sergey STORCHAK Igor KOVAL Russia
Osman CELIK Position Vacant Turkey
Position Vacant Volodymyr KUCHYN Ukraine

Developments in 2017

In 2017, the third year of the implementation of the newly approved Medium Term Strategy and Business Plan for the
period of 2015-2018, the Bank continued its portfolio growth in response to the demand for its services in the Black
Sea region. The Board of Directors approved 27 new operations for EUR 524.6 million. During the year, the Bank
signed 20 agreements for EUR 400.7 million, mainly covering the sectors of infrastructure, energy, utilities, and the
financial sector. Disbursements to business clients in member countries reached EUR 393.8 million over the year. At
the year end, the Bank’s outstanding portfolio was EUR 1,166.4 million.

The six largest lending operations by utilisation

Fraport. In 2017, the Issuer joined a consortium of leading financing institutions namely Alpha Bank (Greece), EBRD,
EIB and IFC to sign a long-term financing of approximately EUR 1 billion with Fraport Greece for the 40-year
concession of 14 Greek regional airports (with an option to extend for an additional 10 year period).  BSTDB provided
a lending facility of EUR 62.5m with a final maturity of 18 years. A 25 year loan of EUR 280.4 million by the EIB is to
be used for the financing of the imminent development works at the 14 airports during the 48 months’ implementation
period, while EUR 688 million provided by other lenders, including the Issuer, has been used as part of the upfront
concession payment (EUR 1.234 billion) to the Hellenic Republic Assets Development Fund. Fraport Greece also made
a capital increase raising the company’s total capital to EUR 650 million .This transaction has a neutral interest rate risk
profile through the term of the loan as a series of hedging swaps have been placed between the lenders and the
borrower. Fraport Greece will invest at least EUR 400 million during the first four years, in construction works for the
development of the airports that will in turn support the development of the tourism industry, a key driver of the Greek
economy. During the period of the entire concession, infrastructure investments will exceed EUR 1.4 billion.

Gurmat Geothermal Power Plant. In 2015 the Issuer signed a USD 65 million project finance facility to Gurmat
Elektrik Uretim A.S. for the purpose of financing construction and operation of a 170 MW geothermal power plant
project. The project consists of the construction of a 123.3 MW geothermal power plant (“EFELER GPP”) and a 47.5
MW geothermal power plant (“Germencik GPP”) located in the region of Aydin, in the western part of Turkey. The
tenor of the loan is 15 years with a final maturity date in 2030.

ALRO. In 2015 the Issuer provided a USD 60 million participation in a USD 190 million long-term corporate loan for
the capital expenditures of Alro Group in Romania. Alro is one of the largest aluminium producers in Central and
Eastern Europe with installed annual production capacity of 265,000 tonnes of electrolytic aluminium. The financing is
expected to bring a positive development impact by generating additional export and tax revenues, supporting the
further development of a successful company in Romania and promoting cooperation among Member States via
investments and exports. The loan has an amortising structure and a final maturity of seven years.

Shah Deniz II (Azerbaijan). The Issuer extended a USD 60 million long-term debt to Lukoil Overseas Shah Deniz
Ltd for the borrower's share in the second stage of the exploration and production project aiming to further develop the
Shah Deniz offshore gas and condensate field in Azerbaijan. The Shah Deniz offshore gas and condensate field is
situated in the South Caspian Sea. It is the largest natural gas field in Azerbaijan and one of the largest gas fields in the
world. It commenced the production in 2006 (Shah Deniz Stage 1). The proposed investment is a continued field
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development of the Shah Deniz field that will add a further 16.0 billion cubic meters of gas production per annum
(bcma) to the existing capacity of around 10.0 bcma currently available under Shah Deniz Stage 1. The loan has a 12
year final maturity.

