








FINANCIAL RIGHLIGHTS
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Strong institutional fundamentals built in TenGer’s subsidiaries, their dedicated and skilled management and
professional teams, effective coordination between a parent company and subsidiaries at both management
and operational levels, and supportive Board and Shareholders resulted in another year of solid financial per-
formance for the Group. In spite of the recession and the impact this had on the economy and the financial

sector, TenGer's investors were able to generate a profit for 2009, further increasing the value of the Company.

In 2009, the Group closed its first international investment deal by acquiring 30.5 percent of ownership of Mol
Bulak Finance MCI of the Kyrgyz Republic, while raising capital to invest into its existing investments locally
and internationally. The importance of this investment was that the Company’s claim on its ability to hold

strategic investor’s position under the expansion strategy was proven in action.

In the time of financial crisis, the Shareholders of TenGer endorsed the Management'’s proposal both to
strengthen the capital base of its main investee, XacBank, and provide additional capital to support inter-
national expansion strategy by investing a total of MNT?7.5 billion into equity. This made the Bank one of the
most solvent banks amongst its peers, and allowed TenGer to reserve a certain level of liquidity to continue

its expansion strategy implementation.

In summary, the Management is pleased to note that the value of the investments at TenGer was not only well
preserved, but also increased in spite of the continued global crisis that fundamentally hit financial invest-

ments hard globally including Mongolia.
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%XacBank

Right Bank www.xacbank.mn

2009 demonstrated the robustness of the Bank as the flagship investment of the Group. In a time
highlighted by general financial crisis, the banking sector underwent a major shakeup that saw
the bankruptcy and state custody of two second-tier commercial banks, a 25 percent depreciation
of the domestic currency and the banking sector past dues rising to as much as 12 percent of ag-
gregate loan portfolio. Such major movements reaffirmed the resiliency of XacBank operations and
institutional footing. XacBank was able to establish itself as the number one commercial bank in

Mongolia in terms of assets quality. Some operational highlights for 2009 are as follows:

Amidst the worst economic environment in the last 10 years, total assets of the Bank reached
MNT320 billion or USD230 million, up by MNT112 billion or 54 percent from the end of 2008. This re-

sult positions XacBank officially as the fourth largest Mongolian commercial bank for the first time.

Loans outstanding amounted to MNT196 billion or USD139 million, with over 84 thousand active
loans, each a rise of 31.1 and 34.3 percent y-o-y respectively. This growth was mainly a result SME
lending growth. Past due loans consisted of 3.7 percent of outstanding portfolio, an indicator which
is the best industry indicator. The Bank has attracted public deposits worth MNT126 billion, up al-

most 90 percent from the previous year and with over 150 thousand depositors.

Mainly due to foreign exchange revaluations and extreme volatility of the MNT in the first half of
2009, netincome reported was MNT2.6 billion, down from MNT3.2 billion in 2008. Correspondingly,
return-on-equity decreased to 14.3 percent from 21.6 percent a year earlier and return-on-assets
decreased to 1.3 percent compared to 1.7 percent in 2008. The decline in profitability metrics also

mirrors a successful capital call of MNT7.5 billion in October 2009.

The Bank was named within the Top 10 Outstanding Business Entities for 2009 by the Government
of Mongolia, and the National Chamber of Commerce and Industry. For the first time, the Bank re-
ceived the Social Performance Reporting Award in Silver Category, awarded by MIX Market in recog-
nition of transparency and social performance of an MFI. In partnership with Horus Nomadic Solu-
tions, the Bank launched AMAR® mobile banking platform, which allows the client to make complex
banking transactions from anywhere in the country at significantly reduced cost. In addition, the
Green Unit was established to take charge of eco-friendly products marketing and introduction of

carbon credits in the market.

As at December 2009, XacBank exhibited a capital adequacy ratio of 17.3 percent, one of the high-
est in Mongolia and well above the Central Bank prudential requirement of 12 percent. XacBank's

market share increased to 7.4 percent in 2009 from 5.7 percent in 2008. Currently, there are 75 op-



erational XacBank branches throughout the country, employing close to 1,000 people.

XacBank continues to enjoy the highest ratings amongst its peers as reviewed by the Bank of Mon-
golia as well as international rating agencies. Moody'’s has reaffirmed its B2 long-term bank deposit
rating to be stable from negative in November 2009. This rating is constrained by Mongolia’s sov-
ereign debt rating. The Bank is ranked within one of the best 100 MFls in the world for the fourth

consecutive year.
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XacLeasing faced a challenging environment throughout 2009, with GDP falling sharply by more
than 1 percent following 4 years of high growth averaging 6 percent a year. The transportation sec-
tor, where the company had 12 percent exposure, contracted by more than 40 percent as imports,

exports and construction activities tumbled.
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During this economic and financial storm, XacLeasing has demonstrated a high degree of resilience.
Moreover, the company further consolidated its leadership status in the leasing industry, building
upon a strong business model and good governance. The tiny leasing sector of Mongolia will boom
in the coming years, providing the company with the unique opportunity to grow as the already

achieved high degree of institutional quality allows a ramp up of operations.

