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To the Shareholders and Board of Directors of Closed Joint Stock Company “Converse Bank™:

We have audited the accompanying financial statements of “Converse Bank™ CJ3C (the “Bank™),
which comprise the statement of financial posinon as ar December 31, 2012, and the smtement of
comprehensive income, statement of changes in equity and statement of cash flows for the year
then ended, and a summary of significant accountng policies and other explanatory notes.

Menagement's vespansitaisty for the financal riatersents

Management s responstble for the preparation and fair presentanon of these financl statements
in accordance with International Financial Reportng Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free
from material risstatement, whether due to Esud or ereor,

Aludstar’s responiibility

Our responsibility s to express an opinion on these financia] statements based on our audit. We
conducred our audit in accordance with Intemnational Standards on Auditing. Those standards
requuire that we comply with ethical requirements and plan and perform the audit 1o obun
reazonable azsurance whether the fiffandal statements are free fom matedal misstatement.

An audit involves performing procedures to obtamn audit evidence about the amounts and
disclosures in the financal statements. The procedures selected depend on the auditor’s judgment,
wcluding the assessment of the nsks of matenal misstatement of the fAnanaal statements, whether
due to fraud or error In making those risk assessments, the auditor considers internal control
relevant to the Bank’s preparaton and far presentaton of the financal starements 1n order to
desipn audit procedures that are appropriate in the circumsmnces, but not for the purpose of
expressing &n opimion on the effecnveness of the Bank's internal conmol.

An andit also inciudes evaluating the appropriateness of accounting policdes used and the
reasonableness of dccounnng estimates made by management, as well as evaluanrig the overall
presentanion of the financial statements.

Urantun. Tuiplikn, wnphpruanynipe
Auds Tax, Advisory
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We believe that the audit evidence we have obtained 1s sufficient and appropriate to provide a basis
for our audit opinion.

Oipentan
In our opinton, the Bnancial statements give a true and fair view of the financial position of
“Converse Bank” Closed Joint Stock Company as of December 31, 2012, and of iz financial

performance and its cash flows for the year then ended in accordance wath Interiationsl Financial
Reporting Standards.

Gagik Gyulbudaghyan Armen Vanyan

Grant Thornton C]SC
I8 March, 2013 s
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Statement of comprehensive income

In thousand Armenian drams Year ended Year endad
Motes Decamber 31, 2012 Decembar 31, 2011
Interast and similar Income & B,198;163 7387700
Interest and similar expense B {4,228,162) {3,584 957}
Met intarast Income 3,970,001 3,802 743
Fee and commizsian ingarme T 1472.778 1:391 811
Fae and commission expense T (386,853) (347 782)
Mot fae and commission Income 1,085,822 1,048,828
Net trading Income ] BTH.633 543,984
Gains less (ossks on Investments availabie for sale 813 90,737
COtharincome ) 343,081 321,393
Impatmnant charde for credit logses 10 {297,229) (1,689,352}
:::;slri%; I_:J;;ﬁ;r:rrcy translation net galn f(icss) of nen-trading assets (198,780) 390,816
Staff cosiz 11 {2.658,3165) [2.661.372)
Depraciation of property plant and sgquipment 24 {793.484) {B621.214)
Amoriization of intangiale assets 22 [44,673) (78,876)
Other expenoes 12 [1,988,629) {1,853, 718)
Profit before Income tax 385,990 126,858
Ingome tax expenss 13 (61,690) {50,500]
Profit for the year 324,300 75,460
Other comprehensive income:
Wet unrealized gaitiiloss) from changes in fair value of available- 282,527 3,343)
for-sale instrumeants
Met {gainjicss realized to net profit on disposal of availebie-for- (6,101) 8,782
sal8 instrumants
!nwne tax relating to components of other comprehensive (55,285) {49300
income
Other comprehenslve income for the year, after tax 221,141 1.859
Total comprehansive Income for the year 545,441 78.41%

The accompanying notes on pages 7 to 37 are-an integral part of these fndncial statements.
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Statement of financial position

In thausand Armenian drams Az ol As of
Notes  December 31, 2012 December 31, 2011
ASSETE
Cash and balancas with CBA 14 23,582,048 £9.136.771
Precious metals 15 118,037 148,308
Trading secunities 16 168,448 120,617
Amaunts dua from other financial Instiutions 17 18,284,023 11,578,752
Dervative financial assets 18 2,135 28,748
Loans end sdvances to customers 19 59,732,908 45 100,254
Investments avaiiable for sale 2 5,387,527 3810848
Securities pledaed undes repurchase agreemants 30 - 1,032,481
Fropary, plant and equipment 1 4,811,308 4,801,785
Intangible assets 22 178,364 218,780
Repossessed assets 23 2,768,321 59.223
PFrepaid income taxes 86,750 215300
Other assels 24 754,490 454 022
TOTAL ASSETS 115,834,360 137,593,897

LIABILITIES AND EQUITY

llabilities

Amounts due to CB of RA 25 4,482 088 5,535,186
Amounts due 1o other financial instiutions 26 10,070,858 12,465,027
Denvative financial labiiitss 18 - 2677
Amounts due to customers 27 83,833,002 102 374, 084
Deferred Income tax ligbillias 13 207,519 361,004
Other ligbilifias 28 441,518 337,568
Othar provisians 28 8,713 40,638
TOTAL LIABILITIES 09,054 800 121,116.345
Equity

Share eapital 3 4 BB0.033 4 860,033
Share premium B3,233 63,223
Statutory genaral reserva 715,505 715,505
Dther resarves 3,180,131 3260329
Reiained samings 7,980,658 7 E6TB 452
Total equity 16,779,560 16,477,652
TOTAL LIABILITIES AND EQUITY 115,834,360 137,583,847

The financial statements from pages 3 to 57 were signed by the Bank's Executive Director and
Chief Accountant on Mitf‘h'l' 2013; The accompanying notes on pages 7 to 57 are an integral part
of these fnancial 'smmﬁmﬁ_{a_j%-r_\‘ NNy

A R e

yiA

G. HARUTYUNYAN
Chief accountant
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Statement of changes in equity

In thausand Armenian drams

Statutory

Share
capital

Share
premicm

genaral
reserve

Revaluation
resarve of
socurities

available
for sale

Reveluation
resarve
of FPE

Retalned
earnings

Total

Balance as of January 1,
201

Transfers to resarves
Dlvidends te sharsholders
Transactions with owners

Profit for the year

Other comprehensive
income:

Adjustment 1o revaluation
reserve an depreciation of
. FPE

MNet unraalized loss fram
changes in fair value

Met iosses realized to
comprahansive income
statement on disposal of
avallanle-for-sale instrumants
Income tax relaling to

compananis of other
comprehenslve income

Total cemprehensive income
for the year

Balance as of December 31,
1

Dividands to shareholdars
Transactions with owners

Prafit for the year

Cther comprehensive
income:

Adjustment to ravaluatian
resan/e on depraciation of
FRE

Wet unregiized gain from
changes in fair valua

Met gains rezlized to
comprehensiva Incomsa
statament an disgposal of
gvallable-Tor-sala instrumants
Ingomea tax refating to
componenis of othar
comprehensive income

Total comprehensive income
for the year

Balance as of December 31,
2012

4,850,023 63,233

545,182

§7.322

{37.427)

3817136

7413882

(67,322)
(165,707

16,564 840

{185,707}

67322

(3:343)

5792

(480}

(321,339)

{233.029)
76,460

321338

(165,707)
78,460

{3.343)

57392

{480}

1,850

321,339;

357,749

78419

4,860,033 63,233

716,506

{35,488)

3,285,787

7,578,452

16,477,652

(243,433)

(243,433)

282,527

{8,101}

(55,285)

{321,339)

243,423)
324,300

321,339

(243,433)
324,300

282827

{6,101)

(55,285)

221,141

{321,339)

45630

545,441

4,860,033 63,233

716,505

185,673

2,974,458

7,980,658

16,779,560
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Statement of cash flows

I thousand Armenian drams

Year ended
December 31,2012

Year ended
December-31,2011

Cash flows from opsrating activities

Inleest received

Intargst paid

Fees and commissions recaived

Fees and commissions gaid

Gainz less losses on trading of trading assete
Realised gains from desling in foreion currencies
Qther income received

Fair value galn/{ lass) on financial assels recognised in profit amd
loss

Recovary of previcusly writien off loans
Sataries and benefits paid
Other operating expenses paid

Cash flows from operating activities before changes in
operating assets and liabllities

Met (increase)/decressa in operating assels
Deposfted funds (n the GBA

Freclous metals

Amounts due from othar financial institutions
Loans and advances to customers

Othar ssssts

Increase/{decreasa) in operating liabiitias
Amounts dus jo CB of RA

Amournts due 1o financlal Institulians
Amounis due lo cuslomers

Siher liablitias

MNet cash flow from/{used in) operating activities before
income tax

Income tax paid
Nat cash froml(used In) cperating activities

Cash flows from investing activities

(Purchase)/sale of Invesiment securities

Dividends recelved

Pirchasze of properly, equipment and intangible assats
Proceeds from sale of properly, eguipment and intangible assets
MNet cash fromi{used In) Investing activities

Cash flow from Tinancing activities

Regemption of debl securities ssusd

Dividends paid to sharehclders

Meat cash from/(used in) financing activities

Net inereasel|{decraase) in cash and cash sguivalants
Caszh and cash equlvaiants at the beginning of the year

Effect of exchange rate changes on cash and cash eguivalents
Cash and cash gquivalents at the end of the year (Note 14)

7.827.302 7601877
(4,488,048) (3,467,739)
1,472,775 1,391,611
(386,853) (341,762)
4,088 118
996,663 BBZ,BDD
333,420 316,988
23,960 {26.072)
1,085,440 428 714
(2,632,630) (2,104, 006)
{1,858,215) (1,853,718)
2,287,850 2.B2R 88%
14,469 BEZET
28,259 (53,779)
3,807,584 (4,074 024)
(17,479,287} (3,804,729
{66,026) 54,204
1,043,097 730,888
(3,707,061} 3,581,383
(20.252,151) 38,871,599
{13,817} {111.3713)
(34,237,053) 38,118,454
(112,000} (72,373)
(34,340,053 38,039,081
(1,607,824) 850,543
2,454 <005
{813,228) {512,181)
10,748 2,500
(2,407,850} 353,257
- 30g.0o0

(243,433) (165,707
(243,433) 134,293
(37,000,436} 38.526.631
72,401,755 30,189,270
408,319 3,684 854
35,899,638 72,401,755
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Accompanying notes to the financial
statements

1 Principal activities

Converse Bank C)SC (the “Bank”) is a closed joint-stock company, which was mcarporated in the
Republic of Anmenia in 1994, The Bank is regulated by the legislation of RA and conducts its
business under license number 57, granted an November 28, 1994 by the Central Bank of Armenta
(the “CBA").

The Bank accepts deposits from the public and extends credit, transfees payments in Armenia and
abroad, exchanges currencies and provides pther banking services w its commercial and retadl
customers.

The Bank’s main office i1s in Yerevan and its 30 branches are located in Yerevan and in different
regions, and | branch is located in NKR. The registered office of the Bank is located at 26/1
Wazpen Sargsyan Str, Yerevan, RA.

2 Armenian business environment

Armenia continues to undergo political and economic changes. As an emerging market, Armenia
does niot possess a developed business and regulatory infrastructure that generally exists in a more
mature free market econemy. In addition, economic conditions contnie to limit the volume of
actrvity in the financial markets, which may not be reflective of the values for Anancial instruments.
The main obstacle to further economic development 15 a low level of economic and institutional
development, alonig with a centralized économic bise.

There are stll uncertainties ‘about the economic simmton af countries, collaborating with the RA,
due to the forecasted slowdown in the world economy, which may lead to the shorrage of money
transfers from abroad, as well as to the decline in the prices of mining products, upon which the
economy of Armenia Is significantly dependant. In times of more severe market stress the situation
of Armenian economy and of the Bank may be exposed to deteriorauon. However, as the number
of varables and assumptions invelved in these uncermainties is bip, management cannot make a
relinble estimate of the amounts by which the carrying amounts of assets and lahilines of the Bank
may be affected.

Accordingly, the financial statements of the Bank do not inelude the effects of adjustments, which
might have been considered necessary.

3 Basis of preparation

31 Statement of compliance

The financial statements of the Bank have been prepared in accordatice with International Financial
Repotting Standards (“IFRS”) as developed and publishied by the Intemational Accounnng
Standards Board (IASB), and Interpreratuons ssued by the Internatonil Financul Reporting
Interpretations Committee (“IFRIC").

3.2 Basis of measurement
The financial statements have been prepared on a fair value basis for financial assets and liabilities a1
fair value through profic or loss and available for sale assets, except those for which a reliable
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measure of fir value is not available. Other fnancial assets and liabilities 3re stated gt amortzed
cost and non-financial assets and liahilities are stated at histoncal cost, with the excepuon of
huildings, which are stated at revalued amount.

3.3 Functional and presentation currency

Funectional currency of the Banlk 1s the currency of the primary economic environment in which the
Bank operates. The Bank’s functional currency and the Bank’s presentanon currency is Armenian
Dirams {(“AMD"), simce this currency best reflects the economie substance of the underlying events
and transactions of the Bank. The Bank prepares statements for repulatory purposes in accardance
with legislative requirements of the Republic of Armema. These fnancial statemeénts are based on
the Bank’s books and records as adjusted and reclassified in order to comply with 1FRS, The
financial statements are presented in thousands of AMD, which s not convertible outside Armena.

3.4 Reclassifications
Where necessary, comparative figures have been adjusted to conform to changes in presentation in
the current year,

3.5 Changes In accounting policies

I the current year the Bank has adopted all of the new and revised Stndards and Interpreranons
issued by the International Aceounting Standards Board (the “TASB") and International Financial
Reporting Interpretations Comnittee (the “TFRIC™) of the IASB that are relevant o its operations
and effective for annual reporting periods beginning on January 1, 2012, The standards and
interpretations which became effective in the current year didn’t affect the financial statements
presented by the Bank.

3.6 Standards and Interpretations not yet applied by the Bank

At the date of authorizaton of these financial statements, certain new standards, amendments und
interpretations to the existing Standards have been published but are not yer effective. The Bank has
not early-adopted any of these pronouncements.

Management anticipates that all of the pronouncements will be adopted in the Bank’s accounting
policy for the first pedod begmnning after the effective date of the proncuncement. Information on
new standurds, amendments and interpretations that are expected to be relevant to the Bank's
fnancil statements 1 provided below. Certain other new standards and interpretations have been
issued but are ot expected to have a material impact on the Bank's financial statements.

New standards, amendments and interpretations to the existing Standards that are not yer
effective

LAS 32 (Amendment) Offeefting Financal Arsetr and Financtal Liabitites:

The smendments to LAS 32 add application guidance to address inconsistencies in applying IAS 32's
eriteria for offsetting financial assets and Anancial liabilities in the following two areas:

o Themeaning of ‘curtently has a legally énforceable nght of ser-6ff) the amendments clarify
that a tight of set-off s required to be legally enforceable in the normal eourse of business,
the event of default and the event of wsolvency or bankruptey of the entity and all of the
counterparties, and that the dght must also exist for all counterparbies.

® Since there was diversity in practice related to the Interprefation of ‘simultaneous
serflement’ in LAS 32, the TASE has therefore cladfied the principle behind net settlement
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and included an example of 2 gross settlement system with charactenisdes that would satisfy
the TAS 32 criterion for net settlement,
The amendmients dre effective forannual repotting perinds beginning on or after 1 January 2014
and are required 1o be applied retrospectively.

TERE O Finanssal Intiriments

The IASB aims to teplace TAS 39 Financial [nstruments: Recognidon and Measurement in it
entirety, [FRS @ is being issued in phases. To dite, the chapters dealing with recognition,
Llasslﬁ::auun measurement and de:r:cﬂgmuﬂﬂ of fimancial assets and linbilities have been ssued,
Further chapters dealing with impatement methodology and hedge accounnng are sull bemg
developed.