Tyras. The Issuer has provided three loans to the TYRAS Group, Greece, to develop its operations in the Black Sea
region (Romania and Bulgaria). The cooperation started in 2012 with a first loan of EUR 30 million for operations in
Romania. A second loan amounting to EUR 10 million was extended in 2014 to finance capital investments at Fabrica
de Lapte Brasov in Romania: installation of a milk receiving and pasteurization line, construction of a storage area for
packaging materials, purchase of equipment for cooling milk and cleaning production lines, and improvements in the
waste-treatment facility. In 2016 the Issuer arranged a long-term corporate loan of EUR 50 million (EUR 28 million
from the Issuer and EUR 22 million from International Investment Bank ) to finance the investments and associated
working capital needs of the dairy production plants of Fabrica de Lapte Brasov, Romania (FLB) and TYRBUL S.A.,
Bulgaria, both controlled by TYRAS Group, Greece. The capital investments to be made will meet FLB’s and
TYRBUL’s immediate needs to invest in new production lines, installations, machinery and equipment, in keeping with
the growing demand for TYRAS Group’s products in Romania, Bulgaria and its export markets, mainly in the Western
Europe.

Energo Pro a.s. In 2017, the Issuer participated, as an anchor investor with EUR 42 million, in the EUR 370 million
Eurobond issue by Energo Pro a.s. The company is a leading regional energy producer and distributor, focused in three
of the Issuers member countries. Energo Pro a.s. activity in Bulgaria comprises the operation of Energo-Pro Varna as
well as 14 hydro power plants, making the Group the largest privately owned generator of renewable energy in
Bulgaria. In addition, Energo Pro a.s. operates in Georgia and Turkey.  In Georgia it is the biggest foreign investor in
the country and the biggest energy company.  In Turkey the Group, through a related entity, is developing the country’s
largest greenfield energy project.

RISK MANAGEMENT

The Issuer’s operations are subject to a variety of risks, some of which are not within its control, including risks
relating to changes in interest rates, foreign exchange rates, declines in liquidity, deterioration in the credit quality
of its loan and portfolios and changes in equity prices. The Issuer monitors and manages the maturities of its loans, its
interest rate and exchange rate exposure, its liquidity position and the credit quality of each individual loan and equity
investment in order to minimise the effects of changes in them relative to the Issuer’s profitability and liquidity
position.

By virtue of its mandate, the credit risks inherent in the Issuer’s ordinary operations are relatively high due to the
geographic concentration of its operational portfolio and the nature of the Issuer’s involvement in the projects it
undertakes. The application of sound banking principles in the Issuer’s credit process seeks to ensure that these
significant credit risks are properly identified and managed while other risks resulting from its ordinary operations
are mitigated to the extent possible. Since the Issuer’s ordinary operations are inherently relatively risky, the
management of the Issuer’s treasury (the “Treasury”) activities is more conservative.

To manage risks the Issuer uses (i) the Board of Governors, (ii) the Board of Directors (the “Board”), (iii) the Asset
and Liabilities Management Committee (the “ALCO”), (iv) the Office of the General Counsel, (v) a committee that
implements the Issuer’s credit policies (the “Credit Committee”), (vi) the Risk Management Department and (vii) the
Financial Analysis Department, which together are responsible for devising, implementing and monitoring the Issuer’s
risk management policies, including financial, credit and market risks. The basic credit policies of the Issuer is set out
in, and governed by, the Portfolio Risk Management and Investment Policy, the Financial Policies and the Treasury
Policies.

The Board of Governors

The Board of Governors participates in the risk management of the Issuer by providing general direction and
approving the strategy of the Issuer and may delegate the majority of its powers to the Board, except those that it is
prohibited from delegating, as set out in the Establishing Agreement. The Board of Governors approves the Rules and
Regulations for Financing Projects and Commercial Activities, which outlines specific parameters for the Issuer’s
operations and delegates specific responsibilities to the Board of Directors and to Management.