Total assets of the company grew by 171 percent to MNT3.6 billion driven by a capital infusion by
TenGer and a USD1.0 million loan from IFC received in September 2009. The leasing portfolio grew
to MNT1.8 billion with 85 lessees. The efficiency of leasing officers, calculated as lease receivables
per officer, increased to MNT450 million from MNT430 million a year earlier. This, however, under-
states the large opportunities that the leasing market provides for XacLeasing. Due to the mush-
rooming of new mining operations, more demand will arise from the nascent specialized transpor-

tation industries fostering XacLeasing’s growth.

The return on average equity fell slightly to 12.7 percent (from 13.2 percent in 2008) mainly because
of the very cautious, risk-mitigating policy of the company during the turmoil. As a result, the com-
pany’s liquidity is at a very high level waiting to be put to work more efficiently after the economy
has stabilized. This risk-averse management strategy has also led to the largest leasing exposure
coming down to 7.1 percent in 2009 from 15.4 percent in 2008. PAR over 30 days was at 4.46 percent,
significantly below the average PAR for Mongolia’s commercial banks - two of which collapsed in

2009 due to mounting portfolio problems.

In 2009, the company employed a total staff of 8 and is poised to grow strongly during 2010 by tap-
ping into new, strong rising markets. XacLeasing'’s institutional and operational capacity was further

strengthened with the help of training provided by XacBank, tax authorities and IFC’s technical as-

sistance.
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Over one year period since the entry of TenGer Financial Group, MolBulak Finance (MBF) has trans-
formed remarkably quickly from a fledgling microcredit company in a highly competitive Kyrgyz

market into one of the market leaders.

TenGer introduced the first shareholders agreement and significant steps were made to introduce

the corporate governance principles during early 2009. Some of these interventions included:

e setting up of the Board of Directors and its operating procedures;

e improved quality of the Board meetings in terms of conduct of the meetings, setting of agendas
and content of discussions;

¢ binding the management into a legal contract with clear objectives, responsibilities and incen-
tives;

* new requirements in the standards for periodic reporting to the Board; and

e formation of the Risk Management and Audit Committees of the Board.

Looking back at the experience of XacBank, many of these developments that have happened at

MBEF in the span of a mere 3-4 months were instituted in XacBank gradually over the years.

More advanced financial management, and market risk management were introduced in Mol Bulak
Finance (MBF) with the arrival of Bolor Tserendorj, former head of XacBank’s Treasury Department.
She assumed the position of CFO of MBF in April 2009. MBF now enjoys increasingly diversified
funding sources with improved terms compared to a year earlier. Management reporting and li-

quidity management was advanced with the introduction of more frequent and comprehensive
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reporting including maturity and gap analyses.

The management of TenGer believes that a solid foundation for proper corporate governance stan-
dards at MBF was laid as well. TenGer paid close attention to MBF’s Board formation and its function-
ality. TenGer actively participated in the new Board selection and appointed two highly experienced
professionals, Ganhuyag Chuluun, CEO of TenGer, and Amar Hanibal, Head of Risk Management
at KazCommerts bank, into MBF’s Board. The Chairman of TenGer Board participated in the com-
pany’s July board meeting as a gesture of goodwill to establish an effective cooperation between

the Boards of these two companies.

Important actions to maintain the Board’s independence in business strategy development and op-
erational performance reviews were taken; and the rationale behind this move was communicated
constantly throughout the management of MBF. The first sets of Board committees were created
including those of Risk and Credit Management and Audit. A relatively strong and independent

internal audit unit was established and became operational.

Improvements in governance and strengthened financial management soon gave momentum to
aggressive growth in all aspects of MBF’s business. Above all, TenGer as the only institutional share-
holder brought reputation, confidence, leverage and trust in the eyes of a wider network of inves-

tors and partners as well as regulators for MBF.

Over the past year MBF witnessed breathtaking developments not only in terms of institutional
quality. In the period of TenGer’s engagement MBF has seen its loan portfolio grew fivefold to
USD10.9 million from USD2.0 million in June 2008, while peers in the top five positions in the market
have grown roughly 30 percent. There are now 30 offices serving all parts of the country compared
with 14 at the beginning of the year. In parallel, the client base reached 27 thousand from 7 thou-
sand a year ago. MBF is now a truly nationwide MFI with the fourth largest customer base across all

regions of Kyrgyzstan.