The IASB has 1ssued an amendment to IFRS 9 which deferred the mandatory éffective date of [FRS
from 1 January 2013 to 1 January 2015, This means that all the phases of the project to replace LAS
39 will now have the same mandatary effective date. The amendments also provide relief from the
requirement to restate comparative financial statements for the effect of applying TFRS 9, This rebief
WS nngum]l}- anly available to companies that chose to apply IFRS 9 poor to 2012, Addinonal
transition disclosures will now he required ro help understand the inital application of the Standard

Management have yet to assess the impact of this new standard on the Bank’s financial statements

IFRS 13 Fair Value Measurenient

IFRS 13 does not affect which items are required to be fatr-valued, but clarifies the definition of fair
value and provides related puidance and enhanced disclosures about fair value measurements: It is
applicatile for annual pedods bepinming on or after 1 January 2013, This IFRS shall be applied
praspectively and no need to present comparative information provided for perods before mitial
application of this IFRS. The Bank’s management have yet to assess the impact of this new standard
on the financial statements,

LAS 1 Presentation of Finaneal Siatements

The [AS 1 Amendments require an entity to group items presented in other comprehensive income
into those that, in accardance with other IFRSs: (a) will not be reclassified subsequently to profit or
loss and (b) will be reclassified subsequently to profit or loss when specific conditions are-mer. It 15
applicable for annual periods beginning on or afier | July 2012 The Bank's management expects
this will change the currenrt presentation of 1tems in other comprehensive income; however, it will
not affect the measurement or recognition of such items.

Annual Improvements to IFRSs 2009-2011 Cycle

The amendments to IFRSs contained in Annual lmpmvcm:;nts-.?ﬂﬂﬁ-iﬂll Cycle are effective for
annual periods beginning on or after January 1, 2013, although early application is permitted.

The brief descriptions of the issues addressed are presented below:
AS | Presentation of Financial Statements

The amendment provides clarification of the requirements for comparanve information when an
entity provides a thitd statement of financial posinon either as required by LAS 8 or voluntarily.

The following issues are addressed for opening statement of financial position
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» Comparanve information for the opening statement of financial position is required when
an entity changes accounting  policies, or makes retrospective restatéments or
reclassifications, in accordance with 1AS 8, and

¢ The appropriate date for the opening statement of financial position is the beginning of
the preceding period. Related notes to this opening statement of financaila position ure no
longer required to be presented

The amendment also clarifies issucs telated to comparative information beyond the minimum
requirements, particulatly

¢ addresses whether an entity should be required to present 3 complete set of financtal
statement when it provides fnincial statements beyond the minimum comparative
information requirements (j.e., additional comparative information)

o explaing that additional financial statement information need not be presénited n the form
of a complete set of Anancial staterments for periods beyond the minimum reguirements.
Any additonal information: presented should however be presented in accordance with
IFRSs and the entity should present comparative information in the telated nores for that
additional information.

TAS 16 Property, plant and Equipment

The amendment addresses the classificadon of servicing equipment. It clarifies that major spare
parts, stand-by equipment and servicing equipment should be classified as property, plant and
equipment when they meet the definition of properry, plant and equipment in TAS 16 and as
inventory otherwise,

LAS 32 Finanaal Instrroments: Presentation

The amendment clarifies thar income tax relating to distibution to equity helders and to transaction
costs of an equity transaction should be accounted for in accordance with IAS 12 Income Taxes.

4 Summary of significant accounting policies
The following significant accounting policies have been applied in the preparation of the financial
statements. The accounting polictes have been conststently applied.

4.1 Recognition of income and expenses

Revenue is recognized 1o the extent that it is probable thit the economic benefits will fow 1o the
Bank and the revenue can be reliably measured. Expense is recognized 1o the exrent that it is
ptobable that the economic benefits will flow from the Bank and the espense can be reliably
measured. The following specific criteria must also be met before revenue is recognized:

Interest income and expense

Interest income and expense forall ll1te:est—hem:ing fimancial instruments, except for those classified
as held for trading or designated at fair value through profit or loss, are recognised withun “Interest
income™ and “interest expense” in the income statement using the effective interest method.

Once the recorded value of a financial asser or a group of similar Bnancial astets has been reduced
due to an unpairment loss, interest income continues to be recopnized wsing the original effective
interest rute applied to the new carrying amount

Fee and commission income

Loan ongination fees for loans issued to customers are deferred (together with related direct costs)
and recognised as an adjustment to the effective yield of the loans, Fees, commissions and other
income and expense items are generally recorded on an accrual basis when the service has been
provided, Portfolio and other management advisory and service fees are recorded based on the
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applicable service contracts, Asset management fees related to investment funds are recorded over
the period the service is provided: The same principle 1s applied for wealth management, financial
planning and custody servieés that are continuously provided over an extended period of nme.

Dividend income
Revenue is recognized when the Bank's right to receive the payment is established.

Net trading income

Net trading income comprises gaing less losses related to wading assets and habilities, and includes
all realized and unrealized fair value changes, interest, dividends and foreign exchange differences
related to trading assets and liabilities. Net trading ncome also inclodes pans less losses from
trachng in foreign currencies.

4.2 Foreign currency translation

Transactions in foreign currencies are initially récorded in the functional cutrency rate ruling ar the
date of the transactions, Gains and losses resulung from the translation of tradig assets are
recopnised In the statement of income in net trading income, while gains less losses resulting from
translation of hon-rrading assets are recopnized in the statement of ncome 1 other income or ather
expense. Monetary assets and linbilities denomunated in foreign currencies ure retranslated at the
functional currency rate of exchange ruling ar the balance sheet date,

Changes in rthe fair value of monetary securities denominared m foreign currency classified as
available for sale are analysed between translaton differences resulting from changes in the
amortised cost of the seécurty and ather changes in the carrying amount of the security. Translaton
differences related to changes in the amortised cost are recogmised in prafit ot loss, and other
changes in the carrying amount ate recognised In equity.

Non-manetary items that are measuted 1 terms of historical cost in a forejgn currency are
teanstated using the exchange rates as the dates of the initial transactons. Non-monetary items
measured at fair value m-a foreign currency are translated using the exchange rates 4t the date when
the fair value was determined. Translation differences on non-monetary items, such as equities held
at fair value through profit or loss; are reported as part of the Fair vilue gain or loss. Translation
differences on nan-monetary items, such a3 equites classified as available-for-sale fnancial assets;
are included in the fair value reserve in equity.

Differences between the cantrictual exchange mte of a4 certain rransaction and the prevailing
average exchange rate on the date of the ransachon are included in gains less losses from trading in
foreign currencies in tiet trading income.

The exchange rates at year-end used by the Bank in the prepamation of the financial statements are as
follows:

December 31, 2012 December 31,2011

AMD US Doallar 403.58 385.7T
AMDY Eura 532.24 49872
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4.3 Taxation

Income tix on the profit for the year comprises current and deferred tax. Income tax is recognized
in the income statemenrt exeept to the extent that it relates to items recogmized direcdy in equity, in
which case it s recognized in equity,

Current tax 15 the expected tax payable on the raxable income for the year, using tas mtes enacted or
substantially enacted at the balance sheer date, and any adjustment to tax payable in respect of
previous years. In the case when findncial statements are authorized for {ssue before approprinte tax
returns are submitted, taxable profits or losses are based on esumates. Tax authotites might have
more stringent position in interpreting tax legislavion and In reviewing tax caleuladons. As a resulr
tix authorities might claim addidonal taxes for those transactions, for which they did not claim
previously, As a result significant additional taxes, fines and penalties could arise. Tax review can
wclude 3 calendar fears immediately preceding the vear of a review. In certain circumstances 1ax
review can include even more periods.

Deferred tax assets and linbilities are caleulated in respect of temporary differences using the liability
method. Deferred income taxes are provided for all temportary differences arsing between the ax
bases of assets and liabilities and their carrying values for financial reporting purposes, except where
the deferred income tax arises from the initial recognition of goadwill of of an asset or lability 1o 4
rransgeton that is not @ business combination and, at the time of the ransseton, affecrs neither the
accounting profit nor taxzble profit or loss,

A deferred tax asset is recorded anly to the extent that it is probable that taxable profit will be
available against which the deduetible temporary differences can be utilized, Deferred tax assets and
linbilities are mensured at tax fates that are expected to apply to the pensod when the asset 13 realized
or the lability is sertled, based on tax rates that have been etiacted or substantively enacted at the
balance sheet date.

Deferred icome tax 1s providéd on temporary differences arising on investments in subsidiaries,
associates and joint ventures, except where the timing of the reversal of the temporary difference
can be controlled and it is probable that the temporary difference will not reverse in the foreseeabile
future,

The Republic of Armenia also has varous operating faxes, which are assessed on the Bank's
activities, These taxes are included as a companent of other expenses in the smiement of
camprehensive income,

4.4 Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, balances on correspondent aceounts with the
Central Bank of Armenia {excluding those funds deposited for the settlement of ArCa payment
cards), and amounts due from other banks, which can be converted into cash ar short notice and
which are subjecr to an insigmficant risk of changes in value.

Cash and cash equivalents are carmied atamortised cost

4.5 Precious metals

Gold and other precious metals are recorded at CBA prices which approximate fair values and are
quoted according to London Bullion Market pates. Changes in the bid prices are recorded in net
gain on operations with precious metals in-other income/ expense.
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4.6 Amounts due from other financial institutions

In the notmal course of business, the Bank maintains advances or deposits for vanous peniods of
time with other banks. Loans and advances to banks with 2 [ixed matunty ternm are subseguently
measured at amortized cost using the effective interest method. Those that do pot have fixed
matirrities are carried at amortized cost based on maruntes estimated by managerient Amounts due
from other financial mstitutions are cartied net of any allowance for impaitment losses.

4.7 Financial instruments

The Bank recognizes financial assets and labilities on its balance sheet when it becomes a party o
the contractual obligaton of the instrument. Repular way purehases and sales of financial assets and
liabilities dare recognised using settlement date accounting, Regular way purchases of fnancal
instruments that will be subsequently measured at fair value berween teade date and settlement dite
are accounted for 1n the same way as for acquired instruments.

When financial assets and labilines are recognised inually, they are measured at fair value, plus, in
the case of investments not ar fair value through profit or loss, directly attnibumble rransaction costs.

After initial frecognition all financial Habilities, ather than liabilities at fair value through profit or loss
(including held for trading) are measured at amortzed cost using effective interest method, After
initial recognition financial liabilities at fair value through profit or loss are measured at fair value.

The Bank classified lts financial assets into the following eategories: loans and recelvables, financial
instruiments st fair value through profit or loss, available-for-sale financial instruments. The
classificanon of Investments between the categories is determined at acquisition based on the
guidelines established by the management The Bank determines the classification of 1= financial
assets after imitial recogninon and, where allewed and appropriate, re-evaluates this designatian at
each financial yedac-end,

Financial assels at fair valte through profit or loss

This category has two subeategories: financial assets held for uading and those designated at fair
value through profit or loss. A financial asset is classified in this category 1f acquired for the purpose
of selling in the short-rermy or if so designated by manapement from the initial acquisition of that
AsseL

In the normal course of business, the Bank enters into various derivatve financiasl instruments
including futures, forwards, swaps and options: i the foreign exchange and capital miatkets. Such
financial nstraments are held for trading and are initally recognized in secordance with the policy
for initial recognition of financial mstruments and are subsequently measured at fair value. The fair
values are esnmated based on quotéd market prices or pricing models that take into account the
éurrent market and contractual prices of the underlying instruments and other factors. Derivatives
are carried as assets when their fair value is positive and as labilitiés when it is negative. Gains and
losses resulting from these instruments are included in the statement of mcome as gamns less losses
from trading securities or gains less losses from foreign currencies dealing, depending on the namure
of the instrument.

Dernvative mstruments embedded in other financial instruments are treated as separate dedvatives if
their risks and characteristics ure not closely related to those of the host contacts and the host
contracts are not carrled at fair value with unteslized gans and losses reported in income: An
embedded derivative is a component of a hybrid (combined) financial insteument thar includes hoth
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the defivatve and a host coptoict with the effect that some of the cash Hows of the combined
instrument vary in a similar way to a stand-alone denvative.

Finaticial assets and financial liabilities are designated at fair value through profit or loss when:

* Doing so significantly reduces measurement inconsistencies that would arise if the related
derivatives were treated as held for trading and the undevlying financial istroments were carried
at amortised cost for such as loans and advances to customers or banks and debt securites in
lssue;

e Certain investments, such as equity investments, that are'managed and evaluated on a fair value
basis in accordance with a documented risk management or investment strategy and reported to
key management personnel on that basis are designated at fair value through profit and loss; und

* Financial instruments, such as debt securities held; containing one or more embedded dervatives
significantly modify the eash flows, are designated ar fair value through profit and loss,

Derivatives are also classified as held for ttading unless they are designated as effective hedgme
instruments. Gains or losses on fnancial assets held for trading are recopnised in the stitement of
Income.

Loans and roceivables
Loans and receivables are financial assets with fixed or determinable payments, which arise when
the Bank provides money directly to a debtor with no intention of trading the recetvable,

Loans granted by the Bank with fixed maturities are initially recognized at fair value plos celated
transaction costs. Where the fair value of consideration given does not equal the faie value of the
loan; for example where the loan is issued at lower than market rates, the difference between the fair
value of consideration given and the fair value of the loan is recognized as a loss on initil
recogmition of the loan and included in the meome statement as losses on originatdon of assets.
Subsequently, the loan carrying value 1s measured using the effective mrerest method. Loans to
customers that do not have fixed maturities are accounted for under the effective interest method
based on expected maturity. Loans rto customers are carried net of any allowance for impairment
losses:

Available-for-sale financial insiruments

Investments available for sale répresent debt and equity investments that are intended to be held for
an indefinite period of tme; which may be sold in response to needs for liquidity or changes in
interest rates, exchange rates or equity prices, After initial recognition available-for sale financial
assets are measured at fair value with gains or losses being recognised as 4 separate camponent of
equity untll the invesmment is detecognised or uniil the investment is determined to be impaired at
which time the cumulative gain or loss previously reporied in equity is included in the statement of
income. However, Interest caleulated using the effective interest method is recognised in the
statement of income. Dividends on available-for-sale equity instruments are recogmsed in profit or
loss when the Bank's right to receive payment is established.

The far value of investments that are actively traded in otganised financial markets is determined by
reference to quoted market bid ptices at the close of business on the balance sheer date. For
investments where there 15 no acnve market, fair value 15 determined using valuation techniques.
Sueh technigues include using recent armn’s length market wansactions, reference to the current
market value of another instrument, which is substantally the same and discounted eash flow
analysis. Otherwise the investments are stated at cost less any allowance for impairment
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4.8 Impairment of financial assets
The Bank assesses at each balance sheet date whether a financial asser or group of financil assets 15
impaired.

Assets canied at amortized cost

A financial asset ar a group of financial assets s impaired and impairment losses are incurred only if
there is objective evidence of impaltment 4s a result of one or more events that oecurred after the
initial recopnition of the asset (“logs event™) and thar loss event {or events) has a0 bnpact on the
estimared furure cash fows of the financial asset or group of financial assets that can be relably
estumiated,

Critenia used to determine that there is objective evidence of an impawrment loss may melude
indieations that the borrower or a group of borrowers 15 experiencng significant financial difficuley
(for example, equity ratio, net income percentage of sales), default or delinquency i interesr or
principal payments, breach of loan covenants or conditions, deteriaeation in the value of collateral,
the probability that they will enter bankruptey or other financial reorganizanon and where
nbieeryable dara indicate thar there 15 a meagurable decrease in the estmated funiee cash Qows; such
as changes in arrears or economic conditions that correlate swith defaults,

The Bank first assesses whether objective evidence of impairment exists individoally for financial
assets that are individually significant, and individually or collectively for financial assets thatare not
incividually significant. If it is determined that no objective evidence of Impairment exists for an
individually assessed financial asset, whether significant or not, the asset is included in a group of
financial assets with similar credic visk charactensues and thar group of fiancil assets is collectively
assessed for impairment Assets that are individually assessed for impairment and for which an
impaivment loss is or continues to be recognised are nor included in a collective assessment of
mmpairment.