Board of Directors

The Board of Governors delegates authority to the Board of Directors to adopt policies, strategies, guidelines and
procedures necessary for the origination, assessment, execution, monitoring and financing of operations. The Issuer’s
by-laws also delegate responsibilities to the Board of Directors that are not specifically reserved for the Board of
Governors. The Board of Directors is responsible for the overall supervision of risk management of the Issuer,
including:
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• to approve and periodically review strategies and policies of the Issuer;

• to set acceptable limits for risks undertaken by the Issuer (other than those contained in the Establishing
Agreement) and ensure that senior management takes the necessary steps to identify, measure, monitor and
control those risks;

• to ensure the effectiveness of the internal controls system;

• to approve the organisational structure of the Issuer;

• to ensure adequate functional/departmental/divisional segregation of duties (e.g. transaction origination,
assessment of adequacy of documentation, monitoring after origination, approval of disbursement and actual
disbursement, etc.) and avoidance of conflicts of interest;

• to provide effective and objective oversight of the senior management;

• to avoid excessive focus on short-term profitability and volumetric targets and to give adequate
consideration to risk factors and mandate fulfilment;

• to approve budgets;

• to evaluate the performance of the senior management of the Issuer, with the exception of the President
who is appointed by the Board of Governors; and

• to approve all financing proposals (including debt, equity, guarantees, or any combination thereof).

Office of the General Counsel

The Office of the General Counsel reports directly to the President and provides legal advice and assistance on all
aspects of the Issuer’s activities including advising and participating in the meetings of the Board of Governors, the
Board of Directors and the Credit Committee, providing legal support for banking operations, in conjunction with
external counsel as necessary, and advising on legal structures and security aspects of transactions, the preparation of
the financing and security documentation, and the conduct of negotiations on behalf of the Issuer with other financing
parties and with the borrower/investee company.

Asset & Liability Management Committee

The ALCO is responsible for monitoring and managing the Issuer’s overall asset and liability position. The ALCO
monitors and manages the Issuer’s liquidity position, maturity gaps, interest income and expense and the condition of
the international financial markets and is responsible for assigning market risk limits. The ALCO consists of the
President, the Vice President of Finance, the Vice President of Banking, the Vice President of Operations and a
member of the Treasury Department serves as the ALCO secretary. The ALCO has regular meetings no less often than
once a month. The ALCO is headed by the President.

Credit Committee

The Credit Committee is the internal decision-making body with respect to credit matters. Its key responsibilities
include: approval of lending operations for submission to the Board for final approval, establishing specific
parameters (policies, limits, targets, guidelines) for operational decision-making, approval of changes to the manuals
that prescribe how operations are to be analysed, approved, administered and monitored and approval of amendments,
waivers, consents, notices, restructuring and other operation-related matters. The Credit Committee consists of the
President, the Vice President of Finance, the Vice President of Banking and the Vice President of Operations (who are
voting members), and the Secretary General and the General Counsel (who are non-voting members). The Credit
Committee has regular meetings as required and no less often than once a month. The Credit Committee is headed by
the President, and takes decisions by unanimous consent (in case of a lack of unanimity, the Management Committee
reviews the project at an appellate level). The Credit Committee monitors and manages overall risk concentration by
reference to borrower and industry exposure and critically reviews each individual loan and equity investment proposal
made by the lending departments in the Issuer’s Banking Division. The Credit Committee has, as one of its major
functions, responsibility for minimising the credit risk presented by each individual loan and equity investment
proposal and the overall portfolio risk by evaluating each individual proposal and the overall investment portfolio
of the Issuer.
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Risk Management Department

The Risk Management Department is independent from the Issuer’s lending departments and is responsible for
proposing credit risk management policies to the Credit Committee for approval by the Board of Directors. In addition,
the Risk Management Department implements the Issuer’s credit risk policies and guidelines and is also responsible
for:

• analysing the credit risk of all of the Issuer’s operations, including assessing the adequacy of security structures
and making recommendations to the Credit Committee based on this analysis;

• issuing guidelines for the pricing of lending operations;

• assigning credit risk categories for its operations, regularly monitoring the credit risk and reassigning new credit
risk scores, if necessary;

• ensuring that all operations are in compliance with the Issuer’s internal risk limits and guidelines;

• monitoring and evaluating the Issuer’s credit risk profile;

• calculating and assigning general and specific loan provisions; and

• assigning and monitoring Treasury counterparty risk limits and maximum individual exposures to each issuer
by applying ALCO approved methodology.