Robust growth has somewhat mixed implications on other indicators. As of December 2009, MBF
shows a ROE of roughly 20 percent, compared to 2009's monthly average of 36.5 percent and its
management needs to be aware of the growing PAR in the portfolio. General over-indebtedness of
the clients in the market, overlapping loans amongst MFIs and lack of stability in the operating en-
vironment in Kyrgyzstan is only going to have negative implications for the company in the coming

years and the management needs to concentrate on managing these risks.
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Horus Nomadic Solutions (HNS), a mobile banking software developer, operational in Mongolia
since 2008, made large steps towards developing a state-of-the-art mobile banking solution. HNS
employs a staff of seven either directly or under contractual agreements. During the course of 2009,
HNS (a joint venture owned by Horus Development Finance and TenGer Financial Group,) worked
to introduce the mobile banking services in Mongolia at XacBank, ultimately providing access to
formerly excluded segments of society and integrating them into financial markets. After initially
deploying the Noomadic® mobile software platform at XacBank, the Shareholders of the Company
believe in the potential of the software and its ability to be marketed to both other banks in Mon-

golia and internationally.

HNS, in close cooperation with XacBank, its only client so far, orchestrated a mobile banking initia-

tive that caught international attention of telecommunication moguls, leading microfinance net-
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works and institutions, and state regulatory bodies across the world. Strategic participation of HNS,
XacBank and TenGer in international conferences fostered further interest and increased attention
towards mobile banking solutions as a way to increase the efficiency of the banking system, cut

down transaction costs dramatically and to reach more people with products and services.

As a direct result of a joint effort by XacBank and HNS, which proved successful, a second installment
payment to HNS was made in August 2009 and was the start of the implementation of the second
phase of the project. By the end of the year the Bank had successfully deployed AMAR® solutions

nationwide reaching 20 thousand clients through over 2,000 agents.

During 2009 changes were made to the Board of Directors’ composition: Bold, CEO of the Bank
stepped down and Michael Madden, Director from Ronoc International, stepped up and is expected
to bring his expertise in management and banking to support HNS in building a solid institutional
foundation for any future growth. The final Board of Directors’ composition is: Ganhuyag Ch. Hutagt
(Chairman), Michael Madden, Claude Falgon and Jean-Hubert Gallouet. The Board is still missing an

independent director who could not be identified and recruited in 2009.

A strategic direction of the company is to be finalized in 2010 after Shareholders review the future
business development strategy and the company’s last 2 years operations performance, Manage-

ment arrangement, and the Board’s effectiveness.

<«:? XacSecurity
security service www.xacsecurity.mn

The company, with an exclusive mission to provide premium quality security services to XacBank
and other affiliates of TenGer maintained solid performance during the year. It employed 125 staff
at the end of the year and the Board of the company comprised of managers of the Bank and TenGer

had quarterly meetings to provide strategic guidance to the management of the company.

All of the company’s staff attended training courses and was provided with handbooks designed to
develop and expand their legal and financial education and physical strength. A brand new website

of the company was developed and put into operation.

IP cameras and alarm systems manufactured by leading electronic security equipment manufactur-
ers were installed in the Bank’s new branches and other units. And TenGer’s new office hall was also

equipped with security systems.

The company conducted serial trainings for employees of the Bank and other affiliates of TenGer on



fire prevention and actions in the event of fire, earthquake or civil unrest in cooperation with the

state emergency authorities.

Total assets of the company were MNT131.2 million at the end of 2009, 18.7 percent decrease from

last year.

X.A.C. NGO WWww.xachgo.mn

X.A.C. NGO was created upon the initiative of Ganhuyag in 2003 and was initially based on XacBank
employees’volunteerism and financial support. It became an illustration of corporate social respon-
sibility of XacBank immediately and today it encompasses TenGer’s other subsidiaries’employees as
well. 2009 was another remarkable year in the philanthropic work of the NGO as it continued to cre-
ate a nation-wide awareness on issues of disadvantaged children and the protection of the natural
environment. Throughout the year, the NGO spent over MNT25.0 million in different social activities

covering many parts of the country where about 11,000 people participated actively.

The NGO'’s operations were wide ranging: creating awareness on the problems of children, family,
and environment; providing direct financial support for the children and families of disadvantaged

and low income groups, and sponsoring or co-sponsoring different social and sports events.