If there is objective evidence thavan imparment loss on fAnancial assers carried at amortised cost
has been wcurred, the amount of the loss is measured as the difference between the asset’s canrying
amount and the present value of estimated future cash fows (excluding furure credit losses that
have not been incurred) discounted at the financial asset’s origingl effective interest rate (ie the
effective interest rate camputed at inital recognition). The carrying amount of the asset shall be
reduced through use of an allowance account. The amount of the loss shall be recopnised in the
statement of income. If a loan has a vagiable interest rate, the discount rate [or measuring any
impairment loss is the current effective interest rate détermined under the conteact, The Bank may
measure impairnient on the basis of an instrument’s fair value using an observable marker price:

The caleulaton of the present value of the estimated future cash flows of 2 collateralised financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling the
collateral, whether or not the foreclosure is prabable.

For the purpese of 2 collective evaluation of impairment, financial assets are grouped on the basis of
the Bank’s internal credit grading system that considers credit risk characrenstes such s asset type,
industry, geographical location, collateral type, past-due status and other relevant factors.

Future cash flows in o group of financial assets thar are collectively evaluated For impairment are
estimated on the basis of the conteactual cash flows of the assets in the group and historical loss
experience for assets with credit risk charactensucs similar to those in the group. Historical loss
experience 1s adjusted on the basis of current observable data to reflect the effects of current
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conditons that did not affect the period on which the historical loss experience s hased and w
remove the effects of conditions in the historical period thar do not currently exist.

Estimates of changes in future cash flows for groups of assets should reflect and be directionally
consistent with chanpges in telated observable dats from peniod to period (for example, changes in
unemployment rates, property prices, payment status, or other factors indicative of changes in the
probability of losses in the group and their magnitude), The methodeology and assumptions used for
estimuting funire cash ows are reviewed regularly by the Bank to reduce any differences berween
loss estimates and actusl loss experience.

Loans together with the associated allowsnce are watten off when there 15 no realisne prospect of
future recovery and all collateral has been realized or has been transferred to the Bank. I, it a
subisequent year, the amount of the estimated impairment loss inereases or decreases because of an
event oceurring after the itmpairment was recogmzed, the previously recognized impairnient loss s
increased or reduced by adjusting the allowance aceount If future write-off is later recavered, the
recovery is credited 1o the allowance account.

Rensgotiated lnans

On exceptional cases and depending on customer’s position in the market and business, Bank seeks
to eestructure. loans; provided client's long term creditworthiness 45 not under question, temporary
financial difficulties are due to reasons beyond client’s control and client’s pbligations towards bank
are not past due at review tme. Where possible, Bank takes additional collateral, guarantees to make
its position stronger.

Management continuously reviews renegotiated loans to ensure that all eritera are met and that
future payments are likely to ocoue. The loans continue to be subject to an indwidual or collectve
impairment assessment, calculated using the loan’s onginal effective interest rate.

Avallable-for-sale financial assels

If an available-for-sale asset is impaired, an amount comprising the difference between its eost (et
of any principal payment and amortisation) and it current fair value, less any impairment loss
previously recognised in the statement on income, is transferred from equity to the statement of
incame. Reversals of impatrment in respect of equity instruments classified as available-for-sale are
nat tecopnised in the statement of income bur accounted for in other comprehensive income in &
separate component of equity. Reversals-of mpairment losses on debt instruments are reversed
through the sratement of income if the increase in fair value of the Instrument can be abjecuvely
related to an event pccurnng after the impairment loss was recognised 1 profit or loss.

4.8 Derecognition of financial assets and liabilities
Financial assets

A financial asset (or, where apphcable a part of a financial asset or part of a group of similar
financial assets) is derecognised where:

¢ the nghts to recerve cash flows from the asset have expived;

o the Bank has transferred its rights to receive cash flows from the asset, or retained the right to
receive cash Aows Brom the asset, but has assumed an obligation to pay them in full without
material delay to a third patty under a ‘pass-through’ arrangement; and
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e the Bank either (a) has transferred substantially all the risks and rewards of the asset, ar (b) has
neither transferred nor retained substantially all the risks and rewards of the asser, bur has
transferred control of the asser,

Whete the Bank has wansferred its dghts to receive cash flows from an asset and has neither

transferred nor retained substantially all the nisks-and rewards of the asset nor rransferred control of

the asset, the asser is recopised to the extent af the Bank’s contnuing involvement in the asset

Continuing invelverment that takes the form of o guarantee over the transferred asset 16 measured at

the lower of the original carrying amount of the asset and the maximum amount of consideration

that the Bank could be required to repay,

Whete continuing involvement tikes the form of a written and/or purchesed opuon (ncluding a
cash-settled option or similar provision) on the transferted usset, the extent of the Bank’s continuing
invalvement i the amount of the transferred asset that the Bank may repurchase, except that m the
case of a wrtten put option {including a cash-sertled wpton or smmilar provision) on an asset
measured at fair value, the extent of the Bank’s continuing involvement is limited to the lower of the
fair value of the transferred asset and the option exercise price.

Financtal liabilities
A financial Hability is derecognised when the obligation under the liability is discharged or cancelled

O expires,

Where an existing financial Hability 1s replaced by another from the same lender on substantially
different terms, or the terms of an existing Liability are substantially modified, such an exchange or
muodification s treated as a derecognition of the original Lability and the recognition of a new
liability, and the difference in the respective carrying amounts is recognised in the stitement of
income,

4.10 Repurchase and reverse repurchase agreements

Sale and repurchase agreements (“repos”) are treated as secured financing transactons, Sécutities
sold under sale and repurchase agreements are refained in the balance sheet and, in case the
transferee has the right by cotitract or custom to sell or repledge them, reclassified sz secutities
pledged under sale and repurchase agreements and faced as the separate balance sheer irem. The
corresponding liability is presented within amounts due to financial nsutunons or customers.
Securities purchased under agreements to resell (Mreverse repo”) are recorded 4s amounts due from
other financial institutions or loans and advences to customers as appropriate and are not
recognized on the balance sheet, The difference berween sale and repurchase price is treated as
interest and acerued over the life of repo agreements using the effective yield method

4.11 Securities lending and borrowing

Securities lending dnd borrowing transactions are usually collateralised by securines or cash. The
transfer of the securities to counterparties is only reflected on the balanee sheet if the risks and
rewards of ownership are also transferred. Cash advanced or recerved as callateral is recorded as an
asset or liahility.

Securitits borrowed are not recognized on the balanee sheer, unless they are sold to third parties, in
which case the obligition to teturn the securities is recorded gs a trading lability and measured ut
fair value with any gains or lasses included in “Net trading income”
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412 Leases

Finance — Bank as leasee

The Bank recognises finance leases as assers and liabilives in the balance sheet at the date of
commencement of the ledse term it amounts equal to the fair value of the leased property or, if
lower, at the present value of the minimum lease payments. In caleulating the present value of the
mummum lease payments the discount factar used is the mrerest rate implicit in the lease, when it i
practicable to determing; otherwise; the Bank's incremental borrowing rate 15 used. Ininal direct
costs incurred are included as part of the asser. Lease payments are spportioned between the Anance
chatge and the reduction of the outstanding liability. The finance charge is allocared to penods
during the lease term so as to produce a constant periodic sate of interest on the remaining balance
«of the liability for each petiod

4.13 Property, plant and equipment

Property, plant and equipment {“PPE”) are recorded at histoncal cost less accumulated
deprecianon. The Bank's buildings are srared at fair value less accunulated depreciadon. I the
recoverable value of PPE is lower than its carrying amount, due to circumstances not considered o
be tempotary, the respective asset is wntten down to its recoverable value.

Depreciation is calculated using the straight-line method based on the esnmated useful life of the
asser. The following depreciation rates have been applisd:

Usaful lite Rate

{yaars) (%)

Buildings 20 5
Computers 1 140
Wehiclas B 20
Erulprmant & pat]
Otiner fixed assels 5 20

Leasehold improvements-are capitalized and depreciated over the shorter of the lease term and their
useful lives on 4 straight-lme basis, Assets under the course of construction are not deprectated.

Repairs and maintenance are charged to the mcome statement dunng the pedod in which they are
weurred, The cost of major renovations is included in the carrying amount of the asset when ir 1
incurred and when it satisfies the criteria for asset recogmuon. Major renovatons are depreciared
aver the remaining useful life of the related asset.

Gains and losses on disposals are determined by comparing proceeds with carrying amount and are
included in operating profit.

Any revaluation surplus is credited 1o the revaluation reserve for propersty and equipment included
in the revaluation reserve for property and equipment i equity section of the balance sheet, except
to the extent that it reverses a revaluation decrease of the same asset previously recognised in the
statement of income, in which case the increase i3 recopmsed in the statement of mcome. A
revaluation deficit is recognised in the staterient of income, except that 4 deficit directy offsetting a
previous surplus on the same asser is directly offset against the swplus in the revaluanon reserve for
property and equipment.

The Bank transfers increase of fixed agset’s unit revaluation to retaned eamnings in line with the
calculation of depreciation during the useful life of the asserand ar disposal of the fived asser.
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4,14 Intangible assets
Intangible assets mclude computer software, licences and other,

Intangible assets acquired separately are measured on nital recognition at cost, Following initial
recopnition, intangible assets are carried al cost less any accumulated amortisation and any
accumulated impairment losses. The useful lives of intangible assets are assessed to be aither finite
or indefinite, Intangible assets with finite lives are amortised on a straight-line basis over the useful
economic lives of 1 to 10 years und assessed for impairment whenever there s an indication that the
intangible asset may be impaired. Amortisation periods and methods for intangible assers with fmte
useful Hyes are reviewed at least at each financial year-end.

Costs associated with maintaining computer software programmes are recorded as an expense as.
inenrred.

415  Assets held for sale
A non-cureent asset is classified as held for sale if it is highly probable that the asset’s carrying
amaunt will be recovered through a sale transaction rather than through contnuing use. Such sale

transaction shall be principally completed within Gne year from the date of classification of an asset
as held for sale.

Assets held for sale are measured at the lower of their earrying amount and fair value less costs o
sell If the fair value less costs to-sell of an asset held for sale is lower than its cacrying amount, an
unpairment loss 15 recognized in the income statement as loss from assers held for sale. Any
subsequent increase in an asset’s fair value less costs to sell s recopnized to the extent of the
cumulagve impairment loss that was previously récognized in relation to that specific asset.

416  Grants
Grants relating to the assets are included in other liabilities and are credited to the mcome statement
on a straight line basis over the expected lives of the related assets:

417 Borrowings

Borrowings, which include amounts due to the Central Bank and Government, amounts due 1o
finaneial instmtions, amounts due t6 customers, debt securities issued and subordinated debr are
initially recagnised at the faur value of the consideration received less directly atmbutable mransaction
cdsts. After initial recognition, borrowings are subsequently measured at amortised cost using the
effective interest method. Gains and losses are recognised in the statement of mcome when the
lisbilities are derecognised as well a5 through the amortisation process.

418  Pensions

The Bank does ot have any pension arfangements separate from the State pension system of the
Republic of Arfmenia, which réquires current contributions by the employer caleulated as a
percentage of current gross salary payments; such expense is charged in the period the related
salares are earned.

4.19 Financial guarantees

Financial guarantee contigers are contracts that require the issuer 1o make specified payments 10
reimburse the holder for a loss it incurs because u specified debtor fails to make payments when
dize, in accordance with the terms of a debt insrument. Such finaneial guarantees are given to
banks, fAinancial institutions and other bodies on behalf of customers to secure loans, overdrafts and
ather banking facilities.
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Financial guarantees are initally recognized in the fnancial statements at fair value, in “Cither
liabilities”; being the premium received. Following iniigl recognition, the Bank's hability under each
guarantee 1$ measured ar the higher of the amordsed premium and the best estimate of expenditure
required settling any financial oblipation adsing az a result of the guarantee.

4.20  Provisions

Provisions are recognised when the Bank has a presentlegal or constructive obliganon as a result of
past events, and it ts probable thit an outflow of resources embodying econamic benefits will be
required to settle the obligation and a reliable estimate of the amount of obligation can be made.

4.21 Share capital

Share capital

Ordinary shares and non-redeemable prefererice shares with discrefionary dividends are both
classified 4s equity, External costs directly artributable to the issue of new shares; other than on 4
business combination, are shown as a dedueton from the ptoceeds in equity, Any excess of the fair
vilue of consideration received aver the par valug of shares issued 15 recognised as addinonal pad-in
capital.

Dividends

Dividends are recognised as a lability and deducted from equity at the balance shéeet date only if
they are declared before or on the balance sheer date. Dividends are disclosed when they are
proposed before the balance sheet date or proposed or declared after the balance sheet date bu
before the financial statemenits are authorised for issue.

4.22 Offsetting

Financial assets and liabilities, and income and expenses, are offser and the ner amount repaorted in
the balance sheet when there is a legally enforeeable sight to ser off the récognised amounts and
there is an intention to seftle on 4 net basis, or realise the asset and settle the lability simultancously.

4,23 Segment reporting

An operating segment is a component of the Bank that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses thay relate to rransactions
with any of the Bank's other components, In identifying its operating sepments, mmnagement
generally distinguishes components of the Bank that is engaged in providing products or services
(business segment). All operating segments’ operating results are reviewed regularly by the Bank's
CEO to make decisions about resources to be allocated to the sepment and assess its performance,
and for which discrete financial mformation is available. Geographical segments of the Bank have
been reported separately within these financial statements based on the ulumate domuetle of the
counterparty; e.g: based on economic risk rather than legdl risk of the counterparty.

In previous period the Bank has presented operating segment report, as it had zsued bonds in the
circulation. The bonds were matured during year 2011 and the Bank does nor plan ro start new
baond issuing process.

5 Critical accounting estimates and judgements

The preparation of financial starements in conformity with 1FRS requires management to make
judgments, estimates and assumptions thar affect the application of policies and the reporred
amounts of assets and liabilines, income and expense. The estimates and associited assumptions are
based on historical experience and varous other Factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying values
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of assets and liabilities thar are not readily apparent from other sources. Although these estimates
are hased on management’s best knowledge of curtent events and actions, actual results ultimately
may differ from these estimates.

The most significant areas of judgements and estimates with regards to these fAnancial strements
are presented below:

Classificalion of investment securnties

Securities owned by the Bank comprise state and corporate bonds and corporate shares: Upan mual
recognition, the Bank designates securities as trading or available-for-sale financials assets with
recognition of changes in fair value through equity,

Related party transactions

In the normal course of business the Bank enters into transactions with its related partes.
Tudgement is applied in determining if transactions are priced at market or non-tmarket utérest rates,
where there is no active market for such transactions. The basis for judgement is pricing for simalar
rypes of ransactibns with untelated parties and effective interest rate analysis.

Allowance for impairment of foans and receivables

The Bank reviews its problem loans and advances at each reporting date to assess whether an
allowance for impairment should be tecorded in the income statement: In pardeular, judgement by
management is required in the esumaton of the amount and timing of fmure cash flows when
determining the level of allowance réquired Such estimates are based on assumpuons abour a
number of factors and actual results may differ, resulting in futire changes to the allowance.

In addition to specific allowances against individually significant loans and advances, the Bark alse
makes a collective impairment allowance apgainst esposures which, although not specifically
identified as requiring a specific sllowance, have a greater msk of defaulr than when ongmally
granted. This take into consideration factors such as any deterioration in country tsk, industry, and
technological obsolescence, as well as identified structural weaknesses or detenoration in cash flaws.

Tax legisiation
Armenian tax legislation is subject to varying interpremanons. Refer to Naote 32,

Impairment of available-for-sale eqully invesiments

The Bank determined thar available-for-sale equity investments ate impaired when there has heen 4
significant or prolonged decline in the fair value below its cost. This determination of what s
significant or prolonged required judgement In making this judgement, the Bank evaluates among
other factors; the voladlity in share price. In addition, impairment may be appropriate when there is
evidence of deterioration in the financial health of the investee, industry and sector pesformante,
changes in technology, and operational or financing cash flows.