Financial Analysis Department

The Financial Analysis Department is independent from the Issuer’s lending departments and is responsible for
evaluating the financial performance and creditworthiness of proposed operations. The Financial Analysis Department
takes an independent view on proposals and makes recommendations to the Credit Committee on each potential
transaction. The Financial Analysis Department produces a financial due diligence report, which contains a
comprehensive analysis of the creditworthiness of the proposed operation. The Financial Analysis Department also
reviews the financial performance of a lending operation once it has been implemented and contributes to the
rescheduling and/or restructuring of any impaired operations.

Institutional Credit Risk Management

The banking industry is generally exposed to credit risk through its financial assets, derivative instruments and
contingent liabilities. The Board of Directors sets the overall credit risk limits by determining the maximum credit risk
exposure to a single borrower or group of borrowers, the maximum credit risk exposure to countries and credit exposure
targets for sectors and also determines the amount and structure of risk bearing assets. The exposure is monitored on a
regular basis by the Credit Committee and the Risk Management Department to ensure compliance with these limits.

Beginning in the second half of 2008, the Issuer enhanced its monitoring of existing credits in order to mitigate
increased credit risk by:

• preparing a supervision and monitoring report for each loan at least one a year, with such reports usually
being produced twice a year and, occasionally, every quarter, depending on the internal risk rating of the
particular loan;

• ensuring the Issuer’s banking team responsible for originating the loan meets the borrower at least once a
year;

• undertaking a monthly risk rating exercise, conducted jointly by the Credit Analysis, Monitoring and Risk
departments, assessing the Issuer’s portfolio by three major risk categories – high, medium, low – for high risk
loans at least one monitoring site visit every year must be carried out by the Credit Analysis, Monitoring and
Risk departments to ensure a more objective assessment of high risk loans; and

• requiring borrowers to provide, at a minimum, annual financial statements audited in accordance with IFRS (or
other acceptable GAAP).

The Issuer is recognised as an international financial institution, and as such can expect to benefit from the preferred
creditor status customarily and historically afforded to such institutions. This preferred creditor status serves to
provide an additional layer of comfort against the risks of non-payment on sovereign debt or by private sector
borrowers as a result of local laws creating a moratorium on foreign-currency exchanges. Given the relatively recent
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establishment of the Issuer, the Issuer’s preferred creditor status has not been conclusively tested in any court and it is
uncertain whether such rights associated with this status will be afforded to it in the future. As a matter of policy, the
Issuer expects at least full cost recovery on all lending operations, including those to financial institutions, as a
precondition for extending loans. In addition, a portion of its lending operations are fully collateralised. As at 31
December 2017, 58.0 per cent. of the Issuer’s total loan portfolio was secured. Security includes various types of
collateral, such as sovereign guarantees, municipal guarantees, pledges of shares and accounts, pledges of movable and
immovable assets, inventory, assignment of sub-loans and letters of guarantee from financial institutions acceptable to
the Issuer. However, exceptions to the requirement that each loan be fully collateralised are made on a case-by-case
basis, based on the recommendation from the Risk Management Department and approved by the Credit Committee
and the Board for companies with established borrowing records and dominant market positions, located in countries
with investment-grade ratings.

Market Risk Management

Market risk is the risk that changes in foreign exchange rates, interest rates or equity prices may result in losses to
the Issuer. Market risk arises on financial instruments that are valued at current market prices (mark to market basis)
or those valued at cost plus any accrued interest (accruals basis).

The Board has approved risk management policies and limits within which exposure to market risk is
monitored, measured and controlled. The ALCO monitors and manages these risks while the asset and liability
function within the Treasury Department has primary responsibility for ensuring compliance with these policies and
limits.

Interest Rate Risk Management

The Issuer’s interest rate risk management activities aim to enhance profitability by limiting the effect on asset values of
adverse interest rate movements and increasing net interest income by managing interest rate exposure. As a matter of
policy, the Issuer does not take discretionary interest rate positions. The majority of the Issuer’s loan portfolio is
variable interest rate and the Issuer has a policy aimed at minimising interest rate mismatches between its assets and
liabilities that seeks to ensure that the interest rate payment periods for its liabilities are matched as closely as possible
to interest rate payment periods for its assets. For a description of the Issuer’s hedging strategy, see “– Liquidity Risk
Management – Treasury”.