TenGer League Investments

The management has been able to advance the development of TenGer’s international expansion
strategy during 2009. One of the crucial parts of the strategy is to develop a sustainable funding
structure that supports relatively intense capitalization requirements needed to execute the expan-
sion. With the input of Shareholders and the Board, the management came up with a viable solution
for financing. A specialized investment vehicle “TenGer League Investments” was founded in July
after Shareholders blessing in May and it is expected to become an operating entity for carrying out

the expansion.

TenGer League is an investment fund like structure that brings in investors’ capital and invests di-
rectly in MFls under the approved strategy. It facilitates TenGer’s expansion while moderating capital

pressure on the current Shareholders while still allowing TenGer to maintain management control.
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TENGER FINANCIAL GROUP LLC
BALANCE SHEET AS AT 31 DECEMBER 2009
I ———

12/31/2009 12/31/2008
MNT'000 MNT'000
ASSETS
Non-current assets
Property, plant and equipment 104,828 74,401
Investments in subsidiaries 19,640,099 14,129,098
Investment in associates 397,771 11,583
20,142,698 14,215,082
Current assets
Other assets 111,920 19,322
Due from banks 2,602,280 1,282,179
2,714,200 1,301,501
TOTAL ASSETS 22,856,898 15,516,583

EQUITY AND LIABILITIES

EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

Ordinary shares 9,173,941 7,949,263
Share premium 12,726,491 6,436,165
Other reserves 830,462 845,462
Retained profits 95,193 197,542
TOTAL EQUITY 22,826,087 15,428,432

Current liabilities

Other liabilities 24,806 80,471
Tax payable 6,005 7,680
TOTAL LIABILITIES 30,811 88,151
TOTAL LIABILITIES AND EQUITY 22,856,898 15,516,583

Further details of the financial statements are available on request.



TENGER FINANCIAL GROUP LLC

INCOME STATEMENT FOR
THE YEAR ENDED 31 DECEMBER 2009

12/31/2009 12/31/2008
MNT'000 MNT'000

Revenue
Other operating income 496,732 349,267
Operating expenses (572,506) (163,087)
Operating (loss)/profit (75,774) 186,180
Interest expenses (6,534) (9,258)
(Loss)/Profit before tax (82,308) 176,922
Income tax expense (20,041) (29,804)
(Loss)/Profit for the year, representing
total comprehensive income for the
year attributable to equity holders of
the Company (102,349) 147,118

Further details of the financial statements are available on request.




TENGER FINANCIAL GROUP LLC

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2009
I EEEEEEEEEE———————

12/31/2009 12/31/2008
MNT’000 MNT’000

ASSETS
Cash and short term funds 8,928,250 7,488,261
Due from banks 83,218,886 24,287,142
Financial investments 11,676,218 7,972,388
Loans and advances to customers 196,040,914 150,065,495
Other assets 3,888,226 4,147,482
Property, plant and equipment 15,030,056 12,652,803
Intangible assets 2,845,516 2,023,990
Investment in an associate 674,826 26,922
Deferred tax assets 3,814 -
TOTAL ASSETS 322,306,706 208,664,483
LIABILITIES
Due to customers 123,171,588 75,674,476
Due to banks 22,067,566 5,269,224
Debt issued and other borrowed funds 131,918,475 97,087,964
Subordinated loans 8,813,103 3,707,110
Deferred grants 384,055 102,157
Other liabilities 1,805,375 909,056
Repurchase agreement - 1,701,174
Tax payable 13,604 290,033
Deferred tax liabilities 193,679 105,394
TOTAL LIABILITIES 288,367,445 184,846,588
EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF PARENT
Ordinary shares 9,173,941 7,949,263
Share premium 12,726,491 6,436,165
Other reserves 9,183,850 6,031,229
Retained profits 2,841,917 3,387,318

33,926,199 23,803,975
Minority interests 13,062 13,920
TOTAL EQUITY 33,939,261 23,817,895
TOTAL LIABILITIES AND EQUITY 322,306,706 208,664,483

Further details of the financial statements are available on request.



TENGER FINANCIAL GROUP LLC

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2009

12/31/2009 12/31/2008
MNT'000 MNT'000
Interest and similar income 39,161,277 29,710,116
Interest and similar expenses (20,898,989) (14,403,492)
Net interest income 18,262,288 15,306,624
Net fees and commissions income 2,467,903 1,838,635
Other operating income 572,898 699,441
Total operating income 21,303,089 17,844,700
Operating expenses (16,592,190) (12,474,065)
Operating profit before credit loss
expense 4,710,899 5,370,635
Credit loss expense (1,695,803) (1,083,385)
Amortization of deferred grant 320,678 118,421
Grant expenses (320,678) (118,421)
Share of profit of associates 79,079 -
Profit before tax 3,094,175 4,287,250
Income tax expense (470,819) (897,436)
Profit for the year, representing total
comprehensive income for the year 2,623,356 3,389,814 30
Attributable to: 31
Equity holders of the parent 2,622,220 3,388,795
Minority interests 1,136 1,019 }
2,623,356 3,389,814 ;
4
Further details of the financial statements are available on request.