6 Interest and similar income and expense

In thousand Amenian dreams 2mz2 2011
Logns and sdvances lo cusiomers 7,083,901 & 138,018
Debt securties available-for-sale 578,570 424 021
Amounts due from otner financial instifutions 129,005 75,154
Revaerse repurchaze transactians 108,151 81213
Interast acorusd on Individeally impaired financlal assels 298,125 £68,880
Dther interes! income 411 404
Total interest and similar income 8.198.163 7387700
Amaounts due lo customers 3,031,988 2408829
Amounts dua ta firancial insfitutions 1,188,335 1.132,084
Dbt securities lssued - 30,523
Repurchase transaciions 7,838 13,511
Total interest and similar expense 4,228,162 3.584.957
7 Fee and commission income and expense
In thausand Armenian drams 2012 2011
Cash collection 122,365 112611
Wire transfer fees 408 524 425 geD
Loans 286,611 305305
Piastic cards oporations E75,59T 445 324
Guarantees and letters of cradil 49 235 59,265
Cthar 29,443 41 018
Total fee and commission income 1,472,775 1.:381.611
Wire transfar fees 58,342 48,004
Cash operations 108,031 1107
Plastic cards operations 210817 174 420
Qiher expenzes 2.863 g.297
Total fee and commission expanse 386,853 341 782
8 Net trading income

2012 2011
In thousand Armenian drams
Gialns less losses from foreign currency transactions 886,663 882,800
Mat gain from changes n falr value of trading assets and lEbilities 2,433 23,387
Met loss an foreign currency swap {29,628) (62.318)
Gains less lesses on trading of trading assels 4,066 118
Total net trading income 870,623 B43, 564




9 Other income

In thousand Armenian drams 2012 20M
Fines and penalties received 247,609 152,878
Income fram ceded loans - a8.227
Met income fram aperatlons with precious metals 12,564 7094
Ineome from grants 2422 2422
Insome from sale of fixed assets 4,788 2,400
Dividend income 2,454 2,005
Other income 73,257 B TET
Total ather incame 343,081 321,383
10 Impairment charge/(reversal of impairment) for credit losses

In thousand Armenian drams 2012 2011
Leans and advances to customers (Mole 18) 260,455 1,586,723
Other asseis (Nole 24) §7,760 78,113
Othar provisions (Mote 29) |30,985) 24,518
Total impairment charge for cradit losses 207,220 1 588 152
11 Staff costs

In thousand Armenlian drams 2092 2011
Wages and othar benafits 2,442 474 1:881,738
Social security contributions 216,891 178834
Tatal staff costs 2,659,365 2,081,372
12 Other expenses

It thousand Armenian drams 2012 2011
Consulting and other zenvices 80,297 291,368
Oparating lease 281,321 221,420
Texss, othar than income tax, duties 226,974 215,578
Advertising costs 396,337 2158107
[nsurance expenses 137,275 141,695
Fized agsets'maintenance 138,737 122381
Cammunications 108,336 116314
Securlty 129,082 101,474
Cash ecllzclion expenses 70,523 £9,794
Insurance of deposiis 63,355 48734
Otfice supplies 42,839 28,071
Business lrip expenses 18,568 BT TT
AS systam expenses 82,867 G8,151
Expenses related to ArCa 66,253 41,772
Penaltias paid 29 2482
Cther expenses 153,530 139325
Total other expense 1,998 629 1 BE3.718
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13 Income tax expense

In thousand Armenian drams 2012 211
Current tax expenses 270,550 -
Defered tax sxpense {208,860} 50,5048
Total Income tax expense 51,590 50,509

The corporate income tax within the Republic of Armenia is levied at the mate of 20% (2011 20%),
Differences between IFRS and RA smmtory tax regulations give rse to certdin tempotary
differénces between the earrying value of ceitain assets and labilities for financial reporting

purpeses and for profit tax purposes. Deferred income rax is calculared using the primapal tax rate

of 20%.,

Numerical teconciliation between the rax expenses and accounting profit is provided below:

In thousand Ammenian dramsg Effective Efective
2012 rata (%) 2011 rate (%)

Profit before tax 3858490 126,868
Income tax at the rate of 20%: 77,198 20 25,354 20
Non-taxabie income - . (484 -
Mon-deductible expansas 17,570 E 12.524 &
Fareign exchangs losses 39,856 10 {59,95%) {#7)
Utilization of unrecognised tax losses [T73.034) (19) 73,034 57
Income tax exparise 81,690 16 50,509 39

Deterred mx caloulaton in respect oftempamr}' differences:
Recognized in

In thousand Armenian drams Asof comprehensive As of
Decamber Income  Recognized Dacember
31, 2014 statemont in equity 3, 2012
Trading securities 3822 - - 382z
Securities avalizble for sals &,868 . (8,868) -
Praperty, ptant and equipmant 2,852 12,702 - 15,654
Other Habilibes 12,988 5,705 18,673
Tan losses carried forward 629,035 (529,020) . -
Gross deferred tax assets 557,548 (510,632) {8,868) 38,048
Unrecognized deferred tax assel (73.034) 73,004 . -
Total defarred tax assets 484,515 {437 ,598) [8,868) 35,048
Securities avallable far sale - - (46.417) {46 417}
Loans and advances to customers {792,858) 645,838 - {147,020)
Cthar assets {52.750) 613 {52,131)
Tatal deferred tax llability {B45,609) 645 4585 [45,417) |245,568)
Net deferrad tax lability (361,084) 208,880 {55,285) (207.519)
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Fecopgnized in

In thousand Armanian drams Asof cemprehensive As of
December 31, Incoms Recconized in  December 31,

2010 statement equity 2011

Trading securfies 3822 - . ]
Securifiss available for zate 0358 . 48 B 558
Proparty, plant and equipment - 2,852 - 2852
Other liabilities 4121 8,847 - 12,968
Tax losses carned forward 21,138 507,50 - 529.033
Gross deferred tax assets 38,439 519 500 1480} ERT 549
Unrecognized deferred tax asset - (73,034) . [73.034)
Total deforred tax assets 38,4359 d46 566 {420] 484,514
Loans and advances to customers (326.769) (486 050} - {782.859)
Other assets (21.765) {30,985} - (52,750}
Total deferred tax liability (348 534) {497 075) (845,309)
Net deferred tax liability { 310,005) [B0.508) {490) {31.094)

As of December 31, 2011 the Bank: has available AMD 2645198 thousand 1 tax losses carned
forward which was totally utilized in 2012,

14 Cash, cash equivalents and balances with CBA
In thousand Armenian drams Aeof

Decamber 31, 2011

As of
December 31, 2012

Cash on hand 6,208,742 5,852 642
Other money market placements 605 7,138
Corespandent accounts with the CBA 16,952,704 62,802,522
Inciuded in cash and cash equlvalents 23.162,048 60,702 302
Deposits with the CBA 420,000 434,469
Total cash and balances with the CBA 23 582,048 84138771
Cazh and balancas with the CBA, included in cash flow 23,162,048 68,702,302
Placements with other banks (note 17} 12,737,580 3,559.453
Total eash and cash equivalents 35,800,638 72,401,755

As at 31 December 2012 correspondent accounr with Central Bank of Armenia represents the
obligatory mintmum reserve deposits with the CBA, which is computed at 8% of certain obligations
of the Bank denominated in Armenian drams and 12% of certain obbiganons of the Bank
denominated in foreign currency and amounts to AMD 9,402,744 thousand (2011: AMID 12,724 367
thousand). There are fo restrictions on the withdeawal of funds from the CBA, however, if
minimum average requirement is not met, the Bank could be subject o penalties. Mandatory reserve
deposits are non-interest bearing.

Deposited funds with CBA include a guaranteed deposit for sertlements wia ArCa payment system.

Non-cash transactions performed by the Bank during 2012 are represented by
o repayment of AMD 2971475 thousand loan by tangible assets (2011: AMD 16,296
thiousand),
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15 Precious Metals

Iy thousand Ammenian drams As of Agof
December 31, 2012 Decembar3i, 2011

Gold 118,037 146,308

Total precious metals 118,037 148,308

__-:_ — - r———— "}

16 Trading securities

I thouzand Armenian drams As of Az of
Decomber 31, 2012 Decamber 31, 2011

Trading securtles issued by the Ministry of Finance of RA- 168,448 {20617

upguoted

Total trading securities 168,448 120617

Nominal interest rates and mamities of these securines are as follows:

Ini thowgand Armenian drams As of Az of
December 31, 2012 Oacambear 31, 2011

Y Maturity E Matiurity

Securitles lssued by the Ministry of Finance of RA 13.83-15.04% 2015-2028 11 50-13.08% 2012-2015

17 Amounts due from other financial institutions

In thousand Amenian drams As of Az of
December 31, 2012 Decamber 31, 2011
Correspandent-accaunts with finanicial institutions 12,737,590 3,899,453
Included In cash and cash equivalants 12,737,580 1695453
Loans end deposits from finenclal institutions 3,636,433 6.BE5.651
Reverse repurchase agreements 842,910 532,434
Payment and settlement systam 1,040,313 477,965
Cther amounis 28,777 3,250
Total amounts due from other financial iInstitutions 13-234,“23 11,578,753
—_— e

As at 31 December 2012 the amounts due from other Bnancial insttunons inamounts of AMD
14,491,636 thousand (74%) (2011: AMD 3,047,781 thousand (26%}) were due from 3 banks.

As-of 31 December 2012 included in amounts due from other financial institutions are guarantee
deposits placed by the Bank for its operations in the amount of AMD 385318 thousand (2011
AMD 1.892.007 thousand).

Fair value of assets pledged and carrying value of loans and securities under tépiirchase agreements
as of 31 December 2012 are presented as follows:
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In thousand Ammenian drams As of As ol

December 31, 2012 Decamber 31, 2011

Fairvalus of Carrying value of Fairvalue of  Cairying value of

collatoral loans  collateral loans

Securities pledoed under reptirchass B45,558 842,910 550,877 532404
agreements

Total assets pledged under repurchase B45 998 842,910 550 877 £32.434
agresments

18 Derivative financial instruments

In thousand Armanian drams As of Az af

December 31, 2012 Decamber 31, 2011

Fair Falr Fair Falr

Notianal value of value of Motional  value of value of

amount assets  liabllities armart Basats [imbilities

Derivatives held for trading
Forsign exchange confracts

Swaps - domestic 32,203 2,135 -~ 5287755 28,748 2677
Total derivative financial 32,203 2,135 - 5297755 28,748 2,677
Instruments

19 Leans and advances to customers

In thousand Armenjan drams As of As ol

December 31, 2012 Dacamber 31, 2011

Logns to customars 59,502,981 47,030,580
Chvardrafts 5,223,239 3.346.812
Letter of credit 68,115 93.538
Financial lease recelvaties 154,407 88,201

64,948,722 50,557,141
Less allowance for lean impairmant (6,215,814} (4,366,887
Total loans and advances to customers 58,732,908 46100254

As of 31 December 2012, acerued interest income included in loans and advances 1o customers
amounted to AMD 754,433 thousand (201 1: AMD 1,404,549 thousand).

As of 31 December 2012 the effective interest rates on loans and advances to customers ranged
from 5.11 1o 31.86 % for loans in AMD (201 1: from 5.11 1o 31.82 %) and from 511 to 23.76 Y for
leans i USD, EUR and other freely convertible currencies (2011: from 3.07 o 32.82 %),

During the year ended 31 December 2012 the Bank obtained assers by taking possession of
collateral for loans to costomers, As of 31 December 2012 the carrying amount of such assets was
AMD 2,758,321 thousand (2011: AMDD 59228 thousand) (See Note 23), The Bank is intended to
sell these assets in'a shor period.

As of December 31, 2012, the Bank had # concentration of loans represented by AMD 13,484,832
thousand due from the ten largest third party entities-and pardes related with them (21% of gross
loan pertfolio) (2011: AMD 15,123,740 thousand or 30%). An allowance for individual impairment
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in the amount of AMD 3,519,631 thousand (2011: AMID 2,847 387 thousand) was made dgmnst
these loans.

Loans and advances to customers by industries of economy may be specified as follows:

Iri thougand Armenian drams

As of

Dacember 31, 2012

As ol

Cecember 31, 2011

Manufacture 5.858.416 740,850
Agricullure 2,143,088 1,534,135
Construction 7,777,723 5,041,161
Trading B,491,350 5,055,820
Transpart 2,041,503 392,408
Sarvices 843,885 588,241
Cansumer 22,180,579 17,708,604
Mortgage 12,608,053 8,659,720
Ofher ssctors 2,866,145 5.751.104
64,948,722 50,557,141
lLess allowance far lean impainment (5,215,814} (4,366 B8T)
Total leans and advances to customers 50,732,908 45,190,254
Reconcilintion of allowance account for losses on loans and advances by class is as follows:
[ thousand 2012
Armenian drams
Manufaec-
ture Agriculture Construction.  Trading Transport Services Consumer Mortgage Other Total
At Janpary 2012 1,373,674 161,160 1,773,254 74,657 11,927 64,109 177,086 551,870 168,150 4 366,887
Charge/(reversal) TBE,523 100,624 (531,738) 189,251 119,281 (49,042) 10,229 (235,009)  (141,674) 260,455
far the year )
Amounts writen off  (18,829) {4,457) - (1B,482)  (3,367) (6;326) (2154B82) {234,992) (5,053)  {(508,968)
Recoveries 32,708 7.411 387,244 172,138 9,471 19,821 254 818 167,154 4,475 1,085,440
‘;‘é 321 December 7 476,076 284,738 1,638,760 427,584 137,322 28,862 226,751 289,023 26,898 5215814
Indbidual 2,143,018 247,854 1,487,271 419,451 - 21,028 4,714 102,967 - 4426301
impairment
Collactive 33,080 16,884 151,489 8133 137322 7634 222,037 186,056 26,898 789,513
impairment
2,1TE,0TE 284 738 1,638,760 427,584 937,322 28,662 228,751 288,023 26,8598 5215814
Gressamountof  2.576,374 454,878 1,576,313 1,228,883 - 116,823 5,893 240,714 - 5,199,879

loans ndlviduslty
determinad to be
impaired, before
deducting any
Individually
assessed
Impairment
gllowanca
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Ameanian drams
Manufac-
re  Agricullure  Construction Trading Transport Services Consumer  Morgage Other Tetal

Af1 :Januar'y' 201 813,375 187,185 183705 183.57T 3.740 5,623 156,385 161,812 1,276,638 3,056,051
Charge/{reversal) 312,826 4,458 1,561,555 (152.842) 26471 BD752 158,388 695,847 {1,110,631} 1,586,723
for the year
Amaunts written off 15.442) (48.692) (632) (74,9200 (34.872) (36487 (185.217) (314307 (4,832} (104.601)
Recovenas 152,816 8,21 GB.6G2E 116142 16.588 4,221 47,519 18518 5,074 428,714
?é;u‘r: December 4373874 161160  1.773.254 74657 11827 84108 177,088 551,870 169,150 4,358,887
Indlividual 1,352,364 148,735 1.757.678 24,521 = BB 2 364,850 3,708,059
impairment
Collective 21,310 12,425 15,578 0136 11,827 4,198 177,086 187,020 168,150 858,828
Impairment

1,373,674 161,180 1,773,254 74857 11,927 84,109 177 086 561,870 168,150 4,366 BBV
Gressamountol 2809975 201613 3,483,514 45,181 - 168,411 - g11.138 - 7,610,832
loans individually
determined to be
impaired, betors
deducling any
individually
assessed
impatrmment
ailowanca

Loans and advanees by customer profile may be specified as follows:
In thousand Amvegnian drams As of Aaaf

December 31, 2012

December 31, 2011

Individuals 35,636,388 28,154 125
Privataly teld companies 24177035 18,024 518
Scla propristors 3,714,555 2,851,820
State owned enterprisas 1,413,380 1,521 &48-
Mon-commercial instifutions 7,354 4,829
64,948,722 50.857.141
Less allowance for loan mpatrrment (5,215,814) (4:366,887)
Total loans:and advances to customers 59.732.908 45,190,254
Loans to individuals comprise the following products:
I thousand Ammanian diams As of As.af

December 31, 2012

December 31, 2011

Consumerleans
Maortgage leans
Car loang

Other

Total loans and advances to individuals {gross)

20,609,076 15.978,758
12,606,053 8.653,720
1,571,603 2,290,786
849,758 185,841
35,636,388 28154125
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The finance lease receivables may be analvzed as follows:

In thousand Ammenian drams As of Asof
December 31,2012  December 31, 2011

Gross |nvestment ir finance leases, receivable:

Mot laterthan 1 year 44,078 4,724
Later than 1 vsar and not later than 5 years 153,990 106,846

198,068 111,370
Uneamed fulure finance (ncome on finance leases {43,861) {25,169)
Net Investment In finance |sases 154 407 55 201

The allowance for uncellectable Anance lease receivables included 1n the allowance for impatrment
amounted to AMD 1,544 thousand ar 31 Décember 2011 {2011 AMD 862 thousand)

Implied intereat rate of the lease amounts to 16 %4,

At 31 Décember 2012 and 31 December 2011 the esdmated fale value of loans and advances w
customers approximates their carrymp value. Refer o Note 34,

Maturity analysis of loans and advances to customers are disclosed in Note 35,

Credit, currency, liquidity and interest rate analyses of loans and advances to customers are disclosed
n MNote 36, The information on related party bulances is disclosed 1n Note 33.