Foreign Currency Risk Management

The Issuer’s risk management policies seek to minimise currency exposures by requiring net liabilities in any one
currency to be matched closely with net assets in the same currency, and the Issuer will not take discretionary
currency positions. This is achieved primarily by holding or lending the proceeds of its borrowings in the currencies in
which they were borrowed. Until 31 December 2010, the Issuer’s capital base was denominated in SDR and it matched
its currency risk by holding its net assets in an approximation of the SDR basket. Starting from 1 January 2011, the
Issuer changed its functional and reporting currency to the Euro and has adjusted its net asset currency composition
to the Euro to maintain a matched foreign exchange position.

As a matter of policy, the Issuer aims to keep its foreign exchange exposure as close to zero as possible. Exceptions to
this practice require approval from the ALCO.

Currency Risk Sensitivity

The Issuer is marginally sensitive to exchange rate fluctuations of the U.S. dollar and the Euro. The Issuer’s paid-in
capital is held in Euro and the Issuer’s loan portfolio is typically between 40 - 45 per cent. denominated in U.S.
Dollars. In addition, the majority of the Issuer’s administrative expenses are denominated in Euros and its income is
typically between 40 and 50 per cent. denominated in U.S. Dollars. The Issuer has, in recent years, addressed this
sensitivity to currency risk by increasing its percentage of assets denominated in Euros and therefore increasing its
Euro-denominated income.

Liquidity Risk Management

Liquidity risk arises in the general funding of the Issuer’s financing and investment activities and in the management
of positions. This risk involves both the risk of unexpected increases in the cost of funding the portfolio of assets at
appropriate maturities and rates and the risk of being unable to liquidate a position in a timely manner on reasonable
terms. Liquidity management seeks to ensure that, even under adverse conditions, the Issuer has access to the funds
necessary to satisfy customer needs, maturing liabilities and its own working capital requirements.
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The liquidity policy of the Issuer aims to balance the term and currency structure of the Issuer’s assets and liabilities.
The Issuer maintains liquid assets at prudential levels to ensure that cash can quickly be made available to honour all
its obligations, even under adverse conditions. As such, the Issuer’s liquidity policy requires that it maintain its
liquidity position at a minimum of 50 per cent. of the following 12 months’ net cash requirement, including
committed, undisbursed project and trade finance loans. The Issuer’s liquidity position is monitored on a daily basis
and the ALCO is primarily responsible for the management of liquidity risk and the liquidity profile of the Issuer. The
Issuer holds the following types of liquid assets: (i) cash and bank balances; (ii) short term deposits with
investment grade rated counterparties; (iii) Euro-denominated commercial paper issued by investment grade parties;
and (iv) investment grade bonds.

Treasury

The Issuer’s Treasury Department is responsible for funding, asset and liability management and the investment of the
Issuer’s liquidity. These functions are carried out under the guidance of the ALCO. The Treasury Department’s
primary objectives are ensuring that required funding is available at optimal pricing, monitoring and controlling
liquidity, foreign exchange and interest rate risks and earning a reasonable return on the Issuer’s liquid assets while
minimising the risk of loss. The Treasury Department’s investment activities are auxiliary to the Issuer’s core
business.

The Issuer’s principal source of liquidity is its Treasury portfolio, which is comprised of balances on
correspondent accounts, short term deposits in banks and Euro Commercial Paper up to six months. The treasury
portfolio may also hold bonds with a minimum long-term credit rating of BBB-/Baa3.

The Treasury Department manages the Issuer’s treasury portfolio in accordance with the Financial Policies and the
Treasury Policies which set forth the Treasury Department’s strategy, structure and principles of the formation of the
treasury portfolio. The main principles are:

• Credit quality of securities in treasury portfolio and as collateral. The treasury portfolio may include
only securities and collateral which meet the Issuer’s long-term and short-term rating requirements of BBB-/Baa3
and A2/P2, respectively.

