TCX Responsible Finance in Georgia

Philip Buyskes, 11 November 2010




(source: CBs / Bloomberg)

6-month T-bill yields and FX volatility
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Consider local currency finance

= LCY is often perceived more expensive than hard currency debt, however:
— compare yield differential to currency volatility — is the risk worth it?
— consider the role of inflation and the need to repay the principal!

= Mitigating currency risk means:
= more certainty / protection from external shocks
= higher credit ratings
= |ower all-in funding cost and the comparative advantage effect

"  macro-economic stability

ANY borrower which earns its revenue predominantly in local
currency should be financed in local currency
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The synthetic local currency loan:

disbursement
Loan USD 1m
Rate Libor
Non-deliverable Term: 1 year
swap
NOEEhnEe Loan GEL 1.8
Spot and Rate T-bill + 0.5%
interest rates _
are fixed Principal| (in USD) Term: 1 year
offshore
onshore
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Synthetic loan:

USD principal
disbursed and
converted at
Spot GEL




The synthetic local currency loan:
repayment
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Principal and interest (in USD)

offshore
KT T
onshore TCX settles FX
and IR difference Synthetic loan:
Amount owed
GEL1.8m + 0.2m
= GEL 2m
PAYABLE IN USD
Spot Investor gain / loss | Payment from | Net result for
rate [to TCX Investor
1.7 USD1.00lm-GEL2m | -0.17m USD 1.01m
[1.7= 017m
2.1 USD 1.01m - GEL 2m | 0.06m USD 1.01m
/2.1 =-0.06m
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Direct hedging of exposures for clients

Hard currency
loan
offshore usD

onshore

GEL

Z ushD

Non-deliverable
swap: Settlement of

A

v

GEL

difference in USD R g '
offshore equwements.

= (Client accepted by TCX
= USD collateral or guarantee

= |nvestor letter of support regarding
E&S, AML

TCX = Legal opinion




For more info, please contact us

Philip Buyskes, VP
TCX Investment Management Company BV
Sarphatikade 13, 1017 WV, Amsterdam
T: +31(0)20531 4851
F: +31(0)20330 1328
p.buyskes@tcxfund.com

www.tcxfund.com
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