20 Investments available for sale
In thousand Armenian drams As of Az af
Dacember 31, December 31

2012 2081

Unguoted investments

Securilies |ssued by the Ministry of Finance of Armenia 4,926,655 3,427,798

RA equlty shares. 107,794 107 794

Equity shares of QECD countries 257,233 65,654

RA corporate bonds 85,945 8,603

Total investments 5,387,527 3510849

All debt securities have fixed coupons.

All unquoted RA available-for-sale equities ate recorded at cost less allowance for impairment since
thetr fair value cannot be reliably estmared. There 15 no market for these wivesitments and the Bank
intends to hold it for the long term.

The fair value of unquoted available-for-sale debt securities is measured using a valuaton technique,
which uses current marker rates to discount future cash flosws of the Arancial msmuments:
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Available for sale debt securities by effective interest rates and manurity date comprise:

In thousand Armenian drams

As of

December 31, 2012

As of

Decermbar 31, 2011

e Maturlty e Maturity
Securities esued the Ministry of Finance of B.7-15.04% 2013-2032 8,0-15.41% 2012-2018
Armenia
RA corporate bonds 11.33% 013 10.25% 012

Asat 31 Decembetr 2011 debit securities available for sale'ar fair value of AMD 1,032,481 thousand
were pledged 1o third parties in sale and repurchase agreements for periods not exceeding six

months: See Note 30. These secunties have been reclassified as securities pledged under repurchase

agreements on the face of the statement of financial positon.

21 Property, plant and equipment

In thousand Ammenian Other Leasehold
drams Land and fixed improve- Investments

bulldings Egquipment  Vehicles Computers agsats meants in PPE Tatal
COsST
At January 1, 2011 4,360,100 432 661 B0,578 1,316,198 421 587 112,438 - B,703.610
Additions 4 445 30,425 34,228 022 5955 19,050 278,583 442 A1
Disposals - 1247) - (2i313) (1,968) - . 16,228)
Reclassification 185 14,527 225,611 14,574 3,141 (258 138) -
At December 31, 2011 4,364,730 478,756 94,307 1,608,618 440,148 134,687 20,457 7,140,203
Addilions . 96,187 58,775 374,386 77,537 8,198 128,221 BO4,318
Disposals . 17,182} (22,576} (48,480) {5,321) (7,206} - {s0.E18)
Reclassifications 12,980 {4,345} - (5,888) {4,435) 162,606 (148,157) 4,655
At December 31, 2012 4 377,710 561,426 132,006 1,928,636 507,825 348,131 2,521 7,858,358
DEFRECIATION
Al January 1, 2011 - 334483 44,807 B20,562 360,457 63,012 - 1723331
Depreciation charge aai 611 33,678 B594 148,029 21,702 13,601 - 821,215
Dispossals [247) - 13.213) {1,268) = [8,128)
At December 31, 2014 381,611 367,214 51,409 1,065,378 380,201 B2.813 - 2338418
Dapreciation charge 393,372 48,537 14,643 288,977 .03 45,924 - 793,484
Disposalz - (6,587) (22,576) (47.973) [5.288) {2,432) - {84,856}
At December 31, 2012 784,983 410,164 43,488 1,276,282 405944 128,105 - 3,047,048
CARRYING VALUE
At Decembar 31,2012 3,582,727 151,262 88,538 652,254 101,881 222,025 2521 4,811,300
At Decamber 31, 20119 3,873.119 108,542 435,406 543,240 59,047 £2.074 20457 4.801.785
At Decernber 31, 2010 4,360,100 28,168 15,771 395 536 81,120 45 484 4,960,279

Revaluation of assets

The buildings owned by the Bank were revalued by an independent nppmiser as at 31 December
2010 using comparanve, income and cost methods resulting in a revaluation of AMD 1,692,926
thousand. Management has based its estimate of the fair value of the buildings on the results of the
independent appraisal.

The net book value of buildings that would have been recogmzed under the historie cost method s

AMD 647,800 thousand as at 31 Diecember 2012 (2011: AMD 707,637 thousand),
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Fully depreciated ifems
Az ar 31 December 2012 fixed assets included fully depreciated assets in amount of AMID 1,332,794
thousand (2011: AMD 1,336,158 thousand).

Fixed asseis in the phase of instaliation

As at 31 December 2012 fixed assets included assets in the phase of installation in amount of AMD
241,021 thousand (2011 AMD 447239 thousand), which are tot amoertized and are claszified in
accordance witl their type.

Restrictions on title of fixad assals
As at 31 December 2012, the Bank does not possess any fixed assets pledged az secunty for
liahilines or whose atle s otherwise restricted

Contractual commitmants

As ar 31 December 2012 the Bank had a contractual commitments totalling AMD 141,539 thousand
payable in 2013 (2011: AMD 86,936 thousand). The Bank’s Management has already allocated the
necessary resources in respect of this commitinent. The Bank’s Management bélieves that future net
revenues and funding will be sufficient to cover this and any similar such commitments.

22 Intangible assets

In thousand Armeanisn drams Licenses Computer software Other Total
cosT

Al danuary 1, 2011 273363 45,950 76,660 385,383
Additions 69,370 = - B93T0
At December 31, 2011 342,733 36,9560 76,560 455,353
Additions 7.683 - 1,320 8.913
Reclassification - - {#,5586) |4,668)
At December 31, 2012 350,326 35,960 73,324 459,610
AMORTISATION

A January 1, 2011 135,850 21.440 2407 159,597
Amartization charge 70,010 2802 4064 76,878
At December 31, 2011 ‘205,860 24,242 6,471 235,573
Amartisation charge a7 450 1,857 5,266 44,673
At December 31, 2012 243,310 26,129 11,737 281,246

CARRYING VALUE

At December31, 2012 107,016 9,781 51,587 178,364
At December 31,2011 136,873 11,718 70,189 218780
At December 31, 2010 137,513 14,520 74,253 228,286
Fully amoriized items

As at 31 December 2012 intangible assets included fully amortized assets in amount of AMD
134,033 thousand 2011: AMD 101,161 thousand).

As at 31 December 2012, the Bank does nor possess any intangible ussets pledged as sécunty for
liabiliues or whose title is otherwise restricted,
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23 Repossessed assets

Detals of financal and non-financial assets obtaned by the Bank during the year by raking
possession of collateral held 45 security against loans and advances as at December 31 are shown
below:

In thouzand Amenian drams As of As ol
Oecember 31, 2012 Decsmber 3%, 2011

Property 2,393,866 55228
Yehicles 3,856 B
Dther 355,600 -
Total 2.768 321 59,228

The Bank’s policy is to pursue timely realisation of the collateral in an- arderly manmer. The Bank
generally does not use the non-cash collateral for its own operanions. The assets are measured at the
lower of their carying amount and firvalue less costs to sell.

24 Other assets
I thousand Armanian drams As of Asof
December 31, 2012 December 31, 2011
Prepayments and other debtars 203,633 217,256
Recaivatles ancash transfers 45,523 24153
Total other financlal assets 248 456 241,444
Less aliowance for impairmant in respact of financial assets [73,690) {103,5586)
Total net other financial assets 175,766 137,893
Unamarized insuranca premiom 51.978 B4 450
Settiemanis with employess 20 54
Prepayments o suppliers 328,525 110,687
Dther prepaid laxes 20,977 16,218
Materiais 165,349 122,832
Mher 1,865 1.877
Total non-financial asseta 57H, 724 316125
Tatal other assals 764,490 454 022

Reconciliaton of allowanee dccount for losses an ather asseis {5 as follows:

In thousand Armgnian dramzs Total
At January 1, 2011 54,184
Charge for the year 78,113
Amaunts written off (30,395)
Recoveries 1.654
At Decembsr 31, 2011 T 103,586
Charge for the yaar &7, 760
Amaounts written off {123,334)
Recoveries 25,708

At Decembar 31, 2012 73,630
e
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25 Amounts due to CE of RA

In thousand Armenian drams As of As of
December 31, 2012 December 31, 2011

Onligations of the CBA 3,327,334 4370431

Subardinated dabl 1,164,755 1,184,755

Total amounts due ts CB of RA 4,492,089 5,535,186

Subordinated debt represents anounts attracted from the RA CB amountng to AMD 1,160,700
thousand with 7.5% annual interest rate matunng m four years,

Asat 31 Decemnber 2012 obligatons of CBA include loans received by the German-Armenian fund
within the scope of retroactive financing s¢ as to extend credit to the Small and Medium business,
consumer and other purposes in wmount of AMD 3327342 thousand (2011: in the amount of
AMD 3.339,094 thousand and amounts under repurchase agreements in the amount of AMD
1,031,337 thousand).

26 Amounts due to other financial institutions

In thousand Armanian drams As of Az ol
December 31, 2012  Decambar 31, 2011

Loans and deposits from financial institutions 9,239,318 0.679,544
Loans from and current accounts ¢f other financial Institutlons 754,685 2,651,052
Correspondent accaunis of other Banks 75,996 54,439
Other amounts o958 -
Total amounts due to financlal Institutions 10,070,868 12,465 027

All deposits from banks have fixed interest rates. Loans from financial institutions have variable
inferest rates,

As of 31 December 2012 the effective interest rates on amounts due to financial insdmutions ranged
from 4.06 o 10.47% for borrowings in AMD (2011: from 5.064 to 9.04%) and from 3.09 to 5.55%
for borrowings in USD, EUR and other freely convertible currencies (2011: from 4.97 to 5.87%).

The Bank has not had any defaults of pancipal, interest or other breaches with respect to is
borfowings during the year (2011: mil),

2T Amounts due to customers

In thausand Amenian drams Az of As aof
Dacember 31, 2012 Decembar 31, 2011

Government of the RA

Current/Settlement accounts = 23

Recaived loans 2,203,848 2883428

2,203,846 2.883,451

Corporate customors

Current/Seitlement accounts 31,285,207 52,082 558

Time deposits 14,440,007 9,153,374

45,726,114 T1.245832
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In thousand Anmenian drams

As of
December 31, 2012

Asof
Decambsr 31, 2091

Retail customers

Current/Ssttlement accaounts 8,315,839 6,524,312
Time deposits 27,587,295 217203289

35,903,132 28244 711
Total amounts due to customers 83,823,002 102,374,094

Customer deposits carry fixed and vanable rates.

As at 31 December 2012 included in payables to Government are loans amounung to AMD 638715
thousand (2011: AMD 688488 thousand) auracted under the Watld Bank PIU on “Apriculture
Finance Support Facility” and “Agricultiral Reform support project”, the amount of AMD 32,212
thousand ateracted from “Millenomum Challenges Foundation-Armenia” SNCO (2011 AMD 68,506
thausand), and the loans received within the scope of “Small and Medium business loan project” of
German-Armenian fund in the amount of AMD 1512921 thousand (2011: AMID 2,120434
thousand),

Az ar 31 December 2012 included in amounts due to customers are deposits amounting to AMD
1,709,577 thousand {2011 AMD 2,947,322 thousand) held as secunity against loans; letters of credic
1ssued, guarantees issued and other transacrion related to contingent liabilities. The fair value of
those deposits approximates the carrying amount,

At 31 December 2012 the aggregate balance of top ten customers of the Bank (including related
parties, see Note 33) amounts to AMD 43,952,858 theusand (2011: AMD 68,783,386 thousand) or
33.84% of total customer accounts (2011 69.14%). The amount of top ten customers does not
include amounts due to BA Government,

As of 31 December 2012 the effective interest rates on amounts due to customers ranged from 4.98
to 17.23% for amounts attracted in AMD (2011: from 4.00 to 17.21%) and from (.97 to 125 % for
amounts attracted in USD, EUR and other freely convertible currencies (2011 from 1.21 w
12.00%),

The Bank has not had any defaults of principal, mterest or other breaches wath respect to 1ts
berrowings durng the year (20112 nil),

28 Other liabilities
In thowsand Armenian drams As of As of
December 31; 2012  Decamber 31,2011
Accounts payables 163,030 112,554
Tax payatle, other than Incamea tax 141,30 106,255
Revenues of futire parinds 3,801 2,826
Grants relaied fo assais 3g122 40,544
Due to persannel 88,205 B1470
Bue to on payment checks 8,976 5,452
Oiher 54 TAGT

Total other fiabiiities 441,518 337,568
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Grants related to assets

Az of
December 31, 2042

In thousand Ammenian drams

Asof
December 31, 2011

At January 40,544 42 966
Recognition of income (Mate ) {2,422) (2.422)
At December 31 38122 40,544
29 Other provisions

The movement 1o other pmvismm wis as follows:

In thougand Amenian drams As of As of

December 31, 2012

Decembar 31,2011

At January 1 40,699 16,183
Chargelraversal) (30,986] 24,516
At December 31 9,713 40.590
Provisions have been made m respect of costs arising from guarantees,
3o Securities pledged under repurchase agreements
In thousand Armenian drams Assat Liability
As of As of As of As of
December December December ' December
3. 212 3, 20m 31,2012 31, 2011
Securities pledged under repurchase agreaments (Mote 20, - 1.032481 - 1831337
25)
- 1,032 481 - 1,031,237

The pledged securities are those financial assets pledged under repurchase agreements with other

banks, with the right to sell or re-pledge by the coutiterparty.

These transactions are conducted under terms that are usual and eustomary to standard lendimg and

securites borrowing and lending activites.

31 Equity

As at 31 December 2012 the Bank's registered and paid-in share capital was AMD 4,860,033
thousand (2011; AMD 4,860,033 thousand).

In accordanee with the Bank's statues, the share capital consists of 16,200 ordinary shares, ull of
which have a par value of AMD 300,000 each and of 333 prvileged shares, all of which have a par
value of AMD 100 each.
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The respective shareholdinps as at 31 December 2012 and 31 December 2011 may be specified as
follows:

In thousand Armenian drams: Pald-in share capital % of total paid-in capital

Advanced Glebal Investments LLG 4,617,000 o5

Advanced Global Investments LLC 33 -

{prefarence shares)

Saint Apastalic Church of Armenla 243,000 5
4,860,033 100

As-at 31 December 2012, the Bank did not repurchase any of its own shares. The holders of
ordinary shares are entitled to recetve-dividends as declared and are entitled to one vote per shate af
annual ind general meetings of the Bank.

The preference shareholders are entitled to receive annual dividends amounting 20% of the nominal
value of the shares they own if decision on dividend payment is made by authorized body.

The share capital of the Bank was contriluted by the shareholders in Armenian Drams and they are
entitled to dividends and any eapital dismibution in Armenian Drams.

Distributable among sharcholders reserves equal the amount of retained earmings, determined
accotding to the Armentan legislation. Non-distributable reserves are represented by a reserve fund,
which is created as required by the statutory regulatons, in respect of general banlang nisks,
mcluding future losses and other unforeseen risks or contingencies. The reserve has been ercated in
accordance with the Bank's statutes that provide for the creation of a reserve for these purposes of
not less than 50% of the Bank’s share eapital téported in statutory hooks.