• Credit quality of Treasury counterparties. Counterparties must meet the Issuer’s long-term rating
requirements and must meet certain criteria for credit sensitive trades.

• Term of deposits. The maximum term of any one deposit (inter-bank credit) may not exceed six months.

• Hedging. Derivatives with approved counterparties (forwards, swaps, interest rate swaps, forward rate agreements,
options, futures or any combination of the foregoing) may be used only for hedging, reducing the effect of
market risks or open positions.

• Repo transactions. Repo or reverse repo transactions may be undertaken subject to investment securities
and counterparty limits.

Lending Policies and Procedures

General

The Issuer uses international best practices for lending in order to diversify its risk by country and by sector, while
also meeting the needs of its Member States in accordance with its mandate to promote economic development in the
Black Sea Region.

The Issuer established its financing guidelines and limits through (i) the Establishing Agreement; (ii) the Rules
and Regulations for Financing Projects and Commercial Activities approved by the Board of Governors, which
delegates approval authority for operational functions to the Board of Directors; (iii) certain Board of Directors-
approved policies, including the Portfolio Risk Management and Investment Policies, the Financial Policies and the
Operations Cycle Policy; and (iv) the Operations Manual, which lays out detailed requirements and procedures for
the identification, design, appraisal, implementation, and completion of a lending operation.

The Board of Directors makes all decisions regarding the Issuer’s lending activities, and provides approval for the
financing of every operation according to limits set pursuant to the Establishing Agreement and other limits
outlined in the Portfolio Risk Management and Investment Policies. Each proposed project must conform to the
Issuer’s mandate, strategic objectives and principles of investment, present acceptable credit, market and other risks
and offer an acceptable return. In exceptional cases, the Board of Directors may override the operational limits, if
the operation meets the Issuer’s overall strategic objectives, although it may not override those set out in the
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Establishing Agreement. The key factors that the Board of Directors uses to determine approval for lending activities
as set out in the Portfolio Risk Management Policy and the Investment Policies are as follows:

• Single Obligor Limits. Loans and investments to any single borrower or a group of related borrowers may not
exceed 7.5 per cent., in the case of private sector debt instruments, or 15 per cent., in the case of public sector debt
instruments, of paid-in capital, reserves and retained earnings, and 3 per cent. of paid-in capital for equity. The
Issuer’s overall portfolio limit for equity investments cannot exceed

• 50 per cent. of the Issuer’s paid-up capital. The single-obligor limit does not apply to sovereign exposure.

• Aggregate Limit. Exposure to the highest five obligors cannot exceed 40 per cent. of the Issuer’s total
outstanding loans (minus repayments and cancellations);

• Country Exposure limits. Loans to any country may not exceed 30 per cent. of total planned commitments
less cancellations (minus repayments and cancellations);

• Sector Exposure. Loans to any one sector are targeted to not exceed 40 per cent. of total lending (minus
repayments and cancellations);

• Term of investment. The Issuer’s loans generally have a maximum maturity of 10 years although exceptions
can be approved by the Board of Directors; and

• Minimum share of owner’s participation in the project. The Issuer may finance only a maximum of 35 per
cent. of any project finance investment and 33 per cent. of any equity investment, but may finance 100 per cent.
of corporate finance and trade finance investments.

Lending Operation Approval Procedure

The Issuer follows a process to identify, develop, approve and implement a lending operation, which is set out in the
Issuer’s Operations Cycle Policy. The operation approval process procedures are provided in the Issuer’s
Operations Manual, the procedural document for project development, which is approved by the Management
Committee (as defined in “Management”) and is periodically revised.