TenGer's Team

Ama rbaya Sga lan Dash nyam amarbayasgalan.d@xacbank.mn
Chief Operating Officer

In his current role, Amarbayasgalan is responsible for legal, compliance, other administration functions as well as facilitation of legal works of
TenGer's international investments. He also acts as a Corporate Secretary of TenGer and XacBank. Prior to joining TenGer, he worked for XacBank
for over 5 years as a Senior Lawyer. Amarbayasgalan received his Bachelor of Art degree in International Law from Law School of the National
University of Mongolia.

Bat‘OCh” DugerSU ren batochir.d@xacbank.mn
Chief Financial Officer

Bat-Ochir serves as a deputy to CEO, overseeing financial affairs and coordinating the operations of the investment management team of the
company. Besides serving as a Board member in XacLeasing LLC, he advises the other subsidiaries of the Group in the areas of financial, funds,
and risk management. He has a working experience in accounting, financial and risk, and investment management, and general management
in back and front office operations acquired through his employment with XacBank and TenGer in different senior management positions since
1998.

He is a Fulbright scholar and received a degree of Bachelor in Economics and Finance from Mongolian National University, and MBA majored
in International Finance from Brandeis University, Boston. Besides his academic training, he attended specialized courses in microfinance, ac-
counting, risk management, and commercial bank management from Bankakademie, Frankfurt, Germany, and Technology Transfer Center, ATTF,
Luxembourg and other special courses organized by the Central Bank of Mongolia, and Ministry of Finance and Economy.

BO|Of TsereﬁdOU bolor.ts@xacbank.mn

Bolor Tserendorj joined XacBank as a financial risk manager in 2006. Later, she led XacBank Treasury Department, managed the first securitiza-
tion transaction in Mongolia and worked on structuring and private equity financings in TenGer. In her last assignment, she served as Chief
Financial Officer of Mol Bulak Finance, Kyrgyz Republic, responsible for strategic financial planning, capital management, fund raising and risk
management. Prior to joining, she has earned over 6 years experience in wholesale and retail, insurance and strategy development for public
investment projects in Mongolia.

Bolor Tserendorj holds a Master of Science in Banking and International Finance from Cass Business School of the City Univercity of London (UK),
and a Bachelor Degree in Financial Management, specializing in Insurance from the School of Economic Studies of the National University of
Mongolia.

Chen Yu chen.yu@xacbank.mn

Representative in Beijing, China

Chen Yu has been working for TenGer and XacBank as a representative in China since June 2008. Before that, she worked as a representative for
an American company in Beijing. In her current role, she is responsible for investor relations with Chinese microfinance institutions and regula-
tors, and market analysis to further TenGer’s regional expansion strategy in Chinese microfinance market, with a particular focus on building
partnerships with Chinese microcredit companies.

Chen Yu received a Bachelor degree in Business Management from the Central South University of China and a graduate degree in Inter-cultural
Business Management from Japan-America Institute of Management Science of Hawaii, USA.

Ph|||pp Marx@n philipp.m@xacbank.mn

Investment Officer

Philipp joined TenGer as an Investment Officer in August 2009, actively pursuing investment opportunities for the Group, both in Mongolia and
abroad. In his current role, he is especially focused on investments in China. Prior to that, he worked as a consultant for a technology company
that was contemplating investments in China and led a group of investors in Paraguay’s agricultural market.

Philipp graduated from JWG Frankfurt University with two Master of Science degrees in Sinology and Business (Finance) respectively and holds
certifications to act as a trader in derivatives and spot market products at the European Energy Exchange.

Tsegts Narangerel tsegts.n@xacbank.mn

Investment Officer

Since joining TenGer in 2009, Tsegts has been working as an Investment Officer overseeing the Group’s domestic investment, advisory roles as
well as helping implement the international expansion strategy in Russia and Central Asia. He has previous experience working with Mongolia’s
first boutique investment banking and research team since completing college.

Tsegts received a Bachelor of Liberal Arts degree with concentration in economics and political science from Middlebury College, Vermont, USA
in 2007. He has also spent time of his life in India and France and studied political economics at the Institut Catholique de Paris, France.