32 Contingent liabilities and commitments

Tax and legal matters

The taxation system in Armenia is characterized by frequently changing lemslation, which iz often
unclear, contradictory and subject to interpretation. Often, differing interpretations exist among
vanous faxaton autherities and jurisdicrions,

Often tax authontes claim additional taxes for ransactons and aceounting methods, for which they
did not claim previously. As a result addidonal finés and penaldes could arise, Tax review can
include 3 calendar years immediately preceding the year of a review. In certain circumistances tax
review can include-earlier periods.

Management believes that the Bank has complied with all repulations and has completely sertled all
its tax liabilines.

Management also believes that the ulimate liability, if any, arising from legal actons and complamts
taken against the Bank, will not have a material adverse impact on the financial condidon or results
of future operations of the Bank.

Loan commitment, guarantee and other financial facilifies

In the normal course of business, the Bank is a party to finuncial instruments with off-balanee sheet
risk in order to meer the needs of irs customers. These instruments, involving varying degrees of
credit sk, are not reflected in the statement of financial positon,
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As of 31 December the nomiual or contract amounts were;

In thousand Armenian drams As of Ag ol

' December 31,2012 Dacermber 31, 2011
Undrawn foan commitments 5324113 5135428
Lettars of eradil 3
Guaraniess 871,322 4,069,879
Total commitments and contingant llabilities 6,205,435 9205317

The maximum exposure to credir risk of Loan commitments, guarantee and other financial facilities
is best represented by the total amount of these comimitments and contingent liabilines,

Operating lease commitments — Bank as a lessee
In the normal course of business the Bank enters into other lease agreements for buildings and
PEEIDJ.’S.EE.

The future aggregate minimun lease payments under non-cancellable operating leases are as follows:

In thousand Armenian drams As of Asof

December 31, 2012 Decamber 31, 2011
Mot fater than 1 year 11,798 229,936
Later than 1 year and not iater (han & years 1,086,679 534,309
Latar than 5 years 324,152 7,760
Tetal oparating lease commitments 1,692,629 772,005

Capital commitmenis
Information on the Bank's capital commitments is disclosed in notes 21,

Insurance

The insumance indusery in Armenia is ar developing stage and many forms of insurance protection
common In other parts of the world are not yet generally available. However, as ar 31 December
2012 the Bank possesses insurance for 1ts transporration (also compulsory motor thied party liability
insurance) and buildings, properties, ATMs, banking risks, electronic or computer crimes and for
professional responsibility, Until the Bank obtains adequate insurance coverage, there is'a sk that
the loss or deswuction of cermin assets could have a material adverse effect on the Bank's
apetations and financial positon.

Starbing from 2005 the Bank is a member of the obligatory deposit insurance system. The system
operates under the Armentan laws and regulations and s governed by the Law on Guaranter of
Physical Persons Deposits. Insurance covers Bank’s liabilities to individual depositors for the
amount up to AMD 4,000 thousand (up to AMD 2,000 thousand for deposits in foreign currency)
for each individual in case of business failure and revocation of the banking license.

33 Transactions with related parties

It accotdance with TAS 24 Related Party Disclosures, parties are considered ro be related if one
party has ability to control the other party or exercise significant influence over the other party in
making financial or opetational decisions, For the purpose of the present financial statements,
telated parties include sharcholders, members of Bank's Management as well as other persons and
enterprises related with and conrrolled by them respectively.
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The ulomate controlling party of the Bank is Arpentinean businéssman E. Eumnekian,

A number of banking transactions are enmtered into with related parties. These include loans,
deposits and other ransactions. The volumes of related party transactions, cutstanding balances at

the year end, and related expense and income for the yearare as follows:

In thousand Armenian drams

Az of
Dacember 31, 2012

#As of
December 31, 2071

Key management

Key manegement

Shareholders personnal  Shargholders personns|
Loans and advances fo customers
Loans oulstanding st January 1, gross 423,218 126,001 4227293 14,162
Loans issued during the year 964,600 231,564 281,073 201.563
Loan repaymants during the year (B47,134) (165,810) [B80.154) {B9.661)
Loans gutstanding at December 31, grass 540,684 194 845 423,218 126,081
Less: allowancefor joan impairment i5,407) i1.918) (4,232 (1,261)
Loans outstanding at December 31 535,277 189,927 418,868 124830
|mpairment charge for credil losses 1175 G657 32 1,120
Interest income on loans 41,213 14,953 43,054 10,231
Amtaunts due to custamers
Depeosits al January 1 60,388,121 67,102 22,720,421 21,544
Deposits recaived during the year 1,095,581,630 1,112,838 500,757,697 863,136
Deposits repaid during the year {1,121,855,157) (1,061,668)  {463,128,957) {917,578)
Deposits at December 31 34,015,654 118,372 60,489,121 &7.102
|nterest expense an deposits 817,948 10,182 711,236 3,835
Accaunts recelvable
Al January 1 2,803 - 120 -
Incrasse 497,953 4,769 &.651 2580
Decrease {497,418) {4,769} (6,068) (2880
At December 31 3437 : 2803
Items of comprehensive staterment of Income
Commisgion Income 17,027 6,224 B 342 a4
Other Incoms 88,495 624 5,455 163
Advisory axpenses 18,553 23,6540 62,510 23,6540
Lease paymenis 14,078 - 21,102 -
Dther operating expenses 10,113 53 30,364 2,255

The loans issued to disectors and other key management personnel {and close family members) have
maturnty feom 1 month to 20 years and have interest rates of 5-22% (2011: 5-24%), The loans
advanced to the directors are collateralised by gold, real eseate; cash and other assets.

During 2010 a contmact on cooperation was signed between the Bank and “Haypost™ CJ5C,
according o which parallel to post/mail services the Post will offer and provide banking services in
the post offices through its physical substructures and human resources: In the frames of the
mentioned collaboration the Bank expecis 1o enhance its branch nerwark,
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Compensanon of key management personnel was comprised of the following:

In thowsand Armerian drams 2012 201
Salaries and ether shor-tarm banefits 248,800 144,717
Sccial security cosls 14,272 7548
Total key management compensatian 263,072 152,365
34 Fair value of financial instruments

Financial instruments not measured at fair value

In thousand Armanlan drams As of As o
December 31, 2012 Dacember 31, 2011
Carrying walue  Falrvalue Carrying value Fair valus

FINANCIAL ASSETS
Cash and balances with CBA 23,582,048 23,582,048 §9;136.771 68,138,771
Amounts gue from financial insttutions 18,284,023 18,284,022 11,578,753 11,578,753
Loans and edvances to customers 569,732,908 59,732,208 45,180 254 45,190,254
Cther fingncial assetz 176,766 176,766 137,893 137.883

FINANCIAL LIABILITIES

Amaounts due to CB of Ra, 4,492,082 4,492,083 5,535,186 5535186
Amounts due to financial institutions 10,070,868 10,070,868 12,465,027 12,465,027
Amounts due to customers. B3,B33,082 B3833,082 102,374,084 102,274,054

Amounts due from and to financial institutions

For assers and liabilines maruring within one month, the carrying amount approximates fair value
due 1o the relatively short-teem maturity of these Anancial instruments. For the assets and liabilities
maturing in over one month, the fair value was estimared us the present value of estimated future
cash flows discounted at the appropriate year-end market rates, which are mamly the same as
current inferest mies.

Loans and advances to cusiomers

The fair value of foating rate instruments is normally their carrying amount. The estimated fair
value of Axed interest rate instruments is based on estimated future cash flows expected 10 be
received diseounted at gurrent interest rates for new inscruments with similar credin risk dnd
remaining matority. Fair value approximates carrying amounts as current interest rates for new
instruments reflect interest rate for instruments voginated previously:

Other borrowings

The estimated fair value of fixed interest-beaning deposits is based on discounred cash ows using
interest rates for new debts with similar remaining maturity, Fair value approximates carrying
amounts as cusrent interest rates for new instruments reflect interest rate for instruments onginated
previously.
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34.1 Fair Value Hierarchy
The fair value hierarchy has the following levels:

- Level 1: quored prices (unadjusted) i active markets for identical assets or liabilites

- Level 2: inputs other than quoted prices included within Level | that are observable for the asser
and liahility, either directly (Le. asprices) or indirectly (Le. derived from prices)

- Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

In thedsand Armenlan drams As of Decembar 31, 2012
Lavel q Leval 2 Leval 3 Total

FINANCIAL ASSETS

Trading securities - 168,448 - 168,448

Investrments available for sale - 5022500 - 5,022,500

Unguoted equity investments of OEGD e 257,233 - 257,233

countries

Dervatlve financial assets - 2,135 - 2,135

Total - 5450316 - 5,450,316

In thousand Ammenisn drams Az of Dagember 31, 2011
Leyal 1 Leval 2 Level 3 Total

FIMNAMCIAL ASSETS

Treding securities - 120817 - 120,617

fnvestments available for sala = 3437401 = 3437 401

Lnguoted equity investments of OECD i 65,854 - 65,654

countrias

Securities pledged under repurchase - 1,032.481 = 1,032,481

agraements

Dearivstive financial assels - 28,7489 - 28,748

Tetal < 4,684,902 - 4,664,802

FINANCIAL LIABILITIES

Dervative financial liabilities - 2877 . ZETT
Total & 2,677 . a7
NET FAIR VALUE - 4 682,225 - 4 882225

The methods and valuation techniques used for the purpose of measurmyg fair value are unchanged
compared to the previous reporting period.

Unguoted RA equity securities

The fair value of Bank's investment in unquoted RA equity securities cannor be reliably messured
and is therefore excluded from this disclosure, Refer to note 20 for further information shout this
equity investment.
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Maturity analysis of assets and liabilities
The table below shaws an analysis of main financial assets and liabilities analyzed sccording to when

they are expected to be recovered or settled. See Nore 36.3 for the Bank’s contractual undiscounted

repayment obligations.

{n Ih-:u_‘ssn:_i As of December 31, 2012
Ame ik dremts Damand and From From Subtotal less Subtotal

less than 4 1ta 3 Jtoi2 than 12 From More than § aver 12

maonth months maonths months 1to 5 years yaars manths Total

ASSETS
Cazh and balancss 23,162,048 - - 23,762,048 - 420,000 420,000 23,582,048
with CB&,
Pracigus metals 118,037 - - 118,037 - - - 118,037
Trading securities - 7.881 451 8,332 16,383 143,733 160,116 168,448
Amounts dus frem 16,655,075 1,243,630 60,537 17,959,242 - 3za,781 324,781 18,284,023
cther financial
Institutions
Derjyative financlal - - 2,136 2,135 - - 2,135
azsels
Loans and 4,637,051 3,541,756 14,472,031 22,650,838 198,939,506 17 142,585 37082070 £9,732,908
advances 1o
customers
Investmeants 11,227 110,033 760,540 &&1.800 2,308,031 2,199,898 4,505,727 5,387,527
availaole for ale
Other financial 107,850 G7.816 - 175,766 o - . 175,766
assets

44,691,268 4,871,216 15,295,694 64,958,198 22,261,919 20,230,775 42,482,894 107,450,802
LIABILITIES
Amounts due to CB 3,578 - 1,503,'1?’? 1,506,755 2,985,334 - 2,585,334 4,452 089
of RA
Amounts due to 578,338 1,596,288 1,868,620 4,444,148 4,432,078 1,134 644 5,626,722 10,070,868
fimancial Institutiohs
Derivativa financial
lizbilities
Amounts due to 43,497,288 6,230,102 28,551,614 78,279,005 2,000,045 31.554,042 5554 0BT 83,833,082
cusiamars

44,080,208 8,226,390 31,823,311 84,229,906 9477 45T 4,688 686 14,766,143 98,396,048
Net position E11,083  (3,255174) (16,627,617) (18,271.708] 12,784,462 15542089 28,326,551 9,054,843
Accumulated gap 611,083  (2,644,081) (19,271,708) (6,487,246) 9,054,843
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In the u_sand Az of Dacember 31, 2011
Armenian drams Demand and Fram From
less than 1 fio3 dto12  Sublotallsss From Mo than3  Subtotsl over
month months manths ihan 12 nonths: 9 to 5 years years 12 months TJotal

ASSETS
Cashand balances 68,702 302 . - B8,T02.302 - £34 489 434 465 B0.136.771
with CBA
Pracious matals 146,308 - - 146,308 - - - 146,308
Trading secarities 1,279 1.785 27,458 30,562 87,502 2,553 80,055 120617
Armounts dua from T.918.978 1,767,768 = o686, 746 - 1,892,007 1,892,007 11,578,753
other financial :
institulions
Darivalive financial 28,171 - - 28171 £78 . 578 28.749
aszels
Loans and 1,581 561 4100282 12,048,720 18.721,543 183186268 12149085 27458711 47,180,254
advancas to
customers
Investments 15432 253 494 415,548 684,475 2,145 782 780,552 2925374 3810848
available far sale
Secuities pledged - 1,032.481 - 1,032,457 - . 1,032,481
undat répurchass
agreements
crher financial 87,401 70,482 - 137,693 . s 137,853
assels

78,481 432 7,316,282 13,3592, 76T 8. 170487 17,553 498 15,258,656 32,872,194 131,982,675
LlagiLITIES
Armaunts dusto CB 1,116,085 300,000 300,000 2,316,085 3,219,100 - 32197100 5 535 186
of RA
Amoudnis dus to 3,215,755 60,770 1,480,539 4,746,064 4.561.650 3,157,304 7,718,983 12,465,027
financial institulians
Derlvatve financlal 2,677 . - ZETT . - - 2877
asgais
Amaunts die to B8.616,653 7,680,313 21122,080 974719286 3,620,944 1,327 BG4 4954808 102,374,084
customers

TE:851 41 B047,083 23491818 104,484,113 11,407,703 4485188 15892 BF1 120,376,984
Net position 5,510,021 (724 B0} [10,098,852) (53713632 6,145,785 10774528 165979323 116058691
Accumulated gap 5,510,021 4785220 (5313632 ‘832,163 11,605,591

36 Risk management

The Bank's activities expose it to a variety of financial risks and those actvities imvelve the analvsis,
evaluation, acceptance and management of some degree of nsk ar combination of risks,

The process of risk management is organized in accordance with the mission, principal and interim
objectives of the Bank and is deésipned to improve the financial position and the reputation of the

Company.

The aim of the risk management process is the assistance to the management of the Bank in maling
decisions in the framewark of wsk mitigation measures, limits and internal acts for eflectively
managing the risks related to the assets and liabilities of the Bank and s customers by the means of
excluding or minimizing the possible losses related to the risks, ensuting the acceptable level of
profitability, liquidity and solvency. The risk management is based on procedures, regulations,
norms and limits, approved by the Bank's authorized body, The idennfication, messurement,
supetvision and monitoring of the Bank's risks are ongeing and regular processes, The risk analysis
is-an integral part of the Bank’s strategic planning; as well 'as the evaluaton of investment programs.
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The Bank’s risks: management poncples include: the implementation of non-standard risk
management procedures in critical situations, periodicdl implementation of stress scenarios foe
tesl:ing the financial stbility, aveiding the concentratons of business processes in the assets and
loan portfolio, diversification of the Bank's assets and lisbilities, implementation of monitoring by a
frequency consistent with the risks undertaken by the Bank, management of the nisk concentrations,
the ongomg cooperation berween the nsk management administradon and departments,

Risk management sirirclure

The tisk management is otganized and coordinated by the Executive Director m accordance with
the mternal legal acts approved by the Bank's Board. The risk management is implemented in 4 clear
and documented manner for all business processes described, through appropriate internal legal sets
and limits determined for all the processes and operations.

The Bank's Board

The Board is responsible for the overall supervision of sisk management and nsk management
policy, as well as approval of the policies related to the risk management, based on which the Bank’s
Executive Director organizes the tisk management, taking into consideration the management limits
and the requirements of the Bank's internal legal scts.

Lirection
The Bank's Executive Board implements the following for the purpose of sk managemenc
*  Approval of complex measures, in agreement with the Board, based on the Bank’s risk
management, associated with the Bank's profitability in the critical situations, as well as
operating, strategic, reputational and legal risks.
s Derermimng prohibitions for several transactons,
Determining limits for tansactions without collateral in inter-bank markets,
Determining internal norms for banking risks regulation and supervision.