The Issuer initially identifies the operation and makes a determination as to whether it meets the Issuer’s mandate and
is considered to be financially viable. Once this assessment is made, the Credit Committee approves the operation
proposal and the Issuer begins due diligence on the operation. Corporate entities are subject to an assessment of
creditworthiness based on historical financial statements, followed by cash flow modelling for the life of the
proposed loan and stress testing of key assumptions. For financial institutions, risk analysis is based on a
quantitative methodology, including an assessment of capitalisation, asset quality, liquidity and foreign exchange risk,
which is supported by comparisons of key ratios to industry standards. After a final review by the Credit
Committee, the operation proposal is then submitted to the Board of Directors for approval. Every prospective
operation is reviewed a minimum of two times by the Credit Committee and must be approved by the Board of
Directors.

Once the Board of Directors approves the operation, the Issuer undertakes the implementation, supervision and
monitoring of the operation and the Issuer monitors operational progress and compliance with relevant covenants.

When the operation is completed, operational performance is assessed against the Issuer’s objectives and the expected
results as determined at the time of the identification of the operation.

Portfolio Supervision and Problem Loan Procedure

Monitoring

Once an operation is approved and fully disbursed, it is then monitored to ensure thorough and regular evaluations of
its credit quality. The Project Implementation and Monitoring Department monitors loans through annual, semi-
annual, quarterly or monthly reports, depending on the risk rating of the loan, and through monthly risk asset
reviews, which are jointly prepared by Financial Analysis Department, Risk Management and Project Implementation
and monitoring Department and assign a risk rating to each loan.

Should an operation display signs of weakness during the regular monitoring and/or through risk asset reviews,
an impairment test is immediately carried out by the Risk Management Department and appropriate remedial actions
are taken, as required. These measures include, but are not limited to, a detailed assessment of the financial and
operational performance of the operation, additional due diligence, stopping disbursement of any undisbursed amounts,
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preparation of remedial strategies and carrying out impairment tests. Besides, in addition to regular site visits carried
out by the Operations Teams, such a visit will be conducted by the Project Implementation and Monitoring
Department and, when appropriate, accompanied by the Financial Analysis Department.

Once the loan has been disbursed, each loan’s performance is rigorously evaluated and the results of such evaluations
are reported to the President.

Problem Loan Procedure

When a deterioration of asset quality, including, but not limited to, non-payment of principal and interest, material
adverse effect, breaches and/or deterioration of financial ratios and/or covenants, is detected through regular
supervision and monitoring, a formal risk asset review, a country review, or the ad hoc receipt of any relevant
information by any staff member, the issue should immediately be brought to the attention of the Corporate Recovery
Team (CRT) consisting of the General Counsel, and the Directors of the Financial Analysis Department, Risk
Management Department and Project Implementation and Monitoring Department (Coordinator). The CRT prepares a
memorandum to the Credit Committee on the issue no later than three working days after receipt of requisite
information and the latter decides on whether to classify it as under corporate recovery and create a working group
under the coordination of the Project Implementation and Monitoring Department with staff members from the
Operations Team, originally responsible for the Operation (if necessary), DRM, DFA and DGC or other as deemed
appropriate.

After an operation has been classified as under corporate recovery, the relevant working group has the sole authority
and responsibility to conduct, co-ordinate and execute all activities related to that operation.
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INFORMATION RELATING TO CLEARANCE AND SETTLEMENT

The clearance and settlement process of the issue will take place in accordance with the terms and conditions of an
underwriting agreement dated 19 June 2018 entered into by and between the Bank and the Lead Underwriter (the
“Underwriting Agreement”). The Bank will issue and deliver the Bonds to the Lead Underwriter on the Issue Date
against receipt by the Bank of the issue price for the Bonds. The Lead Underwriter will then deliver the Bonds to the
relevant ultimate investors by way of secondary sales as appropriate.
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UNDERWRITING AND SALE

The following is a summary of the underwriting and sale arrangements relating to the Bonds.

TBC Capital LLC (the “Lead Underwriter”) has, pursuant to the Underwriting Agreement, agreed with the Bank to
fully underwrite the Bonds.

The Lead Underwriter has agreed that it will not offer or sell directly or indirectly, or distribute the Prospectus, except
in accordance with Georgian law.

The Lead Underwriter has agreed that the Bonds shall not be offered or sold in any jurisdiction other than Georgia.