The Executive Board is responsible for the-management of the Bank's assets and liabilities, as well
as' the overall financial system. The Bank’s Executive Board is also responsible for the Bank’s
igquidity financial risks. The Executive Board is designed 1o fulfill the functons of the Banl's
Assets and Liabilines Management Committee.

FRisk management division
The mam fuctions of the tisk management division are:

¢ Elsboration and implementation of active mechanisms and processes for risk management
in the Bank, as-well as monitoring over thelr implementation,

¢ Analysis of the risk level of loans issued by the Bank and the monitonng over the lénding
process in the framework of program loans,

e Monitoring of issued loans, identification of issues related to them and reporung,

* Supervision over the evaluation of pledged property and perindical revaluatons of the
pledged property,

*  Urganization of the insurance process of the Bank’s property,

*  Management of the doubtful leans portiolio.
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Internal audit

Risk management processes throughout the Bank are audited annually by the internal andir function
that examines both the adequacy of the procedures and the Bank's compliance with the procedures,
Internal Audit dis¢usses the results of all assessments with management, and reports its findings and
recommendations to the Bank’s Board,

Risk measurement and reporting systems
Depending upon vanous factors, the Bank divides the risks into the internal and external risks.

The external risks mnclude the country, legislation, force-major factors, price and competidon risks,

Internal risks of the Bank are the nsks associated with its activity. They melude the credit,
operational, lguidity, interest mte, currency, reputational, capital dectepse. staff and money
laundering risks.

The country risk is managed by the Bank using the mting of international raung agenaes (Moody's,
S & P, Fitch), granted 1o international banks and organizations; as well a¢ the Berry index, if
necessary, which is a widely accepted country risk measure. The risk management division monitors
the rating of internal bank counterparties of the Bank and quarterly presents to the Bank’s Executive
Board approval, the limits for each banlk.

The minimal possible price sk level is énsored in the framewoark of the following measures: analysis
of the Arancial markets® stroctural, volume and price indicators’® dynamics, and Liguidity of several
financial instruments, as well as idennfication of current trades, assesement of possible losses on 4
manthly basis using the stress testing, determination of limits for finanaal mstruments (by types of
transactions with secunties, by dealer, by issuer), diversificition of securities portfolio by issuer,
industry, matunity profile etc.

The management of competition risk is implemented by the business divisions and marketing
department, by penodically comparing the range of services and conditions provided by the Bank
and 115 competitors.

The interest rate risk s managed by the Risk Management Division of the Bunk by elaborating and
implementing interest rate mitgation mechanizms/models, based on which the Bank’s Assets and
Liabilities Management Commuttee makes decisions. The Risk Management Division has elected to
use the models interést rate change sensitivity gap, duration and basic risk. Interest rave: change
sensitivity gap and duration models are implemented through swréss testing on a monthly basis. The
wterest rate basic msk Is managed through stress tests by implementing scenaros of different
sevetity on a quarterly basis

For liquidity risk management purposes daily discussions are held around the structure of assets and
linbilities muaturity protiles and the liquidity gap, as-well 48 supervision is established over the weighi
of investments in highly liquid instruments. For mitigation of the liquidity rsk the Bank's Risk
management division presents monthly analysis of the Bank's expected repayments, amounts to be
lentand the positions to the Bank’s Assets and Liabilides Management Committee. The liquidity risk
management includes the elaboraton of pricing mechantsms for assets of the Bank, lmits of
amounts atracted by the Bank, their types or pross interest expenses, limits an concentrations of the
financial sources used by the Bank for fulfilling the liquidity requirements, the diverstficatton of the
maturities of the botrowings, imits an the borrowings atteacted from the Bank’s related parties
aimed at satisfying the liquidity needs, principles and methods for determining the interest rate nisk
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limit, including the interest rate visk and limits related 1o the off-balance sheet items, the intended
level of interest margins, mechanisms and procedures of making decisions en attraction and
attribution of financial means, acceprable: limits of marueity gaps between the Bank's assets and
liabilings , the wavs of coordinating the Bank’s other divisions activities, who can influence the
Bank’s liquidity level by their operations, the extrordinary liquidity requirements fulfilment
programs (which can anse from reduction of the income, increase of doubtful ussets, concentrations
of deposits), the forms of reports on liquidity management 1o be submutred to the Bank's execunve
body and Board.

The capital decrease sk measurement mechanisims are the notms determined internally and by the
CBA (capital adequacy, oné borrower risk etc) The stress tests implemented monthly allow
determining the maximum loss of capital, depending on different circumsances,

The staff risk is managed by the Staff management departmient, which penodically observes the
vacancies and offered condidons exsting in the RA banking system, as well as organizes trainings
for improving the professional skills level of the employees by using internal and external sesources.

The money laundering risk management 15 conducted by the financial abservations department,
which operates i accordance with the requirements of antl money liundering legislation and Bank's
internal legal acts,

Excessive risk concentralions

Cencentrations arise when g number of counterparties are engaged in similar business activites, ot
activities in the same peographic region, or have similar economic features that would cause their
ability to meet contractual oblipations to be similarly affécted by changes in economis, political or
other conditions. Concentrations indicare the relative sensitaty of the Bank's performanice o
developments affecting a particular industry or peographical lucation,

For avoiding the excessive risk concentrations, the Banlk’s policy and processes included special
principles aimed at mamtaining diversified dssets types, loan and securities portfolios.

36.1 Credit risk )
The Bank takes on exposure to credit risk, which is the risk that counterparry will canse a financal
loss for the Bank by faling to discharge an obligation. Credit risk is the most impormant risk for the
Bank’s business; management therefore carefully manages its exposure to credit nsk: Credit
exposures arise principally in lending actvities that lead to loans and advances, and investment
activities that bring debt securities and other bills into the Bank’s asset portfolin. There is also crediut
tisk in off-balance sheer financial instruments, such as loan commitments. The credit nsk is
managed in accordance with the Bank’s credit poliey and the internal legal acts regulating the sphere.
The dsk management division implements daily monitoring of the loan portfolio, caleulation of
dynamics based on the structured series and analysis of the quality of loan portfolio by products and
branches, which is used for forecasting the qualitative indicators of the loan pertfolio. The msk
management division also conducts menitoring of different loan types in accordance with approved
procedures, and monitors also other loans if it is necessary in case of worsening of the borrower's
creditahility, The loans issued by the Bank are also approved by the nsk management division in
accordance with the requirements of intermal legal acts for reducing the credit nsk. The eredie nsk
management and conteol are centralised i Risk Management Division and repotted to the
Executive Board regularly.
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As of December 31, 2012 and 2011 the carrying amounts of the Bank’s financial assets best
represent the maximum exposure to credit tisk related to them, without taking account of any
collareral held or other credit enhancements:

36.1.1 Risk concentrations of the maximum exposure to credit risk

Geagraphical seclors

The following table breaks down the Bank’s main credit exposure at their camying amounts,
as categotized by geographical region as of December 31 2012 and 31 December 2011,

In thousand Amignian drams Other non-
DECD QECD

Armenia countries countries Total
Cash and Balances with CEA 23,582,048 - - 23,502,048
Precious metals 118,037 - - 118,037
Trading securities 168 448 . - 168,448
Amounts due from othar finangial Institutions 3,787,992 1,924,055 12,571,976 18,284,023
Derivative financial assets 2,135 - : 2135
Loans and sdvances {0 cusiomers 59,544,523 86,385 - 59,732,908
Investments available for 2ale 5,130,294 - 257,233 5,387,527
Oifer financial assels 06,396 - 79.370 175,766
As at 31 December 2012 82,529,873 2,012,440 12,908,679 107,450,882
A5 al 31 Decembar 2011 126274177 1,156,937 5.551,561 131,882 675

Assets have been classified based on the country in which the counterparty is located.

Industry seclors

The following table breaks down the Bank’s main eredit exposure at their CAITYIng AmMOunis; as
categorized by the indusiry secrors of the counterparties as of December 31 2012 and 31 Deécember

2011,

Financial Consumear
In thousand institu- Manufac-  Agricul- Censtruc- Stata sector
Armenian drams tiens turing ture  Trading tion sector (mortgage) Services Other Taotal
Balarices with 23,582,048 - ’ . - - . . . 23562048
CaA
Precious metals 118,037 - - - - - - - - 118,037
Trading securities - - - - B 168,448 - . - 168,448
Amounts due 18,284,023 - - - - - - - - 18,284,023
from othar
financial
Institutions
Darvalive 2,138 - - . - - - - 2,135
financial assalis
Loans and - 3,722,340 1,878,350 B,0G3 7B  B,13B,963 - 34,270,858 2,819,384 2,839,247 59,732 008
advances to
customars
Investments 411,108 = 2 - - 49265855 . . 49.884 5387527
avallabie for sale
Othar financial 45,823 - - - - - - - 129,943 175,766
assals
As at 31 42443174 3722340 1,878,350 8,083,766 6,138,963 &5,095003 34,270,858 2,819,384 3,019,054 4107.450,882
Decamber 2012
As at 31 B2,080,402 3367276 1372975 4584163 32679507 3,548415 265669388 OOGSY1 5785558 131,982,675
December 2011
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36.1.2 Risk limit contrel and mitigation policies
The Bank manages imirs and controls concentrations of credit risk wherever they are identified —in
particular, to individual counterparties and groups; and to indusiries and countries.

The Bank structures the levels of credit risk ir undertakes by placimy limits on the amount of risk
accepted m relaton 1o one bortower, or praups of borrowers, and to geographical and industry
segments. Such risks are monitored on & revalving basis and subject 1o an annual or more frequent
review, when considered necessary. Limits on the level of eredit risk by product, industry sector and
by country are approved guarterly by the Credit Committee.

The exposure to any one borrower including banks and Anancial organizations 15 further restroted
by sub-limits covering on- and off-balance sheet exposures.

Expaosure to credit risk is also managed through regular analysis of the ability of borrowers and
potental borrowers to meet interest and capiral repayment obligations and by changing these
lending limits where approprite.

Some other specific control and mitigarion measures are outlined below.

Collateral

The Bank employs a range of policies and practices to mitigate credit nsk. The most taditional of
these is the tking of secunity for funds advances, which is common practice. The Bank implements
guidelines on the acceptability of specific classes of collateral or credit risk mitiganon. The prngipal
collateral rypes for loans and advances are:

» Mortgages over residential properties;
» Charges over business assets such as premises, equipment, inventory and vehicles.
¢ Gald and cash

Longes-term finance and lending o corporate entities are penerally secured; revolving individual
credit facilities ate generally unseeured. In additing, in order to mintmise the credit loss the Bank will
seek additional collareral from the counterparty as soon as imparment mdicators are noticed for the
relevant individual loans and advances.

Collateral held as security for financial assets other than loans and advances is determined by the
nature of the instrament, Generally no callaterals are required for provision of loans and advances
to financial institutions, especially to Banks, The excepiion s collaterals obtained under repurchase
agreements and securities borrowing transactions. Debt securities, treasury and other eligible bidls
are generally winsecured.
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The analysis of gross loan portfolio by eollateril is represented as follows:

in thowsand Armenian drams As of As of
Degember 31, 2012 Decamber 31, 2011

L.oans coflateralizen by real estate 23,367,526 28,991 339
Loans collsteralized by adld 5,579,708 B31g452
Loans collateralized by guarantees of entarpiizes 20,514,453 4725835
Logns collateralized by vehicles 1,571,503 2,507,338
Loans collatersiizad by cash B17,403 1772478
Loans collaterslized by inventorias 1,084,575 1,498,047
Loans collaleralized by sauipment 532,978 44,053
Other collataral 3,449,874 1.258.318
Unsacured loans 3,820,702 1.440.481
Total leans and advances to customars (gross) 64,948,722 50 EST 141

The amounts presented in the table above are carrying values of the loans, and do not necessarily
represent the falr value of the collaterals. Estimates of market values of collaterals are based on
valuation of the collateral at the date when loans were provided. Generally they are nor updated
unless loans are assessed as individually impaired.

Credit-related commitments

The primary purpose of these instruments is to ensure that funds are available o a costomer as
required. Guarantees and standby letters of eredit carty the same credit risk as loans, Documentary
and commercial letters of credit — which are written undertakings by the Bank on behalf of a
customer authorsing a third party to draw drafts on the Bank up to a stpulated amount under
specific terms and conditions — are callateralised by the underlying shipments of goods to which
they relate and therefore carry less risk than a direct loan.

Commitments to extend credit represent unuged portions of authonsanens 1o extend credic m the
form of loans. With respect to eredit tisk on commitments to extend credit, the Bank is potentially
exposed to lossin an amount equal to the total unused commitments.

However, the likely amount of loss i3 less than the total unused commirments, as most
commitments to extend credit ace contingent upon customers maintaining specific credit standards,
The Bank monitors the term to maturity of credit commitments because longer-term commitments
generally have a greater degree of credit risk than shorter-term commitments,

36.1.3 Impairment and provisioning policies

The main consideratons for the loan impairment sssessment include whether any payments of
principal or interest e overdiue by more than 90 days or there are any known difficulties in the cash
flows of counterparties, credit ruting downgrades, or infringement of the original terms of the
contract. The Bank estimates impairment for loans based on an analysis of the future cash flows for
impaired loans and based on its past loss experence for portfolios of loans for which no ndications
of impairment have been identified approaching conservatively. The Bank addressés tmpairment
assessment inlo areas: individually assessed allowances and collectively assessed allowances;
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individually assessed allowances

The Bank determines the allowances appropriate for éach individually significant loan or advarice on
an individual basis. Iters considered when determining allowance amounts include the sustamabiliny
of the counterparty’s business plan, its ability to improve performance onee a financial difficulty has
arisen, projected receipts and the expected dividend payout should bankruptcy ensue, the availabilicy
of other financial support and the realizable value of collateral, and the timing of the expected cash
fows, The impairment losses are evaluated at each reporting date, unless unforeseen citcumstances
require more careful attention.

Collectively assessed allowsancss

Allowances are assessed collectively for losses on loans and advances that are not significant
(ineluding credit cards, residential mortgages and unsecured consumer lending) and for individually
significant loans and advances where there 1s not vet objective evidence of indwidual impairment.
Allowanices are evalusted on each reporting date with each portfolin receiving & separate review.

The collective nssessment talies account of impairment that is likely to be present in the portfolio
even though there is not yet objective evidence of the impairment in an individual assessment
Impaiement losses are estimated by taking into considesation of the following mfermation: historical
losses an the portfolio, current economic conditions, the approximate delay between the time a loss
is likely to have been incurred and the time it will be identfied as requiring an individually assessed
impairment allowance, and expécted receipts and recovenes once impaired.

Finanecial guatantees and letters of credic are assessed and provision made in a similar manner as for
loans,

Loans and advances neitfer past due or impaired
The table below shows the credit quality by class of asser for loans and advanees neither past due or
impaired, based on the historical counterparty default rates,

in thausand Armenian drams 2012 2011
% ¥
Loans end advances to customears
Agricuiture e 0.g -
Transport 1.6 3
Trading - o7
Pulic food and services - a7
Consumer - 23
Mortoage 1.5 2.2
Other sectors 1.7 249

As of December 31, 2012 and 2011 the Bank has not had any losses on other financial assets
bearing credir msk.

Past due bul nof individually impaired foans

Past due loans and advances include those that are only past due by-a few days. The majority of
the past due loans ate not considered @ be impaired. Analysic of past due loans by age and by
class is provided below,
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In thausand Amenian drams As of December 31, 2012

Less than 31 to 60 61te 90  More than

30 days days days 21 days Total

Loans and advanceas to customers
Manufacture 6,364 4,367 - - 10,731
Agriculture 4,804 13,135 - 7,387 25,433
Trading 9,188 8 465 256,525 1,340 44,516
Consurmsr - . . 1,308 1.308
Martgage 60,654 36,287 23,791 B48,424 768,156
Sarvices 66,287 38,690 11,387 65,324 182,668
Othar gectors - - - 186,380 196,360
Total 147,382 100,844 60,703 820,153 1,229,192
In thousand Armenian drams As of December 31, 2011

Less than 30 31 to 60 611090  More than

days days days &1 days: Total

Loans and sdvances o customers
Manufactura 855 4080 - 22,812 2B.7er
Agricuiture 7.5e8 - - 22303 Za.871
Trading 42 B2T 20,082 713 43713 107,135
Congumer 82,959 39,803 44 G073 103,848 251,313
Morigage 92 777 18,580 1,558 27,556 150,248
Sanvices 5.867 5,505 . 2,699 14,172
Other sactors - - B.611 21.934 28,545
Total 242,753 B7 001 73,8492 245,385 B4g.011

Loans and advances individually impaired

The wotal gross amount of individually impaired loans and advances to custamess before taking into
consideraton the cash Hows from eolliteral held is AMID 6,199,879 thousand (2011; AMD
7,510,832 thousand). Refer to Note 19.

36.2 Market risk

Market risk is the sk thar the fair value or future cash flows of fingncial instuments will fluctuate
due to changes in market vadables such as interest mres and foreign exchange rates. The Bank
classifies exposures to market sk into either rrading or non-trading portfolios. The marker risk for
the trading portfolio s managed and monitored based on a VaR methodology which reflects the
interdependency between risk variables, Non-trading positons are managed and monitored using
other sensiovity analyses.

36.21  Market risk — Trading

The Bank uses Basel [1 interest rate measurement methods and approaches 1o measure the risk of its
securities held for trading. The method defines interest rate risk as the sum of specific and general
nterest rare rsks.

To measure the interest rate risk the net positions in debt securities are calculated against the groups
based on the following principles. To be included in the same group the securities must meet all of
the following criteria:
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* be issued by the same entity;

* expressed in the same currency,

o bear the same interest rate, or at maximum having a difference in interest rates of 0.2 interest
points,

Measuremeni of spacific interest rate risk

To measure the specific interest rate tisk the positions of debr secutities are calcubited first, After
which the gross position in debt securitles is measured. In calculation of the gross posinon the deb
securities are weighted according o the following classes:

& srate debi securitdes
* reliable debt securites
» other debt securties

Mezsurement af general interest rate risk

To measure the general interest rate risk the pasinons in debt securities are ealeulated first a5 well,
The gross net position in net securities is caleulated as the difference berween the sum of long
positions in debt secarities and sum of shorr positions in debt securities' (in absolute rerms), After
the positions in debt securities are calculated the long or short positions debt secunties are divided
and weighted according to their remaining maturity, The mmimal position ih debt securities for each
matuity band i¢ defined as the minimal amount of the qum of all long and short positions (in
absolute terms), [Depending on the maturity all securities are divided into appropriate sones.

The general interest rate nisk for a given day is the sum of the following:

¢ 10% of minimal position of each maturity band

» 40% of minimal posinon of the first zone

* 30% of minimal position of the second zone

o 30% of minimal position of the third zone

¢ 40% of munimal positons between the first and second zones
* 40% of minimal positions between the second and third zones.
» 150% of mimmal positions bietween the firer and thied zones

* 100% of the gross net position of debt securities.

Oin the days whesn there were no changes in the Bank’s balance sheet {including non-werking days)
the daily data is based on the previous day's data.

The Banks® expasure to interest rate risk on its” trading portfolio 15 presented below:

In thousand Armenian trams Specific risk Genergl risk  Total rlsk an trading portfolio
As of December 31, 2012 6,401 23,517 28,918
Asof Decembst 31, 2011 11,988 35.5M 47,493

36.2.2 Market risk — Mon-trading

interest rate risk

Initerest rate visk arlses from the possibility that changes in interest rares will affect future cash fows
or the fair values of financial instruments. The Beoard of Ditectors has estalilished Umits on the
interest rate gaps for stipulated petriods. Positions are monitored on a daily basis.

The following table demonstrates the sensitivity to a reasonable possible chiange in interest rates,
with all ather varables held constant, of the Bank’s comprehensive income statement.
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The sensitivity of the income statement 1 the effect of the assumed changes in interest rates on the
net interest income for one year, based on the flosting rate non-trading financil assers and financial
liahilities held at 31 Pecember 2012, The sensinvity of equity s calculated by revaluating fixed tate
avallible-for-sale financial assets at 31 December 2012 for the effects of the assumed changes in
initerest rates, The sensitivity of equity 1s analysed by maturity of the asset. The total sensitivity of
equity 18 based on the assumption that there are parallel shifts in the yield curve.

in thousand Armenian drams As of December 31, 2012
Sensitivity of eguity
Change In  Sensitivity ofnet Upte® 6 months 1yearto More than

Currency basis points  Interestincome  months  to1year Syears  Syears Total
AMD +1% 1,684 1,026 6,252  23.7T11 10,238 51,809
UsD +1% . - a - 5 .
AMD 1% {1,684) {1,026) (8,252) (23,711) {18,238}  {51,908)
usn 1% - - - - - L
In thousand Ammenian drams As of December 31, 2011

Sensitivity of aguity
Change in  Sensitivity efnet  Upte& 6months 1yeartsd Mare than

Currency basis points inferast income menths . fo 1 year YEATE 5 years Tetal
AMD +1% (1,206 (2732 (3185 @ENG) 6,227y  (35.580)
Uso +1% - - - 2 - *
AMD 1% 1,206 2732 398 22118 6327 45580
usn -1% - - - . * 3
Currency risk

Currency risk is the nsk that the value of o Gnancial instroment will fucroate due o changes in
foreign exchange rates. The currency dsk is managed using the standard and VaR methodalogies:
The currency tates are monitored daily, based on which ar the end of esch manth the currency rares
are forecasted. The Board of Directors lias set limits an positions by currency, '

The tables below indicate the currencies to which the Bank had significant exposure at 31 Decembet
2012 en its non-teading monetary ‘assets and liabilities and its forecast cash flows. The analysis
calculated the effecr of a reasonably possible movement of the currency rate against the Armeniin
dram, with all other variables held constant on the Income statement (due to the fair value of
curfency sensitive non-trading monetary assets and liabilies) and equity (due to the change in faw
value of equity instruments). A negatve amount in the table reflects a potential net reducton in
Income statement or equity, while a pozitive amount reflécts 2 net potential increase.

Ir thousand Armenian drams As of December 31, 2012 As of December 31, 2011
Change in  Effecton Change in Effect an

currancy rata in profit.  Effecton currency profit befere Effect an

Currenzy "  beforo tax aouity rate in % fax equity

usD +5 {1,151) (821) +5 3857 3.088

usp -5 1151 921 -5 {3,857} {3.088}

EUR +B 307 245 +B (612) 14800

EUR 8 {367) (245) 8 B12 495
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The Bank's exposure to foreign currency exchange nsk is as Fallows:

[n thousand Armenian drams Freely MNan-freely
Armenian convertible convertible
Dram currencies currencies Total
ASSETS
Cash and balances with the CBA 11,833,008 11,449 712 299 328 23,582,048
Precious matals - 118,037 . 118,037
Trading securilias 168,448 - - 168,448
Amounts diee from other financial instiutions 959,222 16,085,711 1,229,090 18,284,023
Derivative financial assets 2,135 - . 2,135
Loans and advancss to customers 18,415,190 41,317,718 . 59,732,908
Investments available lor sale 5,AB7, 52T - - 5,387,527
Other financlal assats 40,733 133,981 1,082 175,766
38,616,263 69,105,155 1,629,470 107,450,852
LIABILITIES
Amigunts due to CB of RA 4,492,084 - . 4,492,089
Amgunts dus to financial nstitutions 4,089,674 5,971,065 120 10,070,868
Amounts due o customers 21,434,759 62,248,112 148,181 83,833,092
30,026,562 68,220,177 148,310 08,396,048
Met position as at 31 December 2012 6,783,701 Ba4,982 1,380,160 9,054,843
Commitments and contingent liabilities as at 27684347 4,531,088 = 5,205 435
31 December 2012
42,332,002 868,370,868 1,278,804 131.882.675
Total financlzl assets 25,924,133 91,302.579 150,272 120,376,584
Total financial hiahilities 13,407,869  {2,931.710) 1,128,532 11,605,691
Met position as at 31 December 2011
2170594 7.034.518 - 8205317
Commitments and contingent liabllities a5 at 31 2.170.898 7.034 618 - 9205317

Decembear 2011

Freely convertible currencies represent mainly US dollar amounts, but alse include currencies from
ather QOECD counties. Non-freely convertible amounts relate to currencies af CIS countres,
excluding Republic of Armenia.

36,3 Liquidity risk

Liguidity nigk is the sk that the Bank will be unable to meet its payment obligations when they fall
due under normal and stress cireumstances. To limir this disk, management has arranged diversified
funding sources in addition o its core deposit base, manages assers with lgumdiy m mind, and
monitors future cash flows and liguidity on a daily bases. This incorporates an assessment of
expected cash flows and the availability of high grade collateral which could be wsed to secure
additional funding {f required.

The Bank maintins a portfolio of highly matkétable and diverse assets that can be easily iguidared
in the event of an unforeseen interrtiption of cash flow. In additon, the Bank mamtans an
obligatory mumimum reserve deposits with the Centtal Bank of Armema equal to 8% of certin
obligations of the Bank denominated in Armeniin drams and 12% on certain obligatons of the
Bank denominated in foreign currency. See note 14, The liquidity position is sssesséd and managed
under a vanety of scenarios, giving due consideration to stress factors relating to both the market in
general and specifically to the Bank.
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The liguidity management of the Bank requives considering the level of liquid assets necessary (o
settle obligations as they fall due; maintaining access (o a mnge of funding sources; maintaining
funding contingency plans and monitoring balance sheer Lquidity eatios against regulatory
requirements, The Bank ealculates liquidity ratios in accordance with the requirement of rhe Cenreal
Bank of Armenia.

Mot audited
As at 31 December, these ratios were as follows; 2012, % 2011, %
N21- Total liguidity ratio (Highly liquid assets/ Total assets) 3z.08 57.95
M22: Current liquidity ratiolHighly lauld assets /liabilities on demand) 101.51 108.57

Analysis of financial Habilities by remaining cantragtual maturites.

The rable below summarises the marurity profile of the Bank’s fnancia] liabilities at 31 December
2012 based on contracrual undiscounted repayment obligations, See note 35 for the expected
mamsities of these labilities. Repayments which are subject to notice are treated as if notice were 1o
be given immediately. However, the Bank expects that many customers will not request repayment
on the earliest date the Bank could be required 1o pay and the wuble does not teflect the expected
cash flows indicated by the Bank’s deposit retention history.

In thousand Ammenian

drams As of December 31, 2012
Damand and less From From From More than

than 1 month 1 to 3months 3 to 12 months 1 to 6 years 5 years Total
FINANCIAL LIABILITIES
Amounis due to OB of R4 3,578 - 1,602,675 3,604,280 - 5,210,633
Amounts dus ta financial 585,607 1,898,336 2,039,368 5,381,827 1,375,983 11,381,025
Institutions
Amounts dugto 44,477,623 5,237,488 29,944,723 2,447,154 4,506,714  BT,613,702
customears
Total undiscounted 45,088,708 8,235,824 33,588,766  11433,255 65,882;707 104,205260

financial liabillties

Commitments and 261,107 265,107 822,320 1,131,876 3,724,807  §©,295435
contingent llabllitles

DERIVATIVE FINANCIAL

LIABILITIES

Swap contracts

Inflow - - 33,056 - B 33,056
Outflow - . {31,247} - - {31,247
Tetal undiscainted 73,236,005 8,564,782 25110829 13,813,101 4,500,982 125425809

finrancial labilities as of
Decembar 31, 2011

Commitments and 77,271 2,108,359 2931245 2647240 1,441,202 9205317
cantingent liabilities as of

December, 2011

The Bank has received sipnificant funds from its shareholder and its related parties. Any significant
withdeawal of these funds would have an adverse impact on the aperations of the Bank
Management believes that this level of funding will remain with the Bank for the foreseeable future
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and that In the event of withdrawal of funds, the Bank would be given safficient natice <o as 1o
realize its liquid assets to enable repayment.

36.4 Operational risk

The primary responsibility for the development and implementaton of controls to address
operational risk is assigned to the Executive Board of the Bank. Operational risk is the risk of
incompatibility of the Banks' operations and procedures to the legislation in force or their breach,
the lack of mformation of the Bank’s staff and theit errors, the |osses from insufficiency of the
functional properties of the information technologies and systems implemented by the Bank. The
Bank's abjective 1= to manage operatonal risk so as to balance the svoidance of financial losses and
damape to the Bank's reputation with overall cost effectiveness,

The operational risk management is conducted in a clear and documented manner for Wl the
business processes described, through the internal legal acts regulating those business process, as
well as limits for all the processes and operations, and double conwsl mechanisms for all
transactions. The more actual operational visk management 15 described below.

Legal risk: all the standard contract forms of the Bank are prepared by the Bank's Legal Department
by cooperating with the Bank’s appropsiate departments and ire approved by the Bank's Executive
Board. In the Bank’s day-to-day operations non standard contracts between the Bank and thud
partes are allowed only in case of approprate conclusion from the Banks Legal Department.

The I'T risks are managed in accordance with internal legal nets.
The risk mitigarion mechanisms for the process are:

* Regulanon of all business processes by internal legal acts,
®  Physical protection of the Bank’s assets and cotical documents (ncluding loans
conteacts)
*  [stablishing and maintaining mits,
* Common preservation of property and records,
*  Implementation and archiving of data journals,
Implementation of double control mechanism in recording rransactions:
The internal audit pedodically assesses the internal control system effectiveness and adequacy with
the Banks risks and supervises the Bank’s activity and operational risks.

The Bank's comrespondence with the standards is accompanied by the internal auditor’s pertodic
nbservations. The results of those ohservations are discussed by the Bank’s management’s
appropriate representative to whom it concemns. The summaries of the observarions are submitted
to the Board.

37 Capital adequacy

The Bank maintains an actively managed capital base to cover risks inherent in the business. The
adequacy of the Bank's capital is monitored using, amang other measures, the rules and fatios
established by the Bagel Committee an Banking Supervision (“BIS rules/mtios”) and adopted by the
Central Bank of Armenta in supervising the Bank.

The primary objectives of the Bank’s capital management are to ensure that the Bank complies with
externally tmposed capital requirements and that the Bank maintains strong credic ratings and
healthy capital ratios in order to suppott its business and to maximise shareholders’ value.

The Bank manages its capital strnuctite and makes adjustments to it in the light of changes in
economic conditions and the risk charactenistics of its activities. In order to maintain or adjust the
capital structure, the Bank may adjust the amount of dividend payment ro shareholders, retum
capital to shareholders or issue capital securities, No changes were made in the objectives; palices
antd processes from the previous years.
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The minimum rato beoween toral capital and wisk welghted assers requived by the Centeal Bank of
Armenia 15 12%%

Regulatory capital consists of Tier | capiral, which comprises share capital, share premum, remined
carnings including current year profit, and general reserve. Regulatory capital is caleulated in
accordance with the reéquirements of the Central Bank of Armenia and accounting standards of the
Republic of Armenta. The other campaenent of regulatory capital is Tier 2 caprtal, which mcludes
revaluation reserves.

As of 31 December 2012 and 2011 the amount of regulitory capital, risk waited asses and capital
adequacy ratit calculared in accordance with the requirements of Cenpeal Bank of Armenm ure
provided below,

Mot audited
In thousand Armenlan drams As of December 31, As of December 31,

2012 2011
Tier 1 capital 9,852,583 8,319,233
Tier 2 capital 3,633,072 1,318,208
Total regulatory capital 13,385,665 5,714,438
Risk-welghted assels 99,028,479 2,610,880
Caplital adequacy ratio 13.52% 13:38%

The risk-weighted assets. are measured by means of a hierarchy of risk weights classified according
to the nature of and reflecting an estimate of credit, market and operating risks,

The Bank has complied with externally imposed capital requirements through the period

The Central Bank of Armenia has set the minimal required total eapital at AMD 5,000,000 thougand
from January 1, 2004,
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